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Introduction 
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 lt is not necessary to a small business to

maintain books of accounts under double entry

system

 They are usually happy with the minimum

information

 Thus, they are adopting a different method

which is came to known as single entry system

of accounting



Meaning of Single Entry System

▸ lt is also known as incomplete accounting system

▸ An accounting system which is not based on double entry system is known as

single entry system of accounting

▸ Such system maintains only personal accounts and cash book

▸ Expenses and incomes are reflected in the cash book, where as personal

accounts reflects the position of debtors and creditors

▸ lt usually follows cash basis of accounting

4

Single entry system is an incomplete form of recording financial transactions. It

is the system, which does not record two aspects or accounts of all the financial

transactions. It is the system, which has no fixed set of rules to record the

financial transactions of the business.
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“

”

1. “Single Entry System is the system of accounting in
which Accounting entries are not made as per the
principles of double entry system.”

2. “ It is the system of book-keeping in which as rule
only records of cash and personal accounts are
maintained in the business, it is always incomplete
double entry varying with the circumstances.”

Definition
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Statement of 
Affairs 
Method Conversion 

Method 

Methods for ascertainment of 

Profit & Loss of Sole Trader

➢ Statement of Affairs Method is not included in Syllabus
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Conversion Method 
Conversion of Single Entry System into Double Entry System:

In the conversion method the transaction of single entry system are

converted into double entry system to show the actual financial picture of the

business. Under the conversion method normal accounts are not opened in the

ledger, nor are trial balance prepared. Only such information is collected which

is required for the preparation of Trading and Profit & Loss A/c and Balance

Sheet of the business. Such information is collected though the preparation of

Debtors A/c, Total Creditors A/c, Total Bills Receivable A/c, Total Bills

Payables A/c and Receipts & Payments A/c on the basis of double entry system.

When adequate accounting data is not available and profit disclosed

by single entry is not accepted by the authority, proprietors are adopted the

conversion of single entry into double entry system to indicate accurate financial

position and the profitability of the business.
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Preparation

of 

Accounts 

Closing

Balance Sheet

Total 

Creditors Account

Opening Statement 

of Affairs

Total 

Debtors Account

Profit & Loss 

Account

Trading 

Account

Total Bills 

Payable Account

Total Bills 

Receivable Account
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Opening Statement of Affairs
▸ Opening statement of affairs is prepared to find out Opening Capital of the Business at the opening date.

The balance of opening capital is find out with the help of opening assets and opening liabilities.

▸ Opening Capital = Opening Assets - Opening Liabilities
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Liabilities ₹ Assets ₹

Bank Overdraft

Bills Payable 

Sundry Creditors

Opening Capital Balance

(Balancing Figure)

xxx

xxx

xxx

xxx

Sundry Debtors

Bills Receivables

Land & Building 

Stock in Trade

Furniture 

Plant & Machinery

Cash in Hand 

Cash at Bank

xxx

xxx

xxx

xxx

xxx

xxx

xxx

xxx

Total xxx Total xxx

In Books of...

Opening Statement of Affairs as on...

 The amount of Opening Capital Balance is transfer to Closing Balance Sheet Liabilities side©
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Total Debtors Account
▸ Total Debtors Account is prepared to find out Opening Balance of Debtors or Closing

Balance of Debtors or Credit Sales.
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Particulars ₹ Particulars ₹

To Balance b/d

To Credit Sales

To Bank (Cheque dishonored) 

To Bills Receivable dishonored

To Creditors Account

xxx

xxx

xxx

xxx

By Cash Received from Debtors

By Bills Receivables

(Received during the year)

By Sales Return/ Return Inward

By Bad Debts / Irrecoverable debts

By Discount Allowed

By Allowances given

By Balance c/d

xxx

xxx

xxx

xxx

xxx

xxx

xxx

Total xxx Total xxx

Dr. Total Debtors Account Cr.

© Dr. Somnath K. Gunaware (M.Com, MSW, MBA, M.Phil, SET, DTL, GDC&A, Ph.D)



Total Creditors Account
▸ Total Creditors Account is prepared to find out Opening Balance of Creditors or

Closing Balance of Creditors or Credit Purchases.
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Particulars ₹ Particulars ₹

To Cash Paid

To Bills Payable

(Issued during the year) 

To Purchase Return / Return outward

To Discount Received

To Allowances Received

To Balance c/d

xxx

xxx

xxx

xxx

xxx

xxx

By Balance b/d

By Credit Purchases

By Bills Payable dishonored

xxx

xxx

xxx

Total xxx Total xxx

Dr.    Total Creditors Account Cr.
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Total Bills Receivable Account
▸ Total Bills Receivable Account is prepared to find out Opening Balance of Bills

Receivable or Closing Balance of Bills Receivable or Bills Receivable received during

the year.

▸ The Balance of Bills Receivable received during the year is transferred to Credit Side

of Total Debtors Account.
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Particulars ₹ Particulars ₹

To Balance b/d

To Debtors Account

(Bills Receivable during the year) 

xxx

xxx

By Creditors Account

(Bills Receivable Endorsed)

By Debtors Account

(Bills Receivable dishonored)

By Cash Received

By Balance c/d

xxx

xxx

xxx

xxx

Total xxx Total xxx

Dr.    Total Bills Receivable Account Cr.
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Total Bills Payable Account
▸ Total Bills Payable Account is prepared to find out Opening Balance of Bills Payable

or Closing Balance of Bills Payable or Bills Payable issued during the year.

▸ The Balance of Bills Payable issued during the year is transferred to Debit Side of

Total Creditors Account.
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Particulars ₹ Particulars ₹

To Cash Paid

To Creditors Account

(Bills Payable dishonored)

To Balance c/d

xxx

xxx

xxx

By Balance b/d

By Creditors Account

(Bills Payable issued during the year)

xxx

xxx

Total xxx Total xxx

Dr.    Total Bills Payable Account Cr.
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Trading Account

▸ Trading Account is prepared to find out Gross Profit

or Gross Loss.

▸ All direct expenses are recorded on the debit side &

direct income recorded on the credit side.

▸ The amount of Gross Profit is transferred on Credit

Side of Profit & Loss Account & Gross Loss on the

Debit side of Profit & Loss Account.
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Trading Account
15

Particulars ₹ Particulars ₹

To Opening Stock

To Purchases                           xxx

Less: Return Outward             xxx

To Wages

To Carriage Inward

To Carriage on Purchases

To Freight Inward 

To Octroi

To Factory Rent

To Gross Profit c/d.

xxx

xxx

xxx

xxx

xxx

xxx

xxx

xxx

xxx

By Sales                                xxx

Less: Return Inward             xxx

By Closing Stock

By Gross Loss c/d

xxx

xxx

xxx

Total xxx Total xxx

In the books of…

Dr.       Trading Account For the year ended… Cr.
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Profit & Loss Account

▸ Profit & Loss Account is prepared to all indirect

expenses & indirect incomes of the business.

▸ All Indirect expenses are recorded on the debit side

Profit & Loss Account & indirect incomes are

recorded on the credit side Profit & Loss Account.

▸ The main purpose behind the preparation of Profit

& Loss Account is to find out Net Profit or Net Loss

which is transferred to Closing Balance Sheet.
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Particulars ₹ Particulars ₹

To Gross Loss b/d

To Salaries

To Rent & Taxes

To Carriage Outward

To Freight Outward

To Office Expenses

To General Expense

To Insurance

To Advertisement

To Bad Debts

To Discount Allowed

To Allowances given

To RDD

To Interest on Capital

To Depreciation on Assets

To Net Profit c/d

xxx

xxx

xxx

xxx

xxx

xxx

xxx

xxx

xxx

xxx

xxx

xxx

xxx

xxx

xxx

xxx

By Gross Profit b/d

By Discount Received

By Commission Received

By Interest Received

By Miscellaneous income

By Net Loss c/d

xxx

xxx

xxx

xxx

xxx

xxx

Total xxx Total xxx

In the books of…

Dr.       Profit & Loss Account For the year ended… Cr.
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Closing Balance Sheet

▸ Balance Sheet is a statement showing Financial

Position of the business at the end of every financial

year.

▸ Balance Sheet is true only on the given date.

▸ Balance Sheet indicates the Assets & the Liabilities

for the financial year.

▸ Balance Sheet is also called as the mirror of the

business because it shows the true and accurate

financial condition of the business.
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Closing Balance Sheet
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Balance Sheet 

as on…
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Liabilities ₹ Assets ₹

Sundry Creditors

Bank Overdraft

Bills Payable 

Outstanding Expense

Bank Loan

Capital 

Add: Interest on Capital    xxx

Net Profit                   xxx

Less: Drawing                     xxx

Net Loss                     xxx

xxx

xxx

xxx

xxx

xxx

xxx

Cash in Hand 

Cash at Bank

Land & Building

Plant & Machinery 

Furniture 

Sundry Debtors

Bills Receivables

Stock in Trade

Investment

xxx

xxx

xxx

xxx

xxx

xxx

xxx

xxx

xxx

Total xxx Total xxx



Important Adjustments
20
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Sr. 
No.

Adjustment Effect Account

01 Bills Receivable received during the year
Debit Bills Receivable A/c

Credit Debtors A/c

02 Bills Payable issued during the year
Debit Creditors A/c

Credit Bills Payable A/c

03 Bills Receivable dishonoured
Debit Debtors A/c

Credit Bills Receivable A/c
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No. Adjustment Effect Account

04 Bills Payable dishonoured
Debit Bills Payable A/c

Credit Creditors A/c

05
Bills Receivable  endorsed during the 
year

Debit Creditors A/c

Credit Bills Receivable A/c

06
Bills Receivables  endorsed 
dishonoured

Debit Debtors A/c

Credit Creditors A/c

07
Discount Allowed/ Allowances given/ 
Discounted to customer

Debit Profit & Loss A/c

Credit Debtors A/c

08 Discount Received 
Debit Creditors A/c

Credit Profit & Loss A/c
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No. Adjustment Effect Account

09
Return Outward/ Purchase 
Return

Debit
Less: From Purchase 
on Trading A/c

Debit Creditors A/c

10 Return Inward/ Sales Return
Credit

Less: From Purchase 
on Trading A/c

Credit Debtors A/c

11 Opening Stock
Asset

Opening Statement of 
Affairs

Debit Trading Account

12 Closing Stock
Asset Closing  Balance Sheet

Credit Trading Account
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No. Adjustment Effect Account

13 Depreciation
Asset

Less: From related 
asset on Closing B/S

Debit Profit & Loss Account

14
Outstanding Expenses for 
Current Year (Closing)

Debit
Add in to related 
Expenses

Liability Closing Balance Sheet

15
Outstanding Expenses for 
Current Year (Opening)

Debit
Less: From related 
Expenses

Liability
Opening Statement of 
Affairs
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No. Adjustment Effect Account

16
Prepaid Expense/ Expenses paid 
in advance

Debit
Less from related 
Expenses

Asset Closing Balance Sheet

17 Interest on Capital
Liability

Add in to Capital on 
Closing Balance Sheet

Debit Profit & Loss Account

18
Goods taken over by Proprietor 
for personal use

Liability
Less: From Capital on 
Closing Balance Sheet

Credit Trading Account
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