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Recording of transactions

Accounting is a systematic process that begins with identifying
and analyzing business transactions, followed by recording,
classifying, summarizing their effects, and ultimately
communicating the information to relevant users. The process
starts with identifying transactions to be recorded and preparing
source documents. These transactions are first entered into the
primary book of original entry, known as the journal, and are
then posted to individual accounts in the principal book, called

the ledger.
Business Transactions

A Dbusiness transaction is an exchange of economic value
between two parties that involves a reciprocal exchange and
results in a two-fold effect. For example, the purchase of a
computer for cash involves two aspects: (i) payment of cash,
representing the "give™ aspect, and (ii) receipt of the computer,
representing the "take" aspect. Such transactions are recorded in
at least two accounts to reflect their dual effect.

Source Document

Business transactions are typically supported by appropriate
documents such as cash memos, invoices, sales bills, pay-in-

slips, cheques, salary slips, etc. These documents, which serve as
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evidence of the transactions, are referred to as source documents

or vouchers. In cases where no specific document exists, such as
for petty expenses, a voucher can be created with the necessary
details and approved by the appropriate authority within the
organization. These vouchers are arranged in chronological
order, assigned serial numbers, and stored in a separate file. All
entries in the books of accounts are made based on these

vouchers.

Transaction VVoucher
Name of Firm:

Voucher No: Date:
Debit account:
Credit account:
Amount (%):
Narration:
Authorised By: Prepared By:

Fig. 1: Showing specimen transaction voucher

Preparation of Accounting Vouchers

Accounting vouchers can be categorized into cash vouchers,
debit vouchers, credit vouchers, journal vouchers, etc. There is
no fixed format for accounting vouchers, but a basic specimen
commonly used for a simple transaction is provided in figure 1.
These vouchers must be preserved until the accounts have been

audited and tax assessments for the relevant period are finalized.

In modern times, accounting is computerized, and accounting
vouchers are prepared with details such as account codes and the
names of accounts to be debited and credited, ensuring accurate
recording of transactions. A transaction involving one debit and
one credit is referred to as a simple transaction, and the voucher
prepared for such transactions is known as a Transaction

VVoucher, as illustrated in figure 1.

For transactions involving multiple debits or credits alongside a

single credit or debit, a compound voucher is prepared.
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Compound vouchers can be further classified as: (a) Debit
Voucher, and (b) Credit Voucher.

Debit VVoucher

Name of Firm:
Voucher No:
Date:
Credit Account:
Amount:
Debit Accounts
S. No. Code Account Amount Narration (i.e.

Name Explanation)

Authorised By:
Prepared By:

Credit VVoucher

Name of Firm:
Voucher No:
Date:
Debit Account:
Amount:
Credit Accounts
S. No. Code Account Amount Narration (i.e.

Name Explanation)

Authorised By:
Prepared By:

Fig. 2: Showing debit and credit vouchers
Transactions with multiple debits and multiple credits are called

complex transactions and the accounting voucher prepared for

such transaction is known as Complex Voucher / Journal

Voucher.
Journal Voucher
Name of Firm:
Voucher No:
Date:
Debit Accounts
S. No. Code Account Amount Narration (i.e.

Name Explanation)
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Credit Accounts

S. No. Code Account Amount Narration (i.e.
Name Explanation)

Authorised By:
Prepared By:

Fig. 3: Showing specimen of complex transaction voucher

Design of accounting vouchers

The design of accounting vouchers varies based on the nature,
requirements, and convenience of the business, with no
standardized format. To differentiate between various types of
vouchers, businesses often use different colored paper and
distinct font styles. Some examples of accounting vouchers are

provided in earlier sections.

An accounting voucher should include the following essential

elements:

e It is prepared on high-quality paper.

e The name of the firm is printed at the top.

e The transaction date is recorded, not the date of its entry.

e Vouchers are assigned a serial number.

e The accounts to be debited and credited are clearly
mentioned.

e The debit and credit amounts are specified in figures under
the respective columns.

e A detailed description of the transaction is provided,
account-wise.

e The name and signature of the person preparing the

voucher are included.
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e The name and signature of the authorized person

approving the voucher are also included.
Journal

Transactions supported by source documents or vouchers are
initially recorded in Books of Original Entry, also referred to as
journals. These journals serve as the primary records, where all
financial activities are documented in chronological order.
Source documents, such as invoices, receipts, and memos,
provide crucial details, including the transaction date, amount,
parties involved, and nature of the transaction, ensuring the

accuracy and verifiability of entries.

To efficiently manage the high volume and repetitive nature of
transactions, journals are typically divided into specific Books of

Original Entry, each serving a distinct purpose. These include:

1. Journal Proper: For recording infrequent or non-routine

transactions.
2. Cash Book: For recording all cash receipts and payments.
3. Other Day Books:
o Purchases Journal: For credit purchases.
o Sales Journal: For credit sales.

o Purchase Returns Journal: For returns of goods

purchased on credit.

o Sales Returns Journal: For returns of goods sold

on credit.

o Bills Receivable Journal: For promissory notes and

bills expected to be received.
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o Bills Payable Journal: For promissory notes and

bills to be paid.

The process of recording transactions in these journals is known

as journalising.
Ledger

The ledger is the next step in the accounting process after
transactions are recorded in journals through journalising. It
involves posting, where the journal entries are systematically
transferred to individual accounts in the ledger, often referred to
as the Principal Book of Entry. This process organizes financial
data account-wise, enabling efficient classification and
consolidation of transactions related to specific categories, such

as assets, liabilities, income, or expenses.

Each ledger account consolidates all transactions pertaining to a
particular category in one place, providing a clear and structured
view of financial activities. Ledgers may be maintained in
various formats, such as bound registers, cards, or loose-leaf
sheets, with each account preferably allocated to a separate page
or card for clarity. In modern accounting systems, ledgers are
often computerized, offering even greater accessibility and

accuracy.

The ledger is a critical component of an organization's
accounting system, as it provides a comprehensive record of all
transactions for each account. It allows the organization to
determine the net result of transactions for any specific account
at a given point in time. For example, the ledger enables
management to quickly ascertain amounts owed by a customer or

payable to a supplier, information that would be difficult to
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extract from journals due to their chronological structure and lack

of classification.

To facilitate posting and retrieval, ledger accounts are
systematically arranged, often in the same sequence as they
appear in the Profit and Loss Account or Balance Sheet. An
index is usually provided at the beginning for quick navigation.
In larger organizations, accounts are also assigned unique code

numbers for easier identification and retrieval.

The ledger plays a pivotal role in summarizing and categorizing
financial data, serving as the foundation for preparing key
financial documents. It supports the preparation of the trial
balance, which verifies that total debits equal total credits, and
financial statements, which provide insights into the

organization's financial health and performance.
For example:

. A sales transaction recorded in the Sales Journal is posted
as a credit in the Sales Account and as a debit in the

relevant Debtor’s Account.

« Similarly, a purchase transaction recorded in the Purchases
Journal is posted as a debit in the Purchases Account and

as a credit in the Supplier’s Account.

This process not only facilitates error detection by ensuring
balanced accounts but also ensures accurate classification of
financial data. The ledger is indispensable for transparent
reporting, informed decision-making, and compliance with

accounting principles.
Format of the ledger

Format of the ledger is:
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Name of the Account

Dr. Cr.

Date Particulars | J.F. Amount Rs Date | Particulars J.F. | Amount Rs

Fig. 6: Showing format of a ledger

According to this format the columns will contain the
information as given below. An account is debited or credited
according to the rules of debit and credit already explained in

respect of each category of account.

Title of the account: The Name of the item is written at the top
of the format as the title of the account. The title of the account

ends with suffix ‘Account’.

Dr./Cr.: Dr. means Debit side of the account that is left side and

Cr. Means Credit side of the account, i.e. right side.

Date: Year, Month and Date of transactions are posted in

chronological order in this column.

Particulars: Name of the item with reference to the original

book of entry is written on debit/credit side of the account.

Journal Folio: It records the page number of the original book of
entry on which relevant transaction is recorded. This column is

filled up at the time of posting.

Amount: This column records the amount in numerical figure,
corresponding to what has been entered in the amount column of

the original book of entry.
Distinction between Journal and Ledger

The Journal and the Ledger are the most important books of the
double entry mechanism of accounting and are indispensable for

an accounti ng system.

Following points of comparison are worth noting:
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1. The Journal is the book of first entry (original entry); the

ledger is the book of second entry.

2. The Journal is the book for chronological record; the ledger is

the book for analytical record.

3. The Journal, as a book of source entry, gets greater importance

as legal evidence than the ledger.

4. Transaction is the basis of classification of data within the
Journal; Account is the basis of classification of data within the

ledger.

5. Process of recording in the Journal is called Journalising; the

process of recording in the ledger is known as Posting.
Posting from Journal to Ledger

Posting refers to the process of transferring entries from the
journal (books of original entry) to the ledger. It involves
organizing all transactions related to a specific account in one
place to draw meaningful conclusions and advance the
accounting process. Posting is typically done periodically—
weekly, fortnightly, or monthly—depending on the needs and

convenience of the business.

The process of posting from the journal to the ledger involves the

following steps:

1. Locate the Account in the Ledger: ldentify the account

to be debited as recorded in the journal.

2. Enter the Date: Record the date of the transaction in the

date column on the debit side of the ledger account.

3. Record Particulars: In the "Particulars™ column, write the

name of the account corresponding to the transaction. For
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example, if furniture is sold for cash 334,000, the Cash

Account (debit side) will have "Furniture" recorded in the
particulars column to indicate the source of the cash.
Similarly, the Furniture Account (credit side) will record
"Cash" in the particulars column to indicate that the sale
was made for cash. This process is followed for all entries

in the journal.

4. Enter the Folio Number: Note the journal page number
in the folio column of the ledger. Conversely, the ledger
page number is recorded in the folio column of the journal

for easy cross-referencing.

5. Enter the Amount: Record the transaction amount in the

amount column on the debit side of the ledger account.

The same steps are followed for posting the credit entry of the
corresponding account. Once an account is opened in the ledger,
all related transactions are posted either on its debit or credit side,
depending on the nature of the transaction. This method ensures
all entries related to a particular account are consolidated,

facilitating clarity and accuracy in financial records.
Balancing Ledger Accounts

Whenever one wants to know the net effect of various
transactions in a particular account, one has to work out its
balance, Balance is the difference between the totals of the debit
and the credit side of an account. The process of finding out the
balance is known as balancing, The procedure for balancing is as

follows:

(1) Total the two sides of an account.
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(2) Find out the difference between the totals of the, two sides.

By Machinery Alc

(3) Put the difference in the amount column of the side showing
less total. Rs. 50,000

(4) If the difference is entered on the debit side, write against it in
the particulars column 'To Balance c/d' (c/d stands for carried
down). In case the difference is entered on the credit side, write

against it in the particulars column 'By Balance c/d'".

(5) Now, total both the sides and you will find that both the totals

are equal,

(6) The closing balance (balance c/d) is going to be the opening
balance for the subsequent period. The opening balance is shown
on the next date in the account by writing 'To Balance b/d' (b/d
stands for brought down) or '‘By Balance b/d' as the case may be.
Note that if the closing balance was on the debit sides, the
opening balance would be shown on the credit side and if the
closing balance was shown on the credit side, the opening
balance would be shown on the debit side. In fact, an account is
said to have a debit balance if its debit side total is bigger and a
credit balance if its credit side total is bigger. Thus, the opening
balance is shown according to the nature of the balance i.e., the
debit balance on the debit side and the credit balance on the

credit side.

(7) Sometimes the totals of the debit side and the credit side of an
account are equal. It implies that the account has nil balance. In
such a situation the account is said to have closed having no

closing and opening balances.

Significance of Balances
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The balance in an account represents the net effect of all

transactions related to it during a specific period. This balance
may be a debit balance, a credit balance, or a nil balance,
depending on whether the total debits exceed credits, credits
exceed debits, or they are equal. The significance of these

balances varies based on the type of account in the ledger:

1. Personal Accounts: Personal accounts are balanced more
frequently than other types of accounts. The balance in a personal
account indicates the relationship between the business and the

party involved:

« A debit balance means the party owes the business and is

considered a debtor.

« A credit balance indicates the business owes the party,

making them a creditor.

« A nil balance signifies that all dues have been settled, with

nothing owed by or to the party.

2. Real Accounts: Real accounts are typically balanced at the
end of the accounting period to facilitate the preparation of final
accounts. The Cash Account, however, is balanced daily to verify
and confirm the actual cash on hand with the closing balance
reflected in the account. Real accounts generally show a debit
balance as they represent assets or property owned by the

business.

3. Nominal Accounts: Nominal accounts are not balanced but
are instead closed by transferring their totals to the Trading and
Profit and Loss Accounts during the preparation of final
accounts. However, for instructional purposes or to prepare the
Trial Balance, nominal accounts may be balanced temporarily.
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« Accounts related to expenses and losses will show a debit

balance, as these are always debited.

« Accounts related to incomes and gains will show a credit

balance, as these are credited.

Understanding these balances is essential for preparing accurate
financial reports and maintaining clear and organized accounting
records. Balances in personal accounts provide insights into
payables and receivables, real accounts reflect asset values, and
nominal accounts help determine the business's profitability

during the accounting period.
Trial balance

After posting the journal entries into the ledger and balancing all
accounts, we prepare a statement called trial balance. This
statement shows the balances of all the accounts which appear in
the ledger. The debit balances are shown in one column and the
credit balances in the other. It is usually prepared just before
preparing the final accounts. The purpose is to check the
arithmetical accuracy of the books of account. You know that
under the Double Entry System for every debit there is an equal
and corresponding credit. So, the total of debits given to different
accounts must be equal to the total of credits given to different
accounts. Similarly, the total of debit balances in different
accounts must be equal to the total of credit balances in different
accounts. Now if the Trial balance tallies i.e., the total of its debit
balances column is equal to the total of its credit balances
column, it would mean that both the aspects of each transaction
have been correctly recorded in the ledger. If, however, the two
totals do not tally it implies that some errors have been

committed while posting the transactions into ledger.
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There are two methods of preparing the Trial Balance:

(1)  Totals Method, and
(i)  Balances Method.

Under Total Method we show the totals of each side of an
account in the Trial Balance. The debit side total of an account is
shown in the debit column of the Trial Balance and the credit

side total of the account in the credit column.

Under Balance Method we show only the balances of each
account in the Trial Balance. The second method is more
convenient and commonly used because it eliminates all those

accounts which have nil balance.

In computerised accounting, only journal entry is required,
posting into ledger and summarisation into trial balance is taken

care by the computer program automatically.
What is an Account?

In accounting, an account serves as a structured record used to
summarize all financial transactions related to a specific entity,
item, income, or expense. It is a key component of the Double
Entry System, which is based on the principle that every business
transaction has a dual effect—affecting two accounts

simultaneously.
When recording a transaction:

1. The account that represents the receiving aspect is
debited.

2. The account that represents the giving aspect is credited.

To effectively apply the rules of debit and credit, it is essential to

understand the structure and function of an account.
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Definition and Structure of an Account

An account is a summarized record that captures all financial
activities associated with a particular individual, asset, liability,
income, or expense over a specific period. Accounts are designed
to track the flow of money or value, providing clarity and

transparency in financial management.

The visual representation of an account resembles the letter ‘T”,
commonly referred to as a T-account. It is divided vertically into

two sections:

e Debit Side (Dr.): The left-hand side of the account. This
side records the receiving aspect of transactions.
e Credit Side (Cr.): The right-hand side of the account.

This side records the giving aspect of transactions.

At the top of the T-account, the name of the account is written
in the center. The term "Account™ (or its abbreviation "A/c") is
added to specify the type of account. For example, if the account

pertains to machinery, it is labeled as ""Machinery Account."
Components of an Account

1. Title of the Account:
a. Clearly identifies the nature or purpose of the
account (e.g., Cash Account, Rent Account).
b. Placed at the top center of the account.
2. Debit Side (Dr.):
a. Represents inflows or additions, such as expenses,
assets received, or losses incurred.
b. All entries on this side signify the "receiving™ aspect
of a transaction.
3. Credit Side (Cr.):
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a. Represents outflows or deductions, such as
revenues, liabilities, or assets given.

b. All entries on this side signify the "giving" aspect of
a transaction.

4. Balance:

a. The difference between the totals of the debit and
credit sides indicates the balance of the account. It
could be a debit balance or a credit balance,

depending on which side is greater.
Example of a T-Account

Consider a transaction: A business purchases machinery for

Z50,000 in cash. The accounts affected are:

e Machinery Account (Asset) — Debited (receiving aspect).

e Cash Account (Asset) — Credited (giving aspect).
The T-accounts would look as follows:

Machinery Account

Amount Amount
Date | Particulars | JF €4 Date | Particulars | JF €4
2025- | Cash Alc 50,000
01-01
Cash Account
Amount Amount
Date | Particulars | JF ® Date | Particulars | JF ®
2025- | By 50,000
01-01 | Machinery
Alc
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Importance of Accounts

1. Clarity in Transactions: Accounts provide a clear and
organized way to record and summarize financial
activities.

2. Tracking Financial Health: They help in monitoring
assets, liabilities, income, and expenses, which are crucial
for decision-making.

3. Foundation for Financial Statements: All financial
statements, such as the Profit & Loss Account and Balance
Sheet, are derived from the balances in individual
accounts.

4. Facilitates Double Entry System: Accounts ensure that
the dual effect of transactions is accurately recorded,

maintaining the accounting equation.
Modern Updates

e Today, accounting software often replaces manual T-
accounts but retains the core structure digitally.

e Advanced systems automatically categorize and balance
accounts, reducing errors and saving time.

e |International standards, such as GAAP and IFRS,
emphasize the importance of accurate account

classification and reporting.

In conclusion, an account is the backbone of financial record-
keeping, offering a detailed and systematic way to track and

manage business transactions effectively.
Classification of Accounts

In accounting, all business transactions are categorized into three

primary types based on their nature:
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1. Transactions related to persons

2. Transactions related to properties or assets
3. Transactions related to incomes and expenses

To systematically record these transactions, accounts are broadly

divided into three categories:
1. Personal Accounts
2. Real Accounts
3. Nominal Accounts

Together, Real and Nominal Accounts are referred to as
Impersonal Accounts. Below is a detailed explanation of these

categories:
1. Personal Accounts

These accounts are concerned with transactions involving
individuals, firms, companies, or institutions. Each person or
entity has a separate account to record the benefits received from

or given to them during transactions.

Examples include:

e Individual Accounts: Krishna’s Account, Gopal’s Account,

Loan from Ratilal’s Account

e Firm or Company Accounts: Hiralal & Sons' Account,
Nagarjuna Finance Limited Account, The Andhra Bank
Account

e Special Category - Representative Personal Accounts:
Certain accounts, although impersonal by name, represent
liabilities or assets connected to individuals. These

include:
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o Salaries Outstanding Account (represents employees

owed salaries)

o Prepaid Insurance Account (benefits paid in

advance)

o Rent Received in Advance Account (liabilities

related to unearned income)

Accounts such as Capital Account and Drawings Account,
which record transactions with the business owner, also fall

under this category.
2. Real Accounts

Real accounts are related to tangible and intangible properties or
assets owned by the business. These accounts help track asset-

related transactions, ensuring proper management of resources.
Examples include:

e Tangible Assets: Furniture Account, Machinery Account,

Building Account
e Intangible Assets: Patents Account, Trademark Account

Key Rule: Real accounts represent the physical and intangible

assets that provide value to the business.
3. Nominal Accounts

Nominal accounts deal with the expenses, losses, incomes, and
gains incurred by the business. A separate account is maintained

for each type of expense or income.
Examples include:

e Expenses: Wages Account, Salaries Account
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e Income: Commission Received Account, Interest Received

Account

Nominal accounts record the operational impact of business

activities on its profitability.
Rules of Debit and Credit

In double-entry bookkeeping, every transaction affects two
accounts. To determine which account is debited and which is

credited, specific rules are followed based on the type of account:
1. Personal Accounts

e Rule: Debit the receiver and credit the giver.

For example:
o Paid cash to Ramesh & Co. (%5,000)

= Debit: Ramesh & Co. Account (receiver of
the cash)

= Credit: Cash Account (giver of the cash)
2. Real Accounts

e Rule: Debit what comes in and credit what goes out.

For example:
o Received cash (X1,000) from Ajay
= Debit: Cash Account (asset coming in)
= Credit: Ajay’s Account (asset going out)
3. Nominal Accounts

e Rule: Debit all expenses and losses, credit all incomes and
gains.

For example:




Acc 3.1 - Journalising and Posting

o Paid rent (X1,000)
= Debit: Rent Account (expense incurred)
= Credit: Cash Account (asset going out)
o Received commission (3450)
= Debit: Cash Account (asset coming in)
= Credit: Commission Account (income earned)
Practical Applications of the Rules
Example 1: Paid Cash to Ramesh & Co. (%5,000)
e Accounts affected:
o Ramesh & Co. Account (Personal Account)
o Cash Account (Real Account)
e Application of Rules:
o Debit: Ramesh & Co. (receiver)
o Credit: Cash (what goes out)
Example 2: Received Cash from Ajay (X1,000)
e Accounts affected:
o Cash Account (Real Account)
o Ajay’s Account (Personal Account)
e Application of Rules:
o Debit: Cash (what comes in)
o Credit: Ajay (giver)

Example 3: Paid Rent (X1,000)
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e Accounts affected:
o Rent Account (Nominal Account)
o Cash Account (Real Account)
e Application of Rules:
o Debit: Rent (expense)
o Credit: Cash (what goes out)
Example 4: Received Commission (X450)
e Accounts affected:
o Cash Account (Real Account)
o Commission Account (Nominal Account)
e Application of Rules:
o Debit: Cash (what comes in)

o Credit: Commission (income)
Distinction between Book keeping and Accounting

Book keeping is the systematic process of recording daily
financial transactions, forming the foundation of the broader field
of accounting. Often referred to as "Steward Accounting," it
focuses on maintaining detailed and accurate records of all
financial activities, such as receipts, payments, sales, and
purchases. Bookkeeping is a fundamental subset of accounting,
much like arithmetic is a component of mathematics. Its primary
goal is to ensure that all financial data is organized and readily

available for further processing.

Accounting, on the other hand, begins where bookkeeping ends.

It goes beyond the simple recording of transactions to include
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summarizing, analyzing, and interpreting financial information.

This broader scope allows accounting to provide valuable

insights, aid in decision-making, and ensure compliance with

regulatory requirements. By transforming raw financial data into

actionable information, accounting plays a pivotal role in the

overall financial management of an organization.

The key distinctions between bookkeeping and accounting can be

outlined as follows:

Aspect Bookkeeping Accounting

Nature It is the recording | It is the summarizing, analyzing,
phase of an accounting | and interpreting phase of an
system. accounting system.

Basis Serves as the | Serves as the Dbasis for
foundation for | generating financial insights and
accounting. reports.

Responsibility | Handled by  book- | Handled by accountants.
keepers.

Skill Does not  require | Requires specialized knowledge

_ specialized skills or | and professional expertise.

Requirement expertise.

Judgment Does not involve | Requires personal judgment,

Involvement | personal judgment. e.g., when estimating provisions

for bad debts.

Comprehen- | Does not provide a | Offers a complete picture of the

siveness complete view of the | financial condition of the
business's financial | business.
condition.

Compliance Does not assist with | Facilitates compliance with legal

with Legal | compliance. and regulatory requirements.

Formalities

Managerial Does not provide | Provides critical insights for

Use information for | managerial decisions.
managerial  decision-
making.

Branches Has no branches. Comprises several branches,

such as financial accounting,
cost accounting, and

management accounting.
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System of bookkeeping

Bookkeeping systems are methodologies employed to
systematically record and manage financial transactions. The two
primary systems are the Single-Entry System and the Double-
Entry System, each catering to specific business needs and

accounting practices.
Single Entry System

The Single Entry System of bookkeeping is an informal and less
structured method of recording financial transactions. It does not
follow the comprehensive rules of the Double Entry System,
resulting in incomplete financial records. Typically used by small
businesses or sole proprietors, this system focuses mainly on
cash and personal accounts, while other accounts, such as
revenue, expenses, and assets, may be partially recorded or

ignored altogether.
Key Features of Single Entry System

1. Incomplete Records: Only some aspects of transactions

are recorded, often cash and personal accounts.

2. Limited Scope: It does not track all aspects of business

operations, such as depreciation or non-cash transactions.

3. Ease of Maintenance: This system is simpler and less
expensive to maintain, making it appealing for small businesses

with limited resources.

4, No Trial Balance: Since it lacks systematic double entry
records, a trial balance cannot be prepared to verify the accuracy

of accounts.
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5. Approximate Results: Profit or loss is often determined
by comparing the opening and closing balances of capital rather

than through detailed financial statements.
How the Single-Entry System Works

Under the Single-Entry System, only selected transactions are
recorded, and the focus is often on cash flow and personal
accounts. It does not provide a complete picture of all assets,
liabilities, and income or expenses, making it difficult to

ascertain the true financial position of the business.
For example:
e Cash Account: Tracks receipts and payments of cash.

e Personal Accounts: Maintains records of transactions

with customers and creditors.
Example of a Single-Entry System

Consider a small business owner, Mr. Ramesh, who runs a retail
store and maintains accounts using the Single Entry System.

Below is an example of how transactions might be recorded:
Opening Balances (as of January 1, 2025):

e (ash in hand: 250,000

e Debtors (amount receivable from customers): 320,000

e Creditors (amount payable to suppliers): 310,000
Transactions during January 2025:

1. Sold goods for cash: 330,000

2. Received 210,000 from a debtor.

3. Paid %5,000 to a creditor.
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4. Purchased goods for X15,000 on credit.

Cash Account
Receipts Payments Balance

Date Particulars ® €4) ®
01-Jan- Opening Balance 50,000
2025
05-Jan- Cash Sales 30,000 80,000
2025
10-Jan- Received from 10,000 90,000
2025 Debtors
15-Jan- Paid to Creditors 5,000 85,000
2025
Debtors and Creditors

Opening Transactions During Closing
Account Balance (%) January ) Balance (})
Debtors 20,000 Received: 10,000 10,000
Creditors 10,000 Paid: 5,000; Purchased: 20,000

15,000

Profit Estimation

The profit or loss in the Single-Entry System is typically

estimated using the Capital Comparison Method:

1. Calculate the opening capital:

Opening Capital
= Assets (Cash + Debtors) — Liabilities (Creditors)

= (%50,000 + %20,000) — 10,000 =%60,000

2. Calculate the closing capital:

Closing Capital
= Assets (Cash + Debtors) — Liabilities (Creditors)
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= (85,000 +%10,000) —%20,000 = X75,000
3. Determine the profit:
Profit = Closing Capital — Opening Capital
%75,000 — 60,000 = 15,000
Limitations of Single Entry System

1. Incomplete Financial Records: It does not track all

assets, liabilities, income, and expenses comprehensively.

2. Inaccuracy: No trial balance can be prepared to verify the

correctness of records.

3. Difficult Profit Calculation: The capital comparison

method provides only an approximate profit figure.

4. No Legal Validity: This system is not acceptable under
statutory requirements, such as those mandated by the

Companies Act or tax authorities.

5. Limited Analysis: It fails to provide a detailed view of the

financial position and performance of the business.
Double Entry System

The Double Entry System is the foundation of modern
accounting and is based on the Dual Aspect Concept, which
states that every business transaction has two equal and opposite
effects. These effects are recorded in two accounts:

1. Debit: Represents the receiving aspect.

2. Credit: Represents the giving aspect.
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This system ensures that for every debit, there is a corresponding

and equal credit, maintaining the fundamental accounting

equation:
Assets = Liabilities + Equity

By recording both aspects of a transaction, the Double Entry
System provides a complete and accurate view of the business's

financial activities and position.
Features of Double Entry System

1. Duality of Transactions: Every transaction affects two

accounts—one is debited, and the other is credited.

2. Systematic Record-Keeping: Ensures comprehensive

recording of all transactions in the books of accounts.

3. Verification of Accuracy: Enables the preparation of a
Trial Balance to verify the mathematical accuracy of

accounts.

4. Financial Statements: Facilitates the preparation of
detailed financial statements, such as the Trading and

Profit & Loss Account and Balance Sheet.

5. Compliance: Widely accepted and recognized under

accounting standards and statutory frameworks.
Example of Double Entry System

Let us consider a small business and record its transactions using

the Double Entry System.
Scenario:
1. Business started with %1,00,000 in cash.

2. Purchased goods worth 30,000 for cash.
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3. Sold goods for ¥50,000, receiving cash.

4. Paid rent of 25,000.

5. Purchased office equipment worth 320,000 on credit.

Journal Entries

Debit Credit
Date | Particulars LF | ® €4
01- Cash A/c Dr. 1,00,000
Jan
To Capital Alc 1,00,000
(Being business started with cash)
02- Purchases A/c Dr. 30,000
Jan
To Cash Alc 30,000
(Being goods purchased for cash)
03- Cash A/c Dr. 50,000
Jan
To Sales Alc 50,000
(Being goods sold for cash)
04- Rent A/c Dr. 5,000
Jan
To Cash Alc 5,000
(Being rent paid)
05- Office Equipment A/c Dr. 20,000
Jan
To Creditors Alc 20,000
(Being office equipment purchased on
credit)
Ledger Accounts

The transactions are then posted to individual accounts in the

Ledger, as shown below:
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Cash Account
Amount Amount
Date | Particulars | JF | R) Date | Particulars | JF | R)
2025- | Capital A/c 1,00,000 2025- | By 30,000
01-01 01-02 | Purchases
Alc
2025- | Sales Alc 50,000 2025- | By  Rent 5,000
01-03 01-04 | Alc
Capital Account
Amount Amount
Date | Particulars | JF | }) Date | Particulars | JF | })
2025- | By  Cash 1,00,000
01-01 | Alc
Purchases Account
Amount Amount
Date | Particulars | JF | R) Date | Particulars | JF | )
2025- | Cash Alc 30,000
01-02
Sales Account
Amount Amount
Date | Particulars | JF | R) Date | Particulars | JF | )
2025- | By  Cash 50,000
01-03 | Alc
Rent Account
Amount Amount
Date | Particulars | JF | () Date | Particulars | JF | }R)
2025- | Cash Alc 5,000
01-04
Office Equipment Account
Amount Amount
Date | Particulars | JF | }R) Date | Particulars | JF | }R)
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Amount Amount
Date | Particulars | JF | R) Date | Particulars | JF | }R)
2025- | Creditors 20,000
01-05 | Alc
Creditors Account
Amount Amount
Date | Particulars | JF | ) Date | Particulars | JF | ®)
2025- | By Office 20,000
01-05 | Equipment
Alc

Advantages of Double Entry System

1.

Comprehensive Recording: Captures both aspects of
every transaction, ensuring accurate and complete financial

records.

Mathematical Accuracy: Allows the preparation of a trial

balance to verify the correctness of accounts.

Preparation of Financial Statements: Facilitates the
creation of detailed financial statements, such as the Profit

& Loss Account and Balance Sheet.

Fraud Prevention: Ensures transparency and reduces the

likelihood of errors or fraudulent activity.

Financial Analysis: Enables stakeholders to analyze

business performance and financial health effectively.

Distinction Between Single Entry and Double Entry

Systems

The Single Entry System is a simplified approach suitable for

small

businesses with limited financial activities, while the




Acc 3.1 - Journalising and Posting

Double Entry System provides a robust framework for

maintaining accurate and comprehensive financial records,
making it the preferred choice for businesses of all sizes aiming
for transparency, compliance, and reliability. The major

distinction between these two systems of bookkeeping is

summarized below:

Parameter Single Entry System

Double Entry System

Definition Records only one
aspect of a transaction.

Records both debit and credit
aspects of a transaction.

Scope Limited to cash and
personal accounts.

Covers all types of accounts,
including assets, liabilities,
income, and expenses.

Completeness Incomplete and
of Records unsystematic.

Complete and systematic.

Methodology Informal and
inconsistent.

Structured and based on rules
of debit and credit.

Verification of | No trial balance can be
Accuracy prepared; errors are
hard to detect.

Trial balance can be prepared
to verify accuracy and detect
errors.

Profit Indirect and Accurate, using the Trading
Calculation approximate, using the | and Profit & Loss Account.
Capital Comparison
Method.
Financial Does not facilitate Facilitates preparation of a
Position preparation of a Balance Sheet.
Balance Sheet.
Legal Not recognized under | Recognized under statutory
Compliance statutory and and accounting standards (e.g.,

accounting standards.

GAAP, IFRS).

Suitability Small businesses or
sole proprietors with
minimal transactions.

Businesses of all sizes,
especially medium and large
enterprises.

Accuracy Less reliable due to
incomplete records.

Highly reliable due to
comprehensive records.

Ease of Simple and Requires expertise and may

Maintenance inexpensive to involve higher costs.
maintain.

Fraud Difficult to detect fraud | Reduces the risk of fraud

Detection due to incomplete through systematic record-
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Parameter Single Entry System Double Entry System
records. keeping.
Example Records only cash Records both cash inflow

inflow for a sale of
Z10,000.

(Debit: Cash Account) and
revenue generation (Credit:
Sales Account).




