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Chapter - 1

[ Introduction to Accounting }

Now-a-days, accounting has been raised to the level of an
information system. As an information system, it collects data and communicates
economic information about the organisation to a wide variety of users.

Meaning of Accounting

The American Institute of Certified Public Accountants (AICPA) had defined
accounting as the recording, classifying , and summarising in a significant manner and
in terms of money transactions and events which are, in part at least, of financial
character, and interpreting the results thereof.

Thus accounting is a process of identifying, measuring, recording the business
transactions and communicating the required information to the interested users.

Qualitative characteristics of Accounting Information

1. Reliability : Reliability means the users must be able to depend on the
information. A reliable information should be free from error and faithfully
represents what it is meant to represent.

2. Relevance : To be relevant, information must be available in time. It must help
in prediction and feedback .

3. Understandability : Accounting information must be capable of being
understand by all its users.

4. Comparability : Accounting information must be comparable from one period
to another or from one firm to another.

Objectives of Accounting
The primary objectives of accounting include the following :

1. Maintenance of Records of Business Transactions : Accounting is used for the
maintenance of a systematic record of all financial transactions in books of
accounts.

2. Calculation of Profit and Loss : Another objective of accounting is to ascertain
the profit earned or loss sustained by a business during an accounting period.
This can be ascertained by preparing a profit and loss account for the period.

3. Depiction of Financial Position : Accounting also aims at ascertaining the
financial position of the business concern. This can be ascertained by
preparing a statement known as balance sheet.

4. Providing Accounting Information to its Users : Accounting records provides
meaningful information to internal users and external users.
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Basic Terms in Accounting
1.Entity

Business entity means a specifically identifiable business enterprise. Eg. Super
Bazaar, Lulu Mall, Kalyan Jewellers etc.

2.Transaction

An event involving some value between two or more entities. Eg. Purchase of goods,
receipt of money, incurring expenses etc. It can be a cash transaction or a credit
transaction.

3.Assets

Assets are items of value used by the business in its operations. Assets can be
broadly classified into two types :

i) Fixed Assets and ii) Current Assets.

i) Fixed Assets : Fixed assets are assets held on a long-term basis. For example,
land, buildings machinery, plant, furniture and fixtures etc.

ii) Current Assets : Current assets are assets held on a short-term basis . For
example, debtors (accounts receivable), bills receivable, stock, temporary marketable
securities, cash and bank balances.

4. Liabilities

Liabilities are obligations or debts that an enterprise has to pay in the future. For
example, took a loan from State Bank of India ¥ 5,00,000.

Liabilities are classified as Long-term liabilities and Short- term liabilities/Current
liabilities.
i)_Long-term liabilities : Long-term liabilities are those that are usually payable

after a period of one year. For example, a term loan from a financial institution,
debentures(bonds) issued by a company.

ii)_Short-term liabilities : Short-term liabilities are obligations that are payable
within a period of one year. For example, creditors, bills payable, bank overdraft etc.

5. Capital

Amount invested by the owner in the firm is known as capital. Capital is an
obligation and a claim on the assets of business. It is, therefore shown as capital on
the liabilities side of the balance sheet.

6. Sales

Sales are total revenues from goods or services sold or provided to customers. Sales
may be cash sales or credit sales.
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7. Revenues

These are the amounts of the business earned by selling its products or providing
services to customers. The common items or revenue are sales, commission,
interest, dividends, rent received etc.

8. Expenses

Costs incurred by a business in the process of earning revenue are known as
expenses. For example, depreciation, rent, wages, salaries, interest, light and water,
telephone charges etc.

9. Expenditure

Spending money or incurring a liability for some benefit, service or property received
is called expenditure. For example, payment of rent, salary, purchase of goods,
purchase of machinery, purchase of furniture etc.

EXpend |tU re iS ClaSSIﬂEd intO : The Study Materials prepared by our Hsslive team can be downloaded free for

study purpose by the students. Linking this with other sites except Hsslive.in and commercial use
of this are strictly prohibited. Prior permission has to be sought from Hsslive.in for such things.

i. Revenue expenditure and
ii. Capital expenditure

i. Revenue Expenditure : If the benefit of expenditure is exhausted within a year, it is
called revenue expenditure(expense). For example, payment of salary, rent
commission telephone charges etc.

ii. Capital Expenditure : If the benefit of and expenditure lasts for more than a year,
it is called Capital Expenditure (Asset). For example, purchase of land, machinery,
furniture etc.

10.Profit

The excess of revenues of a period is more than its related expenses during an
accounting period is profit. Profit increases the investment of the owners.

11. Gain

A profit that arises from events or transactions which are incidental to business is
called gain. For example, profit on sale of fixed assets, winning a court case, etc.

12. Loss

The excess of expenses of a period over its related revenues is termed as loss. It
decreases in owner’s equity.

13. Discount
Discount is the deduction in the price of the goods sold. It is classified into :
i. Trade discount and

ii. Cash discount
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i. Trade discount : Offering deduction of agreed percentage of list price at the time
of selling goods is called trade discount. For example, selling goods at 8% discount.

ii. Cash discount : The debtors may be given certain deduction in amount due ,in
case, if they pay the amount on or before the stipulated date. For example, Mr.
Varun, who owes %1,00,000 pays the amount before due date. His account is settled
by receiving ¥95,000 in cash and allowing him ¥5,000 as discount.

14. Voucher

The documentary in support of a transaction is known as voucher. For example, if
we buy goods for cash, we get cash memo ; if we buy on credit, we get an invoice ;
when we make a payment we get a receipt and so on.

15. Goods

It refers to the products in which the business unit is dealing. For example, a
furniture dealer, purchase of chairs and tables is termed as goods.

16. Drawings

Withdrawal of money/goods by the owner from the business for personal use is
known as drawings. It reduces the investment of the owners.

17. Purchases

Purchases are total amount of goods procured by a business for use or sale.
Purchases are made on the basis of cash or on credit.

18. Stock/Inventory

Stock is a measure of something on hand - goods, spares and other items in a
business. The amount of goods which are lying unsold at the end of the accounting
period is called closing stock. Similarly, opening stock is the amount of stock at the
beginning of the accounting period.

19. Debtors

Debtors are persons/entities who owe money to an enterprise for buying goods and
services on credit. It is shown in the balance sheet as sundry debtors on the asset
side.

20. Creditors

Creditors are persons and other entities to whom an enterprise owes money for
buying goods and services on credit. It is shown in the Balance sheet as sundry
creditors on the liabilities side.
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Chapter 2

Theory Base of Accounting

Basic accounting concepts

1. Business Entity Concept : The concept of business entity assumes that
business has a distinct and separate entity from its owners. It means that for
purposes of accounting the business and its owners are to be treated as two
separate entities. e.g. capital is treated as liability of the business to the owner.
2.Money measurement concept : The concept of money measurement
states that only those transactions and happenings in an organisation which
can be expressed in terms of money are to be recorded in the books of accounts.
Eg. Sale of goods ¥10,000.

3. Going concern concept : The concept of going concern assumes that a
business firm would continue to carry out its operations indefinitely i.e. for a
fairly long period of time. It provides the very basis for showing the value of assets
in the balance sheet.

4.Accounting period concept :Accounting period refers to the span of time at
the end of which the financial statements of an enterprise are prepared.

5. Dual aspect concept :Dual aspect is the foundation or basic principle of
accounting. This concept states that every transaction has a dual or two-fold
effect and should therefore be recorded at two places. In other words, at least
two accounts will be involved in recording a transaction.

For example, Vysakh started business with ¥2,00,000. This will result in an
increase in the assets(cash) by $200000. At the same time owner's equity
(capital) will also increase by an equal amount. The duality principle is
commonly expressed in terms of fundamental accounting equation:

Assets = Liabilities + Capital

6. Matching concept : It states that expenses incurred in an accounting period
should be matched with revenues during that period. In other words, the
revenue and expenses incurred to earn these revenue must belong to the
same accounting period.

7.Conservatism concept/Prudence : This principle states that anticipated
profits are not to be considered but only possible losses, while recording business
transactions. Valuing closing stock at cost or market value whichever is lower,
creating provision for doubtful debts, discount on debtors etc. from the books
of accounts are some of the examples of the application of the principle of
conservatism.
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Chapter 3

Recording of Transactions -1 |
Accounting Equation/Balance sheet Equation

Accounting equation signifies that the assets of a business are always equal
to the total of its liabilities and capital (owner’s equity).

Assets = Liabilities + Capital
Liabilities = Assets — Capital
Capital =Assets - Liabilities

Steps for solving problems based on Accounting equation

1. Draw a table with two columns. Left hand column is used for recording
transactions given in the question and Right hand side is used for
recording accounting equation i.e. Assets = Liabilities + Capital.

2. ldentify the items of assets, liabilities and capital and write these items
below the line of accounting equation in the form of an equation.

3. Record the transactions given in the question and write the
corresponding amount in the accounting equation column.

4. Add (+), those amounts causing increase in assets, liabilities or capital
and deduct (-), those amounts causing decrease in assets, liabilities
and capital.

5. Totalling of amounts of assets, liabilities and capital and ensure that
total of assets is equal to total of liabilities and capital.

" Rules of Debit and Credit N\

1.Assets
Increase in asset is debited
Decrease in asset is credited
2.Liability
Increase in liabilities is credited
Decrease in liabilities is debited
3.Capital
Increase in capital is credited
Decrease in capital is debited
4.Expenses/Losses
Increase in expenses/losses is debited
Decrease in expenses/losses is credited
5.Revenues/Gains
E Increase in revenue/gain is credited
\ Decrease in revenue/gain is debited

L -
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Books of Original Entry

The transactions are first entered in these books in a chronological order.
Journal is one of the books of original entry. The process of recording entries in
the journal is called journalising. The source document is required to record the
transaction in the journal. The journal is subdivided into :

Journal Proper

Cash book

Purchases Book

Sales Book

Purchase Returns Book
Sales Returns Book

Bills Receivable Book

© N O O B~ 0D PRE

Bills Payable Book

The journal entry is the basic record of a business transaction. It may
be simple or compound. When only two accounts are involved to record a
transaction, it is called a simple journal entry.

For example,
Purchases Alc Dr. 30,000
To Govind Traders Alc 30,000

(Purchased goods from Govind traders on credit)

When the number of accounts debited or credited is more than one, entry
made for recording the transaction is called compound journal entry.

For example,
Wages Alc Dr. 5,000
Salaries A/lc Dr. 10,000
Commission A/lc  Dr. 3,000
To Cash Alc 18,000

(Paid wages, commission and salaries)
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Tips for solving problems on journalising

1. Draw the format of Journal

Debit Amount | Credit Amount

Date Particulars L.F. T -

2. Write date of transaction in the Date column.

3. ldentify the accounts which are involved in the transaction.
4. Identify which account should be debited.
5

. The account to be debited is written on the first line beginning from the left hand
corner and the word ‘Dr.’ is written at the end of the column.

6. Write the amount to be debited in the Debit amount column.

7. The account to be credited is written on the second line leaving sufficient margin
on the left side with a prefix ‘To’.

8. Write the amount to be credited in the Credit amount column.

9. Below the account titles, a brief description of the transaction is given which is
called Narration.

Ledger

The ledger is the principal book of accounting system. It contains different
accounts where transactions relating to that account are recorded. A ledger is the
collection of all the accounts.

Posting

The process of transferring journal entry to individual accounts is called posting.

Utility of ledger

A ledger is very useful and is utmost importance in the organisation. The net
result of all transactions in respect of a particular account on a given date can be
ascertained only from the ledger.
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Distinction between Journal and Ledger

1.The Journal is the book of first entry (original entry) ; the ledger is the book of
second entry.

2.The Journal is the book for chronological record ; the ledger is the book for
analytical record.

3.The Journal, as book of source entry, gets greater importance as legal evidence
than the ledger.

4. Transaction is the basis of classification of data within the Journal ; Account is the
basis of classification of data within the ledger.

5.Process of recording in the Journal is called Journalising ; the process of
recording in the ledger is known as Posting.

Classification of Ledger Accounts

1.Permanent accounts : Assets, liabilities and capital accounts are comes under
the permanent accounts. All permanent accounts are balanced and carried
forward to the next accounting period. They appears in the balance sheet.

2.Temporary accounts : All revenue and expense accounts are temporary
accounts. They are closed at the end of the accounting period by transferring
them to the trading and profit and loss account.

1. Write the name of account debited in the journal entry.
2. Draw the format of ledger account

Date | Particulars | J.F. Amount | Date | Particulars |J.F| Amount
 § .  §

3. Enter the date of transaction in the date column on the debit
side.

4. In the ‘Particulars’ column, write the other aspect(credit aspect)

of the transaction.

Enter the page number of the ledger in the L.F. column.

Enter the relevant amount in the amount column on the debit

side.

7. Follow the same procedure for posting the account credited in the
journal entry.

ov
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Chapter - 4

Recording of Transactions - Il

For quick, efficient and accurate recording of business transactions,
Journal is sub-divided into special journals. These special journals are also called
day books or subsidiary books. Transactions that cannot be recorded in any
special journal are recorded in journal called the Journal Proper.
Advantages Special Journals

1. Special journals are economical to use.

2. These make division of labour possible in accounting work.
Important Special Journals

1. Cash Book

Purchases Book

Purchases Return (Return Outwards) Book

Sales Book

Sales Return (Return Inwards) Book

o g A W Db

Journal Proper
1.Cash Book

Cash book is a book in which all transactions relating to cash receipts and
cash payments are recorded. It serves the purpose of both journal as well as the
ledger(cash) account. It is also called the book of original entry. When cash book
IS maintained, transactions of cash are not recorded in the journal, and no
separate account for cash or bank is required in the ledger.

Types of Cash Book
1.Single Column Cash Book

A cash book which contains only one column for amount on both sides is called
a single column cash book or simple cash book.

Format of Single column cash book

Dr. Cr.

Date Particulars L.F | Amount Date Particulars L.FE | Amount
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MUoUilUB BIBo MhidaH NYBH MQYPINIABMM allo

1. aouiB 6080 &)daH NJAlOM BNIBMIG NIOQ B>,

Dr. Cr.

Date Particulars L.F | Amount Date Particulars L.F. | Amount
I I

2 .ode8am DSaSSHET @& ydat TUNB:EEBHWICEMNI HBHISABBHWIGEMI A AMAILDABSE:
3 . &0 MUl dlassm@oesmal® Receipts spaquallad @rem” e:osmlesnsmeo.
4. 0o 63OV DSANSHUWB MSAN PNV CAMOISTDH.

5 .80 quladla) @REDMEIOD enld” Receipts eagamilad age@s:.

6 .msa1si@d Moo Slgle ®a: AMOUNt ¢8I MO ISTD .

7 31004 oagasemddd Payments soauail@d age@e:.

8 aiemo B Glooil Payments ssavauiad (Date Column)erais~igamos.
9 B}’ 025D @RIOVEEINDR 6ald” Payments ¢s:0aamil@d age@o:.

10 om050m @ AMOoUNt ¢8I CO6IOISTD .

11 sawenilg’ seTuar’ 6SIS® G21Q)d:.

12 o@ilg 9oaTuw” 6505 Ha1Q)d:.

13 eawenilg” @soseje HE@WIG” 8SIg0Lj0 MMILIER AIYMIITVo BdeNZalSlosa:..

14 o500 enyasilo® eawemily” asavae o@WIg” samve @mieigs alymidme, Payments
saavawlad  Balance cld  agan’ eoaIOxISTDSG:. @@ @Wato AI@LPMVo QM D

Amount es080N@ @6mlQ .

15 @prsom moavo 8mMao @l Receipts spqvail@d gmidlel @@ @:o6emlQa.
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2. Double Column Cash Book

A cash book with two amount columns i.e. cash and bank on both sides is
called a double column cash book.

Contra Entries

The entries that affect the debit and credit sides of the cash book are called
contra entries. Examples of such transactions are :

1. Cash or cheque deposited into bank
2. Withdrawal from bank for business use
Format of Double column cash book
Cash Book
Dr. Cr.

Date | Particulars L.| Cash Bank Date | Particulars L | Cash | Bank

AWl BHIBo h{daH NJAH MQYINIABOMN QllWo

1 awenilB 6380 BydaH NJATOD GanIBMIG AUEQS: .

Dr. Cash book
Cr.

Date | Particulars L. Cash Bank Date | Particulars | L| Cash | Bank
F. E § E § F E § E §

2 31004 ALIBAABBHWINMB@M OAWsNI]  HOTVAWIM B10aH 8HIGOTHI@ BHIMIQD:.. IO
CHIBOWIM MSalS MSAN  ANVA DD  HOAUAIOTV EHISOWIAD et MUIG]a)

GRANVEHMR Gnld nf) EDb:.

3 &0at OBHIGEBS @RYOHMBIM OGWIG HOTVAWIAD BJ0aH EMHIBOHI@ BIMIQRS. T
GHIBOWIM @MSalS MSAN GO afg@.. Payments eaoaowlod Y00t HHIFOT

GRADVMEDHM Gl af) §D .
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4 51004 62H0Bo NDLINAY alQe (oweniy 6s0gM -o@Wg” @50S@). @04 seIBIIn®

emeo Payments ssauaicd Balance cld agomeoe: .

5 snney edago MLINBMY falgd:(eaeniy’ 6505@ - @y 6so5@). eaawenilg” sneindav(aaenilg”
@S5 H@GWIY @SISLIoMmEnIamo ZSM® ARYOMBIM) Eryesmeldd Payments e¢soaomiod
Balance cld ag)g@®.. o@lg moedai{o@aly” esosm eaweiy” esigeiomansianmo

S5O @HMBI®) eryesmalcd Receipts eangowiad Balance cld ageoo:..

6 Mo cB)AOoSHVI 6NINE: GNIDRINDBAY, @RSAT HILIVSRNIM HOTIGlx @H YV ag)FHOH LD H:..
Mo ld @a H@WIg” daTVAUIeM GIsmMlaje@al® ganld« @« (Balance b/d) sawenig’

aaaviejo, BMeR MAlaj MOV @@ dawmily” aaraLAEINEM BHIeMlajo®mesl@d HAIGl’ D)

o@ilg” saaquadiensm(Balance b/d) aemiesssnzo.

3.Petty Cash Book
(Imprest system)

It is a book used to record small cash payments. Under Imprest system, a fixed
amount is given to the petty cashier at the beginning of a certain period. This amount
is called imprest amount. The petty cashier goes on making all small payments out of
this imprest amount. At the end of the period he gets reimbursement of the amount
spend from the main cashier.

aldl & 2aH NJAS MQRINIABAM OllWo
1 90191 & 300" Mde” AUOQ G
2 BaNIDOO BHIBoOMIM aflal’ & §0aH101@3 Mo LIEls| D af) D b:.
3 ENRINOOD BHIBoOMI@ SIS’ MSAN 1V G SO H:.
4 pamoneom e:ageemI@s (Particulars) aiwamo / eaieiomo  @:06m1Qd:.
S ERSOM EHIBoOMIM UG MMUAB GO ISTDE:.
6 BRSO CHIBoOMMIMI H2ILININANQW D> SN Q) >

7 . @S’ QIGam @@;0206@13@’](68 921210108910 @& DMo M1@lal” &MY .
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8 . GO 9aILINNGNY D HOMROD) . .
9. 80600 OMEIBS]LJo BROG: H2ILININANIWY Dd: HNZa(1S1QY) .

10 .@red N&H@1a] @ aBQ0Jo ®IOY BRYWT BANIVOOD BHIBoOM]Ljo BREARIINGOD)

CHIBoOM )R] af)ED H>.

11 .ees Ud0la] DHIGE NI BROG: alLININAEN WY Db GHOQH. MG |03
eidls] @6 M1es1ole Pl  (aioei@day’ avl/asl) GRELOOD  CHIBo@H DI

oeaomﬂ%f;.

12 .cmeoe® &6mls Mlea11olaf @@, gmdlaf @@ (snoeimday” mi/awl) @y

@RSOD® AOMVo BIMIo M1V®] BANIAODTD EHIBo@MIMT3 HITMIQYH>.

2.Purchases Book

All credit purchases of goods are recorded in the purchases journal. Cash
purchases are recorded in the cash book. Other credit purchases such as purchases
of office equipment, furniture, building, etc. are recorded in the journal proper.

Format of Purchases journal

Date Invoice Name of Supplier L.F. Amount
No. (Account to be credited) X

alBBajaV’ NJIH @MQPINIABAM AillWwo

1 .eREmI0] aIBGajaV Yoo GandBmog” NI

Purchases journal
Date | Invoice Name of Supplier L.F. Amount
No. (Account to be credited) 4

2 .0Sa15HWB msan ol Date ¢58em@d age@ .
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3 .aqvowmo ana@dlajecdB B9 eniele® mmud@ Invoice number esogowicd

) D

4 -MUNDAIMOTIGRILS  AVIWMEEBRUY &SmOV MDD AUV DHBHSCWI
monimangesewd eald Name of supplier csogevlecig@a. ol

@691 aa) uowmeanges details @:oemlga.

5. 9o sciwWRA@ GaqY fa@ldesan a2’ mauedsm’ L .F . esogowicd

af) DM D).
6. aerlag TLIWMEBBRHS BROD> D> Amount e08@d@d @0emIQ®:.

7 .Amount column ¢ss@ 621Q®:.

3.Sales Book

Sales journal is used for recording credits sales of goods. Cash sales are recorded in
the cash book.

Format of Sales Book

Date Invoice Name of customer L.F. Amount
No. (Account to be debited) 4

\ OAVANABAV” 1Y 98)” DAPINIBBAD Allwo J

1 .@eREmo@ HAVVIGAY’ e anIBRIG” QIO

2 .afNejm msam @@l Date ¢e:080m1@ ag)g@d:.

3 .enflefload mmid Ma3EaIIY” MMIAB BHISOMIT &H6M 1Y d:.

4 . er@e5H26emI ©@3a|MEBBUY HSMIWT ANGIBIABIM@®” @a@ogas/moammﬂm@ cato” Name
of customer o8003 SHIMIQYH. DO O@®Ig @099 aflejnes aflvdBIowdeEBRYd
BN H>.

O . 9eIWROIG GaldqY ©21QaD Galed’ MMIAB L.F. ¢o080m1@3 &:0em1e:.

6 . ®»smowls’ Qflg 9@ |MEBBBOS BROD: D Amount cso80m1@3 BMIQ D>

7 @s@an” AMount ed080 GSIS@ HaIQd:.
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‘Bank Reconciliation Statement

A bank reconciliation statement is a statement prepared to
reconcile the bank balances as per cash book with the balance as per pass book or
bank statement showing the difference between the two accounts. Bank
reconciliation statement is prepared by the customer of a bank/trader/depositor.

Causes of differences
The differences between the cash book and the bank passbook is caused by

I. Timing differences on recording the transactions.

[I. Errors made by the business or by the bank

I. Timing differences

The factors affecting time gap includes :

Cheques issued by the firm but not yet presented for payment
Cheques paid into the bank but not yet collected

Direct debits made by the bank on behalf of the customer
Amounts directly deposited in the bank account

Interest and dividends collected by the bank

Direct payments made by the bank on behalf of the customers

N o o ~ w0 bd e

Cheques deposited/bills discounted dishonoured
Il. Differences caused by Errors

1. Errors committed in recording transaction by the firm

2. Errors committed in recording transactions by the bank
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Trial Balance and Rectification of Errors

Meaning of Trial Balance

A trial balance is a statement showing the balances of all ledger
accounts with a view to verify the arithmetical accuracy of books of accounts.

Format of trial balance
Trial Balance of ..........

As on March 31, 2021

Account Title L.F. Debit Balance Credit Balance
X X
Total XXXX XXXX

Objectives of Preparing the Trial Balance

The trial balance is prepared to fulfil the following objectives :

1. To Ascertain the Arithmetical Accuracy of Ledger Accounts : A trial
balance is prepared to ascertain the arithmetical accuracy of the ledger

accounts.

2. To help in locating errors : When a trial balance does not tally, it signifies
that there are some errors in the books of accounts and it should be located

and rectified.

3. To help in the preparation of the financial statements : The availability of
a tallied trial balance facilitates the preparation of financial statements. i.e.
trading and profit and loss account and the balance sheet.
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Preparation of Trial balance

There are two methods of preparing a trial balance. They are :

1. Total method : Under this method, total of each side in the ledger(debit and credit) is

ascertained separately and shown in the trial balance in the respective columns.

2. Balance method : Under this method, trial balance is prepared by showing the

balances of all ledger accounts,

Chapters 7 & 8

Financial Statements -1 & Il

Financial Statements
The firm usually prepares the following financial statements :
1.Trading and Profit and Loss Account

2.Balance sheet

1.Trading and Profit and Loss Account/Income statement

Trading and Profit and Loss account is prepared to determine the profit earned or
loss sustained by the business enterprise during the accounting period. It shows the
financial performance of the business.

Relevant Items in Trading and Profit and Loss Account
Items on the debit side of trading account
1. Opening stock : It is the stock of goods in hand at the beginning of the accounting year.

2. Purchases less returns : Goods, which have been bought for resale appears as purchases
on the debit side of the trading account. Goods which are returned to suppliers is termed as
purchases return. 1t is shown by way of deduction from purchases and the computed amount
is known as Net purchases.

3.Direct Expenses : These are the amounts spent directly on the purchase/production of
goods. The following are some of the direct expenses.

(a) Wages : Wages refer to remuneration paid to workers who are directly engaged in
factory.

(b) Carriage Inwards/Freight inwards : These expenses are items of transport expenses,
which are incurred on bringing materials/ goods purchased to the place of business.

(c) Fuel/Water/Power /Gas : These items are used in the production process.
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(d) Packaging material and Packing charges : Cost of packaging material used in the
product are direct expenses.

Items on the credit side of trading account

1.Sales less returns : Sales includes cash sales and credit sales. Goods returned by
customers are called return inwards and are shown as deduction from total sales and
computed amount is known as net sales.

2.Closing stock : Closing stock is the amount of goods remaining unsold at the end of the
accounting yeatr.

Items on the debit side of the profit and loss account

1. Salaries : These include salaries paid to the administration, godown and warehouse staff.
2. Rent paid : These include office and godown rent, municipal rates and taxes etc.

3. Interest paid : Interest paid on loans, bank overdraft,etc.

4.Commission paid : Commission paid or payable on business transactions undertaken
through the agents is an expense and is debited to profit and loss account.

5. Repairs : Repairs relating to plant and machinery, furniture, etc.

6. Miscellaneous/Sundry expenses : Certain expenses being of small amount clubbed
together and are called miscellaneous expenses / trade expenses / sundry expenses.

Items of the credit side of Profit and Loss Alc

1. Other incomes : Gains and incomes other than sales like rent received, dividend received,
interest received, discount received, commission received, etc. Are recorded on the credit
side of the profit and loss account.

Closing Entries

1. For transferring opening stock, purchases account and direct expenses to the debit
side of trading account.

Trading A/c Dr.
To Opening stock Alc
To Purchases A/c
To Wages Alc
To Carriage inwards A/c
To All other direct expenses A/c

2. The purchases returns / return outwards are closed by transferring its balance to
the purchases account. The entry is :

Purchases return A/c  Dr.
To Purchases Alc
3. For the amount of sales.
Sales Alc Dr.
To Sales return Alc
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4. The sales returns/return inwards account is closed by transferring the balance to
the sales account. The entry is :

Sales Alc Dr.
To Sales return A/c
5. For transferring gross profit to Profit and Loss A/c.
Trading A/lc  Dr.
To Profit and Loss Alc
6. If it is gross loss, the entry is :
Profit and Loss A/c  Dr.
To Trading Alc
7. For transferring the items of expenses and losses to the profit and loss account.
Profit and Loss Account  Dr.
To Each item of expense or loss
8. For transferring the items of incomes and gains to profit and loss account
Each item of income and gain  Dr.
To Profit and Loss Alc
9. For transferring the net profit to capital
Profit and Loss A/c  Dr.
To Capital Account
10. For transferring any net loss to capital, the entry is
Capital Account  Dr.
To Profit and Loss Account
Concept of Gross Profit and Net Profit

Trading Account

The trading account ascertains the result from basic operational activities of the
business.

Calculation of Gross Profit

Gross Profit Net sales - Cost of goods sold

Total sales — Sales return

Net sales
Cost of goods sold = Opening stock + Net purchases + Direct expenses -
Closing stock

Net purchase = Total purchase — Purchase returns
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Profit and Loss A/c

Profit and Loss Account is an account prepared to find out the net profit earned or
net loss incurred by a business.

Net profit = Gross Profit + Other incomes — Indirect expenses

Format of Trading and Profit and Loss Account

Trading and Profit and Loss Account

for the year ended March 31, 2021

Dr. Cr.
Expenses/Losses Amount Revenues Amount
£ 4 X
Opening stock XXxx | Sales XXXX
Purchases XXXX Less : Returns XXX
Less: Returns XXX | e XXXX
--------- xxxX| Closing stock XXXX
Wages XXXX
Carriage/Freight inwards XXXX
Gross Profit c/d XXXX
XXXXX XXXXX
Rent/rates and taxes xxxx| Gross Profit b/d XXXX
Salaries xxXxx| Commission received XXXX
Repairs and renewals xxxx| Discount received XXXX
Printing and stationery xXXxX| Rent received XXXX
Postage xxxx| Interest, dividend etc. XXXX
Advertising XXXX
Insurance XXXX
Audit fee XXXX
Bank charges XXXX
Commission XXXX
Carriage outwards XXXX
Discount allowed XXXX
Bad debts XXXX
Depreciation XXXX
Net Profit(Transferred to
Capital Account) XXXX
XXXXX XXXXX
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Balance Sheet

The balance sheet is a statement prepared for showing the financial

position of the business.
Format of Balance sheet

Balance sheet

AS ON ----=mmmmmeea
Liabilities Amount Assets Amount
X X

Bank overdraft xxx| Cash in hand XXX
Sundry creditors xxx | Cash at bank XXX
Bills payable xxX | Bills receivable XXX
Outstanding expenses XXX | Investment XXX
Loans XXX | Sundry debtors XXX
Capital XXX Closing stock XXX
Add : Net profit XXX Prepaid expenses XXX
Add : Interest on capital  xxx Furniture XXX
----- Machinery XXX
XXX Premises XXX
Less : Drawings XX Goodwill XXX

------ XXX
XXXX XXXX

Treatment of adjustments in the preparation of Financial Statements

Adjustment Treatment in Trading and
Profit and Loss Alc

Treatment in Balance Sheet

1.Closing stock Shown on the credit side of

Shown on the assets side

Trading A/c
2.0utstanding Added to the respective Shown on the liabilities side
expenses expense on the debit side
3.Prepaid/ Deducted from the respective | Shows on the assets side
Unexpired expense on the debit side

expenses

4.Accrued Income Added to the respective
(Income earned income on the credit side.
but not received

Shown on the assets side.

5.Income received Deducted from the respective
in advance income on the credit side.

Shown on the liabilities side.

6.Depreciation Shown on the debit side

Deducted from the value of asset
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adlmMIMBaH{ @ CARYHMMAV MQYINIIN T

(Trading and Profit and loss Alc and Balance sheet)

\

> GSWles” @RYMBAL” B@Joaf]q” @YWL’ BRIV BRANVMEINNE GanNIBRIG” QIO .

> @Reymow] 80qlemles” cqyoee(Opening stock) eawmNg’ e a1ge.

» osdan” Net Purchases(Purchases less Returns), Direct expenses gmenwal
OWENIQ" 9.21Q)d> .

> o@Wlg eamaviad Sales, Closing stock gmenwar @:0emiQ ..

» csawlan’ @ranmeme” mioelimay’ 021Qd.  OGWIY NIDRITBIY” @Ryemn” BHIFMO®E,1©3
CWINV" G@Joanlg” @RWIAlEse.  aawMilg” MINRIMBIV @RYEMHIB3 BWITV BRIV
@) W1olaso.

» oy’ ¢@)oafly” 6@)oafly” @RYMBW’ GrIIV” GROEHVMEINM OBHWIQ eoTLIES
af)goome@a(Gross Profit b/d) . swomy” eelomy” eresmelcd eaawmily” aecvalo
af)$00me@(Gross Loss b/d) .

> gsles” EREDVEIM  GORINEISTMICD  af)eld  ealelojdgo(Indirect  expenses)
OWENIQ" 6.21Q)d>.

> agslan’ @RanDaElod $:0em1QIom af)eld almmmssago(Indirect incomes) o@g”
021Q).

> G(@J2anly” BRYABA’ BRINIU” @RHHDVENE’ NIILIMBIV” 6)21Q)d: .

> enuoelmay” @mqggcgamua HIFMO®” H(@WIG” NILIBIV” @RYsEMER13 HMQ” cs@o(uﬂg(Net
profit transferred to capital A/C) @RWIRIGS0.. eMOERNIa] , e mideidmy”
aesmsslod omg” eelomv(Net loss transferred to capital account) e @l@leso.

> @s3am” mIoeIBmy” oG’ Ao d:.

> agep mowyoago(Liabilities and Capital) * Liabilities' soavau@d ¢:06mlg .

> agel arayle:ge meidmy’ «flgload ASset’ 9oavaniad @:0mlQd:.

» eIy’ oflg” 65058 ea1ge. g eeavavleeigo(Liabilities and Assets) esoge’

@B D@LlyRdalemo.
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Chapter 9

Concept of Computerised Accounting System

A computerised accounting system(CAS) is an accounting information
system that processes the financial transactions and events to produce reports as
per user requirements.

Comparison between Manual and Computerised Accounting

1. Identifying The transactions are | In CAS also, the transactions
identified on the basis of|are identified on the basis of
application of accounting accounting principles.

principles.

2.Recording The recording of financial|Data  content of such
transactions is through the|transactions is stored in a
books of original entries. well-designed accounting
database.

3.Classification Transactions recorded in the|In order to produce ledger
books of original entry are|accounts, the stored
further classified by posting | transaction data is processed
into ledger accounts. to appear as classified.

4.Summarising The transactions are The generation of ledger
summarised to produce trial|accounts is not necessary
balance by ascertaining the|condition for producing trial

balances of various |balance.
accounts.
5.Adjusting entries |Adjusting entries are | Journal vouchers are

recorded to match the prepared and stored to follow
expenses of the accounting the principle of cost matching
period with the revenues|revenue .

generated by them.

6.Financial The preparation of financial The preparation of financial

statements statements pre-supposes statements is independent of
the availability of trial|producing the trial balance.
balance.

7.Closing the After the preparation of There is year-end processing

Books financial reports, the|to create and store opening
accountants make |balances of accounts in

preparations for the next|database.
accounting period by posting
of closing and reversing
entries.

Plus One Accountancy_Focus Area based Notes_2020-2021 Page No. 24



14.06.2021
Advantages of Computerised Accounting System

1. Speed : Accounting data is processed faster by using a computerised
accounting system when compared to manual accounting.

2. Accuracy : The possibility of error is eliminated in a computerised accounting
system.

3. Reliability : Computerised accounting system relies heavily on computers, they
are relatively more reliable than manual accounting systems.

4. Up-to-Date Information :The accounting records, in a computerised
accounting system are updated automatically as when accounting data is
entered and stored.

5. Real Time User Interface : Most of the automated accounting systems are
inter-linked through a network of computers. This facilitates the availability of
information to various users at the same time on a real time basis.

6. Automated Document Production : Most of the computerised accounting
systems have standardised, user defined format of accounting reports that are
generated automatically.

7. Scalability : The computerised accounting systems are highly scalable.
8. Legibility : The data displayed on computer monitor is legible.

9. Efficiency : The computer based accounting systems ensure better use of
resources and time.

10. MIS Reports : The computerised accounting system facilitates the real time
production of management information reports, which will help management to
monitor and control the business effectively.

11. Storage and Retrieval : The computerised accounting system allows the users
to store data in a small amount of physical space. Besides, the system permits
fast and accurate retrieval of data and information.

12. Motivation and Employees Interest : The computer system requires a
specialised training of staff, which makes them feel more valued. This
motivates them to develop interest in the job.
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