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A Trial Balance is a dated list of every ledger account balance, set out in a debit column and a credit column, that checks the
arithmetical accuracy of double-entry posting. This chapter explains how to prepare it, why a balanced Trial Balance can still hide errors,
the main categories of errors, and how to rectify them with or without a Suspense Account.

Key terms & definitions

Trial Balance
A statement (not an account) prepared on a specific date listing the closing debit and credit balances of all ledger accounts to verify that
total debits equal total credits.

Error of Omission
An error where a transaction is left out of the books. Complete omission (both debit and credit missing) does not affect the Trial Balance;
partial omission (one side recorded) does affect it.

Error of Commission
An error in recording a transaction with a wrong amount, posting to the wrong account of the same class, wrong totalling/casting, wrong
balancing, or wrong carry-forward. May or may not affect the Trial Balance.

Error of Principle
An error where a transaction is recorded ignoring an accounting principle, mainly the capital-versus-revenue distinction (e.g. treating an
asset purchase as an expense). The debit-credit rule is still obeyed, so it does NOT affect the Trial Balance.

Compensating Error
Two or more unrelated errors whose net effect on the debit and credit totals cancels out, so the Trial Balance still agrees despite the books
being wrong.

One-sided Error
An error that affects only one account or one side of the entry (e.g. wrong casting, wrong balancing, one side of a transaction posted),
causing the Trial Balance to disagree.

Two-sided Error
An error that affects two or more accounts in a way that keeps debits equal to credits (e.g. error of principle, complete omission, posting to
a wrong account), so the Trial Balance still agrees.

Rectification Entry
A journal entry passed to correct an error already recorded in the books, leaving a clear audit trail instead of erasing or overwriting the
original figures.

Suspense Account
A temporary account opened to hold the difference of a disagreeing Trial Balance so that work can continue; it is closed to zero once all
one-sided errors are traced and rectified.

Meaning and Objectives of a Trial Balance
A Trial Balance is a list of all ledger account balances (debit balances in one column, credit balances in the other) drawn up on a particular
date.
It is a statement, not an account, and forms no part of the double-entry system itself.
Objective 1 - Check arithmetical accuracy: since every debit has an equal credit, equal column totals confirm the postings are
arithmetically correct.
Objective 2 - Basis for final accounts: balances from the Trial Balance are carried into the Trading A/c, Profit & Loss A/c and Balance
Sheet.
Objective 3 - Summary and review: it brings every account balance onto one page, helping spot abnormal balances early (e.g. a credit
balance in Cash A/c).



Methods of Preparing a Trial Balance
Totals (Gross) Method: write the total of the debit side and the total of the credit side of each ledger account; rarely used.
Balances (Net) Method: write only the closing balance of each account in the appropriate column; this is the most common method and is
the basis for final accounts.
Totals-cum-Balances Method: combines both, showing totals and balances together; lengthy and seldom used.
Standard rule of placement: assets, expenses, losses, drawings and purchases carry debit balances; liabilities, capital, incomes, gains and
sales carry credit balances.

Key Rule - A Balanced Trial Balance Is Not Proof of Correctness
Equal totals prove only that debits equal credits arithmetically; they do not prove every entry is correct or complete.
Errors that do NOT disturb the Trial Balance: errors of principle, complete omission, compensating errors, and errors of commission where
a wrong account of the same class is used.
Such errors keep both columns equally affected, so the agreement is misleading.
Therefore even a tallied Trial Balance must be reviewed for these hidden errors before final accounts are prepared.

Errors That Affect vs Do Not Affect the Trial Balance
AFFECT the Trial Balance (one-sided errors): wrong casting/totalling of a subsidiary book, wrong balancing of an account, posting to the
wrong side, posting a wrong amount to one account, omitting to post one side, and wrong carry-forward.
DO NOT AFFECT the Trial Balance (two-sided errors): error of principle, complete omission of a transaction, recording in a wrong account
of the same nature, and compensating errors.
One-sided errors create a difference that is parked in a Suspense Account until traced; two-sided errors never touch Suspense.
Memory aid: if both the debit and credit of an entry are equally wrong or equally missing, the Trial Balance still agrees.

Types of Errors - Detailed
Errors of Omission: complete (whole transaction unrecorded - TB agrees) or partial (one aspect recorded, e.g. cash book entry made but
not posted to the ledger - TB disagrees).
Errors of Commission: wrong amount entered, wrong totalling (casting), wrong balancing, wrong carry-forward, or posting to a wrong
account of the same class; effect on TB depends on whether one or both sides are hit.
Errors of Principle: a capital item treated as revenue or vice versa, e.g. wages paid for installing machinery debited to Wages A/c instead of
Machinery A/c; TB always agrees because debit and credit amounts are equal.
Compensating Errors: e.g. Sales over-cast by 500 and Purchases over-cast by 500; the two opposite mistakes neutralise each other and
the TB still agrees.

Searching for Errors When the Trial Balance Disagrees
Re-total both columns of the Trial Balance to rule out a casting mistake.
Check that every ledger balance has been listed and placed in the correct column.
Halve the difference and look for an amount of that size posted on the wrong side (a wrong-side posting changes the gap by twice the
amount).
Divide the difference by 9 - if it divides evenly, suspect a transposition (e.g. 54 written as 45) or a slide (e.g. 100 written as 10).
Re-check subsidiary book totals and ledger postings if the error is still not found, and open a Suspense Account to continue work.

Rectification of Errors - General Approach
Errors found before the Trial Balance / before closing: a one-sided error may be corrected by simply striking out the wrong figure and
writing the correct one with the accountant's initials (no journal entry needed).
Errors found after the Trial Balance and books are balanced: every correction must be made through a proper rectification journal entry to
preserve the audit trail.
Two-sided errors are rectified by a journal entry affecting two ledger accounts directly, never touching the Suspense Account.
One-sided errors discovered after a Suspense Account has been opened are rectified through an entry that debits or credits the Suspense
Account, gradually bringing its balance to zero.
Method to frame any entry: (a) find what was wrongly done, (b) find what should have been done, (c) pass the entry that converts the
wrong position into the correct one.



Suspense Account - Nature and Treatment
It is opened only when the Trial Balance does not agree and the difference cannot be found immediately; the difference is placed in the
Suspense Account to make the TB tally.
If the debit total is short, Suspense is debited; if the credit total is short, Suspense is credited - it always takes the side that makes the
columns equal.
It is purely a book-keeping device, not a real asset or liability, and involves no movement of cash.
As each one-sided error is found, a rectification entry adjusts the Suspense Account; when all such errors are corrected, the Suspense
Account closes automatically to zero.
A Suspense balance remaining at year-end is shown on the Balance Sheet (assets side if it has a debit balance, liabilities side if credit)
and signals unresolved errors - a red flag for auditors.

Formulas & formats
Trial Balance format: a heading 'Trial Balance of [Firm] as at [Date]', then columns - Account Name |
Debit Balance (₹) | Credit Balance (₹); debit balances (assets, expenses, losses, drawings, purchases)
on the left, credit balances (capital, liabilities, incomes, gains, sales) on the right; both columns
must total equally.
Suspense rule: Difference = Debit total - Credit total. If debit total > credit total, credit the
difference to Suspense; if credit total > debit total, debit the difference to Suspense.
Transposition/slide check: divide the Trial Balance difference by 9 - exact divisibility suggests
figures were transposed or slid.
Wrong-side test: if a single amount is posted to the wrong side, the Trial Balance difference equals
twice that amount, so halve the difference and search for it.

Important questions & model answers

1 mark Define a Trial Balance and state whether it is an account or a statement.

A Trial Balance is a list of the debit and credit balances of all ledger accounts on a given date, prepared to check the arithmetical
accuracy of the books.
It is a statement, not an account, and is not part of the double-entry system.

3 marks Why does the agreement of a Trial Balance not guarantee that the books are free from errors? Name the errors it
cannot detect.

Agreement only proves that total debits equal total credits arithmetically; it does not prove correct classification or complete recording.
Errors of principle (capital-revenue mix-up) keep debit and credit equal, so the TB still agrees.
Complete omission leaves both sides equally unrecorded, so the TB still agrees.
Compensating errors cancel out, and posting to a wrong account of the same class affects neither column's total - none of these is
caught by a balanced TB.

4 marks Distinguish between errors that affect the Trial Balance and errors that do not, giving one example of each.

Errors affecting the TB are one-sided - they hit only one account or one side, causing the totals to differ (e.g. the Sales Book is over-
cast by ₹1,000, so only the Sales credit is wrong).
Errors not affecting the TB are two-sided - debit and credit are equally affected, so totals still agree (e.g. machinery purchased is
wrongly debited to Purchases A/c - an error of principle).
One-sided errors require a Suspense Account during rectification; two-sided errors are rectified by adjusting two ledger accounts
directly.
Examples of two-sided errors also include complete omission of a transaction and compensating errors; examples of one-sided errors
also include wrong casting, wrong balancing and wrong carry-forward.



4 marks Explain the four main types of errors with one example each.

Error of omission - a transaction is left unrecorded, e.g. a credit sale to Mohan is never entered (complete omission, TB agrees).
Error of commission - a recording mistake such as a wrong amount or posting to a wrong account of the same class, e.g. ₹4,500
written as ₹5,400.
Error of principle - an accounting principle is violated, e.g. repairs to building (revenue) debited to Building A/c (capital).
Compensating error - two opposite mistakes cancel out, e.g. Purchases A/c over-debited by ₹200 and Wages A/c under-debited by
₹200.

3 marks What is a Suspense Account? When is it opened, on which side is the difference placed, and when is it closed?

A Suspense Account is a temporary account opened to hold the difference of a Trial Balance that does not agree, so that work on final
accounts can continue.
If the debit total falls short, the Suspense Account is debited; if the credit total falls short, it is credited - it always takes the side that
equalises the columns.
It is not a real asset or liability and involves no cash; it is closed to zero once all the one-sided errors causing the difference are traced
and rectified.

4 marks The Trial Balance of a firm did not agree and the difference was placed in a Suspense Account. The following errors
were later found: (i) Sales Book was over-cast by ₹1,000; (ii) goods returned by a customer, Anil, ₹700, were not recorded at all;
(iii) the total of the Purchases Book ₹6,540 was carried forward as ₹6,450. Pass the rectifying journal entries.

(i) One-sided error - Sales A/c was over-credited by ₹1,000. Entry: Dr. Sales A/c ₹1,000; Cr. Suspense A/c ₹1,000.
(ii) Two-sided error (complete omission of a sales return). Correct entry that was missed: Dr. Sales Return A/c ₹700; Cr. Anil ₹700. So
rectify as Dr. Sales Return A/c ₹700; Cr. Anil (Debtor) ₹700 - Suspense is NOT involved.
(iii) One-sided error - Purchases A/c was under-debited by ₹90 (6,540 - 6,450). Entry: Dr. Purchases A/c ₹90; Cr. Suspense A/c ₹90.
Only the one-sided errors (i) and (iii) touch Suspense; the complete omission in (ii) is rectified between two ledger accounts.

3 marks Rent paid ₹5,000 was correctly entered in the cash book but was not posted to the Rent Account. As a result the Trial
Balance did not agree. Explain the type of error and give the rectifying entry, assuming a Suspense Account was opened.

This is a one-sided error (partial omission) - only the credit to Cash was posted; the debit to Rent A/c was omitted, so the debit total
fell short and the difference went to Suspense.
Rent A/c needs an additional debit of ₹5,000; the matching credit goes to Suspense to clear the gap it created.
Rectifying entry: Dr. Rent A/c ₹5,000; Cr. Suspense A/c ₹5,000.
After this entry Rent A/c is correctly stated and the Suspense Account is reduced by ₹5,000.

3 marks A second-hand machine was purchased for ₹40,000 and the amount was debited to Purchases Account. State the
type of error, whether the Trial Balance is affected, and the rectifying entry.

This is an error of principle - a capital expenditure (asset) has been treated as a revenue expenditure (goods purchased).
The Trial Balance is NOT affected, because the debit and credit amounts are equal (Purchases debited, supplier/cash credited) - it is
a two-sided error.
Effect: Machinery (asset) is understated and Purchases (expense) is overstated by ₹40,000.
Rectifying entry: Dr. Machinery A/c ₹40,000; Cr. Purchases A/c ₹40,000 - Suspense is not involved.



Exam tips
First decide whether an error is one-sided or two-sided - one-sided errors involve the Suspense Account, two-sided errors do not.
For a rectification entry, always ask: what was wrongly done, what should have been done, and what single entry converts one into
the other.
Remember the four errors that keep the Trial Balance agreeing: principle, complete omission, compensating, and wrong account of
the same class.
When the difference is placed in Suspense, debit Suspense if the debit total is short and credit it if the credit total is short.
An error of principle is about capital-vs-revenue classification, NOT about reversing debit and credit - this is a very common exam
trap.
State the type of error and whether the TB is affected before writing the entry; many marking schemes award marks for this
reasoning.
Use the divide-by-9 clue for transposition and the half-the-difference clue for a wrong-side posting when asked how to locate an
error.

Quick revision
A Trial Balance is a dated statement of all ledger balances that checks arithmetical accuracy and feeds the final accounts.
Three objectives: verify arithmetical accuracy, provide a base for final accounts, and summarise/review all balances.
Three preparation methods: totals method, balances method (most used), and totals-cum-balances method.
A balanced Trial Balance does not prove correctness; principle, complete-omission, compensating and same-class commission errors stay
hidden.
Errors affecting the TB (one-sided): wrong casting, wrong balancing, wrong carry-forward, wrong-side or partial posting - these go through
Suspense.
Errors not affecting the TB (two-sided): principle, complete omission, compensating, wrong account of same class - rectified between two
ledger accounts.
Four error types: omission (complete/partial), commission, principle, compensating.
Rectification: before TB closing a one-sided error may be struck out and corrected with initials; after closing, always pass a journal entry.
Suspense Account is temporary, takes the short side of the TB, involves no cash, and closes to zero once all one-sided errors are fixed.
Locating errors: re-total, re-check listing, halve the difference (wrong side), divide by 9 (transposition/slide).
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