JOURNAL AND SUBSIDIARY BOOKS
Assessment 4
1. Give short answers for the following questions: (20)

a. What do you understand by Subsidiary books?

Ans:

Subsidiary books are components of Journal in which all the business transactions are recorded in their original form with details recorded as they take place from day to day in different categories.

b. What are the advantages of Subsidiary books?

Ans:

There are two main advantages:

1. The business transactions can be recorded and be categorized neatly and systematically for ease of posting into the ledger. It is not possible to record each transaction into the ledge as it occurs.

2. These books allowed any interested parties to understand the details of transaction since brief narratives are provided.


c. Define purchase and sales book.

Ans:

A Purchase book is one type of subsidiary books which is used in the business to keep the record of all credit purchases as regards Date, Particulars, Ledger Folio, Inward Invoice Number (obtained from suppliers or service providers) and Amount of money spent for purchases.

A Sales book is another type of subsidiary books which is used to record all the credits sales made by the business with information relating to Date, Particulars, Ledger Folio, Outward Invoice Number (obtained from the document which is given to the customers) and Amount which reflects the money value of sales. 


d. What is journal?

Ans:

Journal is a book of original entry which records, in chronological order, a business transaction whenever it takes place, which can allow the interested parties to gather information and explanation on the details of each transaction.


e. What is petty cash book?

Ans:

It is a type of Cash book which records the cash transactions for trivial items, by way of examples like entertainment expense, office expense, carriage, postage, stationery etc. which are not as important as the other types of Cash book. 

f. What are the different kinds of Subsidiary books?

Ans:	

The different kinds of Subsidiary books are:

1. Purchases Book – Used to record all the purchases done on credit.

2. Sales Book – Used to record all sales done on credit.

3. Purchases Returns Books – Used to record all goods that are returned to the supplier.

4. Sales Returns Books – Used to record all goods having been returned by the customers.

5. Bills Receivable Books – Used to record all accepted bills from debtors.

6. Bills Payable Books – Used to record all accepted bills payable to the creditors.

7. Journal Proper – Used to record those transactions for which there is not separate book.

8. Cash Book - used to record all the cash receipts and payments. 

g. What do you mean by Cash book?

Ans:

It is a book which records all transactions relating to receipts and payments which have been made in cash, narrated and entered in chronological order.	

h. What are the kinds of Cash books?
Ans: 
They are:
1. Single Column Cash Book
2. Two Column Cash Book
3. Three Column Cash Book
4. Bank Cash Book
5. Petty Cash Book


i. Define trade discount and cash discounts.
Ans:
They are both discounts which are offered on sales of goods to attract customers. 
Trade discount is defined as an offer at the time when goods are being sold in bulk and a certain percentage is discounted from the total sales amount. 
Cash discount is defined as an incentive for timely payment for purchases made and it is a percentage discount from the amount of the bill. 

j. Distinguish between trade discount and cash discount.
Ans:
1. Trade discount is a decrease granted by the manufacturer or wholesaler to a retailer while cash discount is usually given by a seller to a debtor.

2. There is no need for entry in the books of account for Trade discount while entry in the books of account is necessary for cash discount.

3. Cash discount is related to making payment by cash while trade discount is allowed only on purchase of goods.

4. The rate of Cash discount can be adjusted in order to encourage the debtor to pay at the earliest while a similar rate of Trade discount is given to all customers.

5. Trade discount is based on certain quantity of goods being purchased whereas the Cash discount is based on the time of settlement of payment.

6. Trade discount is given only at the time of sales whereas Cash discount is only allowed at the time of cash changing hands.

7.  Trade discount is dependent on the business’s sales policy while Cash discount is dependent entirely on the promptness of cash payment.

Q2.	What is ledger account? Explain with illustrations. (5)

After journalizing, the second step in the accounting cycle is to categorize the entries recorded in each subsidiary book and transfer them into new set of folders under specific accounts with information on both ‘debits’ and ‘credits’.  Thus, we can say that ledger account is a specific category of consolidation of all transactions which offers a display of balances to any interested parties in a simple and effective way to view spending and to keep track of the business activities.    
The Ledger accounts use the T-account format to display the balances in each account. Each journal entry is transferred from the subsidiary book to the corresponding ledger account (or also known as “T-account”). The debits are always transferred to the left side and the credits to the right. 

Illustration:
1. Transactions that have taken place from 1 Jan 2015 with no Balance b/d from 31 Dec 2014:
	Date
	Event
	Amount (£)

	2015
	
	

	Jan 1
	Bought goods from David on credit
	2000

	Jan 2
	Sold goods to Kim and received cash
	1000

	Jan 5
	Victor sold goods to our company
	1000

	Jan 8
	Daniel purchased goods from our company
	800

	Jan 11
	Kim returned goods to our company
	200

	Jan 13
	Our company returned goods to David
	100

	Jan 17
	Sold goods to Alice
	700

	Jan 22
	Purchased goods from Mike from credit
	800

	Jan 27
	Returned goods to Victor
	100



2. Journalize the transactions into relevant subsidiary books:
	Purchase Book

	Date
	Particulars
	L.F.
	Incoming Invoice no.
	Amount (£)

	2015
	
	
	
	

	Jan 1
	David
	
	
	2,000

	Jan 5
	Victor
	
	
	1,000

	Jan 22
	Mike
	
	
	800

	
	
	
	
	3,800

	
	
	
	
	

	Sales Book

	Date
	Particulars
	L.F.
	Outgoing Invoice no.
	Amount (£)

	2015
	
	
	
	

	Jan 2
	Kim
	
	
	1,000

	Jan 8
	Daniel
	
	
	800

	Jan 17
	Alice
	
	
	700

	
	
	
	
	2,500

	
	
	
	
	

	Sales Returns Book

	Date
	Particulars
	L.F.
	Credit note
	Amount (£)

	2015
	
	
	
	

	Jan 11
	Kim
	
	
	200

	Jan 13
	David
	
	
	100

	
	
	
	
	300

	
	
	
	
	

	Purchases Returns Book

	Date
	Particulars
	L.F.
	Debit note
	Amount (£)

	2015
	
	
	
	

	Jan 27
	Victor
	
	
	100

	
	
	
	
	100



3. Posting to the various Ledger A/c

(1) Purchases A/c 
	Dr.

Date

2015
	Particulars
	£
	

Date

2015
	Particulars
	Cr.
£

	
	
	
	
	
	

	Jan 1
	To David’s A/c
	2,000
	Jan 31
	By Balance c/d
	3,800

	
	
	
	
	
	

	Jan 5
	To Victor’s A/c
	1,000
	
	
	

	
	
	
	
	
	

	Jan 22
	To Mike’s A/c
	800
	
	
	

	
	
	
	
	
	

	
	
	3,800
	
	
	3,800

	
	
	
	
	
	

	Feb 1
	To Balance b/d
	3,800
	
	
	



(2) Sales A/c
	Dr.

Date

2015
	Particulars
	£
	

Date

2015
	Particulars
	Cr.
£

	
	
	
	
	
	

	Jan 31
	To Balance c/d
	2,500
	Jan 2
	By Kim’s A/c
	1,000

	
	
	
	
	
	

	
	
	
	Jan 8
	By Daniel’s A/c
	800

	
	
	
	
	
	

	
	
	
	Jan 17
	By Alice’s A/c
	700

	
	
	
	
	
	

	
	
	2,500
	
	
	2,500

	
	
	
	
	
	

	
	
	
	Feb 1
	By Balance b/d
	2,500

	
	
	
	
	
	



(3) Purchase Returns A/c
	Dr.

Date

2015
	Particulars
	£
	

Date

2015
	Particulars
	Cr.
£

	
	
	
	
	
	

	Jan 31
	To Balance c/d
	100
	Jan 27
	By Victor’s A/c
	100

	
	
	
	
	
	

	
	
	100
	
	
	100

	
	
	
	
	
	

	
	
	
	Feb 1
	By Balance b/d
	100
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(4) Sales Returns A/c
	Dr.

Date

2015
	Particulars
	£
	

Date

2015
	Particulars
	Cr.
£

	
	
	
	
	
	

	Jan 11
	To Kim’s A/c
	200
	Jan 31
	By Balance c/d
	300

	
	
	
	
	
	

	Jan 13
	To David’s A/c
	100
	
	
	

	
	
	
	
	
	

	
	
	300
	
	
	300

	
	
	
	
	
	

	Feb 1
	To Balance b/d
	300
	
	
	



(5) David’s A/c
	Dr.

Date

2015
	Particulars
	£
	

Date

2015
	Particulars
	Cr.
£

	
	
	
	
	
	

	Jan 1
	To Purchase A/c
	2,000
	Jan 13
	By Sales Returns A/c
	100

	
	
	
	
	
	

	
	
	
	Jan 31
	By Balance c/d
	1,900

	
	
	
	
	
	

	
	
	2,000
	
	
	2,000

	
	
	
	
	
	

	Feb 1
	To Balance b/d
	1,900
	
	
	



(6) Victor’s A/c
	Dr.

Date

2015
	Particulars
	£
	

Date

2015
	Particulars
	Cr.
£

	
	
	
	
	
	

	Jan 27
	To Purchases Return A/c
	100
	Jan 5
	By Purchase A/c
	1,000

	
	
	
	
	
	

	Jan 31
	To Balance c/d
	900
	
	
	

	
	
	
	
	
	

	
	
	1,000
	
	
	1,000

	
	
	
	
	
	

	
	
	
	Feb 1
	By Balance b/d
	900



(7) Mike’s A/c
	Dr.

Date

2015
	Particulars
	£
	

Date

2015
	Particulars
	Cr.
£

	
	
	
	
	
	

	Jan 31
	To Balance c/d
	800
	Jan 22
	By Purchase A/c
	800

	
	
	
	
	
	

	
	
	800
	
	
	800

	
	
	
	
	
	

	
	
	
	Feb 1
	By Balance b/d
	800



(8) Kim’s A/c
	Dr.

Date

2015
	Particulars
	£
	

Date

2015
	Particulars
	Cr.
£

	
	
	
	
	
	

	Jan 2
	To Sales A/c
	1,000
	Jan 11
	By Sales Returns A/c
	200

	
	
	
	
	
	

	
	
	
	Jan 31
	By Balance c/d
	800

	
	
	
	
	
	

	
	
	1,000
	
	
	1,000

	
	
	
	
	
	

	Feb 1
	To Balance b/d
	800
	
	
	



(9) Daniel’s A/c
	Dr.

Date

2015
	Particulars
	£
	

Date

2015
	Particulars
	Cr.
£

	
	
	
	
	
	

	Jan 8
	To Sales A/c
	800
	Jan 31
	By Balance c/d
	800

	
	
	
	
	
	

	
	
	800
	
	
	800

	
	
	
	
	
	

	Feb 1
	To Balance b/d
	800
	
	
	



(10) Alice ’s A/c
	Dr.

Date

2015
	Particulars
	£
	

Date

2015
	Particulars
	Cr.
£

	
	
	
	
	
	

	Jan 17
	To Sales A/c
	700
	Jan 31
	By Balance c/d
	700

	
	
	
	
	
	

	
	
	700
	
	
	700

	
	To Balance b/d
	700
	
	
	





Q3.	Explain the advantages of subsidiary books? (5)
There are several advantages of keeping subsidiary books:
1. Suitable trustworthy staff can be assigned to manage the safekeeping and recording of the books, in accordance with the importance of the transactions.
2. The frequent preparation and references to the different books by the staff-in-charge would allow them to get familiar with these books and thus their skills and efficiency could be improved when handling them. Mistakes would be greatly reduced. 
3. It allows for easy tracing of the desired transaction at any point of time in a simplistic manner due to them having been grouped and classified according to the types of transactions.
4. Their use can be time and labor saving and with an accurate traceability is established, the cases of frauds and manipulations would be rendered impossible.
5. Due to the division in the recording in the books, the work of one staff can be checked automatically by someone else and so errors can be identified quickly and corrected accordingly.
6. The amount of postings to the Ledger accounts can be substantially reduced since only the summarized transactions would be needed and not the voluminous individual transactions.


