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Assignment 4


1. Short answers for the ff. questions:

     I. Subsidiary Books are subdivision of Journal. All transactions are recorded in their original form. In these books the details of the transactions are recorded in particular journal and then in ledger accounts.

     II. Journals are books in which business transactions are recorded in a chronological order. It is also called books of prime or books of original entry.

     III. Petty cash book comes from the French word "petit" and petty means small. This is a type of cash book that is used to record small day to day expenditures of the business like entertainment expense, office expense, carriage, postage, telegram, stationery etc.

     IV. Diff. Kinds of Subsidiary Books

   • Purchases Books
Are books which keep the record of all credit purchases made by businesses? This book also called as "Purchases Journal" or "Invoice Book" which consists of five columns and where entries are made like Date, Particulars, Ledger Folio, Inward Invoice Number and Amount.

   • Sales Book
Books where they record all credit sales made by businesses also known as "Sales Journal" or "Sold Books". The five columns for data entry in this book are Date, Particulars, Ledger Folio, Outward Invoice Number and Amount.

   • Purchases Returns Book
It is the book where they keep records pf the transactions of goods that has been returned to suppliers. It is often called “Purchases Returns Journal" or “Returns Outward Book".

   • Sales Returns Book
Also known as "Sales Return Journal" or "Return Inwards Book". All transactions pertaining to goods returned by customers are recorded in this book.

   • Bills Receivable Books
Are books where they record bills received from customers by businesses? It carries details of date of the bill, place of payment, amount of the bill, detail of acceptor, due date and the term of the bill.

   • Bills Payable Book
It carries records of the bills accepted by businesses and are drawn by its creditors. This book contains the details about names of drawer, date of acceptance, due date, the place of payment, term and the amount of the bill.


     V. Cash Book
It is a sub division of the journal where in all transactions related to receipts and payments made in cash are recorded in this book. It also plays a dual role of the journal and a ledger because when a cash transaction is recorded there is a short narration as well.

     VI. Difference of Trade Discounts and Cash Discounts

  Trade Discounts is given by a manufacturer/wholesaler to a retailer and it is based on a certain quantity of goods being purchased. It causes a reduction in the recorded price of an item and trade discount is only allowed at the time of sale either cash or credit. Usually same rate of discount is offered to all customers. And it is usually recorded in journals because the amount left after deduction (net amount) is recorded.
  While in Cash Discounts is usually given by seller to the debtor and it is based on receipt of payment before a specified date. It causes a reduction in the amount of money that the debtor owes. Cash discounts are allowed only at the time of cash receipt or cash payment (including cheques). The percentage of the discount varies from costumer to costumer and with the time of payment. This discount has to be recorded because it is a deduction from the gross selling price.


2. Ledger Account  is the summary of all transactions relating to assets, expense, profit or loss, income etc. that have taken place at a particular time and it indicates their net effect.


   To illustrate the format of the ledger accounts we need to take a transaction, prepare a journal entry and then transfer it to the relevant ledger account.

          EXAMPLE:

  Transaction: On January 1, 2018 ABC Company sold goods to customers for cash $20,000.

  The journal entry of the above transaction and its posting to ledger accounts is illustrated below: 

                JOURNAL
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           Date       Particulars         Debit       Credit

          2018       Cash                  20,000
       Jan.1         Sales                                 20,000
                         (Sold goods
                         for cash)



                LEDGER

CASH A/c

Dr                              
Date               Particulars                  J.F.     £

2018
Jan.1             To sales A/c                20,000


Cr
Date             Particulars         J.F.     £



   The debit part of the journal entry is "cash account" and the credit part is "sales account". So the amount of the journal entry ($20,000) is written on the debit side of the cash account and the credit side of the sales account. All journal entries are posted to accounts in general ledger.



3. Advantages of Subsidiary Books

   • Division of work
Because of the division of work, it ensures more clerks working independently in recording original entries in the subsidiary book.

   • Facilitate Posting
In posting of real accounts it is made more convenient as transactions of the similar nature are recorded in one place.

   • Time saving
Accounting processes can be performed at the same time because it takes up lesser time in completing accounting records.

   • Minimum frauds and errors
By recording transactions systematically  and maintaining special journals, lowers the possibility of frauds and helps in identifying errors.

   • Better information
Subsidiary books record useful information like certain transactions such as credit sales, credit purchases, returns etc. which the journal system does not record.
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   • Management decisions facilitated
The systematic record of transactions which is available in subsidiary books enables management to make better decisions.

   • Specialization and Efficiency
The specialization of tasks creates efficiency in accounting. For example the clerks who are recording transactions repeatedly over a period of time become experts at their works.
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