TRIAL BALANCE

Trial balance may be defined as a statement or a list of all ledger account balances taken from various ledger
books on a particular date to check the arithmetical accuracy. According to the Dictionary for Accountants by
Eric. L. Kohler, Trial Balance is defined as “a list or abstract of the balances or of total debits and total credits of the
accounts in a ledger, the purpose being to determine the equality of posted debits and credits and to establish a
basic summary for financial statements". According to Rolland, Trial Balance is defined as “The final list of balances,
fotaled and combined, is called Trial Balance".

As this is merely a listing of balances, this will always be as on a particular date. Further it must be understood that
Trial Balance does not form part of books of account, but it is areport prepared by extracting balances of accounts
maintained in the books of accounts.

When this list with tallied debit and credit balances is drawn up, the arithmetical accuracy of basic entries, ledger
posting and balancing is ensured. However, it does not guarantee that the entries are correct in all respect. This will
be explained later in this chapter.

Although it is supposed to be prepared at the end of accounting period, computerized accounting packages are
capable of providing instant Trial Balance reports even on daily basis, as the fransactions are recorded almost on
line.

Let us prepare the trial balance for the ledger accounts from the illustration 4.

Trial Balance as on...

Account name Debit (%) Credit ()
Cash A/c 6,25,000

Vikas's capital A/c 5,00,000
Vaibhavi's capital A/c 2,50,000
Furniture A/c 25,000

PP National Bank A/c 2,85,000

Rent A/c 15,000

Motor Car 4,50,000

Loan from HH A/c 4,00,000
AA Pharmaceuticals 7,50,000

Consultancy fees A/c 10,00,000
Salary A/c 15,000

Salary payable A/c 15,000
Total 21,65,000 21,65,000

It can be seen that the totals of debit and credit balances is exactly matching. This is the result of double entry
book-keeping wherein every debit has equal corresponding credit.

Feature's of a Trial Balance
1. It is a list of debit and credit balances which are extracted from various ledger accounts.

2. It is a statement of debit and credit balances.
3. The purpose is to establish arithmetical accuracy of the transactions recorded in the Books of Accounts.

It does not prove arithmetical accuracy which can be determined by audit.
It is not an account. It is only a statement of account.
It is not a part of the final statements.

It is usually prepared at the end of the accounting year but it can also be prepared anytime as and when
required like weekly, monthly, quarterly or half-yearly.

8. It is a link between books of accounts and the Profit and Loss Account and Balance sheet.

N o o

Preparation of Trial Balance:

1. It may be prepared on a loose sheet of paper.
2. The ledger accounts are balanced at first. They will have either “debit-balance" or “credit balance" or “nil-
balance".

3. The accounts having debit-balance is written on the debit column and those having credit-balance are
written on the credit column.

The sum total of both the balances must be equal, for “Every debit has its corresponding and equal credit".

Purpose of a Trial Balance

It serves the following purposes:
1. To check the arithmetical accuracy of the recorded transactions.

2. To ascertain the balance of any ledger Account.
3. To serve as an evidence of fact that the double entry has been completed in respect of every transaction.
4, To facilitate the preparation of final accounts promptly.
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Trial Balance - Utility and Interpretation

The utility of Trial balance could be found in the following:

(1) It forms the basis for preparation of Financial statements i.e. Profit and Loss Account and Balance sheet.

(2) A tallied trial balance ensures the arithmetical accuracy of the entries made. If the trial balance does not
tally, the errors can be found out, rectified and then financial statements can be prepared.

(3) It acts as a quick reference. One can easily find out the balance in any ledger account without actually

-

referring to the ledger.

(4) If the listing of ledger accounts is systematically done in the trial balance, one can do quick time analysis.
Hence, listing is usually done in the sequence of Asset accounts, Liability accounts, Capital accounts, Owner's
equity accounts, Income or gain accounts and Expenses or losses accounts in that order.

One can draw some quick inferences from trial balance by interpreting the same. If one plots monthly trial balances
side by side, one can analyse the movement of balances in various accounts e.g. one can see how expenses
are increasing or decreasing or showing a tfrend of movements. By comparing the owner's equity balances as on
two dates, one can interpret the business result e.g. if the equity has gone up, one can interpret that business has
earned net profit and vice versa.

Trial Balance

asat/ason.....
Heads of Accounts Side of Trial Balance Reasons
Cash in hand Debit Assets
Cash at Bank Debit Assets
Cash at Bank (overdrawn) Credit Liability
Bank Overdraft Credit Liability
Capital Credit Liability
Opening stock Debit Assets
Wages Debit Expenses
Purchase Debit Expense/Increase in stock
Carriage Inwards Debit Expenses
Freight Debit Expenses
Royalty on production Debit Expenses
Gas, Water, Fuel Debit Expenses
Motive Power Debit Expenses
Import Duty Debit Expenses
Sales Credit Income/Decrease in stock
Discount Allowed Debit Losses
Discount Received Credit Gains
Bad Debts Debit Losses
Reserve /Provision for Bad & Doubtful Debt (Opening) Credit Gains
Commission Received Credit Incomes
Salaries Debit Expenses
Commission paid Debit Expenses
Rent, rates, and taxes Debit Expenses
Repairs and maintenance Debit Expenses
Insurance Debit Expenses
Carriage outward Debit Expenses
Trade charges Debit Expenses
Royalty on sales Debit Expenses
Interest paid Debit Expenses
Interest received Credit Income
Advertisement Debit Expenses
Sundry expenses Debit Expenses
Miscellaneous expenses Debit Expenses
Miscellaneous receipts Credit Incomes




