SECTIONAL AND SELF BALANCING SYSTEM
Introduction:

After the transactions, being recorded in the journal, are classified in the ledger. A small enterprise normally has less number of accounts are therefore can maintain all the accounts in one ledger alone. However, in case of a big enterprise, the number of accounts are large and, therefore, it becomes inconvenient to maintain all accounts into one ledger alone. Hence in such a condition the ledger is sub-divided into the following three ledgers:

Trade Debtors / Customers / Sales / Sold Ledger: This ledger contains the personal accounts of the Trade Debtors to whom credit sales are affected. Here Trade Debtors word stands for only those debtors to whom goods are sold.

Creditors / Suppliers / Purchase / Bought Ledger: This ledger contains the personal accounts of the Trade Creditors who supply the goods on credit. Here Trade Creditors word stands for only those creditors to whom those goods are sold.

General Ledger / Nominal / Impersonal Ledger: This ledger contains all nominal accounts, real accounts and the remaining personal accounts other than trade debtor’s accounts and trade creditor’s accounts.
Having sub-divided the ledger into the above categories the enterprise may record the transactions either according to the Sectional Balancing or Self Balancing System.
Need for sectional balancing system:
Need for Sectional Balancing arises only for those transactions which involve Trade Debtors and Trade Creditors, which is explained by the help of the following problem:

If in any transaction Trade Debtor is involved then one aspect of that transaction will be recorded in the Debtors Ledger and the other aspect will be recorded in the General Ledger. By this the double entry is not completed in either ledger and due to which Trial Balance can also not be prepared, because in any of the ledger double entry related to trade debtor is not completed.

Example: Goods sold to Mr. X.
The usual entry of this transaction will be:

	X


Dr


To Sales A/c

	D. L.
G. L.


Now if this entry is posted in ledger then in Debtors Ledger debit aspect will be recorded and in the General Ledger credit aspect will be recorded, due to which Trial Balance cannot be prepared because to prepare the Trial Balance it is necessary to record both the aspect of any transaction in one ledger, which is not possible in this case.
To overcome this problem a control accounts namely Total Debtors Account is opened in General Ledger to complete the double entry system. This system is known as Sectional Balancing System because out of the three sections only in General Ledger the double entry system is completed and is balanced.
Scheme of entry: We have seen that by the help of usual entry double entry system cannot be completed in any of the ledgers. Therefore, instead of opening Trade Debtors Personal Account, Total Debtors Account will be opened which will complete the double entry system in General Ledger.
	Transaction
	Usual Entry
	Sectional Balancing Entry
	

	Goods sold to Mr. X
	x


Dr


To Sales A/c
	D. L.

G. L.
	Total Debtors A/c

Dr


To Sales A/c
	G. L.

G. L.


Note: The accounts of individual trade debtors are posted without completing the process of double entry.
Checking the accuracy: The accuracy of individual customer’s account can be checked by comparing the total of their balance with balances of the Total Debtors Account in General Ledger. If the total of this schedule tallies with the balance of Total Debtors Account appearing in General Ledger, the debtors’ ledger is treated as correctly posted.
If in any transaction Trade Creditor is involved then one aspect of that transaction will be recorded in the Creditors Ledger and the other aspect will be recorded in the General Ledger. By this the double entry is not completed in either ledger and due to which Trial Balance can also not be prepared, because in any of the ledger double entry related to trade creditors is not completed.

Items not to be recorded in Total Debtors Account: Following are the items which do not affect total debtors accounts, hence, such items should not be taken into account while preparing total debtors accounts:

(i) Cash sales

(ii) Provision for bad and doubtful debts

(iii) Provision for discount on debtors

(iv) Bad debts previously written off, now recovered

(v) B /R discounted

(vi) Trade discount

(vii) Cash received from bills receivable on due dates

Format of Total Debtors Account:

In General Ledger

Total Debtors Account

	Date
	Particulars
	Rs.
	Date
	Particulars
	Rs.

	
	To Balance b /d

To Credit sales

To Discount disallowed

To Bank A/ c 

(Cheque dishonoured)

To B / R A/c (B/R dishonoured)

To Total creditors A/c (Endorsed

Bill dishonoured)

To Interest on overdue A/c 
	xx

xx

xx

xx

xx

xx

xx


	
	By Return inwards

By Discount Allowed

By Cash A/c

By Bank A/c

By Bad debts

By B / R A/c

By Balance c /d
	xx

xx

xx

xx

xx

xx

xx



	
	
	xx
	
	
	xx


Example: Goods purchased from Mr. Y

The usual entry of this transaction will be:

	Purchase A/c


Dr


To Y
	G. L.

C. L.


Now if this entry is posted in ledger then in General Ledger debit aspect will be recorded and in the Creditors Ledger credit aspect will be recorded, due to which Trial Balance cannot be prepared because to prepare the Trial Balance it is necessary to record both the aspect of any transaction in one ledger, which is not possible in this case.

To overcome this problem a control accounts namely Total Creditors Account is opened in General Ledger to complete the double entry system. 

Scheme of entry: We have seen that by the help of usual entry double entry system cannot be completed in any of the ledgers. Therefore, instead of opening Trade Creditors Personal Account, Total Creditors Account will be opened which will complete the double entry system in General Ledger.

	Transaction
	Usual Entry
	Sectional Balancing Entry
	

	Goods purchased from Y
	Purchase A/c

Dr


To Y
	G. L.

C. L.
	Purchase A/c


Dr


To  Total Creditors A/c
	G. L.

G. L.


Note: The accounts of individual trade creditors are posted without completing the process of double entry.

Checking the accuracy: The accuracy of individual creditor’s account can be checked by comparing the total of their balance with balances of the Total Creditors Account in General Ledger. If the total of this schedule tallies with the balance of Total Creditors Account appearing in General Ledger, the creditors ledger is treated as correctly posted.
Items not to be recorded in Total Creditors Account: Following are the items which do not affect total debtors accounts, hence, such items should not be taken into account while preparing total debtors accounts:

(i) Cash purchases

(ii) Provision for discount on creditors

(iii) Trade discount

(iv) Bill payable met during the year

Format of Total Creditors Account:

In General Ledger

Total Creditors Account
	Date
	Particulars
	Rs.
	Date
	Particulars
	Rs.

	
	 By Return outwards

By Discount received

By Cash A/c

By Bank A/c

By B / P A/c

By B / R (B/R received

Endorsed)

By Balance c /d
	xx

xx

xx

xx

xx

xx

xx
	
	To Balance b /d

To Credit purchase

To Discount returned

To Bank A/ c 

(Cheque dishonoured)

To B / R A/c (B/R dishonoured)

To Total debtors  A/c (Endorsed

Bill dishonoured)

To Interest on overdue A/c
	xx

xx

xx

xx

xx

xx

xx

xx

	
	
	xx
	
	
	xx


Contra balances of accounts:

Generally, credit customers’ accounts in the Debtors Ledger should show debit balances indicating that customers owe (amount t be recovered) amount for goods sold to them. However, it may some times happen that in the case of some debtors’ accounts, the balances are in credit; this may be for the reason that advances has been received from debtors before execution of their orders, or return of goods by them after settlement of their accounts or excess payment made by them.

Similarly, various creditors’ accounts in the Creditors Ledger should show credit balance, which means owed (amount to be paid) amount for the goods purchased. However, it may some times happen that in the case of some creditors’ accounts, the balances are in debit; this may be for the reason that advances payment has been made to them, or return of goods to them after settlement of their account or excess amount paid to them.
Since a credit balance of a particular debtor’s account cannot be set off against the debit balance of another debtor, both debit and credit balance are brought forward, and they appear side by side in the adjustment accounts. The same treatment is given to debit balance of a creditor’s account.

Transfer from one ledger to another:

Sometimes the business purchases goods from the same party to whom it also sells goods. Suppose, the business has sold goods to Mohan for Rs. 20,000, on credit. It will be recorded on the debit side of Mohan’s A/c in debtor’s ledger. Later, the business purchases goods from Mohan for Rs. 5,000. It will be recorded on the credit side of Mohan’s A/c in creditor’s ledger. While settling the accounts, the account which shows a lower balance in a ledger is closed by transferring it to the account which shows a higher balance in other ledger. In the given case, Mohan’s Account showing a credit balance of Rs. 5,000 in creditors’ ledger will be transferred to his account in debtors’ ledger where it is showing a debit balance of Rs. 20,000. At the end of the accounting period, the following entries will be passed to adjust the account of Mohan.
Accounting Treatment:

	Usual Entry
	Sectional Balancing Entry

	Mohan


Dr


To Mohan
	C. L.

D. L.
	Total Creditors A/c

Dr


To Total Debtors A/c
	G. L.

G. L.


Note: Transfer made from Debtors Ledger to Creditors Ledger or from Creditors Ledger to Debtors Ledger will be recorded on the credit of ‘Total Debtors A/c’ and on the debit of ‘Total Creditors A/c’
Need for self balancing system:

When ledgers are kept under sectional balancing system, the double entry is not completed in the debtors’ ledger and creditors’ ledger, because only one aspect related to debtors or creditors of any transaction is recorded in these ledgers. As a result, no trial balance can be prepared from these ledgers.

To overcome the said drawback of sectional balancing system, a system of self balancing is adopted. Under this system, accounts are kept in such a way that two aspects of each and every transaction (related to debtors and creditors) is completed in one Debtors Ledger or in Creditors Ledger and therefore a separate trial balance can be prepared for each ledger which helps to detect the errors quickly.
This is done by opening control account / adjustment accounts in the entire three ledgers, namely General Ledger Adjustment Account in Debtors Ledger, General Ledger Adjustment Account in Creditors Ledger and Debtors Ledger Adjustment Account and Creditors Ledger Adjustment Account in General Ledger. These adjustment accounts are opened to record the unrecorded aspect of transactions related to debtors and creditors.

It is called self balancing system because all the three ledgers are self balanced and trial balance of each ledger can be prepared independently.
Scheme of entry: This can be understood by the help of the following:
Example: Goods are sold on credit to X Rs. 2,000.
The usual entry of this transaction will be:

	X



Dr


To Sales A/c
	2,000
	2,000
	D. L.

G. L.


Now if this entry is posted in ledger then in debtors ledger the debit aspect will be recorded and hence debit side of it will be excess by Rs. 2,000, because credit aspect is not recorded in it so it is not possible to prepare trial balance of this ledger. Hence to record the credit aspect of this transaction in debtors’ ledger an adjustment account is opened known as General Ledger Adjustment Account.

Similarly in General Ledger also only the credit aspect will be recorded, therefore it credit side will be excess by Rs. 2,000, because debit aspect is not recorded. Therefore to record the debit aspect an adjustment account is opened known as Debtors Ledger Adjustment Account.
If self balancing system is adopted in that case the following entry will be passed for the aforesaid transaction:

	Transaction
	Usual Entry
	Sectional balancing Entry

	Goods sold to Mr. X
	X

Dr


To Sales A/c
	D. L.

G. L.
	D. L. Adjustment A/c

Dr


To G. L. Adjustment A/c
	G. L.

D. L.


Example: Goods purchased from Mr. Y, for Rs. 5,000.
The usual entry of this transaction will be:

	Purchase A/c


Dr


To Y
	5,000
	5,000
	G. L.

C. L.


Now if this entry is posted in ledger then in general ledger the debit aspect will be recorded and hence the debit side of it will be excess by Rs. 5,000, because credit aspect is not recorded in it so it is not possible to prepare trial balance of this ledger. Hence to record the credit aspect of this transaction in general ledger an adjustment account is opened known as Creditors Ledger Adjustment Account.

Similarly in creditors ledger also only the credit aspect will be recorded, therefore it credit side will be excess by Rs. 5,000, because debit aspect is not recorded. Therefore to record the debit aspect an adjustment account is opened known as General Ledger Adjustment Account.

If self balancing system is adopted in that case the following entry will be passed for the aforesaid transaction:

	Transaction
	Usual Entry
	Sectional balancing Entry

	Goods purchased from

Mr. Y
	Purchase A/c

Dr


To Y
	G. L.

C. L.
	G. L. Adjustment A/c

Dr


To C. L. Adjustment A/c
	C. L.

G. L.


Transfer from one ledger to another ledger:

If a transfer has been made between the purchase ledger and the sales ledger, such a transfer entry requires three entries – one a usual transfer entry and two self-balancing entries as explained in the subsequent example:
The books of Gautam Textiles Ltd. Shows a sum of Rs. 25,000 due from Vikas & Co. in sales ledger and a sum of Rs. 7,500 due to Vikas Textiles in the purchase ledger. 

	Usual Entry
	
	Self Balancing Entry 1
	Self Balancing Entry 2
	

	Vikas & Co.
Dr


To Vikas & Co.
	C. L.

D. L.
	C. L. Adjustment A/c
Dr


To G. L. Adjustment A/c
	G. L.

C. L.
	G. L. Adjustment A/c
Dr


To D. L. Adjustment A/c
	D. L.
G. L.


Difference between Sectional Balancing and Self Balancing:

	Basis of Distinction
	Self Balancing System
	Sectional Balancing System

	Trial balance
	Separate trial balance is prepared in each ledger.
	Trial balance is prepared in G. L. only.

	Double entry
	Double entry is completed in each ledger.
	Double entry is completed in G. L. only.

	Control accounts
	Control accounts are opened in all the ledgers.
	Control accounts are opened in G. L. only.

	Volume of accounting
	It involves more accounting work.
	It involves less accounting work.

	Detection of errors
	It is easier to detect the error n this system, because a separate trail balance is prepared for all the ledgers
	It is difficult to detect the errors in this system because a separate trial balance cannot be prepared for each ledger.
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