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Trial balance contains various ledger balances on a particular date. It forms the basis for
preparing the financial statement i.e. profit and loss account and balance sheet. If it tallies, it
means that the accounts are arithmetically accurate but certain errors may still remain
undetected. Therefore, it is very important to carefully journalise and post the entries,
following the rules of accounting,
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INTRODUCTION

Preparation of trial balance is the third phase in the accounting process. After posting the
accounts in the ledger, a statement is prepared to show separately the debit and credit
balances. Such a statement is known as the trial balance. It may also be prepared by listing
each and every account and entering in separate columns the totals of the debit and credit
sides. Whichever way it is prepared, the totals of the two columns should agree. An agreement
indicates arithmetic accuracy of the accounting work; if the two sides do not agree, then there
is simply an arithmetic error(s).

This follows from the fact that under the Double Entry System, the amount written on the
debit sides of various accounts is always equal to the amounts entered on the credit sides of
other accounts and vice versa. Hence the totals of the debit sides must be equal to the totals
of the credit sides. Also total of the debit balances will be equal to the total of the credit
balances. Once this agreement is established, there is reasonable confidence that the
accounting work is free from clerical errors, though it is not a proof of cent per cent accuracy,
because some errors of principle and compensating errors may still remain. Generally, to check
the arithmetic accuracy of accounts, trial balance is prepared at monthly intervals, But because
double entry system is followed, one can prepare a trial balance any time. Though a trial
balance can be prepared any time but it is preferable to prepare it at the end of the reporting
period which may be month end/quarter end/year end to ensure the arithmetic accuracy of
all the accounts before the preparation of the financial statements. It may be noted that trial
balance is a statement and not an account.

JBJECTIVES OF PREPARING THE TRIAL BALANCE

The preparation of trial balance has the following objectives:

(i) Trial balance enables one to establish whether the posting and other accounting
processes have been carried out without committing arithmetical errors. In other
words, the trial balance helps to establish arithmetical accuracy of the books of
accounts.

(i) Financial statements are normally prepared on the basis of agreed trial balance;
otherwise the financial statements will not give true and fair picture of the financial
transactions.

{ili)  The trial balance serves as a summary of what is contained in the ledger; the ledger
may have to be seen only when details are required in respect of an account.
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The form of the trial balance is simple as shown below:

Trial Balance
|
(Total or Balance) (Total or Balance)
T L4

The under mentioned points may be noted:

(1)

(ii)
(iii)

{iv)
(v)

A trial balance is prepared as on a particular date which should be mentioned at the
top.

In the second column the name of the account is written.

In the third column the total of the debit side of the account concerned or the debit
balance, if any is entered.

In the fourth column, the total of the credit side or the credit balance is written,

The third and fourth columns are totalled at the end.

LIMITATIONS OF TRIAL BALANCE

One should note that the agreement of Trial Balance is not a conclusive proof of accuracy. In
other words, in spite of the agreement of the trial balance some errors may remain. These
may be of the following types:

(i)
(i)
(i)
(iv)
(v)

Transaction has not been entered at all in the journal.

A wrong amount has been written in both columns of the journal.
A wrong account has been mentioned in the journal,

An entry has not at all been posted in the ledger.

Entry is posted twice in the ledger.

Still, the preparation of the trial balance is very useful; without it, the preparation of financial
statements, would be difficult.
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