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After studying this unit you should be able to :

% describethe accounting records maintained by non-trading concerns

® prepareReceipts & Payments Accaunt

e prepare Income & Expenditure Account and Balance Sheet

2 explainthe difference between the Receipts& Payments Account and the Income
& Expenditure Account

® describethe. nature of some itemsthat are peculiar to non-tradingc'oncerns and
explain their treatment in final accounts.

18.1 INTRODUCTION

The accounting systems you have studied so far relate to the organisationswhich are
, engaged in somekind of businessactivity. The accounting records are equally
important for welfareorganisationswhich may not be doing any businesssuch as
clubs, societies, educational institutions, hospitalsetc. They are basicaly charitable
institutionswhich function without any profit motive, They are usualy termed as
non-trading concerns. Such organisationsalso haveto keep proper recordsd their
receiptsand paymentsand match their expenses with incomes. Thisis a legal
requirement and at the sametimeit helps them to control their expenditure. Of
course, becauseof the nature of their activities, the accounting system followed by

. . themisdightlydifferent. In thisunit you will learn about the accounting records of

such non-trading concerns.and study how they prepare their finial accounts.

18.2 ACCOUNTING RECORDS OF NON-TRADING
.CONCERNS

. Thenon-trading coricerns like clubs, societiesetc, differ from the trading concernsin
several respects. They normally do not indulge in buying and selling of goods and
accepting or receiving billsof exchange. The major sourcesof their income usualy
aresubscriptionsfrom members, donations, etc.’, and most of their transactions are
, Cash transactions. Hence, they.need not maintain as many books of account as the
tracking concernsdp. The main objectiveof keeping recordsin such concernsisto
meet the statutory requirement and exercisecontrol over the utilisationaf funds.
* Hence, they usudly maintain a Cash Book to record dl receipts and'payments(or
separate Cash ReceiptsJournal and Cash PaymentsJournal to provide the necessary
. details) and other books like Members Register., Midutes Book, Stock Register, etc.
You are fully conversant with Cash Book. Let ushave a brief ideaabout the other
books. .



Accountsof Nonvtrading 1 Members Register : Most cHaritable institutipn_s“a_gé organised associeties which

Concerns, Dépreciation, areregistered with the Registrar of Societies. They are required to keep full

Provisonsand Reserves record of their subscribers (called members). Hence they maintain a Members
Register which shows their names, addresses, date of admission, etc. .

2,Minutes Books: Thesocieties function on the basis of decisions taken by the
general body of members and their managing committee. They have to keep
separate minutes books for recording the proceedings of the meeting o general
body and that of the managing committee. Minutes book is a permanent record of

of thedecisions taken from time to time.

3 Stock Register : Every society possessesfixed assetslike furniture, office
equipment, etc. They have to keep complete record of theseitemsin aregister
caled 'Stock Register' which showsdate-of purchase, quantity purchased, the
amount at which purchased, etc. Similarly, they also keep a stock register for
consumableitems like stationery, sports materials, etc, which, in addition to the
detailsof purchases, will also show their consumption and.balances.

The non-trading concerns also maintain a ledger containing the accounts of all
incomes, expenses, assetsand liabilities. Thisfacilitates the preparation o final
accounts at the end of the accounting year.

18.3 FINAL ACCOUNTS

Y ou know the final accounts usually consist of a Profit and Loss Account and a
Balance Sheet. In case of non-trading concerns, however, they include (i) Receipts
& Payments Account, (ii) Income & Expenditure Account, and (iii) Balance Sheet.

Y ou will notice that a non-trading concern hasto prepare a Receipts & Payments
Account in addition to the Income & Expenditure Account (it issimilar toProfit and
Loss Account) and the Balance Sheet. Y ou know that the Profit & Loss Account
and the Balance Sheet are usually prepared with the help of a Trial Balance. But, in
case Of non-trading concern the practiceisto prepare the Income & Expenditure
Account and theBalance Sheet straight from the Receipts & Payments Account and
the additional information. Hence, the Receipts & Payments Account isvery
important for the non-trading concern and should be prepared very carefully. It does
not mean, however, that the non-trading concerns should not prepare the Trial
Balance at all. Infact, if the organisation has followed doubl€e' entry systemthey
must prepare aTrial Balancefor checking the arithmetical accuracy of postingsinto
ledger accounts. Thiswould also help the preparation of Receipts & Payments

Account.
4

18.3.1 Recaptsand Payments Account

While preparing the final accountsfromincomplete records (Unit 16) you had some
ideaof the Receipts and Payments Account. SO, you know that it issimply a
summary o cash and bank transactionsfor theyear. It givesfull information about
all receipts and payments under different headsand is prepared with the help of the
Cash Book. The Cash Book contains a record of all receiptsand paymentsina
chronological order but the Receipts & Payments Account will simply show the total
amount received or paid under each head. For example, a club receives subscriptions
from its memberson different datesin ayear. Theseare recorded in the Cash Book
separately on those dates. But in Receipts & Payments Account, the total amount of
subscriptions received during the year will appear asoneitem on its debit side.
Similarly, salaries paid to thestaff will appear in Cash Book every month whereas
the Receipts & 'Payments Account will simply show the total amount for salaries
paid during the year on its credit side. Y ou will recall that the opening balancein
Receipts and Payments Account representsthe cash and bank balancesat the — ;
beginning d the year whereasthe difference between the totals of the two sides

. reflects the closing cash and bank balances. Look at Illustration 1 and see how

6 Receipts & Payments Account is-prepared.for a club.

~



Hustration 1

From thefellowing information o National Clubfor the year ended December 31,
1987, prepare a Receipts and Payments Account.

. Rs, Rs.
Balances on 1-1-87 Lighting and Heating 4,600
Cashin hand 600 Secretary's Honorarium 3,700
' Cash at bank 6,400 General Expenses 20,150
Subscriptions 39,400 LifeMembership
Subscriptions 3,000
1986 - 2,400 Furniture Purchased 3,000
1987 ~ 36,700
1988~ 300 Wages 34,000
Balances on 31-12-87
Restaurant and Cash in hand _ 500
Bar Payments 1,00,000 Cash at bank X 4,500
Restaurant and
Bar sales 1,20,000
Interest on
Investments 1,050
Solution :
Recelpts and Payments Account
for theyear ending December 31,1987
Dr. Cr.
Receipts Amount Payments Amount
Rs. Rs.
To balance b/d
Cashinhand 600 By Restaurant and Bar Payments 1,00,000
Cash & Bank 6,400 By Wages 34,000
—_— 7,000
To Annual subscriptions By Lightingand Heating 4,600
1986 2,400 By Secretary's Honorarium 3,700
1987 36,700 By General Expenses 20, 150
1988 300 39,400 By Furniture (purchased) 3,000
. By Balance ¢/d
To Restaurant and Bar sales 1,20,000 Cash in hand _ 500
Cash at bank #,500
— 5,000
To Interest on Investments 1,050
To Life Membership
Subscriptions 3,000
1,70,450 1,70,450
Main Features

The main features of Receipts & Payments Account can be summarised asfollows:

jy Itisarea account.

i) It isasummary of Cash Book. All receipts are shown on the debit side and all
paymentson the credit side.
iii) No distinction is made whether the payment has been made in cash or by cheque.
In other words, cash and bank items are merged except in case of opening and

closing balances.

Accounts of:ﬁdil-trading
Concerns — |



Accoufts of ‘Non-trading iv) It includes al receipts and payments whether they are of revenue.nature or of

Contcerns, Depreciation, capital nature. . _
Provisonsand Reserves v) |tshowstotal receipt and total payment under each head irrespective of the year

to which it relates. For example, in lllustration 1 subscriptions related to 1986 as
well as 1988 have been included because the amount's were actually received

during 1987.
vi) Theclosing balance represents the cash and bank balances at theend of theyear.

18.3.2 Income and ExpenditureAccount

The Income & Expenditure Account serves the same purpose for a hon-trading
concern asthe Profit & Loss Account for a trading concern. Itisalso prepared
exactly inthe same manner as the Profit & Loss Account i.e., al incomes are shown
on the credit side and all expenses and losseson the debit side. However, in case o
non-trading concerns the excess o income over expenses and losses is not termed as
profit. Itiscalled 'Excess of Income over Expenditure' or 'Surplus. Similarly, the
excess of expenses and lossesover income is termed as 'Excess of Expenditure over
Income' or 'Deficiency'.

As stated earlier, the Income & Expenditure Account isprepared with the help of
Receipts & Payments Account and the additional information available. Y ou know
the Income & Expenditure Account will show incomes and expenses only for the
period towhichit relates and that too on accrual basis. Hence while taking figures
from Receipts & Payments Account you will have to make the necessary
adjustments. For example, if the amount of subscriptionsreceived during 1987
includes Rs. 200 relating to 1986, it should be deducted forgurposes of computing
the income from subscriptions. Similarly, if certain amount of subscriptions relating to
1987 aredtill to bereceived (outstanding) it would not appear in the Receipts &
Payments Account. But, it has been included in the ipcome from subscriptionsfor 1987
and so added thereto. Another precaution you haveto take relates to the distinction
between capital and revenueitems. I n thelncome & Expenditure Account you are
toincludeonly the revenueitems, the capital itemswill be ignored. Then, you will
also have to provide the necessary amount of depreciation on all fixed assetsand
make provisionsfor doubtful debts. These items do not appear in the Receipts and
Payments Account, Let us now list thestepsto be followed for preparing the Income
& Expenditure Account from the Receipts & Payments Account.

1 Go through thereceipts side for ascertaining all items of incomes and the payment
sidefor dl items of expensesand losses.

2 Ignore opening and closing balances.

3 Ignorecapital receiptsand capital payments.

4 |gnore receipts and payments relating to the preceding and the following years. If,
however, a receipt or a payment includes any amount which relates to the
preceding or the following year, the same should be deducted.

5 Add the 6utstanding amountsto the respectiveitems of incomes and expenses.
6 Providefor depreciation and doubtful debts, if required.

7 If any fixed asset has been sold during the year, compute the amount of profit or
losson such a sale and show the samein the Income & Expenditure Account. Note
that the sale of old sportsmaterialsisnot to beregarded as saleof a fixed asset. The
total amount received from such sale isan income.

L et us prepare the Income & Expenditure Account from the Receipts and Payments
Account giveninlllustration 1.



14.3.2 Self-balancing the Creditors Ledger Self - Balancing Systein-q

You know the CreditorsLedger contains the personal accountsof trade creditots only. Asin
case of Debtors Ledger, a General Ledger Adjustment Account is inserted in Creditors
Ledger for purposes of making:it self-balancing. This account provides the necessary
corresponding debits and creditsfor dl entries related to trade creditors. Let us now identify
the items which usually appear on the debit and the credit sides of the tradecreditor. They

areasfollows:
A Trade Creditor'sAccount
Dr. Cr.
Rs. Rs.
To Cash/Bank A/c By Balance b/d
(cash and cheques)
To Purchases Returns A/c By Purchases Afc
(credit purchases)
To Bills Payable Afc By Bank Afc
, (bills accepted) (cheques,dishonoured)
To Discount Received Afc By Bills Payable A/c
(B/P dishonored)
To Allowances A/c
To Bnlancee/d

For self-balancing, all items appearing on the debit side of the personal accountsof trade

" creditorsshould be recorded on the credit side of the General Ledger Adjustment in
CreditorsLedger and those appearing'on their czedit side should be recorded on its debit
side. For thispurpose; taking the total figures of such itemsthe following journa entries will

be passed: 3
1 For total credit purchases, cheques dishonoured and the bills payable
dishonoured:
General Ledger Adjustment Account Dr.
" (in CreditorsLedger)

To CreditorsLedger Adjustment A/c
(in General Ledger)

2 For total cash and cheques paid to creditors, purchases returns, bill payable
accepted, discount received, other allowances:
Creditors Ledger Adjustment A/c . Dr.
(in General Ledger) ’
To General Ledger Adjustment A/c
(in Creditors Ledger)

After passing the abovd two journal entries the General Ledger Adjustment Accountin
CreditorsLedger will appear asgiven in Figure 14.3,

Figure 14.3
General Ledger Adjustment Account ir Creditors Ledger
Dr. Cr.
Rs. Rs.
To Baance b/q ) ' ‘ By Creditor's Ledger
To Creditor's Ledger Adjustment Afe:
Adjustment A/c: Cnsh Paid
Credit Purchases (incl. cheques)
i Purchases Returns
Cheques Dishonoured : o Bills Accepted
B/P Dishonoured Discount Received
Allowances
By Badancec/d
i
9




Accounts From
Incomplete Records
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Thefiguresfor various itemscan be extracted from the concerned subsidiary books. For
example, ‘credit purchases can be taken from the Purchase Book, cash paid to creditors
from Cash Book, and so on. Look at Illustration 2 and see how Genera Ledger Adjustment
in Creditors Ledger is prepared.

Hlustration 2

From thefollowing information prepare the General Ledger Adjustment Account in
CreditorsLedger.

Rs,

Opening Balance of Sundry Creditors 28,010

Credit Purchases 27,600

Payment to Creditors 26,500

Discount Allowed by Creditors 1,450

Returns Outwards 2,240

Bills Puyable Accepted 5,300

Allowances 400

Rills Payzble Dishonoured 500

Solution:

General Ledger Adjustnvent Account
(In Creditors Ledger)
Dr. Cr.
Rs Rs.
To Balance b/d 28,010 By Creditors Ledger
Adjustment Afc:

To Creditors L edger _ :
Adjustment A/c: Gash Peid 26,500
Credit Purchases 27,600 Purchases Returns 2,240
B/P Dishonouted 500 Bills Accepted 5300

Diseourt Received 1,450

Allowances 400

By Balance c/d 20,220

56,110 56,110

"You will noticethet the General Ledger Adjustment ‘Account in Creditors Ledger has the
necessary correspondingdebitsand credits for al the entries related to trade creditors. This
makes it self-baancing and now a separate Trial Balance can be prepared also for the
CreditorsLedger.

14.3.3 Self-balancing the General Ledger

You know the General Ledger containsall real and nominal accounts. In case of rogt of the
transactionsrecorded in General Iedger both the debit and credit aspects would appear in
thisledger itself. Takefor example, depreciation on machinery, This involves Depreciation
Account (a nominal account) and the Machinery Account (ared account). Both the accounts
appear in the General Ledger and 0 both debit and credit aspects are recorded in this ledger
itself. Bur, in caseof transactionswhich involve the persona accounts of tradedebtors or
trade creditors, the situation is different. One aspect of such transactions appearsin the
General Ledger and theother in Debtors Ledger or Creditors L edger. Hence, for Self-
balancing the Genera Ledger it becomes necessary to provide the corresponding debits and
creditsfor al entriesrelated to tradedebtorsand trade creditors. For this purpose, we open
the DebtorsLedger Adjustment Account and the CreditorsLedger Adjustment Account in
the General Ledger. In fact these two accounts will automatically, be opened when journal
entriesare passedfor opening the General Ledger Adjustment Accounts in the Debtors and
the Creditors Ledgers as stated in sub-sections 14,3.1 and 14.3,2, Thus, the DebtorsLedger
Adjustment Account and the Creditors Ledger' Adjustment Account in General Ledger will
be just theveverse of the General Ledger Adjustment Account in Debtors Ledger and the
General Ledger Adjustment Account in the Creditors Ledger respectively. Let us now
prepare these two accounts from the information given in lllustrations 1 and 2



Debtors Ledger Adjustment Account (in General Ledger)

Dr. Cr.
Rs. Rs.
" ToBaance b 1220 By General Ledger
Adjustment A/c:

To General Ledger. Cash received 2,005
Adjustment A/c : Sales Retums 317
Sales 3720 Discount Allowed 130
B/R Dishonoured 50 Bad Debts I

Allowances 4
B/R Received 130
By Baancec/d 1,995
4,990 4,990
Creditors Ledger Adjustment Account (In General Ledger)
“Dr. , Cr.
Rs. Rs.

To General Ledger By Balance b/d 28,010
Adjustment A/c: By General Ledger
Cach Paid 26,500 Adjustment Afe: ‘
Purchases Returns 2.240 Credit Purchases 27,600
Bills Accepted 5,300 B/P Dishonoured 500 -
Discount Received' 1,450
Allowances 400

To Baancec/d 20,220

56,110 56,110

Ilustration 3

\Now let ustake acomprehensiveillustration and prepare al Adjustment Accounts.

A firm has threeledgersin use viz., Debtors Ledger, CreditorsLedger and General Ledger.
These are al kept on the self-balancing system. From the following transaction, preparethe
. Adjustment Accountsas they would appear in each ledger.

Balances of Trade Debtorson 1-3-1988 28,500
" Balancesof Trade Creditors on 1-3-1988 47,800
Transactions during the month were:
Credit Sales 43,800
Cash received from Trade Debtors 30,950
Discount allowed to Trade Debtors 2,600
Bills Receivable received from Debtors 5,000
Bad Debts Written off . 200
Credit Purchases 68,800
Purchases Returns 2,000
Cash paid to Trade Creditors 59,000
. Discount allowed now disallowed 100
Interest and Charges debited to Debtors. 200
Solution:
Debtors Ledger Adjustment Account (in General Ledger)
Dr. Cr,
Rs, Rs,
ToBalancebid 28,500 By General Ledger
To General Ledger Adjustment A/e:
Adjustment Ajc:
Credit Sales 43,800 Cash received 30, 950
Discount Disallowed 100 Dilscount Allowed 2,600
Interest und Charges 200 Bills receivable 5,000
Bad Debts 200
By Balance ¢/d 33,850
72,660 72,600

Sdf . Balancing System
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Accountsfrom
Incomplete Records

Creditors Ledger Adjustment Account

l ' (in General Ledger) cr
Jr, :
Rs. ‘ Rs.
By Balance b/d 47,800
To General Ledger By Ge_neral Ledger 4 )
Adjustment A/c: Adjustment A/c:
Cash Paid 59,000 ‘ Credit Purchases 68,800
Purchases Returns 2,000
To Balancec/d 55.600 ‘
- 1,16,600 1,16,600
Generixl Ledgcr Adjustment Account
(in Debtors Ledgcr)
Rs, Rs.
To Sales Ledger By Balanceb/d 28,500
Adjustment A/c: By Sales Ledger
Adjustment Alc:
Cash Received 30.950 Credit Sales 43,800
Discount Allowed 2,800 Discount Disallowed 100
BillsReceivable 5,000 | Interest and Charges 200
Bad debts 200
To Balance c/d 33,850 N
72,600 . 72,600
General Ledger Adjustment Accouni
(inCreditorsLedger)
Rs « Rs.
To Balanceb/d 47,800
To Bought Ledger By Bought Ledger
Adjustment A/c: Adjustment A/c: L
Credit Purchases 68,800 Cash Paid 59,000
Purchases Returns 2,000
By Balancec/d 55,600
1,16,600 1,16,600

Note: 1  Discount Disallowed : Any amount of discount allowed to debtors, if disallowed |ater, is debited
to the concerned debtor's personal account, Hence, it has been shown on the debit side of Debtors
Ledger Adjustment Account In General Ledger and the credit side of the General Ledger
Adjustment Account in Debtors L edgcr,
2  Interestand Chargesdebited to Debtors : It isan amount charged to debtors on account of Iste

payment or sameerrors. It has also been shown on the debit side of Debtors Ledger Adjustment
Account in General Ledger nnd the credit side of General Ledger Adjustment Account in Debiors

| Ledger.

144 SOMEPECULIAR POINTS

5

Contra Balances ;: Normally the personal accounts of debtors show a debit balance ad
the persona accounts o creditors a credit balance, Sometimes, a debtor's account nay
show a credit baance and a creditor's account a debit balance, It usualy happenson
accoeht o over-payments. In such a situation, both the debit and the credit balances are
shown separately in the Adjustment Accounts. For example, the total of debit balances of
various debtors is Rs. 60,000 and the total of credit balancesRs. 800. These will be shown
in the respective Adjustment Accountsas follows: .



Debtors Ledger Acljustment Account
(in General Ledger)

7

Dr. Cr.
Rs. Rs.
To Balance bld 60,000 By Balanceb/d 800
General Ledger Adjustment Account
(in DebtorsLedger)
ToBalanceb/d 8 0 0 By Balanceb/d 60,000

If the creditors accounts also show both types of balances, they will appear in the
concerned Adjustments Accounts separately.

Transfers : Sometimes goods are bought from the person who is also a customer to the
business. In such asituation, his personal account will appear in both the Debtors L edger
and the Creditors Ledger. The settlement of such accountsis made by paying or receiving
the net amount. Hence, it becomes necessary to transfer his account from the ledger whore
it showsa lower balance to the other where his account shows a higher balance. For
example, Ganesh's persona account in Debtors Ledger shows adebit balance of

Rs, 10,800 and his personal account in Creditors Ledger shows acredit balance of

Rs. 1,000. In such a situation, the credit balance of Rs. 1,000 in Ganesh's Account will be
transferredfrom Creditors Ledger to his account in Debtors Ledger. Such transfer should,
also be recorded in the Adjustment Accounts. Whether the transfer takes place from
creditorsLedger to DebtorsLedger or from Debtors Ledger to Creditors Ledger, it
shall be reflected in various Adjustment Accountsasfollows:

In Debtors Ledger Adjustment Account Credit side
In Creditors Ledger Adjustment Account Debit side
In Genera Ledger Adjustment Account in
Dcbtors Ledger Debit side
In General Ledger Adjustment Account in
Creditors Ledger Credit side

Provision for Bad Debts : Sometimes you may find an item of provision for bad debtsin
the informationfrom which the Adjustment Accountsare to be prepared, You know that
this provision does not appear anywhere in the personal accountsof debtors. Hence it will
not be included in the Adjustment Accounts. You may simply ignore it. The same thing is
true of items like cash sales, bills discounted, old bad debts recovered, etc.

Look at illustration 4 and see how the above items have been treated.
Illustration 4 _

From the following details prepare General Ledger Adjustment Accouhts and the Debtors
Ledger and Creditors Ledger Adjusunent Accounts as on 31 December 1988 :

Rs. R.
Debtors(1-1-1988) Dr. 17,425 Discount Allowed to
Debtors-do- Cr. 320 Debtors but ~
Creditors-do- Cr, 27.408 disallowed later 100
Creditans -do- Dr, 204
Purchases 25,200 Cash received from Debtors 8,700
Sales 28,209 )
SalesReturns 208 Cash paid to Debtors 25
Purchases Returns 714 Transfer from Debtors
Cach puid to Creditors 12,700 to Creditors L edger - 1,242
Bills received from Cash Purchases 4,320
Debtors 9.300 Cash Sales 7,400
Bills dishanoured 200 Bad Debts written off 215
Bills accepted 7,400 Discount allowed to .

Discount allowed by Creditors 1,020 Debtors . 215

Sdf - Balancing System
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Solution :

Creditors Ledger Adjustment'Account
(inGeneral Ledger)

Dr. Cr,
Rs. Rs.
To Badance b/d 204 By Balancebid 27,408
To General Ledger By General Ledger '
Adjustment Afc Adjustment A/c (in
(inCreditorsLedger) Purchases L edger):
Cash Paid 12,700 Purchases 25,200
Purchases Returns 714
Bills Accepted 7,400
Discount 1,020 -
Transfer 1,242
To Baancec/d 29,328
52,608 52,6N8
Debtors L edger Adjustment Account
(InGeneral Ledger)
Rs. Rs.
To Baanceb/d 17,425 By Balance b/d 320
To Genera Ledger By Genera Ledger
Adjustment A/c (in Adjustment A/c (in
Debtors L edger): Debtors Ledger):
Cash Received 8,700
Sales 28,209 SalesReturns 208
.CashPad 25 Discount Allowed 215
B/R Dishonoured 200 B/R Received 9300
Discount Disallowed 100 Bad Debts 215
Transfers 1,242
By Balancec/d . 25,759
45,959 45,959
General Ledger Adjustment Account
(InCreditors Ledger) '
Rs. Rs.
To Balancebyd 27,408 By Balance b/d . 204
To Creditors Ledger By Creditors Ledger
Adjustment A/e: Adjustment A/c:
Purchases 25,200 Cash Pad . 12,700
‘purchases Return . 714
Bills Accepted 7400
Discount Received 1,020
Transfers 1,242
o By Balance c/d 29,328
52,608 52,608
General Ledger Adjustment Account
(in Debtors Ledger)
Rs. Rs.
To Balanceb/d 320 By Balance b/d 17,425
ToDebtors Ledger By Debtors Ledger
Adjustment Afc; Adjustment Ac:
Cash Received 8,700
SalesReturns 208 Sales 28,209
Discount Allowed 215 Cash Paid 25
B/R Received 9,300 B/R Dishonoured 200
Bad Debts 215 Discount Disallowed 100
Transfers 1242
By Bulance o/d 25,759
T "35,9 "9 45,959 '




[llustration 5

From the following information prepare Dcbtors Ledger Adjustment Account in General

Ledger.

Opening Credit'balance of Sundry Debtors
Opening Balance of Sundry Debtors

Cash and Cheques received

Credit Sales
Discounts Allowed
Returns Inwards
Bad Debts

Bills Receivablereceived
Bills Receivable Discounted
Provision for Bad Debts

Bad Debts Recovered

Closing Credit Bnlance in Sundry Debtors

Rs. 500 is to be transferred from Deblors Ledger to Creditors Ledger. Similarly, Rs. 600 is

to be transferred from Creditors Ledger to Debtors Ledger.

Debtors Ledger Adjustment Account

(in General Ledger)

3,000

Dr. Cr.
- Rs, Rs.
To Baanceb/d 20,000 By Balanceb/d © 2,000
To General Ledger By General Ledger
Adjustment Account Adjustment Account
(in Debtors Ledger): (in Debrors Ledger):
Credit sales 1,00,000 Cash Received 80,000
ReturnsInwards 2,000
To Baancec/d 3,000 Discount Allowed 3,000 »
Bad Debts 1,500
B/R Received 10,000
Transfers :
From Debtors Ledger
to Creditors Ledger 500
F om Creditors Ledger to
Debtors Ledger 600
By Balance c/d 234X
1,23,000" 1,23,000

Notes  Provision for Bad Debt, Bad Debts Recovered and Bills Receivable Discounted do not appear in the
personal accounts of Debtors, Hence no entry need be made in the Adjustment Accolints.

Check Your ProgressA

1 What is a self-balancing system?

L R I I I I I I T I I R I R T S I I I A L )
L R R R A S B S

2 Namethe three ledgers usually kept under Multiple Ledger System.

3 Fill in the blanks

| Debtors Ledger Adjustment Accountisopenedin........

Ledger.

il) Creditors Ledger Adjustment Accountisopenedin........

)

I R A I R

D L I I I I R R I R N A B L)

PR I A S S RPN

Sdf - Balancing System
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4

iii) The Adjustment Account opened in Debtors Ledger istermedas. .......

Account.

iv) General Ledger containsall red and............ accounts.

v) CreditorsLedger contains personal accountsof al .............

vi) Adjustment Accountshelpto'complete .+« v v v vvv v in each ledger to make them
self-balancing.

Indicate the Adjustment Account given in General Ledger in which each of the
following items usualy appears and write within brackets whether it will e on the debit

or the credit 9de of that account.

iy B/PDishonoured
ii) BadDeébts
iii) Transfers e
iv) CashSdes
v) Interest debited toacustomer Lo
vi) Refundsreceived from acreditor Lo
vii) Discount disallowed L
viii) Provision for Bad Debts e

145 ADVANTAGES OF SELF-BALANCING SYSTEM

The man advantages of self-balancing system are as follows:

1

2 ..

It is easy to locate the errors because we prepare, separate Trial Balance for each
ledger. If the Trid Balanceof a particular ledger agrees, it implies that there are no
errorsin that ledger. The detection work is confined only to the accountsin a ledger
whose Trial Balance does not agree: For-instance, if an error is committed in the
personal account of acustomer neither the Gereral Ledger nor the Creditors Ledger is
affected. It isonly the Debtors Ledger which is affected and its Trial Balancewill not
agree. Hence you will look for the errors in Debtors Ledger only.-Similarly, if the
Trid Balanced Genera Ledger does not agree you will check entries in the nomind
and real-accounts only. This narrows down the area of detection work and the errors
can be quickly detected.

‘The maintenanceof ledgers can be divided amongst many persons. This helpsin quick
posting and fixation of responsibility in case of errors and frauds.

The main ledger becomes less bulky because the personal accounts of customers and
suppliers are excluded. The system is very usgful when the number of customersand
suppliersis-large.

It iseasy to check the acouracy of each ledger independently with the help of
Adjustment Accounts.

It fatilitates the preparation of interim accounts whenever required by including the
figureof tota debtors and total creditors. Thereis no need to go through the Debtors
and, Creditors Ledgers.

" 14.6 SECTIONAL BALANCING

The sectional baancing refers to a system-under which only asection of the group o
ledgersis sdlf-balanced. If afirm which uses three ledgers viz., Debtors Ledger, Creditors
Ledger and General Ledger, makes only one ledger self-balancing (normally the General
Ledger) it wilt be called ‘Sectional Batdncing System'. Under this system only two
Adjustment Accounts viz., Debtors Ledger Adjustment Account and Creditors Ledger
Adjustment Account are prepared. They are termed as Total Debtors, Account and Total
Creditors Account respectively. They are also known as control accounts.

Most of the firms do.not follow the self-balancing system. They simply prepare the Total
Debtors and Total Creditors Accounts to check the accuracy of Debtors and Creditors

L edgers. These two accounts do not, in fact, form part of any ledger, Hence, no joumal
entries are passed for opening the accounts. They are prepared by extracting relevant

‘figures from various subsidiary books. Like Debtors Ledger Adjustment Accoynt, the Total



Receipts and Payments Account

Accounts of Non-trading

for the year ended December 31, 1988 Concerns= |
. Cr.
Re. N Rs,
To Balance on 1-1-1988 10,000 By Expenses
1987 1,400
To Subsariptions 1988 2,000
1987 380 — 3,400
1988 2,100 o 2500
1989 150 2,630
By Leasehoid Land ‘4,000
By Interest Paid 400
“F'o Entrance Fees 800 By Refreshment Expenses 2,000
To Locker Kent 700 By Balance on 31.12.88 8,330
'To Incomefrofp Refresh 4,000
ment |
18,130 18.130
Balance Sheet as on Deceniber 31, 1987
Linbilities Rs. . Assuts Rs,
Capital Fund 33, 620 Buiiding 30,000
Subscriptions received in GO0 Outstanding Subscription 380
advance
OutstandingExpenses 1,400 Outstanding Locker Rent 240
Loan |, 5,000 Cush in hand 10,000
40,620 40,620
Adjustments
i) ExpensesOutstanding ason 31-12-1988 were Rs. 500.
ii) Subscriptions Outstanding on 31-12-1988 were Rs. 800.
1ii) Salary due but not paid upto 31-12-1988 wer e Hi;. 200.
iv) Depreciation of Rs. 2,000 is to be charged on Buildings.
v) Entrancefeesare tobe capitalised.
Solution :
Income and Expenditare Account
for theyear ended December 31, 1988
Cr.
~Rs. . Rs.
To Expenses 2,000 By Subscriptions 2,100
Add : Add Outstanding 800
Outstanding 500 2,500 - in 1988
Add Received in
Tolnterest Paid . 400 Advauce in 1987 600 3,500
ToSalary Outstanding 200
By Locker Rent 700
To Depreciation on LessQut-
building 2,000 standing in 1987 240 460
e 17
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To Excessof Income - . Y By Income from ‘f
over Expenditure 450 Refrestunents ' & -
(4,000—2,000) 2,000
5,960 3,960
Balance Sheet as on December 31, 1988
Liabilities Rs. Assets Rs.
Capitsl F 15~ ~ 33,620 | Building 30,000
Add Euntrance Iess Depreciation 2,000
Fees (capitalised) 800 28,000
v Leaschold l.and 4,000
Addo n }’_; 800 35,280 Outstanding Subscriptions 800
I.oan 5.000
Espenses Outstanding [00 Cash in hand 8,330
Salary Outstanding 200
Subscription Received in
Advance 150
41,130 41,130

Note : 'Theincore from refreshments has been-shown after subtracting Rs. 2,000
spent on refreshment, This could also been shown separately, Rs. 2,000 as
expense o1t the debit side of the Income & Expenditure Account and Rs. 4,000
as income on the credit side.

[llustration6

From the following information relating to Indira Gandhi Cricket Club, prepare the
Income & Expe_n_diture Account for the year ended March 31, 1989 and Balance
Sheet as on that date. Abstract of Honorary Secretary's.Cash Book. for theyear isas

follows:
Receipts and Paymeits Accownt
Fa the year ending March 31, 1989
Dr. " Cr.
Rs., | Rs.
To Member's Subs- . By Upkeep of field and 2,000
criptions pavilion
T Membets Admission Fee 3 By Tourmament Expenses 700
To Sale of old s By Rates and Insurance 200
¢ sports material
To Hire of Ground ;300 My Telephone 50
To Subscription for B By Printing & Stationery 100
Tournament P '
To Bank Drawn " 4,000 By CGeneral Charges 50
To Donation 10,000 By Secretaty's Honorarium 170
By @ass seeds 30
By Purchase of sports 700
material )
By Bank lodged 16,650
20,650 20,650 .




Assets at the beginning of the year were :

Rs.
Play Ground 10,000
Cash at bank 3,000
Stock of sports material 1,500
200

Printing & Stationery

Subscriptions due 300
Liabilitieswere nil
, Donation and surpluson account of tournament should be kept in reserve for a

permanent pavilion. Subscriptions due on March 31, 1989 were Rs. 750. Write off 50
per cent of sports material and 25 per cent of the printing and stationery.

Solution:
IndirnGnndhi Cricket Club
Incomesand Expenditure Accountfor the year ended March 31,1989
Dr. Cr.
Rs. Rs.
To Upkeep of Field and 2,000 By Subscriptions 5,250
Pavilion
Tp Rates & Insurance 200 By Admission Fee 300
ToTelephone 50 By Hireof Ground ‘ 300
To Printing & Stationery 75 By Sale of old sports material 50
To General Charges 50 ‘ '
To Secretary's Honorarium . 170
To Grass Seeds 30
To Sports Material used 1,100
»
ToExcess of Income over 2,225
Expenditure
5,900 5,900
Balanee Sheet ax' on Mareh 31,1989
Liahilities Rs, Asset Rs.
Pavilion Fund 10,300 Cash at hank 15,650
Capital Fund 15,200 Subscriptions outstanding 750
Add Income 2,225 , Stock of Sports material 1,100
17,425 Stock of Stationery 225
Play Grounds . 10,000
27,725 27,725
Working Notes
1 Subscriptlons :
Rs.
' Subscription Received 5000
Add Outstanding at the end 750
5,750
Less Outstanding at the beginning 500

Accountsef Non-trading
Concerns=|

Torx
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5,250

Income from subscription

2 Printing & Stationery Used :

s,
Opening Stock 200
Add Purchases 106
300

25% of Rs, 300i.e., Rs. 75 worth of stationery ias been used, and the balavee of Rs, 225 ii; now the
closing stock.

3 Sports Materinl used :

s,

Opening Stock 1,500
Add Purchases 00
2200

50% of F5. 2,200 La., Rs. 1,180 worth  materials used, and the balance of Its. 1,100 is now the
closing stock..
Sale of old material hag been treated as income,

4 Caleulation of opening Capital Faud :

Rs.,
'"Total Assets ason 1.4.1987 15,200
Less Liabilitics 1.4.1987 NIL
Capital Fand - 1.4.1987 1'._5 200 .
5 Caleuiation of Cash .at Isamic 3
Rs.
o : 3,000
Opening Balanee , 16,650
Add Amount lodges : e e
S : 19,650
. Less Amount with drawn 4,000
15,650

Closing Balance

18.5 LET USSUM UP

The non-trading concerns likesocieties, stubs, educational institutions, hospitals,

e, dS0 imaintain a proper: record o their financial transactions. It isnot only 4 legal
requirement for al registered bodies. But, itis so considered desirable for effective,
control of funds.

'I'heaccounting. records of the non-trading concerns are based on the same principles
as those applicableto trading concerns. However, the nature of their incomes dnd
expenses |S dightly different and most of their transactions are cash transactions.
Hence, their main book of originat entry is Cash Book. They also maintain ledger
which shows all the concer ned aceounts. -

'I'nefinal accounts of non-trading concerns vonsist of (i) Recsipts & Payments
Account (if) Income & Expenditure Account, and (iil) Balance Sheet. The Receipts
& Payments Accountis simgply a summary of all cash transactions relating to the
accounting year which beging with the opening cash and bank balances and ends
with their closing balanees. 'I'he Income & Expenditure Account, on the other hand,
like Profit & Loss Account, iSprepared for escertaining the surplis (excess of
income over expenditure) or deficiency (excess of expenditure over incorme). The
BalanceSheet is prepared in the usual manner which shows the assets and liabilities
of the organisation including the Capital Fund,

The non-trading concerns may prepare a Trial Balance, but the Receipts& Payments
Accounts congtitutesthemajor source for the preparation d Income & Expenditure
Account and the Balance Sheet..Certain-itemslike subscriptions entrance fees,
donations, legacies, special funds, etc, need special care while preparing the final
accounts of such concerns,
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18.6 KEY WORDS | | o | Concerns 1

Charitable Institations : An institution Set up for some charitable purpbse such as
orphanage, blind welfare society, stc.

Honorarimm : Remunecration paid to persons (other than employees) who have done
some work for the organisation.

Legacies : Property received asa result of the will d the deceased person.

Life membership fees : Lump SUmsubscription received from lifemembers at the
time of admission.

Locker Rent ; Rents charged by aclub for lockers provided to members.

Mimutes Book = Register in which the proceedings o all meetings held by the society
are recorded,

Members Register : A register in whick information about members relating to ther
date of admission, names, addresses ete. is recorded,

Non-trading Concerns ; Organisations not engaged in any business activity. They are
usually engaged in some welfare activity and function without any profit motive.

L @ . . . .
Stock Register ¢+ A register showing record of all consumables and fixed assets.

Subseriptions - Annual fees realised by societiesfrom its members.

18.7 SOME USEXFUL BOOKS

Gupta R, L. and M. Radhaswamy, 1986, Advanced Accountancy, Sultan Chand
& Sons, New Delhi (Chapter 14).

Maheshwari S.N., 1986. Introduction to Accounting, Vikas Publishing IHouse : New
Delhi. (Chapter 15)

Patil, V.A, and J.S. Koriahalli, 1986. Principles and Practice of Accounting
R, Chand & Ca., New Delhi. (Chapter 15)

Shukla, M.C, and T.S. Grewai, 1987. Advanced Accounts, §. Chand & Co. (Pvt.)
Ltd., New Delhi. (Chapter VII).

Willian Pickles, 1982. Accountancy, E.L.R.S. and Pitman, London, (Chapter 12)

18.8 ANSWERS TO CHECK YOUR PROGRESS

A 1 i) Trué ii) Trueiii) False iv) Truev) Falsevi) False
2 i) credit ii) cash iii) accrual
iv) income, expenditure
v) Receiptsand Payments
vi) Capital Fund
B 1 a)ii byii c)iii d)ii e)i f)iit
2 Rs. 1,20,000
3 Rs. 60,000

18.9 TERMINAL QUESTIONS/EXERCISES

1 What are the essential features of aKeceipts and Payments Account?|n what
respect does it differ from Cash Book?

2 What do you mean by Income & Expenditure Account? I-low doesit differ from
. Receipts. & Payments Account? 21
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3 Explain the meaning of the following termsand show how you will deal with them
while preparing the final accountsadf a non-trading concern.

i) Legacy

ii) Donation when purposeis not mentioned.

iii) Life Membership Fees

iv) Receiptsfor Tournament Fund

v) Saled used sports materials

Exercises

1 From thefollowing particularstaken from the Cash Book of Tenali Club, prepare

aReggipts & Payments Account.

Opening Baance:
Cash-in-hand
Cash at bank

Subscriptions
Donations
Investment Purchased
Rent paid

General Expenses
Postage & Stationery
Sundary Expenses
Closing Cash-in-hand

(Answer : Cash at bank (balancingfigure) Rs. 2,430)

Rs.
100
500

3,300
260
1,000
400
210
70

30

20

2 TheReceipts & Payments Accounts of Harikrishna Charitable Institution isgiven:
Receipts and Payments Account

Pl

for theyear ending Mr ch 31, 1988

Dr. Cr.
Rs. Rs.

ToBalanceb/d By charities 14,500
ToCashat bank 5,000 By Salaries 2,600
To Cashin hand 2,700 By Rent & Taxes 1,200
To Donitions 8,000 By Printing 300
ToSubscriptions 4,000 By Postage 100
To Endowment Fund 15,000 ‘By Advertisements 250
To Legacies 6,000 By Furniture 650
To Interest on I nvestment 9,500 By Insurance 1,200
To Inferest on deposits 150 By Investments 14,000
To Sales of old newspapers 75 By Advancefor building 5,000

By Balancec/d

Cash at bank 8,000

Cashin hand 2,625
50,425 50,425

and donations asincome.

It was decided to treat one-half of the amount received on account

.

Prepare the Income & Expenditure Account for the yezir ended March 31,1988 after
considering the following

i)

of legacies



i) Liabilities to he provided for are: Accounts of Mon-tradinz
-Rent Rs. 200; SalariesRs. 300; Advertisement Rs. 50. . Concerns--1

i) Insurance premium was paid in advance for three months.
iv) Rs. 500 duefor interest on investment was not actually received.

(Answer : Excess of Income over Expenditure Rs. 825).

3 Receipts & Payments Account of National Sports Club showed that Rs. 48,500
were received By way o subscriptions for the year ended September 30, 2988.

The additional information was as follows :

i) Subscription Outstaiding as on 30.9.87 were Rs. 4,500
ii) Subscription received in advance ason 30.9.87 were Rs. 2,900
iii) Subscription Outstanding as on 30.9.88 were Rs. 3,400
iv) Subscription received in advance ason 30.9.88 were Rs. 1,500

Show howjabove information would appear in the final accountsfor the year
ended September 30, 1988 of National Sports Club.

(Amswer - Subscription credited to Income & Expenditure Account for the year
ended September 30, 1988 Rs. 48,800. Subscription outstanding ason
30.9.1988is Rg. 3,400 and should be shown on the assets side of the
Balance Sheet and subscriptions of Rs. 1,500 received in advance ason
30.9.1988 on the liaghilitiesside.)

4 From the following Receipts & Payments Account prepare final accounts of a
youth club for the year ended December 31,1988.

Réceiptﬁ and l’nyxﬁents Account

D Cr.
Rs Rs.
To Balance b/d 250 By Salaries 1,200
To Subscriptions : By General Expenses 300
1987 300 By Electric Charges 200
1988 1,000 By Library Books 100
1989 200 By Newspapers 400
1,500 By Postage. 50
To Sale of old furniture | 60 By Furniture 250
costing Rs, 100
To Rent 1,740 By Stationery 1,080
To Profit from Enter- 400 By Balance c/d 550
tainment
To Sdle o Newspapers , 180
4,130 4,130
L
Balance Sheet ason1.1.88

Liabilities Rs, Assets i : Rs,
Outstanding Salary 100 Cash . 250
Capital Fund - 11,550 Outstanding Subscriptions ' 300
Library Books q;_'_’. 500

Furniture : 630

Land and Building 10,000 2
L
11,650 11,650

S DR 23
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Additional Information :

i) The club has 50 members each ;;aying an annual subscription of Rs. 25. -

ii) On December 31, 1988 salaries outstanding amounted to Ws 200 and salaries
paid included Rs. 100 for the year 1987.
iii) Provide 5% depreciation on land and building.

Hint : Total Subscriptions for the year 1988 50 % 25 = 1250

L ess Subscriptions received during 1988 1000

Subscription Outstanding in 1988. 250

(Amswer : Excessof Expenditure over Income Rs. 300; Balance Sheet Totd
Rs. 11,950)

5 The following is the Receipts & Payments Account of Ajmer Literary Society for
the year ended December 31,1988.

Rs. Rs.

To Balance b/d | 12,500 By Salaries 2,500
To Subscriptions 52,500 By Printing & Stationery 1,250“1
To Adnual Day Receipts 49,300 By Annual Day Expenses: . 11,500 .

Tolnterest . . 2,500 By Sundry Expenses | 4,500

By Investments 75,000

By Postage & Telegrams 2,200

By Repairs 6,340

By Balance ¢/d 13-51?

1,16,80(;- P -—;16.8;6

a B mam n ——

Additional Information

i) -Buildings on 1.1.1988 wasworth Rs. 50,000 Depreciationisto be charged @
5%

i) Number of members was 2,000. Annual subscription was Rs. 25 per member.

iii) Other items:

As on Ason

1.1.1988 31.12.1988

Rs, Rs.
Outstanding Subscription 1,000 1,500
Investments 5,000 80,000
Annual day receipts outstanding _ 250
Annual day expenses owing _— 2,500
Prepaid Printing & Stationery . — 300

Y ou are required to prepare an Income & Expenditure Account for the year ended
December 31, 1987 and a Balance Sheet as at that date.

"Hint:  Totd income from subscriptions for 1988 is Rs, 50,000, of this, Rs. 1,500is ill

outstanding.

Hence the amount received for 1988 should be Rs. 48,500. The actual
amount received isRs. 52,500 (which includes Rs. 1,000 for 1987)

Hence Rs. 3,000 (52,500— 1,000-48,500) is to be treated as subscriptions
received in advance.

Answer : Surplusof Income Rs. 69,060;
Total of B/S Rs. 1,43,060.
Capltal Fund Rs: 68,500).

|

Note: These questionswill help you to understand the umt better Ty 1o write
answersfar them. But do not submit your answersto the University. These are
foryour practlceonly, A S .






