CHAPTER 6

TRIAL BALANCE

OBJECTIVES

This chapter will enable the business owner to develop an understanding of:
e whatisthetrial balance?
e theformat of the trial balance

e theextraction of the trial balance

6.1  Whatis the trial balance?

A trial balance is a statement having two columns. These columns contain the closing balances of all the accounts
maintained by a business. Illustration 4 in Chapter 3 is reproduced here to exemplify the closing balance and trial balance.

ILLUSTRATION 4 (Reproduced)

Azhar runs a small furniture selling shop. During August 2007, he made the following transactions:

01 August 2007 Purchased 20 chairs at Rs.500 per chair, paying by cheque 1

22 August 2007 Returned 5 chairs for refund, on producing receipts, at Rs.500 per chair refund made by cheque 2
23 August 2007 Returned 5 chairs for refund, on producing receipts, at Rs.500 per chair refund madeincash 3
28 August 2007 Purchased 5 chairs at Rs. 600 per chair, payingin cash 4

The inventory purchase and inventory returned accounts would look as shown below in Figs 6.1 and 6.2. Transactions have

begn numbered as in Tlugtration 4 and higllighted for reference.
Figute|6.1
4
AZHAR FURNITL[RE SHOP
PurchaseActoumnt
Felie-Ne—802
Date Supplier Detail of Purchase  Unit Price Total Payment Made = Mode of Payment
1 August 2007  Jalal Furnitures 20 chairs 500 10,000 Cheque No. 4768
28 August 2007 Jalal Furnitures 5 chairs 600 3,000 Cash
Total 25 chairs 13,000
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Figure 6.2

AZHAR FURNITURE SHOP
Purchases Return Account .
Folio No. 001
Date Supplier Detail of Inventory | Unit Price | Total Amount Mode of
Returned Received Payment
2| 22 August 2007 | Jalal Furnitures 5 chairs 500 2,500 Cheque No. 6385
3| 23 August 2007 | Jalal Furnitures 5 chairs 500 2,500 Cash
Total 10 chairs 5,000

Figure 6.3
Closing balances taken to trial balance, as highlighted in Figs 6.1 and 6.2, above are:

Purchases Rs.13,000
Purchases returns Rs.5,000

Trial balance is used by the business to prepare the profit and loss account and balance sheet, as will be fully explained in
Chapter 7.

6.2 Theformat of the trial balance

As explained in section 6.1 above, a trial balance has two columns. The left-hand-side column is called the 'Debit' column
and the right-hand-side column is called the 'Credit' column.

Using the accounting traditions, the closing balances of accounts containing assets and expenditures are written in the
'Debit' column while the closing balances of accounts containing liability and income are written in the 'Credit' column.

Assets, expenses, liabilities and incomes are explained below.

6.2.1 Assets

An asset is anything valuable held by the business that the business can use in the long term. Usually assets are high-value
items and have a useful life of more than one year. Examples of assets include land, buildings, furniture, cash, bank
balances, inventories and trade debts. When a business purchases some assets it is said that the business has incurred
capital expenditure.

6.2.2 Expenses

An expense may be paid in cash or recorded for payment after some time, ie it may be a credit transaction, as discussed in
Chapter 4. Expenses are incurred to maintain day-to-day business activities. Examples of expenses include payments for
utility bills, salaries, rent, postage, transportation, printing and stationery. Such expenses are known as revenue expenses.
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6.2.3 Liabilities

A liability is an obligation that a business has to someone else. A liability arises when the business has made use of some
benefits but not yet paid for these benefits. For example, the electricity bill is paid after the business has consumed
electricity. Future payment for the electricity used is an obligation of the business. Another example of an obligation is
payment of pending bills to grocers at the end of the month, after goods have been consumed during the month.

6.2.4 Income

Revenue generated by the business is its income. A business earns income by selling goods and services. For example,
revenue is generated by a hairdresser for trimming hair, by a grocer for selling groceries, by a furniture shop for selling
furniture and by a printing press for printing books and pamphlets.

6.3  Theextraction of the trial balance

The extraction of trial balance is very simple. The closing balances of all the accounts maintained by the business are
obtained. The closing balances of assets and expenditures are written in the left-hand-side column (the 'Debit' column) and
the closing balances of liability and income accounts are written in the right-hand-side column (the 'Credit' column). A
specimen trial balance is shown below in Fig. 6.4.

Figure 6.4
Account Title Debit Rupees Credit Rupees

Cash 5,000 J—
Bank 12,000

Sales revenue — 100,000
Sales return 3,000 —_—
Expense 25,000 —
Opening inventory 5,000 J—
Purchases 45,000 o
Purchases return —_ 10,000
Debtors 75,000 —
Creditors —_— 10,000
Capitals —_ 50,000
Total 170,000 170,000
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In an accurate trial balance, the total of the 'Debit' column will be equal to the total of the 'Credit' column as shown in Fig.
6.4 above. Ifitis found that there is a difference between the two totals, it may be for one of the following reasons.

+ Thedebit and credit columns of the trial balance have not been totalled properly.

+ The closing balances of individual accounts have not been worked out properly. For example, if the closing balance
in Fig. 6.2 above were wrongly worked out as Rs.4,500 instead of Rs. 5,000, the two columns in Fig. 6.4 would not
be the same.

* Assets, expenses, income or liabilities have been put under the wrong column, eg if the closing balance of debtors or
sales return is wrongly written in the credit column or the closing balance of creditors is written on the debit side,
again the two columns in Fig. 6.4 will not tally.

* Transactions have not been recorded properly in individual accounts, eg if the business purchases goods for
Rs.4,524 but wrongly records this in the purchases account as Rs.4,254, this will result in a closing balance that is
Rs.270 less than the actual closing balance. Again, this would mean that the total of the debit column of the trial
balance would not be equal to the total of the credit column.

By virtue of accounting conventions, the closing balance of inventory is not shown in the trial balance.

ILLUSTRATION 11

During the month of August 2007, the transactions of 'Fauzia Cosmetics Shop' have been as shown here.

01 August 2007 Fauzia started her business with Rs.50,000 cash. 1

03 August 2007 Purchased cosmetic goods for Rs.15,000 in cash from Mr. Imran. 2
05 August 2007 Sold goods for Rs.25,000 in cash to Ms. Fareeha 3

07 August 2007 Purchased goods for Rs.10,000 on credit from Mr. Imran. 4

10 August 2007 Paid salaries of Rs.20,000 to her employees in cash. 5

15 August 2007 Transferred some cash, Rs.15,000, to the business bank account. 6
17 August 2007 Paid rent of her shop, Rs.12,000. 7

22 August 2007 Sold goods for Rs.12,000 on creditto Ms. Zeba. 8

27 August 2007 Paid utility bills of Rs.5,000 through her bank account 9

30 August 2007 Purchased goods of Rs.15,000 from Mr. Imran on credit. 10

30 August 2007 Sold goods for Rs.15,000 on creditto Ms. Zeba. 11

31 August 2007 Fauzia drew Rs.5,000 out of the business bank account for personal use. 12

Fauzia wants to prepare the trial balance for her business for the month of August 2007

Figs 6.5 to 6.15 show the accounts of Fauzia Cosmetics Shop, reflecting the above transactions.

PAGE 109



W64, 1 e et £ & 6L (et ) Credit e §i 6L (s 3)Debit i F e

-%G’C%vgéuﬁc«Eﬁﬁd/Jj.pd/Jl?nJ/Ufuj"/J

_fééufgulﬁ(fuil}(&é/)medit/;!(%:")Debit A

L6 34,5002t 2 1/5000 i S B0 6.2 6L iy bl Sl L6 UE B 08 56181 P ¥
LA AT CuinL 6.4 4 Ciuml

Lt 6L (e )Credit S e3P H i Usb P30 sl U6 b b L3 u T bl AU e
L AT UL 8.4 bl UL (s 5)Debit FE G Unlp A b

8254 3K Pt e b A 304524 Jiosb I b s, b n R SEI61 P 1 %
Z(ead)Debit LU Moy b1 L2270 e S E I e e tf
el e S b (et Credit S

WL TSI S § I ot et S 36

11,/J6

:u:(;ﬁf’/'i/"df},»p@{@ﬁ 6,358t L 2007 ol

uj,,/’f -

-

(1) s e Be1500001L 33 __ 2007 =101
(2) _WUWJG” KUt B,15,000- £+ __ 2007 =103
(3) s )JLJﬂ%}zZS,OOO/—Li}/ 2007 =105
(4) s Aol 510,000/ wlf 2007 =107
(5) 17 Se 20,0000 1T __ 2007 =S 10
(6) P e g sde 115,000/- 2007 =15
(7) ULk 212,000/ 2007 =117
(8) e el |5 KL 212,000/-__ 2007 1 22
9) e K G L 45000/-__ 2007 =127
(10) e 26 15,0001- =l __ 2007 =130
(11) 3 ol L)~ Ul-62215,000/-__ 2007 =430
(12) -2 L U115 1o 05,000k 561G 1l 253 2007 =31

B Y 8 ) L A RIS

VWS e P £ AR AL e 5, 53615 16 5,406

PAGE 110



Figure 6.5

FAUZIA COSMETICS SHOP
Cash Book
Folio No. 001
CASH DEPOSITED CASH WITHDRAWN
Date Details Rupees Date Details Rupees
1.8.07 | Opening balance 0
1.8.07 | Fauzia brings cash (capital) 50,000 3.8.07 | Purchased cosmetics 15,000( 2
3 | 5.8.07 | sales to Ms. Fareeha 25,000 10.8.07 | Paid salaries 20,000( 5
15.8.07 | Transferred to bank account 15,000( 6
17.8.07 | Paid rent to landlord 12,000] 7
Total 75,000 Total 62,000
31.8.07 | Closing balance 13,000
Closing balance is Rs. 13,000 A
Figure 6.6
FAUZIA COSMETICS SHOP
Bank Account
Bank Al Habib Limited Gulberg Il Branch Current Account No. 1234
Folio No. 001
CASH DEPOSITED CASH WITHDRAWN
Date Details Rupees Date Details Cheque No. Rupees
1.8.07 | Opening balance 0
6/115.8.07 | Deposit cash 15,000 27.8.07 | Paid utility bills 2411 5,000//9
31.8.07 | Drawings 2411 5,000|12
Total 15,000 Total 10,000
31.8.07 | Closing balance 5,000
Closing balance is Rs. 5,000 B
Figure 6.7
FAUZIA COSMETICS SHOP
Drawings Account
Folio No. 001
Date Particulars Amount
12| 31 August 2007 Drawings of Ms. Fauzia 5,000
31 August 2007 Closing balance 5,000

Closing balance is Rs. 5,000 C
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Figure 6.8

FAUZIA COSMETICS SHOP
Capital Account
Folio No. 001
Date Particulars Amount
1 August 2007 Cash for business start-up 50,000
31 August 2007 Closing balance 50,000
Closing balance is Rs. 50,000 D
Figure 6.9
FAUZIA COSMETICS SHOP
Purchase Account
Folio No. 002
Date Party Detail of Purchase Unit Price |Total Amount Mode of Receipt
2 3 August 2007 | Mr. Imran Purchased cosmetics — 15,000 Cash
4 7 August 2007 | Mr. Imran Purchased cosmetics — 10,000 Credit
10| 30 August 2007 | Mr. Imran Purchased cosmetics 15,000 Credit
TOTAL PURCHASES 40,000
Closing balance is Rs. 40,000 E
Figure 6.10
FAUZIA COSMETICS SHOP
Sales Account
Folio No. 003
Date Party Detail of Purchase Unit Price | Total Account | Mode of Receipt
3 5 August 2007 [ Ms. Fareeha | Sold goods — 25,000 Cash
8 22 August 2007 |Ms. Zeba Sold goods — 12,000 Credit
11 30 August 2007 | Ms. Zeba Sold goods 15,000 Credit
TOTAL SALES 52,000

Closing balance is Rs. 52,000 F

PAGE 113



6.8~/

.,tﬁ‘f@f 6.9
001 A5 ."/‘;’(l(,l./)d:%:(
’ wis Gt
50,000 ABdlE Sk 2007=¢
50,000 SEE 20077131
D -< & /50,000 55
6.94G
.,L“«Jgf 6.9
Js%(»j);-g
002,44
Eoz b | =dS SRR I it Gt
5 15,000 — Nt Ui 2007113 |12
! 10,000 — Nt J g 200717 |4
o 15,000 s | v 2007=30 |10
40,000 S AN
E <4 +/40,000- L6
6.104G
?tﬁu/@/ 6.9
)y .4
003,44
Sogt| =8F | 2ddad w3 i %
Je 25,000 — =350 Y 200715 | 18
ol 12,000 — =350 L 2007=122 | 18
ol 15,000 =350 ki~ 2007=130 | 1
52,000 =3k

PAGE 114

F - & 252,000+ %8



Figure 6.11

FAUZIA COSMETICS SHOP

Trade Creditor Account - Mr. Imran

Folio No. 001
Date Purchase / Detail Unit Total Amount | Mode |Folio Net
Purchase Price | Amount Received [ (Cash /| No. Payable
Return a b Bank) c=a-b
Account
Folio No.
Rs. Rs. Rs. Rs.
4| 7 August 2007 002 Purchased cosmetics | — 10,000 — — | — 10,000
10| 30 August 2007 002 Purchased cosmetics 15,000 25,000
Closing balance is Rs. 25,000 G
Figure 6.12
FAUZIA COSMETICS SHOP
Trade Debtor Account - Ms. Zeba
Folio No. 001
Date Sales / Detail Unit Total Amount | Mode | Folio Net
Sales Price | Amount Received [(Cash /| No. Payable
Return a b Bank) c=a-b
Account
Folio No.
Rs. Rs. Rs. Rs.
8| 22 August 2007 003 Cosmetics sold | — 12,000 — — — 12,000
11[ 30 August 2007 003 Cosmetics sold | — 15,000 — —_ — 27,000
Closing balance is Rs. 27,000 H
Figure 6.13
FAUZIA COSMETICS SHOP
Salaries Account .
Folio No. 001
Date Particulars Account
5| 10 August 2007 Cash paid for salaries 20,000
31 August 2007 Closing balance 20,000

Closing balance is Rs. 20,000 |
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Figure 6.14

FAUZIA COSMETICS SHOP
Rent Account .
Folio No. 001
Date Particulars Amount
17 August 2007 Cash paid for rent 12,000
31 August 2007 Closing balance 12,000
Closing balance is Rs. 12,000 J
Figure 6.15
FAUZIA COSMETICS SHOP
Utilities Account .
Folio No. 001
Date Particulars Amount
27 August 2007 Payment of utilities by cheque 5,000
31 August 2007 Closing balance 5,000

Closing balance is Rs. 5,000 K

All the closing balances mentioned above in Figs 6.5 to 6.15 are used to extract the trial balance as shown in Fig. 6.16
below. All the closing balances above are indicated with capital letters and highlighted in yellow for cross-referencing to the
trial balance shown below.

Figure 6.16

FAUZIA COSMETICS SHOP
Trial balance as at 31 August 2007

Account Title Debit Amount (Rs) Credit Amount (Rs)
Cash A 13,000 —
Bank B 5,000 —
Salaries expense | 20,000 —
Rent expense J 12,000 —
Purchases E 40,000 —_—
Trade debts H 27,000 —
Trade creditors J— G 25,000
Utilities expense K 5,000 —
Capitals N D 50,000
Drawings C 5,000 —_—
Sales — F 52,000
Total 127,000 127,000
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CHAPTER ROUND-UP

1. A trial balance is a list containing the closing balances of all the accounts maintained by a business at a particular
instance.
2. A trial balance has two columns; the lefthand-side column is called the 'Debit column' and right hand side column is

called the 'Credit column'.

3. Closing balances of assets and expenditures are written under the 'Debit' column while the closing balances of
liability and income accounts are written under the 'Credit' column.

4, The total of the 'Debit' column should be equal to the total of the 'Credit' column.
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