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Q. 1. 

  Describe Double Entry System of Book-Keeping and its 

importance in detail. 

 

Ans: 

 

### Double Entry System of Book-Keeping 

 

Double Entry System of Book-Keeping is a fundamental concept in 

accounting that requires every financial transaction to be recorded in 

at least two accounts. The system is based on the principle that every 

transaction affects both sides of the accounting equation: Assets = 

Liabilities + Owner’s Equity. 

 

In this system, each transaction involves two entries: 

1. Debit Entry – This entry records the increase in assets or expenses 

or the decrease in liabilities and equity. 

2. Credit Entry – This entry records the decrease in assets or 

expenses or the increase in liabilities and equity. 

 



 

 

The core idea is that every debit must have a corresponding and 

equal credit. In simple terms, if a business buys an asset on credit, it 

will: 

- Debit the asset account (increase in asset) 

- Credit the liability account (increase in liability) 

 

The dual effect of each transaction (both debit and credit) ensures 

that the accounting equation remains balanced. 

 

#### Components of the Double Entry System: 

1. Debits: These are the entries made on the left side of an account. 

A debit increases assets or expenses and decreases liabilities or 

equity. 

2. Credits: These are the entries made on the right side of an 

account. A credit increases liabilities or equity and decreases assets 

or expenses. 

 

For example, if a company sells goods worth $500 on credit: 

- Debit Accounts Receivable (Asset) – $500 

- Credit Sales Revenue (Income) – $500 

 

### Importance of the Double Entry System 

 

The Double Entry System is crucial in accounting and financial 

reporting for several reasons: 

 



 

 

1. Ensures Accuracy: 

   - Since every transaction has both a debit and a credit, it provides a 

built-in check mechanism. This helps reduce errors, as the total 

debits always equal the total credits, ensuring the accuracy of 

financial records. 

 

2. Prevents Fraud and Errors: 

   - By maintaining records for both the debit and credit aspects of 

each transaction, it makes it easier to identify and trace errors or 

fraudulent activities. If the system doesn't balance, it signals that 

something went wrong, prompting a review. 

 

3. Provides Complete Financial Information: 

   - The system ensures that all aspects of a transaction are recorded. 

This means not only the impact on assets but also on liabilities and 

equity. It provides a more comprehensive view of a business’s 

financial condition. 

 

4. Facilitates Preparation of Financial Statements: 

   - The Double Entry System is fundamental for preparing financial 

statements like the Balance Sheet and the Profit & Loss Account. 

Since it captures both sides of a transaction, it helps create a 

complete record of all financial activities, which is crucial for 

generating accurate and reliable financial reports. 

 

 

 



 

 

5. Maintains the Accounting Equation: 

   - The system is based on the equation Assets = Liabilities + Owner’s 

Equity. This helps in maintaining a balanced approach to financial 

accounting, ensuring that the balance sheet always tallies. 

 

6. Simplifies Auditing: 

   - The dual nature of recording transactions makes it easy for 

auditors to verify the financial records of a company. They can trace 

each transaction back to its origin, making the auditing process more 

straightforward and efficient. 

 

7. Helps in Financial Planning and Decision Making: 

   - With accurate and detailed records, businesses can use their 

financial information for effective decision-making. Managers can 

analyze performance, manage cash flow, assess profitability, and 

plan for the future based on solid financial data. 

 

8. Tax Compliance: 

   - A reliable and well-maintained system ensures that a business 

complies with tax regulations. Financial statements are necessary for 

preparing tax returns, and the Double Entry System provides an 

accurate foundation for these filings. 

 

### Example to Illustrate Double Entry: 

 

Let’s assume a business buys goods for cash worth $1,000. The 

double-entry system for this transaction would be: 



 

 

- Debit Inventory (Asset) – $1,000 (Increases the inventory) 

- Credit Cash (Asset) – $1,000 (Decreases cash) 

 

This maintains the balance as the business’s total assets remain 

unchanged (inventory increases and cash decreases by the same 

amount). 

 

### Advantages of the Double Entry System: 

 

1. Accuracy in Accounting: The system ensures that the accounting 

records are accurate and complete. 

2. Improved Control: It provides an effective way of monitoring 

financial transactions, reducing the risk of errors or fraud. 

3. Provides a Clear Picture of Business Performance: Helps in tracking 

both financial position and the profitability of a business. 

4. Legal and Taxation Requirements: Most countries require 

businesses to maintain their financial records using the Double Entry 

System for tax and regulatory compliance. 

 

### Disadvantages of the Double Entry System: 

 

1. Complexity: It requires a sound understanding of accounting 

principles and can be complex for small businesses without 

accounting expertise. 

2. Time-Consuming: It involves detailed recording and may require 

more time and effort compared to simpler systems. 



 

 

3. Costs: Implementing the system might incur higher costs, 

especially for small businesses that need specialized software or 

trained accountants. 

 

### Conclusion: 

The Double Entry System of Bookkeeping is a vital accounting 

method that provides accuracy, transparency, and a comprehensive 

view of a business's financial status. By ensuring that every 

transaction is recorded with both a debit and a credit, it maintains 

the balance in financial records, aids in the preparation of accurate 

financial statements, and helps in decision-making. Despite its 

complexity, the advantages it offers make it an essential tool in 

modern accounting and business management. 

 

Q. 2. 

  Explain the following terms: (20) 

i. Profit and Loss Account ii.   Direct & Indirect Expenses 

iii. Liabilities  iv.  Capital 

v. Income  vi.  Goodwill 

 

Ans: 

 

### i. Profit and Loss Account (P&L Account) 

 

Profit and Loss Account is one of the main financial statements used 

by businesses to summarize their revenues, costs, and expenses over 



 

 

a specific period, usually a fiscal year or quarter. It shows the 

company’s ability to generate profit by increasing revenue, reducing 

costs, or both. 

 

#### Purpose: 

- Calculate Profit or Loss: The P&L account helps determine whether 

a business is making a profit or suffering a loss. 

- Performance Indicator: It reflects the operational efficiency of the 

business by showing how well it generates profit through sales and 

manages its expenses. 

- Financial Planning: Provides insight into areas where the business 

can cut costs or improve revenue. 

 

#### Structure: 

1. Revenues (Income): All the income the business earns from its 

activities. 

2. Expenses: Costs related to operations, including direct and indirect 

expenses. 

3. Profit or Loss: The difference between total revenues and total 

expenses. 

 

### ii. Direct & Indirect Expenses 

 

1. Direct Expenses: 

   - Definition: Direct expenses are those costs directly attributable to 

the production of goods or services sold by the company. 



 

 

   - Examples: Raw materials, direct labor (wages of workers involved 

in manufacturing), production supplies, factory overheads. 

   - Treatment: Direct expenses are deducted from sales revenue in 

the Profit and Loss Account to calculate gross profit. 

 

2. Indirect Expenses: 

   - Definition: Indirect expenses are the costs not directly linked to 

the production of goods or services but are necessary for running the 

business. 

   - Examples: Administrative expenses, marketing costs, office 

salaries, rent, utilities, depreciation. 

   - Treatment: These are deducted from gross profit to determine 

the net profit or loss. 

 

### iii. Liabilities 

 

Liabilities refer to the financial obligations or debts owed by a 

business to external parties. They arise due to past transactions or 

events and represent claims on the business's resources. 

 

#### Types of Liabilities: 

1. Current Liabilities: Short-term obligations that are due within one 

year.  

   - Examples: Accounts payable, short-term loans, accrued expenses 

(e.g., wages, taxes). 

2. Non-Current Liabilities: Long-term obligations that are due after 

more than one year. 



 

 

   - Examples: Long-term loans, bonds payable, deferred tax liabilities. 

 

Importance: 

- Liabilities indicate the financial health of the business and the 

ability to meet obligations. 

- They are recorded on the right side of the balance sheet, and their 

settlement may involve the use of company assets. 

 

### iv. Capital 

 

Capital refers to the financial resources invested in a business by its 

owners or shareholders to fund its operations and activities. It 

represents the owner’s stake or equity in the company. 

 

#### Types of Capital: 

1. Equity Capital: Funds provided by the business owners or 

shareholders. In return, they own a portion of the business and are 

entitled to a share of the profits. 

   - Examples: Common stock, retained earnings, additional paid-in 

capital. 

2. Debt Capital: Funds borrowed from external sources that must be 

repaid with interest. 

   - Examples: Loans, bonds. 

 

Importance: 

- Capital is essential for the startup and growth of a business. 



 

 

- It provides the necessary funds for operations, expansion, and 

investment in assets. 

 

### v. Income 

 

Income refers to the revenue earned by a business from its 

operations, investments, or other sources. It is the money received in 

exchange for goods or services provided, or from the business’s 

financial investments. 

 

#### Types of Income: 

1. Operating Income: Income earned through the core business 

operations, such as sales of products or services. 

2. Non-Operating Income: Income earned from non-core activities 

such as investments, rental income, or interest on savings. 

 

Importance: 

- Income is crucial for determining the profitability of a business. It is 

the starting point for creating financial statements and assessing 

financial health. 

- Businesses aim to increase income while managing expenses to 

generate profit. 

 

### vi. Goodwill 

 

Goodwill is an intangible asset that represents the value of a 

company's reputation, brand, customer loyalty, and other non-



 

 

physical assets. It arises when a company acquires another business 

for a price higher than its book value (the fair market value of its 

assets). 

 

#### Factors Contributing to Goodwill: 

1. Brand Reputation: A strong brand presence in the market. 

2. Customer Loyalty: Repeat customers who trust the brand. 

3. Market Position: The competitive advantage of the company in the 

market. 

4. Employee Skills: A skilled and experienced workforce. 

5. Supplier Relationships: Strong business relationships with 

suppliers. 

 

#### Importance: 

- Goodwill is recorded on the balance sheet when a business acquires 

another for more than the fair value of its tangible assets. 

- It represents a business's future earning potential and is a key 

factor in mergers and acquisitions. 

 

--- 

 

### Summary: 

1. Profit and Loss Account: A statement showing a company’s 

revenues, expenses, and profits over a specific period. 

2. Direct & Indirect Expenses: Direct expenses are tied to production, 

while indirect expenses are for general business operations. 



 

 

3. Liabilities: Debts or obligations that a business owes to external 

parties. 

4. Capital: The financial resources invested by owners or 

shareholders in the business. 

5. Income: The revenue generated by the business from its 

operations or investments. 

6. Goodwill: The value of intangible assets like brand reputation and 

customer loyalty, often realized during acquisitions. 

 

 

Q.3  

 Define Journal. Explain in detail the objectives and 

importance of journal. 

 

Ans: 

 

### Definition of Journal 

 

A Journal in accounting is a book of original entry where all financial 

transactions of a business are first recorded in chronological order. 

Every transaction is recorded as a journal entry, showing both debits 

and credits. The journal serves as the first point of entry before 

transferring these entries into individual accounts in the Ledger. Each 

journal entry typically includes the date, the accounts affected, the 

amounts of debit and credit, and a brief description or narration of 

the transaction. 

 



 

 

In simpler terms, the journal is the record book where transactions 

are initially written down before they are classified and posted into 

specific ledger accounts. 

 

### Format of a Journal Entry 

 

A typical journal entry has the following structure: 

1. Date: The date of the transaction. 

2. Account Titles: The accounts that are affected by the transaction. 

3. Debit Amount: The amount being debited to an account. 

4. Credit Amount: The amount being credited to another account. 

5. Narration: A short description or explanation of the transaction. 

 

For example: 

- Date: January 1, 2024   

- Account: Cash (Debit), Sales Revenue (Credit)   

- Amount: Cash $1,000, Sales Revenue $1,000   

- Narration: Sold goods for cash. 

 

### Objectives of Journal 

 

The primary objectives of a journal are: 

 

1. Recording Transactions Chronologically: 



 

 

   - The journal ensures that all transactions are recorded in the order 

in which they occur. This helps in maintaining a systematic record of 

events for proper tracking and reference. 

 

2. Providing a Clear and Detailed Record: 

   - The journal provides a clear and detailed record of all financial 

transactions, which is helpful for reviewing and verifying the 

accuracy of the company's financial activities. 

 

3. Supporting the Double Entry System: 

   - The journal ensures that the principle of double entry is followed, 

where every transaction is recorded with both a debit and a credit 

entry, maintaining the balance in the accounting equation. 

 

4. Basis for Preparing Financial Statements: 

   - The information recorded in the journal forms the foundation for 

preparing financial statements, including the balance sheet and 

income statement. It serves as a primary source of financial data. 

 

 

 

5. Preventing Errors and Omissions: 

   - By providing a chronological record of every transaction, the 

journal helps to prevent errors and omissions, making it easier to 

detect mistakes early in the process. 

 

6. Legal and Regulatory Compliance: 



 

 

   - A properly maintained journal ensures compliance with 

accounting standards, tax regulations, and legal requirements, 

making it easier to provide evidence of transactions during audits or 

tax filings. 

 

### Importance of Journal 

 

The journal holds significant importance in accounting and financial 

management for the following reasons: 

 

1. Foundation for Accurate Accounting Records: 

   - The journal is the primary source for recording every financial 

transaction, ensuring that accurate data is available for future 

analysis, reporting, and decision-making. It helps prevent 

discrepancies in financial records. 

 

2. Systematic Organization: 

   - Since transactions are recorded in chronological order, the journal 

allows for easy tracking of when specific transactions took place. This 

is essential for maintaining a systematic and organized record. 

 

3. Verification and Audit Trail: 

   - The journal provides an audit trail that allows auditors, 

accountants, or regulatory authorities to verify the accuracy of 

financial transactions. The chronological order of journal entries 

allows one to trace each transaction back to its original source. 

 



 

 

4. Helps in Preparing the Trial Balance: 

   - The journal helps in the preparation of the trial balance, which is a 

list of all the ledger accounts and their balances. By ensuring the 

proper entry of transactions, the journal helps in making sure that 

the trial balance tallies and is accurate. 

 

5. Compliance with Accounting Standards: 

   - The journal ensures that businesses adhere to the double-entry 

accounting system, which is a fundamental principle in accounting. 

This helps maintain consistency and reliability in financial reporting. 

 

6. Detecting Errors: 

   - Errors in financial transactions can be more easily detected in the 

journal, as every entry involves both debits and credits. If the totals 

of debits and credits don’t match, it signals a mistake, making it 

easier to correct. 

 

7. Facilitates Legal Protection: 

   - The journal, as a formal record of all transactions, can serve as 

legal evidence in case of disputes, regulatory investigations, or 

audits. It demonstrates that the business has kept accurate and 

honest records. 

 

8. Helps in Budgeting and Forecasting: 

   - By recording all transactions in the journal, businesses can analyze 

spending patterns, revenue streams, and financial trends. This 

information is valuable for budgeting, forecasting, and making 

informed business decisions. 



 

 

 

9. Transparency in Financial Reporting: 

   - Journals provide transparency in the financial process by clearly 

documenting the details of each transaction. This transparency is 

crucial for investors, stakeholders, and regulatory bodies to assess 

the financial health of the business. 

 

### Conclusion 

 

In conclusion, the Journal is an essential tool in accounting that 

ensures accurate, systematic, and compliant recording of financial 

transactions. By maintaining a clear record of each transaction 

through debits and credits, it serves as the backbone for all other 

financial statements, helps in detecting errors, and provides 

transparency and accountability in financial reporting. Its importance 

in both small businesses and large corporations cannot be 

overstated, as it aids in proper financial planning, auditing, and 

decision-making processes. 

 

Q.4  

 Record the following transactions in the journal.

 (20) 

 1st  March Mr. Muhammad Asfer commenced business with 

Cash of Rs. 8,000,000/-Machinery Rs.6, 500,000/- 

 2nd Purchased Furniture with cash Rs. 230,000/- 

 5th Purchased goods from Miss zoha Rs.70, 000/- 

 13th Sold goods to Mr.Haider Rs. 70,000/- 



 

 

 15th Goods returned to Miss Zoha Rs3,000/- 

 20th Machinery Purchased Rs.125, 000/- 

 22nd Returned goods from Mr. Haider Rs.2, 550/- 

 25th Paid commission Rs.10, 000/- 

 26th  Paid Rent Rs.50,000/- 

 30th  Paid salaries Rs. 109,000/- 

 Required 

 a.  Record these transactions in journal and ledger accounts. 

 b.  Prepare a trial balance. 

 Ans; 

 

Journal Entries 

Let's begin by recording the provided transactions in the journal. 

Each transaction will have a debit and a credit entry, ensuring that 

the accounting equation stays balanced. 

1st March - Mr. Muhammad Asfer commenced business with Cash 

of Rs. 8,000,000 and Machinery of Rs. 6,500,000. 

• Debit: Cash Rs. 8,000,000 

• Debit: Machinery Rs. 6,500,000 

• Credit: Capital Rs. 14,500,000 (Rs. 8,000,000 + Rs. 6,500,000) 

2nd March - Purchased Furniture with cash Rs. 230,000. 

• Debit: Furniture Rs. 230,000 

• Credit: Cash Rs. 230,000 

5th March - Purchased goods from Miss Zoha Rs. 70,000. 

• Debit: Purchases Rs. 70,000 



 

 

• Credit: Accounts Payable (Miss Zoha) Rs. 70,000 

13th March - Sold goods to Mr. Haider Rs. 70,000. 

• Debit: Accounts Receivable (Mr. Haider) Rs. 70,000 

• Credit: Sales Rs. 70,000 

15th March - Goods returned to Miss Zoha Rs. 3,000. 

• Debit: Accounts Payable (Miss Zoha) Rs. 3,000 

• Credit: Purchases Returns Rs. 3,000 

20th March - Machinery purchased Rs. 125,000. 

• Debit: Machinery Rs. 125,000 

• Credit: Cash Rs. 125,000 

22nd March - Returned goods from Mr. Haider Rs. 2,550. 

• Debit: Sales Returns Rs. 2,550 

• Credit: Accounts Receivable (Mr. Haider) Rs. 2,550 

25th March - Paid commission Rs. 10,000. 

• Debit: Commission Expense Rs. 10,000 

• Credit: Cash Rs. 10,000 

26th March - Paid Rent Rs. 50,000. 

• Debit: Rent Expense Rs. 50,000 

• Credit: Cash Rs. 50,000 

30th March - Paid salaries Rs. 109,000. 

• Debit: Salaries Expense Rs. 109,000 

• Credit: Cash Rs. 109,000 

Journal Entries Summary 



 

 

Date Account Title Debit (Rs.) Credit (Rs.) 

1st March Cash 8,000,000  

 Machinery 6,500,000  

 Capital  14,500,000 

2nd March Furniture 230,000  

 Cash  230,000 

5th March Purchases 70,000  

 Accounts Payable (Miss Zoha)  70,000 

13th March 
Accounts Receivable (Mr. 

Haider) 
70,000  

 Sales  70,000 

15th March Accounts Payable (Miss Zoha) 3,000  

 Purchases Returns  3,000 

20th March Machinery 125,000  

 Cash  125,000 

22nd 

March 
Sales Returns 2,550  

 
Accounts Receivable (Mr. 

Haider) 
 2,550 

25th March Commission Expense 10,000  

 Cash  10,000 

26th March Rent Expense 50,000  



 

 

Date Account Title Debit (Rs.) Credit (Rs.) 

 Cash  50,000 

30th March Salaries Expense 109,000  

 Cash  109,000 

 

Ledger Accounts 

Now let's post these journal entries into the respective ledger 

accounts. 

1. Cash Account 

Date Details 
Debit 

(Rs.) 

Credit 

(Rs.) 

Balance 

(Rs.) 

1st March Capital 8,000,000  8,000,000 

2nd March Furniture  230,000 7,770,000 

20th 

March 
Machinery  125,000 7,645,000 

25th 

March 

Commission 

Expense 
 10,000 7,635,000 

26th 

March 
Rent Expense  50,000 7,585,000 

30th 

March 
Salaries Expense  109,000 7,476,000 

2. Machinery Account 

Date Details Debit (Rs.) Credit (Rs.) Balance (Rs.) 

1st March Capital 6,500,000  6,500,000 



 

 

Date Details Debit (Rs.) Credit (Rs.) Balance (Rs.) 

20th March Cash 125,000  6,625,000 

3. Furniture Account 

Date Details Debit (Rs.) Credit (Rs.) Balance (Rs.) 

2nd March Cash 230,000  230,000 

4. Accounts Payable (Miss Zoha) 

Date Details Debit (Rs.) Credit (Rs.) Balance (Rs.) 

5th March Purchases  70,000 70,000 

15th March Purchases Returns 3,000  67,000 

5. Accounts Receivable (Mr. Haider) 

Date Details Debit (Rs.) Credit (Rs.) Balance (Rs.) 

13th March Sales 70,000  70,000 

22nd March Sales Returns  2,550 67,450 

6. Purchases Account 

Date Details 
Debit 

(Rs.) 

Credit 

(Rs.) 

Balance 

(Rs.) 

5th 

March 

Accounts Payable (Miss 

Zoha) 
70,000  70,000 

7. Purchases Returns Account 

Date Details 
Debit 

(Rs.) 

Credit 

(Rs.) 

Balance 

(Rs.) 

15th 

March 

Accounts Payable (Miss 

Zoha) 
 3,000 3,000 



 

 

8. Sales Account 

Date Details 
Debit 

(Rs.) 

Credit 

(Rs.) 

Balance 

(Rs.) 

13th 

March 

Accounts Receivable (Mr. 

Haider) 
 70,000 70,000 

9. Sales Returns Account 

Date Details 
Debit 

(Rs.) 

Credit 

(Rs.) 

Balance 

(Rs.) 

22nd 

March 

Accounts Receivable (Mr. 

Haider) 
2,550  2,550 

10. Commission Expense Account 

Date Details Debit (Rs.) Credit (Rs.) Balance (Rs.) 

25th March Cash 10,000  10,000 

11. Rent Expense Account 

Date Details Debit (Rs.) Credit (Rs.) Balance (Rs.) 

26th March Cash 50,000  50,000 

12. Salaries Expense Account 

Date Details Debit (Rs.) Credit (Rs.) Balance (Rs.) 

30th March Cash 109,000   

 

Q.5 

  Explain the following: (20) 

 1.  Bill  2.   Cheque 



 

 

 3.  Sales Journal 4.   Purchase Journal 

 

Ans: 

 

### 1. Bill 

 

A bill is a written document or an instrument that outlines the 

amount of money owed for goods or services that have been 

provided. It is essentially a request for payment. In accounting and 

business transactions, a bill usually refers to an amount due from a 

buyer to a seller. Bills can also be formalized into legal documents 

like bills of exchange or promissory notes. 

 

- Types of Bills: 

  - Bill of Exchange: A written order directing one party to pay a 

specified amount of money to another party on demand or at a 

future date. 

  - Invoice: A more general term, often used to describe the request 

for payment for goods or services provided. 

 

- Importance of Bills: 

  - They provide a record of the amount owed and terms of payment. 

  - Bills can serve as evidence in legal proceedings, especially if 

payments are disputed. 

  - They are part of the accounting system for tracking business 

transactions and receivables. 



 

 

 

--- 

 

### 2. Cheque 

 

A cheque (or check in American English) is a written order from a 

bank account holder (the drawer) directing the bank (the drawee) to 

pay a specific amount of money from the account to the person or 

entity named on the cheque (the payee). 

 

- Key Components of a Cheque: 

  - Drawer: The person who writes the cheque. 

  - Drawee: The bank that is directed to pay the money. 

  - Payee: The person or entity to whom the money is paid. 

  - Amount: The specified amount of money to be paid, written in 

both numbers and words. 

  - Date: The date on which the cheque is written. 

  - Signature: The drawer’s signature authorizing the transaction. 

 

- Types of Cheques: 

  - Bearer Cheque: Can be cashed by anyone who holds it. 

  - Order Cheque: Can only be cashed by the person or entity named 

on the cheque. 

  - Crossed Cheque: A cheque that cannot be cashed directly at the 

bank but must be deposited into a bank account. 



 

 

  - Post-dated Cheque: A cheque that is dated for a future date, 

meaning it cannot be cashed until that date. 

 

- Importance of Cheques: 

  - It serves as a convenient method of payment without using cash. 

  - Provides a written record of transactions for accounting purposes. 

  - Offers security compared to carrying large sums of cash. 

  - It can be easily traced, making it useful for managing finances and 

audits. 

 

--- 

 

### 3. Sales Journal 

 

The Sales Journal is a special book or journal used to record all credit 

sales made by a business. Credit sales refer to transactions where 

goods or services are sold to customers with an agreement to receive 

payment at a later date, rather than immediately. 

 

- Key Features of a Sales Journal: 

  - It records only sales made on credit (not cash sales). 

  - It includes details such as the date, customer name, invoice 

number, amount of sale, and any applicable sales tax. 

  - It helps track outstanding amounts owed by customers. 

 



 

 

- Importance of Sales Journal: 

  - Simplifies record-keeping: By isolating credit sales, it makes the 

bookkeeping process more organized and manageable. 

  - Assists in tracking receivables: Since the sales journal tracks credit 

sales, it helps businesses monitor customer payments and manage 

accounts receivable. 

  - Accuracy: It helps ensure that all sales are recorded in the correct 

accounting period and that transactions are not omitted or 

duplicated. 

 

- Example of a Sales Journal Entry: 

  - Date: 1st March   

  - Customer Name: Mr. Ahmed   

  - Invoice No: 001   

  - Amount: Rs. 10,000   

  - Sales Tax: Rs. 1,000   

  - Total: Rs. 11,000   

 

--- 

 

### 4. Purchase Journal 

 

The Purchase Journal is a special journal used to record credit 

purchases made by a business. Credit purchases are transactions 

where goods or services are bought on credit, meaning payment is 

made at a later date. 



 

 

 

- Key Features of a Purchase Journal: 

  - It records only purchases made on credit (not cash purchases). 

  - It includes details such as the date, supplier name, invoice 

number, amount of purchase, and any applicable purchase tax. 

  - It is used primarily to track purchases from suppliers on credit 

terms and to manage accounts payable. 

 

- Importance of Purchase Journal: 

  - Streamlines recording: Helps in recording credit purchases in an 

organized manner. 

  - Tracks liabilities: It helps keep track of amounts owed to suppliers 

and manages accounts payable effectively. 

  - Prevents errors: By having a separate journal for purchases, 

businesses can avoid errors in the main ledger and ensure that all 

purchases are recorded properly. 

  - Efficiency: Simplifies the accounting process by allowing for easy 

reference of credit purchases without cluttering other general 

ledgers. 

 

- Example of a Purchase Journal Entry: 

  - Date: 5th March   

  - Supplier Name: ABC Traders   

  - Invoice No: 003   

  - Amount: Rs. 50,000   

  - Purchase Tax: Rs. 5,000   



 

 

  - Total: Rs. 55,000   

 

--- 

 

### Summary 

 

- Bill: A written request for payment or a document outlining 

amounts owed for goods or services, can be a bill of exchange or 

invoice. 

- Cheque: A written order to a bank to pay a specific amount to a 

payee from the drawer’s account. 

- Sales Journal: A journal used to record credit sales made by a 

business, detailing the customer and the amount due. 

- Purchase Journal: A journal used to record credit purchases made 

by a business, detailing the supplier and the amount owed. 

 

These journals play an essential role in bookkeeping, ensuring that 

financial transactions are recorded systematically and efficiently. 

 

 


