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CHAPTER I

INTRODUCTION TO ACCOUNTING

The Modern System of Accounting owes its origin to Luca Pacioli, an Italian who published his
book on Double Entry System of Accounting in 1494. Modern accounting is often called as the language
of a business

A¡unwKnsâ BapJw

1494Â U_nÄ F³{Sn knkväw Hm^v A¡unwKns\¡pdn¨pÅ Xsâ ]pkvXIw {]kn²oIcn¨

Cämenb³ hwiP\mb eq¡m ]mkntbmfnbnÂ \n¶mWv B[p\nI A¡unwKv k{¼Zmbw AXnsâ
DÛh¯n\v ISs¸«ncn¡p¶Xv. B[p\nI A¡unwKns\ ]et¸mgpw Hcp _nkn\Ênsâ `mj F¶v
hnfn¡p¶p.

Meaning:
Accounting is an information system which receives data, processes the same and gives its output

in the form of information which is useful for decision making.

AÀ°w:
A¡unwKv F¶Xv hkv-Xp-X-IÄ kzoIcn¡pIbpw AtX coXnbnÂ t{]mkÊv sN¿pIbpw

Xocpam\saSp¡p¶Xn\v D]tbmK{]Zamb hnhc§fnÂ \n¶v AXnsâ Hu«v]p«v \ÂIpIbpw sN¿p¶ Hcp
hnhc kwhn[m\amWv.

Definition:
The American Institute of Certified Public Accountants (AICPA) defines accounting as follows,

“Accounting is the art of 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 result
thereof”

\nÀÆN\w:
Atacn¡³ C³kvänäyq«v Hm^v kÀ«nss^Uv ]»nIv A¡uâvkv (AICPA) A¡unwKns\

C\n¸dbp¶ coXnbnÂ \nÀhNn¡p¶p, "A¡unwKv F¶Xv KWyamb coXnbnepw ]Ww, CS]mSpIÄ,
Châp-I-ÄF¶nhbpsS Imcy¯nepw tcJ-s¸-Sp¯Â, hÀ¤oIcWw, kw{Klw F¶nhbpsS IebmWv

Features of Accounting:
a) Recording:- It is concerned with recording of financial transaction in a systematic manner.
b) Classifying:- It is concerned with the systematic analysis of recorded data of similar nature to

one place.
c) Summarising:- It is concerned with the presentation of the classified data in an understandable

manner.
d) Analysis and Interpretation:- The financial data recorded is analysed and interpreted to make a

meaningful judgment to the users.
e) Communication:- The accounting information has to be communicated in a proper form to the

proper person.

A¡unwKnsâ khntijXIÄ:
a) tcJ-s -̧Sp¯Â: km¼¯nI CS]mSpIÄ Nn«bmb coXnbnÂ tcJs¸Sp¯p¶Xpambn _Ôs¸«--

XmWv
b) Xcw-Xn-cn-¡Â: CXv kam\kz`mhapÅ tcJ-s¸-Sp¯n-b h-kv-Xp-X-Isf Nn«bmb hniIe\hpambn

_Ôs¸«XmWv.
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c) t{Im-Uo-I-cn¡Â: Xcw-Xn-cn-¡p-¶ h-kv-Xp-X-I-sf G-ähpw a\Ênem¡mhp¶ hn[¯nÂ AhX-cn¸n
¡p-I F-¶-Xm-Wv C-Xp sIm-v D-t±-in-¡p¶Xv.

d) hniIe\hpw hymJym\hpw: tcJ-s -̧Sp¯nb km¼¯nI hkv-Xp-X-IÄ hniIe\w sN¿pIbpw D]
tbmàm¡Ä¡v AÀ°h¯mb Hcp hnebncp¯Â \S¯pIbpw sN¿p¶p.

e) Bib-hn-\nabw: A¡unwKv hnhc§Ä icnbmb cq]¯nÂ Bhiy-apÅ hyànsb Adnbn
t¡XmWv

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

1. Maintenance of records of business: The accounting records should be made properly and
systematically.

2. Calculation of profit or Loss: Accounting helps to calculate profit or loss earned by the firm
during a particular period.

3. Depiction of financial Position: Accounting information helps to depict financial position
4. Making information available to various users: Accounting makes information available to all

those interested parties.

A¡unwKnsâ e£y§Ä:
A¡unwKnsâ {]mYanI e£y§Ä C\n¸dbp¶hbmWv:

1. _nkn\Ênsâ tcJIfpsS ]cn]me\w: A¡unwKv tcJIÄ IrXyambpw Nn«bmbpw Dm¡nbncn
¡Ww.

2. em`\ãw: Hcp {]tXyI ImebfhnÂ kvYm]\w t\Snb em`tam \ãtam IW¡m¡m³ A¡unwKv
klmbn¡p¶p.

3. km¼¯nI kvYnXnbpsS Nn{XoIcWw: km¼¯nI kvYnXn shfn-s¸-Sp-̄ m³ A¡unwKv hnhc§Ä
klmbn¡p¶p

4. hnhn[ D]tbmàm¡Ä¡v hnhc§Ä e`yam¡p¶p: A¡unwKv hnhc§Ä XmÂ¸cyapÅ FÃm
I£nIÄ¡pw e`yam¡p¶p

Qualitative Characteristics of accounting information:
The accounting information should provide the following:

1. Reliability: Accounting information will be reliable if it is free from error and bias.
2. Relevance: Accounting information is said to be relevant if it influences the decision making.
3. Understandability: Accounting information should be easily understandable to all users.
4. Comparability: Accounting information should be comparable for a period of time between two

or more entities.

A¡unwKv hnhc§fpsS KpW]camb khntijXIÄ:
A¡unwKv hnhc§Ä C\n¸dbp¶h \ÂIWw:

1. hnizmkyX: A¡unwKv hnhc§Ä sXäpIfnÂ \n¶v apàhpw hnizkvXXtbmsS {]Xn\n[oI
cn¡p¶XpamsW¦nÂ AXv hnizk\obambncn¡pw.

2. {]kàn: A¡unwKv hnhc§Ä Xocpam\saSp¡p¶XnÂ kzm[o\w sNep¯p¶psh¦nÂ AXv
{]kàamsW¶v ]dbs¸Sp¶p.

3. {Km-ly-tijn: A¡unwKv hnhc§Ä FÃm D]tbmàm¡Ä¡pw Ffp¸¯nÂ a\Ênem¡mhp¶
Xmbncn ¡Ww.

4. XmcXays¸Sp¯Â: A¡unwKv hnhc§Ä ctm AXne[nItam Akv-Xn-Xz-§Ä X½nepÅ Hcp
Imebfhnte¡v XmcXays¸Sp¯mhp¶Xmbncn¡Ww
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Advantages of accounting:
1. Helps in ascertaining financial position of the business.
2. Systematic recording to data is possible.
3. Provides qualitative information.
4. Act as an information system.

A¡unwKnsâ {]tbmP\§Ä:
1. _nkn\knsâ km¼¯nI kvYnXn Is¯p¶Xn\v klmbn¡p¶p.
2. hyh-Øm-]n-Xam-b co-Xn-bnÂ h-kv-Xp-XI-sf tc-J-s¸-Sp¯m³ klmbn¡p¶p.
3. KpW]camb hnhc§Ä \ÂIp-¶p

4. Hcp hnhc kwhn[m\ambn {]hÀ¯n¡p¶p.

Disadvantages of accounting:
1. Its records only transactions which can be recorded in monetary terms.
2. Accounting is historical in nature
3. Effect of price level changes are not considered.

A¡unwKnsâ t]mcmbvaIÄ:
1. ]W¯nsâ ASnkvYm\¯nÂ tcJs¸Sp¯m³ Ignbp¶ CS]mSpIÄ am{XamWv CXnsâ tcJIÄ.
2. A¡u-nw-Kv hn-h-c-§Ä I-gn-ª Ime-s¯ kq-Nn-¸n-¡p¶p.
3. hne \nehmc¯nepÅ amä§fpsS {]`mhw ]cnKWn¡nÃ.

Basic Accounting Terms (ASnkvYm\ A¡unwKv \n_Ô\IÄ):
1. Entity: Entity means a reality that has a definite individual existence. Business entity means a

specifically identifiable business enterprise like Super Bazaar, ITC Limited etc.
Akv-Xn-Xz§Ä: Ømbn-bm-b \n-e-\nÂ-¸p-Å G-sX-mcp bm-YmÀ-Yy-s¯bpw A-kv-Xn-Xzw F-¶v ]-dbmw.
_n kn\kv Akv-XnXzw F¶mÂ kp¸À _kmÀ, sFSnkn enanäUv apXemb {]tXyIambn
Xncn¨dnbmhp¶ _nkn\Êv Øm]\w F¶mWv AÀ°am¡p¶Xv.

2. Business Transaction: A business transaction is dealing or event which has an impact on the
business. A transaction results in an exchange of value.
_nkn\Êv CS]mSv: Hcp _nkn\kv CS]mSv F¶Xv _nkn\kns\ kzm[o\n¡p¶ CS]mSv AsÃ¦nÂ
kw`hw BWv. Hcp CS]mSv aqey¯nsâ ssIamä¯nÂ Iemin¡p¶p.

3. Assets:
Cash or any valuables owned by the business that can be converted into usefully expressed in

monetary terms. Assets can be grouped as under:
Bkv-Xn-IÄ: ]Wtam _nkn\Ênsâ DSakvYXbnepÅ GsX¦nepw hne]nSn¸pÅ

hkvXp¡tfm ]W¯nsâ ASnkvYm\¯nÂ D]tbm K{]Zambn {]ISn¸n¡p¶ hbmbn ]cnhÀ¯\w
sN¿m³ Ignbpw. B kvXnIsf C\n¸dbp¶ coXnbnÂ XcwXncn¡mw:
a. Current Assets: Assets which are held for a short period or maximum of one year are known as

current assets.
Eg: Cash in hand, Cash at Bank, Stock, Bills Receivable, Prepaid expenses etc.

{lkyIm-e B-kv-Xn-IÄ: Npcp§nb Imet¯t¡m ]camh[n Hcp hÀjt¯t¡m ssIhiw
h¨ncn¡p¶ BkvXnIÄ {lkyIm-e B-kv-Xn-IÄ F¶dnbs¸Sp¶p.

DZm: I¿n-epÅ ]Ww, _m¦nse ]Ww, \o¡n-bn-cn v̧, _nÃpIÄ, ap³-Iq-«n-bS¨ sNehpIÄ
apXembh

b. Fixed Assets: Assets which are acquired and used by the business for longer period of time are
called Fixed assets.
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Eg: Land and Building, Plant and Machinery, Furniture etc.
ZoÀ-LIm-e B-kv-Xn-IÄ: _nkn\Êv Øm]-\w ZoÀ-L-Im-e-t¯-¡v hm-§p-I-bpw D-]-tbm-Kn-¡p-I-bpw
sN-¿p-¶ B-kv-Xn-I-fm-Wv ZoÀ-LIm-e B-kv-Xn-IÄ.

DZm: `qanbpw sI«nShpw, ¹mâpw sajn\dnbpw, ^ÀWn¨À apXembh
The fixed assets can be classified into: (ZoÀ-LIm-e B-kv-Xn-Isf Xcw Xncn¡mw)
a) Tangible assets: These are assets which can be touched, seen or felt .
Eg: Machinery, Land and Building, Stock of goods ,Furniture etc.
Zriy BkvXnIÄ: Ch kv]Àin¡mt\m ImWmt\m A\p`hn¡mt\m Ignbp¶ BkvXnIfmWv.
DZm: b{´§Ä, `qanbpw sI«nShpw, km[\§fpsS \o¡n-bn-cn¸v, ^ÀWn¨dpIÄ apXembh.

b) Intangible assets: These are assets which cannot be touched ,seen or felt.
Eg: Goodwill, Trade mark etc
AZriyamb BkvXnIÄ: Ch sXmSmt\m ImWmt\m A\p`hn¡mt\m Ignbm¯ BkvXnIfmWv.
DZm: kÂt¸cv, hym]m-c ap{Z apXembh

c) Wasting assets: Assets which get exhausted to the extent of extraction are called wasting assets.
Eg: Mines,Quarries, Oil fields etc
]mgm¡p¶ BkvXnIÄ: thÀXncns¨Sp¡p¶ AfhnÂ XoÀ¶pt]mIp¶ BkvXnIsf ]mgm¡Â
BkvXnIÄ F¶v hnfn¡p¶p.
DZm: J\nIÄ, IzmdnIÄ, F®¸mS§Ä XpS§nbh

d) Fictitious assets: Assets which have no real value but are shown in the books of account only
for technical reason are called ficticious assets.

Eg: preliminary expenses, discount on issue of shares etc
km¦Â¸nI BkvXnIÄ: bYmÀ° aqeyw CÃm¯Xpw F¶mÂ kmt¦XnI ImcW§fmÂ am{Xw
A¡uv _p¡nÂ ImWn¡p¶Xpamb BkvXnIsf km¦Â¸nI BkvXnIÄ F¶v hnfn¡p¶p.
DZm: {]mYanI sNehpIÄ, HmlcnIÄ Cjyq sN¿p¶Xn\pÅ Ingnhv XpS§nbh

4. Liabilities:
Liabilities are the obligations or debts payable by the enterprise in future in the form of money or

goods. It can be grouped as under:
_m[yXIÄ: ]Wamtbm Nc¡pIfpamtbm `mhnbnÂ _nkn\-Êv Øm]\w \ÂtI _m[yXItfm IS
§tfm BWv _m[yXIÄ. CXns\ C\n¸dbp¶ coXnbnÂ XcwXncn¡mw:
a) Short term Liabilities (Current liabilities): These are liabilities which become due and

payable within a period of one year.
Eg: Creditors, Bills Payable, Outstanding expenses etc.

{lkzIme _m[yXIÄ (\nehnse _m[yXIÄ): Hcp hÀj¯n \pÅnÂ ASbvt¡
_m[yXIfmWnh.

DZm: IS¡mÀ, ASbvt¡ _nÃpIÄ, IpSnÈnIbpÅ sNehpIÄ XpS§nbh
b) Long term Liabilities: Long term liabilities are payable after a period of one year.

Eg: Long term loans, Debentures etc.
ZoÀLIme _m[yXIÄ: ZoÀLIme _m[yXIÄ Hcp hÀjs¯ Imebfhn\p tijw
ASbvt¡XmWv.

DZm: ZoÀLIme hmbv]IÄ, IS¸{X§Ä apXembh

5. Capital: This is the investment made by owners in the business. It is generally termed as owner’s
equity or net worth.
aqe[\w: CXv _nkn\ÊnÂ DSaIÄ \S¯p¶ \nt£]amWv. CXns\ km[mcWbmbn DSaIfpsS C
Iznän AsÃ¦nÂ sam-̄ w B-kvXn F¶v hnfn¡p¶p.
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6. Drawings:Withdrawal of goods or cash from the business by the owner for personal purpose is
called drawings.
X³]äv: hyànKX Bhiy§Ä¡mbn DSa _nkn\knÂ \n¶v km[\§tfm ]Wtam ]n³hen¡p¶
Xns\ X³]äpIÄ F¶v hnfn¡p¶p

7. Revenue: These are the amount earned by a business concern through sale of its products or
providing services to customers.

Eg; Sales, Commission received, Rent received, Interest received etc.
hcpam\w: km[-\-§-fp-sS hnÂ-̧ -\-bp-eq-sS-bpw tk-h-\-§-Ä \Â-Ip-¶-Xn-eq-sS-bpw _n-kn-\-Êv t\-Sp-¶
Xp-I-bm-Wv hnÂ-¸-\ h-cp-am\w.
DZm: hnÂ]\, In«n-b I-½oj³, e`n¨ hmSI, In«n-b ]eni XpS§nbh.

8. Expenditure: Expenditure is the amount of resources consumed for the acquisition of assets, the
benefit from which is derived over a period which extends beyond the accounting year.
hybw: sNehv F¶Xv BkvXnIÄ k¼mZn¡p¶Xn\v D]tbmKn¡p¶ hn`h§fpsS XpIbmWv,
A¡unwKv hÀj¯n\¸pdw \op\nÂ¡p¶ Hcp ImebfhnÂ e`n¡p¶ t\«amWnXv

9. Expenses: The amount spent in the process of earning revenue is termed as expenses.
Eg: Wages, Salaries, Rent, Interest etc.

sNehpIÄ: hcpam\w t\Sp-¶-Xn-\m-bn H-cp _n-kn\-Êv Øm]\w sNehgn¡p¶ XpIsb sNehpIÄ
F¶v hnfn¡p¶p.

DZm: Iqen, i¼fw, hmSI, ]eni XpS§nbh
10. Income: Income is the increase in the net worth of the organization either from business activity or

other activities
hcpam\w: _nkn\Ênsâ {]hÀ¯\§fnÂ \nt¶m aäv {]hÀ¯\§fnÂ \nt¶m kvYm]\¯nsâ
sam¯w aqey¯nÂ DmIp¶ hÀ²\hmWv hcpam\w

11. Loss: Loss is the gross decrease in the assets or gross increase in liabilities .It is the excess of
expenses over revenues.
\ãw: BkvXnIfnse sam¯¯nepÅ Ipdhv AsÃ¦nÂ _m[yXIfnse sam¯¯nepÅ hÀ²\hmWv
\ãw. CXv hcpam\t¯¡mÄ sNehpIfpsS B[nIyamWv

12. Gains or Profit: It is the excess of revenue over expenses in an accounting year.
t\«§Ä AsÃ¦nÂ em`w: Hcp A¡unwKv hÀj¯nse sNehpItf¡mÄ hcp-am-\w hÀ-²n-¡p-I-bm-
sW-¦nÂ t\-«-§-Ä A-sÃ-¦nÂ em-̀ w F-¶v ]-dbmw

13. Purchases: The total amount of goods procured by a business concern for cash or on credit for the
purpose of sale or use is known as purchases.
hm§Â: I¨hS¯nt\m D]tbmK¯nt\m thn ]Ww \Â-I-n-tbm I-Samtbm Hcp _nkn\Êv
kw`cn¡p¶ km[\§fpsS BsI XpI hm§epIÄ F¶dnbs¸Sp¶p

14. Sales: It is the income earned from the sale of goods or services rendered.Sales may be cash sales
and credit sales.
hnÂ¸\: Nc¡pIfpsStbm tkh\§fpsStbm hnÂ¸\bnÂ \n¶v e`n¡p¶ hcpam\amWv. hnÂ¸\
hnÂ-̧ -\-sb ]-W hnÂ-̧ -\ F-¶pw I-S hnÂ- -̧\ F¶pw ]-dbmw

15. Stock( Inventory): The goods available with the business for sale on a particular date is termed as
stock.
\o¡o-bn-cn-̧ v (Nc¡v): Hcp {]tXyI XobXnbnÂ hnÂ¸\bv¡mbn _nkn\ÊnÂ e`yamb km[\§sf
\o¡o-bn-cn- v̧ F¶v hnfn¡p¶p.

16. Closing Stock: The value of goods remaining unsold at the end of an accounting period is termed as
closing stock.
\o¡n-bn-cn-̧ v Nc¡v: Hcp A¡unwKv Imebfhnsâ Ahkm\¯nÂ hnÂ¡msX tijn¡p¶
km[\§fpsS aqeys¯ \o¡n-bn-cn- v̧ Nc¡v F¶v hnfn¡p¶p.

17. Debtors: Debtors are persons and other entities who owe money to the business.
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ISw-sIm-hÀ: IS¡mÀ F¶Xv _nkn\Ên\v ]Ww ISs¸«ncn¡p¶ hyànIfpw aäv
kvYm]\§fpamWv.

18. Creditors: Creditors are persons or other entities who have claim for money against the business.
ISw-sIm-Sp-̄ hÀ: _nkn-\-kv Øm-]-\-¯nÂ \n¶v ]W¯n\mbn AhIm-i-apÅ hyànItfm aäv kvYm]
\§tfm BWv.

19. Voucher: voucher is a documentary evidence in support of cash transaction
hu¨À: ]WanS]mSns\ ]n´pWbv¡p¶ Hcp B[n-Im-cy-Iamb sXfnhmWv hu¨À

20. Discount: Discount is the deduction in the price list of the goods sold.
Ingnhv: hnÂ-̧ -\ \-S-¯p-¶ km-[-\-§-fp-sS hn-e-bnÂ A-\p-h-Zn-¡p-¶ Ip-d-hm-Wv In-gnhv

21. Accounts Receivable: It is the total amount due by debtors and the amount bills receivable that the
concern has with it as on any particular date.
kzoImcyamb A¡upIÄ: CXv IS¡mÀ \ÂtI sam¯w XpIbpw GsX¦nepw {]tXyI
XobXnbnÂ Bi¦bv¡v AXv \ÂtI XpI _nÃpIfpamWv

22. Accounts Payable: Accounts payable is the total of creditors and bills payable of the business as on
any date.
ASbvt¡ A¡upIÄ: GXv XobXnbnepw _nkn\knsâ ASbvt¡ IS¡mcpsSbpw
_nÃpIfpsSbpw BsIXpIbmWv A¡upIÄ.

Questions:
1. Analysis of recorded data to bring entries of similar nature to one plane is called ………..

a. Analysis b. Summarizing c. Classifying

2. The person who owes Rs. 1000 to the proprietor is a………..

a. Asset b. Debtor c. Creditor d. Owner

3. A firm purchases computers for sales .These computers are ……….. for the business

a. Purchases b. Sales c. Assets d. None of these

4. The feature of accounting that states that,”Accounting information must be free from all bias and
errors is …………..

a. Reliability b. Relevance c. Understandability d. Comparability

5. Excess of revenue over expense is known as…………

a. Income b. Loss c. Capital d. Liabilities

6. Writing off the cost of intangible assets is termed as ………

a. Depreciation b. Depletion c. Amortization d. Obsolescence

7. ……...is an example of current assets

a. Furniture b. Debtors c. Loan d. Building

8. Mines is an example of ………..

a. Tangible assets b. Intangible assets c. Wasting assets d. Fictitious assets

9. The withdrawn of money by the owner of business for personal use

a. Purchases b. Capital c. Drawings d. Sales

10. Income received in advance is ……..

a. Income b. Expenses c. Asset d. Liabilities

*******************
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CHAPTER 2
THEORY BASE OF ACCOUNTING

The rules and guidelines used in preparing accounting reports are termed as Generally Accepted
Accounting Principles (GAAP). They can be broadly classified into the following categories:

A¡u-nwKv dnt¸mÀ«pIÄ X¿mdm¡p¶XnÂ D]tbmKn¡p¶ \nba§fpw amÀ¤\nÀt±i§fpw

s]mXphmbn AwKoIcn¡s¸« A¡u-nwKv XXz§Ä (GAAP) F¶mWv Adnbs¸Sp¶Xv. Ahsb
C\n]dbp¶ hn`mK§fmbn hnimeambn XcwXncn¡mw:

A. Accounting Assumptions (A¡u-nwKv A\pam\§Ä)
B. Accounting Principles (A¡u-nwKv XXz§Ä)
C. Modifying Principles (]cnjvIcn¡p¶ X¯z§Ä)
D. Accounting Standards. (A¡u-nwKv am\ZWvU§Ä)

A. Accounting Assumption or Concepts (A¡u-nwKv A\pam\w AsÃ¦nÂ Bib§Ä):
Accounting assumption or concept refers to certain necessary assumption or conditions on which

the accounting system is based
A¡u-nwKv A\pam\w AsÃ¦nÂ Bibw F¶Xv A¡u-nwKv knkväw ASnkvYm\am¡nbpÅ

Nne Bhiyamb A\pam\§sftbm hyhkvYIsftbm kqNn¸n¡p¶p.

 Business Entity Concept: Under this concept ,it is assumed that business unit is distinct and
completely separate from its owners .
A¡u-nwKv Fânän Bibw: Cu Bib¯n\v IognÂ, _nkn\kv bqWnäv hyXncnàhpw AXnsâ
DSakvYcnÂ \n¶v ]qÀ®ambpw thdn«p\nÂ¡p¶XpamsW¶v A\pam\n¡s¸Sp¶p.

 Money Measurement Concept: As per this concept, transactions that can be measured in terms of
money only are recorded in the books of accounts.
]Wam-bn A-f-¡Â Bibw: Cu Bibw A\pkcn¨v, ]W¯nsâ ASnkvYm\¯nÂ am{X-ta A-¡u-
v _p-¡p-I-fnÂ tc-J-s¸-Sp-¯mhq

 Going Concern Concern: As per this concept the business unit is assumed to have an indefinite
life.
Øm]-\ Xp-SÀ-¨m Bibw: Cu Bibw A\pkcn¨v _nkn\kv Øm]-\-¯n\v A\nÝnXIme kabw
A\pam\n¡s¸Sp¶p.

 Accounting Period Concept: The period of interval for which account is kept for ascertaining the
result of business during the period is called Accounting Period.
A¡u-nwKv Imebfhv XXzw: Hcp _n-kn\-kv Øm-]-\-̄ n-sâ I-W-¡p-IÄ hn-e-bn-cp-¯n A-Xn-sâ ^-
ew \nÀ-®-bn-¡m³ H-cp \n-Ýn-X ka-bw \n-N-s¸-Sp-̄ n-bn-cn¡Ww.

B. Accounting Convention or Principles (A¡u-nwKv I¬sh³j³ AsÃ¦nÂ XXz§Ä:
These conventions or principles refers to an accounting procedure followed by accountants all

over the world.
Cu I¬sh³j\pIÄ AsÃ¦nÂ XXz§Ä temIsa¼mSpapÅ A¡u-âpamÀ ]n´pScp¶ Hcp

A¡u-nwKv \S]Sn{Ias¯ kqNn¸n¡p¶p.
 Dual Aspect Principle: According to this concept each and every business transaction has two

aspects – a giving aspect and a receiving aspect.
Ccp L-S-I XXzw: Cu Bibw A\pkcn v̈ Hmtcm _nkn\Êv CS]mSn\pw cv hi§fpv. AXmbXv
\ÂIp¶ hihpw kzoIcn¡p¶ hihpw

 Verifiability and Objectivity principles: This principle states that the accounting data provided
in the books of accounts should be verifiable and dependable.
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hkv-Xp \nã-Xm X-Xzw: Cu XXzw ]dbp¶Xv, A¡uvv _p¡pIfnÂ \ÂInbncn¡p¶ A¡u-nwKv
hnh-c-§Ä ]cntim[n¡mhp¶Xpw B{ibn¡mhp¶Xpambncn¡Ww F¶mWv.

 Revenue Recognition principle: Under this principle Revenue is recorded at the time when the
title of goods passes from the seller to the buyer
hcpam-\ \nÀWb XXzw: Cu X¯z¯n\v IognÂ Nc¡pIfpsS bXmÀ° hnÂ¸\¡mc\nÂ \n¶v
hm§p¶bmfnte¡v ssIamdp¶ kab¯mWv hcpam\w tcJs¸Spt¯Xv.

 Matching Principle: As per this concept only those expenses pertaining to the current accounting
period must be matched against the revenue relating to the same period.
s]mcp¯s¸Sp¯Â XXzw: Cu Bibw A\pkcn¨v \nehnse A¡u-nwKv Imebfhpambn
_Ôs¸« sNehpIÄ AtX Imebfhnse hcpam\hpambn s]mcp¯s¸Sp¯Ww.

 Convention of disclosure: According to this concept all accounting statements must be prepared
honestly and must contain all relevant material information.
shfns¸Sp¯Â I¬sh³j³: Cu Bibw A\pkcn v̈ FÃm A¡u-nwKv IW¡pIfpw
kXykÔambn X¿mdm¡pIbpw {]kàamb FÃm hnhc§fpw shfn-s¸-Sp-̄ n-bn-cn¡Ww

C. Modifying Principles:
 Principles of Materiality: As per the principle all material facts should be disclosed in the

financial statement .
{]kàn XXz§Ä: Cu XXza\pkcn v̈ Hcp Øm-]-\-¯nsâ FÃm `uXnI hkvXpXIfpw AXn-sâ
km-¼¯n-I hn-h-c-§-fnÂ DÄ-s¸-Sp-̄ n-bn-cn¡Ww

 Principles of consistency: It means that once an accounting method is adopted,it should not be
changed from one accounting period to another
ØncXm XXz§Ä: Hcp A¡unwKv coXn kzoIcn¨pIgnªmÂ, AXv Hcp A¡unwKv ImebfhnÂ
\n¶v asäm¶nte¡v amäm³ ]mSnÃ F¶mWv CXp sIm-v D-t±-in-¡p¶Xv.

 Prudence/Conservatism: According to this principles the accountant should exercise caution and
discretion in applying accounting methods and policies.
ap³-I-cp-XÂ: Cu X¯z§Ä A\pkcn v̈, A¡unwKv coXnIfpw \b§fpw {]tbmKn¡p¶XnÂ
A¡uâv Pm{KXbpw hnthN \m[nImchpw ]men¡Ww.

 Timeliness: It states that accounting information should be made available on time.
kab_ÔnXXzw: A¡unwKv hnhc§Ä IrXykab v̄ e`yam¡Wsa¶v CXnÂ ]dbp¶Xv.

D. Accounting Standards:
AS1 – Disclosure of Accounting Policies
AS 2 Valuation of Inventories
AS3 – Cash Flow Statement
AS6 – Depreciation Accounting
AS 10 – Accounting for fixed assets.
AS13 Accounting for Investment

Objective Question:

1. The norms and guidelines framed by professional bodies consisting of Chartered Accountants are

called

a. Accounting Standard b. GAAP c. Any of these

2. Accounting entity is an ………..

a. Accounting Concept b. Accounting Convention c. Modifying Principle
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3. A business unit is assumed to have an indefinite life come under……..

a. Business Entity Concept b. Going Concern Concept c. Accounting Period Concepts

4. The fact that a business is separated and distinguished from its owner is best example

by ……..concept

a. Money Measurement b. Going Concern Concept c. Business Entity Concept

d. Cost Concept

5. Closing stock is valued at cost price or market price which ever is less ,which is based

on ……...principles

a. Objectivity b. Money Measurement c. Conservatism d. Dual aspect

6. Every debit has an equal credit, which is based on ……..concept

a. Conservatism b. Dual aspect c. Materiality d. None of these

7. Assets are recorded at its cost price, this is supported ……...principles

a. Dual aspect b. Cost Principles c. Money Measurement d. Business Entity

8. As per business entity concept Owner of the business is ………

a. Supplier b. Creditor c. Debtor d. Borrower

9. Which one of the following principles of accounting helps to equate the assets of a firm with its

liabilities?

a. Full Disclosure b. Duality Principle c. Matching d. Cost principle

10. The accounting concept behind creating provision for doubtful debts is………

a. Consistency Concept b. Conservatism Concept c. Materiality Concept

d. Objectivity Concept.

*******************
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CHAPTER-3
RECORDINGOFBUSINESSTRANSACTIONS ACCOUNTINGEQUATION

The recording of business transaction in the books of account is based on a Fundamental equation
Called accounting equation. This equation expresses the equality of assets on the one side and liabilities
and capital on the other side. In mathematical form

ASSETS = LIABILITIES + CAPITAL

As an asset is introduced in the business, a corresponding liability also emerges.
Example:1 Prepare accounting equation from the following transactions
1 . Amal started business with cash ₹ 150000
2. Purchased goods for cash ₹40000
3. Sold goods [Costing ₹20000] for ₹ 35000.
4 . Purchased goods from Kareem ₹ 40000.
5 . Salary Paid ₹8000.
6 . Commission received ₹7000.
7 . Sold goods to Rajan ₹20000.

S.
No

Transactions ASSET = LIABILITIES + CAPITAL
Cash + Stock + Debtors = Creditors + Capital

1 Started business with cash 150000 0 0 0 150000

2 Purchased goods for cash -40000 40000 0 0 0

New Equation 110000 40000 0 0 150000

3 Sold Goods 35000 -20000 0 0 15000

New Equation 145000 20000 0 0 165000

4 Purchased goods on credit 0 40000 0 40000 0

New Equation 145000 60000 0 40000 165000

5 Salary Paid -8000 0 0 0 -8000

New Equation 137000 60000 0 40000 157000

6 Commission Received 7000 0 0 0 7000

New Equation 144000 60000 0 40000 164000

7 Sold goods to Rajan 0 -2000 20000 0 0

New Equation 144000 40000 20000 40000 164000

TOTAL 204000 = 204000

EXERCISE:1
Prepare accounting from the following transactions.
1. Nisam started business with cash ₹200000.
2. Purchased goods from Vimal ₹20000
3. Sold goods [Costing ₹15000] for ₹ 12000.
4. Purchased goods for cash ₹ 20000.
5. Salary Paid ₹5000.
6. Rent Received ₹6000.
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DOUBLEENTRY SYSTEMOFACCOUNTING
In Double Entry accounting both the aspects of the transaction are recorded.Every transaction has

two Aspects and according to this system both the aspects are recorded.The double entry system also
requires that the total amount debited must be equal to total amount credited.
RULESOFACCOUNTING
All accounts are divided into five categories for the purpose of recording of business transactions.

1. Assets
2. Liabilities
3. Capital
4. Expenses/Losses
5. Incomes/Gains

THE RULES APPLICABLE TO FIVE TYPES OF ACCOUNTS

T

YPEOF ACCOUNT

D

EBIT

C

REDIT

A

SSET

I

NCREASE

D

ECREASE

L

IABILITY

D

ECREASE

I

NCREASE

E

XPENSE

I

NCREASE

D

ECREASE

I

NCOME

D

ECREASE

I

NCREASE
CAPITAL DECREASE INCREASE

From the following transactions, state the titles of accounts to be affected, types of accounts and the
accounts to be debited and credited.
1. Akbar started business with cash ₹100000. 5. Machinery Purchased for cash ₹ 80000.
2. Purchased goods for cash ₹1000 6. Received Commission ₹ 2000
3. Paid salaries ₹5000. 7. Rent paid ₹ 2000.
4. Sold goods to Ravi on credit ₹6000. 8. Received cash from Ravi ₹600

N

o

N

ameof Account

T

ype of Account

I

ncrease/Decrease

D

ebit/Credit

1
C

ash

A

sset

I

ncrease

D

ebit
Capital Capital Increase Credit

2
P

urchase

E

xpense

I

ncrease

D

ebit
Cash Asset Decrease Credit

3
S

alary

E

xpense

I

ncrease

D

ebit
Cash Asset Decrease Credit

4
R

avi

A

sset

I

ncrease

D

ebit
Sales Income Increase Credit

5
M

achinery

A

sset

I

ncrease

D

ebit
Cash Asset Increase Credit

6
C

ash

A

sset

I

ncrease

D

ebit
Commission Income Increase Credit

7
R

ent

E

xpense

I

ncrease

D

ebit
Cash Asset Decrease Credit

8
C

ash

A

sset

I

ncrease

D

ebit
Ravi Asset Decrease Credit
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SOURCEDOCUMENTS
A written document which provides details of the transaction and act as an evidence of the

Transaction is called a source document.
Eg: Cashmemo, Invoice/Bill, Receipt, Pay-in-slip, Cheque, Debit Note, Credit Note etc

They provide information about nature of the transaction, Date of transaction and amount of transaction.It
help us in verifying correctness of the recorded transaction.
BASISOFACCOUNTING
1.Cash Basis of accounting

This is a system in which accounting entries are recorded only when cash is received or paid.
Revenue is recognised only on receipt of cash.Similarly expenses are recorded as incurred when they are
paid.
2. Accrual Basis of accounting

Revenue and expenses are taken into consideration for the purpose of income determination on the
basis of accounting period to which they relate.It means income accrued in the current year becomes the
income of the current year whether the cash for that item is received in the current yearor it was
received in the previous year or it will be received in the next year.

JOURNAL
Journal is a book of accounts in which all day to day business transactions are recorded in a

chronological order i.e. in the order of their occurrence. Transactions when recorded in a Journal are
known as entries. It is the book in which transactions are recorded for the first time. Journal is also known
as ‘Book of Original Entry’ or ‘Book of Primary Entry’.

FORMAT OF JOURNAL
Date Particulars LF Dr. Amount Cr. Amount

JOURNALISING
The process of recording transaction in the journal is known as Journalising.

JOURNAL ENTRY
Transactions recorded in the journal is called journal entries.

NARRATION
A brief description of the transaction entered in the journal is called narration

LEDGER FOLIO
This is meant for recording the page number of ledger in which the transaction is posted.

EXERCISE:1
Complete the following sentences with the approprIate word/words:

i. Journalising is the process of entering transactions in...............
ii. Another name for Journal is ......................................................
iii. Transactions, when recorded in Journal, are known as ....................
iv. The explanation of a Journal entry is known as .................................
Example: Analyse in tabular form and enter the following transactions in the journal of Vikram and sons.
2020 January 1 Vikram started business with cash D 2,00,000

January 2 Goods purchased for cash D 40,000
January 4 Machinery Purchased from Fasil D 60,000
January 6 Rent paid in cash D 20,000
January 8 Goods purchased on credit from Arif D 50,000
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January 10 Goods sold for cash D 80,000
January 15 Goods sold on credit to Gokul D 60,000
January 18 Salaries paid. D 24,000
January 20 Cash withdrawn for personal use D 10,000

JOURNAL
Date Particulars LF Dr. Amount Cr. Amount
2020

January 1

January 2

January 4

January 6

January 8

January 10

January 15

January 18

January 20

Cash a/c Dr
Capital a/c
[ Started Business]

200000

40000

60000

20000

50000

80000

60000

24000

10000

200000

40000

60000

20000

50000

80000

60000

24000

10000

Purchases a/c Dr
Cash a/c
[Cash Purchases]
Machinery a/c Dr
Fasil a/c
[Machinery purchased on credit]
Rent a/c Dr
Cash
[Rent Paid]
Purchases a/c Dr
Arif a/c
[Credit Purchases]
Cash a/c Dr
Sales a/c
[Cash Sales]
Gokul a/c Dr
Sales a/c
[Credit Sales]
Purchases a/c Dr
Arif a/c
[Credit Purchases]
Drawings a/c Dr
Cash a/c
[Cash withdrawn for personal use]

BANKINGTRANSACTIONS
1. Cash deposited into bank/Opened a bank account

Bank a/c Dr
Cash a/c

2. Cash withdrawn from bank for office use
Cash a/c Dr

Bank a/c
3. Cash withdrawn from bank for personal use

Drawings a/c Dr
Bank a/c

4. Cheque received from a Debtor and deposited into bank
Bank a/c Dr

Debtor a/c
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5. Cheque deposited dishonoured
Debtor a/c Dr

Bank a/c
6. Issued cheque to a creditor

Creditor a/c Dr
Bank a/c

EXERCISE
1. Write down the narration for the following Journal entries in the space provided :

i. Cash a/c Dr ii. Purchases a/c Dr
Sales a/c Joseph a/c

( ) ( )
2. Complete the following journal entries :
i ................... a/c Dr ii. Cash a/c Dr

Cash a/c ............a/c
(Commission Paid) (Interest Received)
3. Journalise the following transactions.
2020 Jan.01 Business started with cash ₹ 3,00,000

Jan.07 Purchased goods for cash ₹ 30,000
Jan.09 Sold goods to Amal ₹ 13,500
Jan.10 Deposited cash into bank ₹10000
Jan.12 Purchased furniture ₹ 9,000
Jan.18 Cash received from Amal ₹ 15,000
Jan.25 Paid Rent by cheque ₹ 3,000
Jan.26 Received Interest ₹ 6000.
Jan.30 Paid Salary ₹ 4,500

LEDGER
Ledger is a book of account in which all types of accounts relating to Assets, Liabilities, Capital,

Expenses and Incomes are maintained. It is a complete set of accounts of a business enterprise.
LEDGER IS BOUND BOOKWITH PAGES CONSECUTIVELY NUMBERED. IT MAY ALSO

BE A BUNDLE OF SHEETS.
It is a book of final entry because the transactions that are first entered in the journal are finally

posted in the ledger. It is also called the Principal Book of Accounts.
FORMATOFA LEDGER
Dr TITLE OF LEDGER Cr.
Date Particulars JF Amount Date Particulars JF Amount

POSTING
The process of transferring entries from the journal to the ledger is called posting

Example:
Journalise the following transactions and prepare appropriate ledger accounts.

2020January 1 Commenced business with cash ₹ 1,00,000
January 3 Paid into bank ₹ 50,000
January 5 Purchased Machinery for cash ₹10000
January 8 Purchased goods and paid by cheque ₹ 30000
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January 9 Paid for carriage ₹ 1000
January 14 Purchased Goods from Viswan ₹ 70,000
January 18 Cash Sales ₹ 64,000
January 20 Sold Goods to Ratheesh on credit ₹ 56,000
January 25 Paid cash to Viswan ₹ 70000
January 28 Cash received from Ratheesh ₹ 40,000
January 30 Paid Rent for the month ₹4,000
January 31Withdrew from bank for private use ₹ 5000

JOURNAL
Date Particulars LF Dr. Amount Cr. Amount
2020

January 1

January 3

January 5

January 8

January 9

January 14

January 18

January 20

January 25

January 28

January 30

January 31

Cash a/c Dr
Capital a/c
[ Started Business]

100000

50000

10000

30000

1000

70000

64000

56000

70000

40000

4000

5000

100000

50000

10000

30000

1000

70000

64000

56000

70000

40000

4000

5000

Bank a/c Dr
Cash a/c
[Cash deposited into bank]
Machinery a/c Dr
Cash a/c
[Machinery purchased for cash]
Purchases a/c Dr
Bank a/c
[Purchased Goods by cheque]
Carriage a/c Dr
Cash a/c
[Paid Carriage]
Purchases a/c Dr
Viswan a/c
[Goods purchased on credit]
Cash a/c Dr
Sales a/c
[Cash Sales]
Ratheesh a/c Dr
Sales a/c
[Sold goods on credit]
Viswan a/c Dr
Cash a/c
[Paid cash to Viswan]
Cash a/c Dr
Ratheesh a/c
[Received cash from Ratheesh]
Rent a/c Dr
Cash a/c
[Rent Paid]
Drawings a/c Dr
Bank a/c
[Drew from bank for personal use]
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LEDGER
Dr CASH ACCOUNT Cr.

Date Particulars JF Amount Date Particulars JF Amount
2020

January 1
January 18
January 28

Capital
Sales
Ratheesh

100000
64000
40000

2020
January 3
January 5
January 9
January 25
January 30

Bank
Machinery
Carriage
Viswan
Rent
Balance c/d

50000
10000
1000
70000
4000
69000

204000 204000

Dr. CAPITAL ACCOUNT Cr.
Date Particulars JF Amount Date Particulars JF Amount

2020
January 31 Balance c/d 100000

2020
January 1 Cash 100000

100000 100000

Dr. BANK ACCOUNT Cr.
Date Particulars JF Amount Date Particulars JF Amount

2020
January 3 Cash 50000

2020
January 8
January 31
January 31

Purchases
Drawings
Balance c/d

30000
5000
15000

50000 50000

Dr. MACHINERY ACCOUNT Cr.
Date Particulars JF Amount Date Particulars JF Amount

2020
January 31 Cash 10000

2020
January 31 Balance c/d 10000

10000 10000

Dr. PURCHASE ACCOUNT Cr.
Date Particulars JF Amount Date Particulars JF Amount

2020
January 8

January 13
Bank
Viswan

30000
70000 2020

January 31 Balance c/d 100000
100000 100000

Dr. CARRIAGE ACCOUNT Cr.
Date Particulars JF Amount Date Particulars JF Amount

2020
January 8 Cash 1000

1000
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Dr. VISWAN ACCOUNT Cr.
Date Particulars JF Amount Date Particulars JF Amount

2020
January 8 Cash 70000

2020
January 31 Purchases

70000

70000 70000
Dr. SALES ACCOUNT Cr.

Date Particulars JF Amount Date Particulars JF Amount

2020
January 13 Balance c/d 120000

2020
January 18
January 20

Cash
Ratheesh

64000
56000

120000 120000
Dr. RATHEESH ACCOUNT Cr.

Date Particulars JF Amount Date Particulars JF Amount
2020

January 18 Sales 56000
2020

January 28 Cash
Balance a/c

40000
16000

56000 56000
Dr. RENT ACCOUNT Cr.

Date Particulars JF Amount Date Particulars JF Amount
2020

January 30 Cash 4000
4000

Dr. DRAWINGS ACCOUNT Cr.
Date Particulars JF Amount Date Particulars JF Amount

2020
January 31 Bank 5000

2020
January 31 Balance a/c 5000

5000 5000

EXERCISE:1
Following are the transactions of Babu and Sons for the month of July 2020 Make journal entries, post
them into ledger and balance the account.
July 1.Commenced business with cash ₹ 200000

2.Opened a Bank account with SBI ₹ 15000
5.Purchased Furniture for cash ₹ 5000
8.Purchased goods from True Line Traders ₹ 10000
10.Sold goods to Lalu & Sons ₹ 8000
14.Paid cash to True Line traders ₹ 10000
17.Received cash from Lalu & sons ₹ 8000
20.Purchased goods for cash ₹5000
23.Sold goods for cash ₹ 7000
25.Withdrew cash from bank for personal use ₹ 3000
28.Paid Commission ₹1000

***********
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CHAPTER-4
RECORDING OF TRANSACTION – II

For simple and easy recording of business transactions journal is subdivided into many
subsidiary books is called special journals or subsidiary books.
The journal in which transactions of a similar nature are recorded is known as special journal Following
were the special purpose books:
1. Cash book 5. Sales return book
2. Purchases book 6. Bills receivable book
3. Purchases return book 7. Bills payable book
4. Sales book 8. Journal proper

(1) Cash Book
A subsidiary book used to record all cash receipts and payments. All cash receipts are recorded in the
debit side of the cash book and all cash payments are recorded in the credit side of the cash book. Cash
book is treated as both journal and ledger.
Types of Cash Book
a) Single column cash book c) Triple column cash book
b) Double column cash book, d) Petty cash book

a) Single Column Cash book
This is cash book containing only one column for cash and prepared as cash account in ledger. The debit
side is meant for receipts and credit side for payments.

Dr. CASH BOOK (Single Column) Cr.
Date Receipts R.N L.F Amount Date Payments V.N L.F Amount

Illustration 1
Record the following transactions in a Single column cash book 2019
2019 January 1 Started business with Cash ₹ 25,000

2 Purchased furniture for cash ₹ 3000
3 Purchased goods for Cash ₹ 12,000
6 Sold goods for cash ₹ 6,400
11 Opened bank account ₹ 6,000
14 Commission received ₹ 1,000
18 Paid Stationery ₹ 500

CASH BOOK (Single Column)
Date Receipts R.N L.F Amount Date Payments V.N L.F Amount

2019
Jan-1

16
14

Capital
Sales
Commission

25,000
6,400
1000

2019
Jan-2

3
11
18
31

Furniture
Purchase
Bank
Stationery
Balance C/d

3,000
12,000
6 ,000
500

10,900
32,400 32,400

b) Double column cash book
A cash book with two amount columns is called double column cash book, ie, one column is for cash
and another column for bank. (Just like cash transactions all remittance into Bank are recorded in the
bank column on debit side of cash book and all payments or withdrawal from the bank are recorded in
the bank column on the credit side of the cash book.)

Contra Entries:-The entries which appear on both sides of the cash book is called Contra entries.
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Example 1) Cash for cheque deposited into Bank.
2) Withdrawal from Bank for business use 2020

Record the following transactions in double column cash book
March 1 Cash in hand ₹ 3,500

Cash at bank ₹ 2,000
2 Sold goods for cash ₹ 8,000
3 Purchased goods for cash ₹ 3,000
4 Deposit into bank ₹ 4,000
5 Withdrew cash from bank ₹ 1,500
10 Purchased stationery ₹ 500
14 Rent by paid cheque ₹ 1,000
20 Paid into bank ₹ 3,000

Double Column Cash Book
Date Receipts R.N L.F Amount Bank Date Payments V.N L.F Amount Bank

2020
Mar 1

2
4
5
20

Apr 1

Balance b/d
Sales
Cash
Bank
Cash

Balance b/d

C
C
C

3,500
8,000

1,500

2,000

4,000

3,000

2019
Mar 3

4
5
10
14
20
31

Purchases
Bank
Cash
Stationery
Rent
Bank
Balance c/d

C
C

C

3,000
4,000

500

3,000
2,500

1,500

1,000

6,500
13,000 9,000 13,000 9,000
2,500 6,500

Petty Cash Book
A book used to record small cash payments like telephone bills, taxi fares, postage, cartage etc.
Imprest system of petty cash book: The term imprest means advance. Under this system of petty cash,
a fixed amount is advanced to the petty cahier at the beginning of a period. The amount advanced to him
by the main cashier is called “imprest amount” and hence this system is called as imprest system of
petty cash. It may be maintained in two ways:-
a. Simple petty cash book
b. Analytical / columnar petty cash book
From the following particulars prepare petty cash book 2015
January 1 Imprest amount received ₹ 300
January 2 Stationery ₹ 20.00
January 4 Taxi fare ₹ 50.00
January 5 Postage ₹ 15.00
January 8 Cartage ₹ 5.00
January 9 Telegram to Customers ₹ 10.00
January 10 Printing Charges ₹ 20.00
January 11 Pins and clips ₹ 25.00
January 18 Refreshment to a Customer ₹ 35.00
January 20 Travelling expenses ₹ 40.00

Petty Cash Book
Amount
Received

Date Particulars V
N

Total
Payments

Postage
Telegram

Printing
Stationary

Travelling
Expanses

Cartage Miscell
aneous

300
2015
Jan 1

2
Cash
Stationary 20 20
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4
5
8
9

10

11

18
20

Feb 1

Taxi fare
Postage
Cartage
Telegram to
customers
Printing
Charges
Pins and
Clips
Refreshment
Travelling
Expenses

Balance c/d

Balance b/d
Cash

50
15
5

10

20

25
35

40

15

10

20

25

50

40

5

35

220
80

25 65 90 5 35

300 300
80
220

Purchase Book / Purchase Journal:-
A special journal in which only credit purchases are recorded

Format of purchases (Journal) book
Purchases (Journal) Book

Date Particulars Invoice No L.F Amount

Sales Book / Sales Journal:-
It is a special journal in which only credit sales are recorded.

Format of Sales (Journal) book
Sales (Journal) Book

Date Particulars Invoice No L.F Amount

Illustration
Enter the following transactions in the relevant Day Book of Vinay Electricals. 2016
January 2 Purchased from Mahesh electrical Agencies

100 Water heaters @ ₹ 110
40 Electric Stoves @ ₹ 180

January 3 Purchased from Babu Electricals
30 Ceiling Fans@ ₹ 900.
20 Table Fans @ ₹ 1200

January 4 Sold to Varun Electrical Agencies
50 Water Heaters @ ₹ 220
20 Electric Stoves @ ₹320

January 6 Sold to Arya Agencies
10 Ceiling Fans @ ₹ 1000.
5 Table Fans @ ₹ 1250.

Purchase Day Book
Date Invoice

No
Name of Supplier

(Account to the Credited)
L/F Amount

2016
Jan 2

Mahesh Electrical Agencies:
100 water heaters @ Rs.110 11000
40 electric stoves @ 180 7200 18,200
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Jan 3 Babu Electricals:
30 Ceiling fans @Rs.900 27000
20 table fans @ Rs.1200 24000 51,000

Total Credit Purchases 69,200

Sales Day Book
Date Invoice

No
Name of Customer

(Account to be debited)
L/F Amount

2016
Jan 4

Jan 6

Varun Electrical Agencies:
50 Water heaters @ Rs. 220 11,000
20 Electric stoves @ Rs.320 6,400

Arya Agencies:
10 Ceiling fan @ Rs.100 10,000
5 Table fan @ Rs.1250 6,250

17,400

16,250
Total Credit Sales 33,650

Try Yourself
1 …….. is used as a source document for recording purchase return.
2 Credit balance in the bank column of the cash book means…………
3 Purchase day book contains …………

a) Cash purchase b) credit purchase c) both cash and credit purchases d) none of the above
4 A transaction recorded on both sides of the cash book is called ....
5 Machinery purchased on credit is recorded in the ……….

a) Purchase day book b) sales day book c) purchase return book d) journal proper
6 Which one of the following is not a book of original entry.

a) Cash book b) purchase book c) sales book d) Ledger
7 Which one of the following is not a contra transaction in two column cash book.

a) Cash deposited into Bank b) opened a new account with the bank c) cash withdrawn from
bank for domestic use d) cash withdrawn from bank for office use.

8 Prepare a Double Column cash book from the details given below
2016
NOV 1

2
10
15
18
30

Opening balance -
Cash(Dr)
Bank (Cr)
Purchased goods for cash
Cash deposited into Bank
Salary paid by cheque
Sold goods for cash
Cash withdrawn from Bank

30000
12000
8000
17000
5000
15000
3000

9 Record the following transactions in a Double column cash book.
2016
OCT 1

1
2
4
5
10
12

Cash in hand
Cash at Bank
Purchased goods
Rent paid by cheque
Cash deposited into Bank
Purchased machinery by cheque
Sold good s and the customer
deposited the amount into Bank

40000
25000
20000
4000
10000
15000

12000
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22
31

Cash withdrawn for office use
Paid salary

7000
6000

10. From the following particulars prepare analytical petty cash book for the month of November
2018 under the imprest system.

Date Transaction Amount
2018 NOV 1

1
3
6
8
10
14
15
26
30

Balance in hand
Cheque received from main
cashier
Stamp purchased
Stationery
Painting charges
Cartage
Travelling expenses
Repairs
Paper and pencil
Telephone charges

87
413
60
44
62
50
64
74
38
28

11. Sethu dealer in books had the following transactions for the month of June 2016.

Purchased books on credit from Himalaya publishers:-
100 copies of accountancy textbook for class 11@ ₹ 150/text.
80 copies of business studies for class 11 @ ₹ 120/ text.
Purchased books on credit from sarathi books:-
90 copies of accountancy text for class 12@ ₹ 180/text.
75 copies of business studies text for class 12@ ₹ 140/text.
Trade discount 5%
Record the above transactions in the appropriate day book.

12. From the following transactions of Ajmal furniture prepare sales day book.
2020 Jan 1 Sold to Alex 10 chairs @ ₹ 250 each

8 Sold to Rajan 2 tables @ ₹ 1000 each
15 Sold to Anil 4 dining table for cash @ ₹ 2000 each
21 Sold wooden table at ₹ 8000 at a discount of 10%

13. Prepare a cash book with cash and Bank column for the following transactions.

1-1-2015

4-1-15
6-1-15
7-1-15
8-1-15
12-1-15
15-1-15
18-1-15
20-1-15
24-1-15

Cash in hand
Bank overdraft
Purchased goods for cash
Cash sales
Cash deposited into Bank
Received a cheque from Mr Murali
Cheque received from Murali paid into Bank
Withdrew cash from Bank
Paid to chitra by cheque
Paid salary
Rahul a customer directly paid into Bank

5300
3600
2750
13500
15000
7000
7000
5000
3000
2500
1800
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14 Consider the following transactions and record the into appropriated special journals for the
month of January 2018.
2018 Jan 1 Sold goods for cash ₹ 48000

7 Purchase goods from M/S shivram electricals. 20 fans at the rate of ₹ 1200 per piece
10 Purchased goods for ₹ 13800
11 Sold goods to parvathi traders.

4 colour TV at the rate of 14000 per piece:-
5 computers @ ₹ 28000 per piece
8 table fans @ rupees 1550 rupees per piece.

15 Purchased goods from ragam agencies.
15 colours TV @ ₹ 12800 per piece,
8 computers at the rate of ₹ 26000 per piece.

20 Cash sales rupees 3400
28 Sold goods to alpha electronics, two computers @ 30000/piece less trade discount 5%.
31 Purchase goods from owner limited. 12 washing machines @ rupees 20000 per piece

less trade discount 10%.

Answers:-
1) Debit note
2) Bank overdraft
3) Credit purchases
4) Contra entry
5) Journal proper
6) Ledger
7) c) cash withdrawn from bank for domestic use
8) cash-23000, bank overdraft- 3000
9) cash – 11000, bank – 21000
10) petty cash balance -80
11) Purchase book – 49965
12) Sales day book – 19700
13) Cash – 3550, bank – 12200
14) Purchase book – 640000, sales book – 265400

****************
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CHAPTER 5

BANK RECONCILIATION STATEMENT

A Bank Reconciliation Statement is a statement prepared by the depositor (Customer) to
reconcile (making agree) the Bank balance as per Cash book with the balance as per pass book on a
certain date.

Causes of differences between cash book balance and Passbook balance
There are certain valid reasons for disagreement between the balances of cash book and Pass Book, they
are as follows: -
1. Cheque issued but not presented for payment

When a trader issues cheque to a third person, he immediately enters in the cash book whereas, it will be
entered by the bank only when the cheques are presented to the bank for payment
2. Cheque paid in but not credited by the bank

The cheque received from a customer might have been paid into the bank and entered on the debit side
of the cash book by the trader. But the bank will credit the same only after the realization of the cheque.
3. Interest etc. credited by the bank

Interest allowed on bank balance, dividends etc. collected by the bank will be credited in the passbook.
But the trader may not enter the same in his cash book on the same day.
4. Bank charges etc. debited in passbook

Bank charges, interest on the overdraft, commission for collection of cheques, bills, etc. will be debited
by the bank in the passbook as and when they occur. But it will be entered by the trader only on a later
date in his cash book as he may not be aware of them on the same day.
5. Cheques credited but dishonoured

When a cheque is discounted, the bank will credit it in the passbook, and the customer debits it in the
cash book, hence both the balances will be increased. Later on, if this cheque is dishonoured, the bank
will debit the customer's account (passbook) but it may not be entered by the trader in his cash book at
that time.
6. Direct payment into the bank by trader’s customers

The customers of a trader might have deposited money into the trader’s bank account directly. But it
may not be intimated to the trader soon, hence it will not be recorded in the cash book.
7. Payment made by the bank on behalf of the customer

The bank might have made some payments on behalf of the customer under ‘standing instructions’ and
debited the customer’s account. But the customer may not have entered the same in his cash book.
8. Dishonour of a bill discounted with the bank

Sometimes the customer discounts the Bill of Exchange before maturity for urgent cash. If on the date of
maturity, such a bill is dishonoured, the bank will debit the customer’s account. The customer will make
this entry in his book only after getting information from the bank.
9. Errors and Omissions

Errors and omissions either in the Cash Book or in the Passbook is another reason for the difference
between the balance as per Pass Book and Cash book.

Preparation of Bank Reconciliation Statement
A bank reconciliation statement can be prepared in two ways:
1. Take the balance as per cash book as the starting point, adjust the effect of each item causing the
differences and arrive at the balance as per passbook.
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Cash Book Pass Book

2. Take the balance as per pass book as the starting point, adjust the effect of each item causing the
differences and arrive at the balance as per cash book.

Cash Book Pass Book

1. Preparation of Bank Reconciliation Statement with Cash Book balance as starting point and
arriving at the Balance as per Pass Book

Bank Reconciliation Statement as on -----------------(Date)

Balance as per Cash Book
Add

1 Cheque issued but not presented to the bank for payment
2 Interest credited by the bank but not recorded in the cash
book
3 Interest, dividend, commission, etc. collected by the bank
but not recorded in the cash book
4 Direct deposits made by the customer into the firm’s bank
account

Less
1. Cheques deposited into the bank but not yet collected
2. Bank charges debited by the bank in the passbook
3 Interest on overdraft charged by the bank
4. Payment made by the bank on behalf of the customer
Cheques dishonoured, but not recorded in the cash book

Balance as per Bank Pass Book

xxx

xxx

xxx

xxx

XXXX

xxxx

xxx
xxx
xxx

xxx

XXXX

xxxx

XXXX

2 Preparation of Bank Reconciliation Statement with Pass Book balance as starting point and
arriving at the Balance as per Cash Book

Note: If we are starting with the Pass Book Balance, all the items added with cash book
balance must be deducted and all the items deducted from the cash book balance must be added
with the passbook balance.

Bank Reconciliation Statement as on ----------------- (Date)
Balance as per Passbook
Add

1. Cheques deposited into the bank but not yet collected
2. Bank charges debited by the bank in the passbook
3 Interest on overdraft charged by the bank
4. Payment made by the bank on behalf of the customer
5 Cheques dishonoured, but not recorded in the cash book

xxx
xxx
xxx
xxx
xxx

XXXX

xxxx
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Less
1 Cheque issued but not presented to the bank for payment
2 Interest credited by the bank but not recorded in the cash
book
3 Interest, dividend, commission, etc. collected by the bank
but not recorded in the cash book
4 Direct deposits made by the customer into the firm’s bank
account

Balance as per Cash Book

xxx

xxx

xxx

xxx

XXXX

xxxx
XXXX

Note: In case the cash book and pass book shows an overdraft balance, the adjustment
should be made in the opposite direction of starting with the deposit balance

Illustration 1
Mr. Prakash the Chief Accountant of a business identified some differences in their cash book and bank
passbook balances as on June 30, 2017. You are required to prepare a bank reconciliation statement to
reconcile the balances.

(a) Balance as per Cash Book. Rs. 64000
(b) Cheque issued but not presented for payment Rs.5000
(c) Bank Charges debited by bank Rs.500
(d) A cheque of Rs.10,000 was deposited but not collected by the bank.
(e) A customer directly deposited Rs.3,000 in the bank
(f) Bank directly collected the dividend and credited it to the bank account. Rs.4000

Solution
Bank Reconciliation Statement as on June 30, 2017

Rs Rs
Balance as per Cashbook
Add

(1) Cheque issued but not presented for payment
(2) Customer directly deposited into bank
(3) Dividend collected by bank

Less
(1) Bank Charges debited by the bank
(2) Cheque deposited but not collected by bank

Balance as per Passbook

5000
3000
4000

64000

12000

500
10,000

76000

10500
65,500

Illustration 2
The bank Pass Book of Mr. Rahul showed a balance of Rs.11,850 on 31st December 2014, But when this
balance is compared with his cash book, the following differences were noted.

(1) Cheques issued but not presented for payment Rs.5,000
(2) Bank charges debited in the passbook Rs.250
(3) Cheques paid into bank but not collected Rs.4500
(4) Mr. Pradeep, a customer paid Rs.4,000 directly into the bank

(a) Prepare a bank reconciliation statement
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Bank Reconciliation statement as on 31st December 2014

Balance as per Passbook
Add

(1) Bank charges debited in the pass book
(2) Cheques paid into bank but not collected

Less
(1) Cheques issued but not presented to the bank for payment
(2) Direct deposit by a customer into the bank

Balance as per cash book

250
4500

11,850

4750

5000
4000

16,600

9000

7600
Fill in the blanks with the appropriate answer

(a) A passbook is prepared by ----- ( Bank, Customer, Chartered Accountant)
(b) A bank reconciliation statement is prepared by -----( Bank, Customer, )
(c) Credit balance in the passbook means a/an -----to the depositor

(Asset, Liability, Fictitious Asset)
Answers

(a) Bank
(b) Customer
(c) Asset

Points to be noted while considering Cash Book and Passbook Balances
Cash book shows debit balance
Pass book shows credit balance Favourable balance or deposit balance
Cash book shows credit balance
Pass book shows a debit balance Unfavourable balance or overdraft

**********
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CHAPTER 6

TRIAL BALANCE AND RECTIFICATION OF ERRORS

TRIAL BALANCE
A Trial Balance is a statement of balances or total of debits and credits of all the accounts in the ledger
on a particular date. (It is prepared to test the arithmetical accuracy of the books of accounts.)

Objectives of preparing Trial Balance
•To ascertain the arithmetical accuracy of the ledger accounts.
•To help in locating errors.
•To help in the preparation of the financial statements (Profit and loss A/c and Balance sheet)

Format of A Trial Balance is given below

TRIAL BALANCE AS ON --------------(Date)
Name of Account Debit ₹ Credit ₹

All assets accounts’ balances (individually)
All expenses accounts’ balances (individually )
All liabilities accounts’ balances (individually)
All revenue accounts’ balances (individually)

Capital Account’s balance
Drawings account’s balance

*****
*****

*****

****
****
****

TOTAL TOTAL

Tips:
 All assets and expenses accounts have debit balance accounts.
 All liabilities and revenue have credit balance
 Capital account has credit balance and Drawings account has debit balance
 Sales return has debit balance and Purchase return has credit balance

There are three methods for preparing trail balance
1. Total Method: - Under this method, the totals of the debit sides of all the accounts are placed in
the debit column of the statement and the totals of the credit side of all accounts are placed credit
column. Finally, these columns are totalled.
2. Balance Method: - Under this method, the balance of ledger accounts is shown in the trial
balance. The accounts having debit balances are entered in the debit column of the trial balance.
Similarly, accounts having credit balances are entered in the credit column.
3. Totals - cum - Balances Method: - This is a combination of the above two methods.

Illustration 1
The following information relating to ledger accounts were extracted from the books of Rajesh, a sole
leader as on 31.3.2021.

Purchase - 1,00,000 Cash - 1,64,000
Furniture - 20,000 Salary - 24,000
Creditors - 60,000 Rent - 4,000
Debtors - 88,000 Interest Received - 10,000
Capital - 1,70,000 Sales - 1,60,000
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TRIAL BALANCE as on 31/03/2021
Name of Account Debit ₹ Credit ₹

Purchase
Furniture
Creditors
Debtors
Capital
Cash
Salary
Rent
Interest received

Sales

100,000
20,000

88,000

1,64,000
24,000
4,000

60,000

1,70,000

10,000
1,60,000

400,000 4,00,000

Errors and classification of errors
We can classify accounting errors into four categories

1. Errors of commission 2 Errors of omission
3 Errors of principle 4 Compensating errors

1 Errors of commission
These are errors committed in posting the transactions, totalling, balancing of accounts, casting of
subsidiary books, wrong recording of amounts in the books of journal etc

2 Errors of Omission
When a transaction is omitted to record in the books of journal or omitted to post from journal to
ledger, it is an error of omission. These errors are two types
 Errors of complete omission – a transaction is completely omitted to record in the Journal
 Errors of partial omission -- a transaction is recorded partially

3 Errors of principles
When a transaction is recorded in contravention of accounting principles, these errors
are known as errors of principles

4 Compensating errors
If the effect of an error in one account is cancelled by the effect of one or more errors in some
other accounts, it is called compensating errors

Try yourself
From the following information identify the types of error and complete the table

Errors Types of errors

(a

) Commission received Rs 5000 recorded in Rent Account ?

(b

) Purchase of machinery for Rs.20,000 wrongly recorded in Purchase Account ?

(c

) Wages paid for the installation of plant were recorded in the Wages Account ?

(d

) Sales book was undercast by Rs. Rs.2000 ?

(e

) Credit sale to Salim was recorded into Salima’s account ?

(f

) Salary paid Rs.2000 wrongly posted to rent account ?
Answers (a) Error of commission, (b) Error of principle ,(c) Error of principles, (d) Error of
commission ,(e) Error of commission, (f) compensating error

Rectification of errors
If an error is identified immediately after making that entry, it should be corrected by making a fresh entry

after neatly crossing out the wrong entry. If an error is detected after some time or at the time of preparation of
final accounts, it should be corrected by making a rectification entry
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Rectifying entries
Journal entries passed through for rectifying errors in the books of accounts are known as rectifying entries

Suspense Account
Suspense account is a temporary account opened to make the trial balance agree. Suspense account will be

closed automatically when the errors are rectified immediately after the preparation of financial statements.

Illustration 3
Give journal entries to rectify the following errors

(1) Credit sales to Rahim Rs.8000 were posted to Radha’s account
(2) Cash received from Gopan Rs.5000 Credited to Gopakumar’s account
(3) Sales book was undercast by Rs.3000
(4) Wages paid for the installation of plant were debited to Wages account Rs.2500
(5) Purchase of machinery for Rs.8000 was wrongly recorded in the Purchase book
(6) Credit sale of Rs.5000 to Hashim was recorded as Rs.500
(7) Credit sales to Mohan Rs.5000 were recorded through purchase book
(8) Depreciation charged on machinery Rs.6000 was not posted to Machinery account
(9) Purchase return of Rs. 4000 was recorded through sales return book
(10) Office furniture purchased for Rs.5000 was posted to the purchase account

Solution
Date Particulars Debit ₹ Credit ₹
1

2

3

4

5

6

7

8

Rahim’s a/c Dr
Radha a/c

(Correction of wrong entry in Radha’s account for credit
sale to Rahim)

8000

5000

3000

2500

8000

4500

10,000

6000

8000

5000

3000

2500

80000

4500

5000
5000

6000

Gopakumar a/c Dr
Gopan a/c

(Correction of wrong credit to Gopakumar’s account for
cash received from Gopan)
Suspense a/c Dr

Sales a/c
(correction of under casting of sales book )
Plant a/c Dr

Wages a/c
(Correction of the wrong debit to wages account for
installation wages of plant)
Machinery a/c Dr

Purchase a/c
(correction of the wrong debit to purchase account for
the purchase of machinery)
Hashim a/c Dr

Sales a/c
(Correction of the wrong amount )
Mohan a/c Dr

Purchase a/c
Sales account a/c

(correction of wrong entry in purchase book for credit
sales)
Suspense a/c Dr

Machinery a/c
(to rectify the omission of posting of depreciation to the
machinery account)
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9

10

8000

5000

4000
4000

50000

Suspense a/c Dr
Sale return a/c
Purchase return a/c

(correction wrong recording of purchase return through
sales return book )
Furniture a/c Dr

Purchase a/c
(correction of wrong posting to the purchase
account for the purchase of furniture )

Try yourself

Identify the type of errors committed in the following transactions and pass rectifying entries to correct them
(a) Purchase book was undercast by Rs.3000
(b) Wages paid in connection with the installation of machinery was debited to the wages account
(c) Purchase of furniture for Rs. 25000 entered through purchase book
(d) Purchase of goods for Rs. 5,000 not entered in the cashbook
(e) Repairs of machinery Rs.2000 entered in machinery account

*************
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CHAPTER 7
DEPRECIATION, PROVISIONAND RESERVES

DEPRECIATION
Meaning of Depreciation

Depreciation means decline in the value of a fixed assets due to use, passage of time or
obsolescence. It may be described as a permanent, continuing and gradual shrinkage in the book value
of fixed assets. As an accounting term, depreciation is that part of the cost of a fixed asset which has
expired on account of its usage and/or lapse of time.
Features of Depreciation
1. It is decline in the book value of fixed assets.
2. It includes loss of value due to effluxion of time, usage or obsolescence.
3. It is a continuing process.
4. It is an expired cost and hence must be deducted before calculating taxable profits.
5. It is a non-cash expense.
6. It is the allocation of cost of assets over the period of their life.

Depreciation and other Similar Terms
Depletion

The term depletion is used in the context of extraction of natural resources like mines, quarries,
etc. The constant extraction of natural resources leads to decrease the mineral wealth.
Amortisation

Amortisation refers to writing-off the cost of intangible assets like patents, copyright, trade marks,
franchises, goodwill which have utility for a specified period of time.
Fluctuation

Any change in the value of current assets is termed as fluctuation. It may be increase or decrease
the value current asset due to many reason.

Causes of Depreciation
Wear and Tear due to Use or Passage of Time

Wear and tear means deterioration, and the consequent diminution in an assets value, arising from
its use in business operations for earning revenue.
Expiration of Legal Rights

Certain categories of assets lose their value after the agreement governing their use in business
comes to an end after the expiry of pre-determined period.
Obsolescence

obsolescence means the fact of being out-of-date. It arises from such factors as technological
changes, improvements in production methods, change in market demand for the product or service
output of the asset, legal or other description, etc.
Abnormal Factors

Decline in the usefulness of the asset may be caused by abnormal factors such as accidents due to
fire, earthquake, floods, etc.

Need for Charging Depreciation
1. Find out the real result of the business
2. Know the exact financial position of the business
3. Raise funds for replacement of fixed assets
4. Find out accurate cost of production
5. Distribute dividend out of profit only
6. Payment of exact tax on income
7. Fulfill some legal requirement
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Factors Affecting Depreciation
The determination of depreciation depends on three parameters, viz. Cost, estimated useful life

and probable salvage value.
Original Cost of Asset:

Original cost or historical cost of an asset includes invoice price and other costs, which are
necessary to put the asset in use or working condition. It includes cost of freight and transportation,
transit insurance, installation, registration, commission, etc.
Estimated Net Residual Value

Net Residual value is also known as scrap value or salvage value or residual value or break-up
value. It is the estimated sale value of the asset at the end of its useful life.
Depreciable Cost

Depreciable cost of an asset is equal to its cost less net residual value.
Estimated Useful Life

Useful life of an asset is the estimated economic or commercial life of the asset.
Methods of Calculating Depreciation

Mainly there are methods. They are:
1) Straight line method
2) Written down value method.

Straight Line Method
According to this method, a fixed and an equal amount is charged as depreciation in every

accounting period during the lifetime of an asset. It is also called fixed instalment method or original cost
method. The depreciation is computed by using the following formula:

������������ =
���� �� ����� − ��������� ��� ����������� �����

��������� ������ ���� �� �ℎ� �����

Rate of depreciation is calculated as follows:

���� �� ������������ =
������ ������������ ������

����������� ����
�100

Illustration 1.
Sargam books puchased a Machine at a cost of Rs 480000 on 01/04/2015 and spend Rs 20000 as

installation charges. The estimated life of the machine is 8 years. Salvage value of the machine Rs
100000. Calculate the amount depreciation under Strait line method and Pass journal entries for first
three years and prepare machine a/c and deprecation a/c if books of accounts close on 31 March every
year.
Answer:
Calculation of deprecation

������������ =
���� �� ����� − ��������� ��� ����������� �����

��������� ������ ���� �� �ℎ� �����
here,

Cost of asset = Cost + Installation charge
= 480000 + 20000 = 500000

Estimated net residential value = 100000
Estimated useful life of the asset is 8

������������ = 500000 – 100000
8

= 50000
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Journal Entries
Date Particulars LF Debit Credit

1/4/2015

1/4/2015

31/4/2016

31/4/2016

31/4/2017

31/4/2017

31/4/2018

31/4/2018

Machinery A/c Dr.
To Bank A/c
(Being Machinery Purchased )

480000

20000

50000

50000

50000

50000

50000

\
50000

480000

20000

50000

50000

50000

50000

50000

50000

Machinery A/c Dr.
To Bank A/c
(Being expenses incurred on installation )

Depreciation A/c Dr.
To Machinery A/c
(Being Depreciation is due)

Profit & Loss A/c Dr.
To Depreciation A/c
(Being Depreciation Charged)

Depreciation A/c Dr.
To Machinery A/c
(Being Depreciation is due)

Profit & Loss A/c Dr.
To Depreciation A/c
(Being Depreciation Charged)

Depreciation A/c Dr.
To Machinery A/c
(Being Depreciation is due)

Profit & Loss A/c Dr.
To Depreciation A/c
(Being Depreciation Charged)

Sargam Books
Machinery A/c

Date Particularss LF Amount Date Particulars LF Amount

1/4/15
1/4/15

1/4/16

1/4/17

1/4/18

Bank a/c
Bank a/c

Balance b/d

Balance b/d

Balance b/d

480000
20000

500000
450000

450000
400000

400000
350000

31/3/16

31/3/16

31/3/17

31/3/18

Depreciation

Balance c/d

Depreciation
Balance c/d

Depreciation

Balance c/d

50000

450000
500000
50000
400000
450000
50000

350000
400000
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Depreciation A/c
Date Particularss LF Amount Date Particulars LF Amount

31/3/16

31/3/17

31/3/18

Machinery a/c

Machinery a/c

Machinery a/c

50000

50000

50000

50000

50000

50000

31/3/16

31/3/17

31/3/18

P/L a/c

P/L a/c

P/L a/c

50000

50000

50000

50000

50000

50000

Illustration 2
Delta enterprises purchased a plant of Rs. 280000 on 1 January 2012 and spent Rs 15000 for

transportation charges and Rs 5000 for installation charges. Estimated scrap value is Rs 30000 and useful
life is 5 years. Pass journal entries and Prepare Plant a/c and depreciation a/c for the first three years.
Answer:
Calculation of deprecation

������������ =
���� �� ����� − ��������� ��� ����������� �����

��������� ������ ���� �� �ℎ� �����
here,

Cost of asset = Cost+ Transportation charge + Installation charge
= 280000 + 15000 +5000 = 300000

Estimated net residential value = 30000
Estimated useful life of the asset is 5

������������ =
300000 – 30000

5

=
270000

5
= 54000

Journal Entries
Date Particulars LF Debit Credit

1/1/2012

1/1/2012

31/12/2013

Plant A/c Dr.
To Bank A/c

(Being Plant Purchased )

280000

15000

5000

280000

15000

5000

Plant A/c Dr.
To Bank A/c

(Being expense incurred on transportation )

Plant A/c Dr.
To Bank A/c

(Being expense incurred on installation )
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31/12/2013

31/12/2013

31/12/2014

31/12/2014

31/12/2015

31/12/2015

54000

54000

54000

54000

54000

54000

54000

54000

54000

54000

54000

54000

Depreciation A/c Dr.
To Plant A/c

(Being Depreciation is due)

Profit & Loss A/c Dr.
To Depreciation A/c

(Being Depreciation Charged)

Depreciation A/c Dr.
To Plant A/c

(Being Depreciation is due)

Profit & Loss A/c Dr.
To Depreciation A/c

(Being Depreciation Charged)

Depreciation A/c Dr.
To Plant A/c

(Being Depreciation is due)

Profit & Loss A/c Dr.
To Depreciation A/c

(Being Depreciation Charged)

Delta Enterprises
Plant A/c

Date Particulars LF Amount Date Particulars LF Amount

1/1/12

1/1/13

1/1/14

1/1/15

Bank a/c
Bank a/c
Bank a/c

Balance b/d

Balance b/d

Balance b/d

280000
15000
5000

300000
246000

246000
192000

192000
138000

31/12/12

31/12/13

31/12/14

Depreciation
Balance c/d

Depreciation

Balance c/d

Depreciation

Balance c/d

54000
246000

300000
54000

192000
246000
54000

138000
192000

Depreciation A/c
Date Particulars LF Amount Date Particulars LF Amount

31/12/12

31/3/17

Plant a/c

Plant a/c

54000

54000
54000

54000

31/12/12

31/3/17

P/L a/c

P/L a/c

54000

54000
54000

54000
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31/3/18 Plant a/c 54000

54000

31/3/18 P/L a/c 54000

54000

Advantages of Straight Line Method

1) It is very simple, easy to understand and apply.
2) Asset can be depreciated up to the net scrap value or zero value.
3) Every year, same amount is charged in the profit and loss account.
4) Suitable for the assets whose useful life can be accurately estimated.

Limitations of Straight Line Method

1) Complexity in computation.
2) Omission of interest factor.
3) Unrealistic assumptions.
4) Uneven charge to profit and loss account.

Written Down Value Method

Under this method, depreciation is charged on the book value of the asset. it is also known as
reducing balance method or diminishing balance method. Under this method, a fixed percentage is
written off every year on the book value of the asset at the beginning year. The amount depreciation
reduces year after year.

Illustration 1.
Megha Ltd. Purchased a furniture on October 1, 2014 for Rs 170000. They charge depreciation at

the rate of 10% per annum on diminishing balance method. Show furniture a/c for the years 2014,2015,
and 2016. Assume that the book of accounts are closed 31 December every year.

Answer:

Calculation of depreciation
Depreciation = Written down value x Rate of depreciation

For 2014 (October to December):

170000 X 15/100 X 3/12= 6375

For 2015
(170000 – 6375) X 15/100 = 163625 X 15/100

= 24544
For 2016

(163625 – 24544) X 15/100 = 139081 X 15/100
= 20862
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Megha Ltd
Furniture A/c

Date Particulars LF Amount Date Particulars LF Amount

1/10/14

1/1/15

1/1/16

1/1/17

Bank a/c

Balance b/d

Balance b/d

Balance b/d

170000

170000
163625

163625
139081

139081
118219

31/12/14

31/12/15

31/12/16

Depreciation

Balance c/d

Depreciation

Balance c/d

Depreciation

Balance c/d

6375

163625
170000
24544

139081
163625
20862

118219
139081

Depreciation A/c
Date Particularss LF Amount Date Particulars LF Amount

31/12/14

31/12/15

31/12/16

Furniture a/c

Furniture a/c

Furniture a/c

6375

6375
24544

24544
20862

20862

31/12/14

31/12/15

31/12/16

P/L a/c

P/L a/c

P/L a/c

6375

6375
24544

24544
20862

20862

Illistration 2:
Gayathri ltd purchased a machinery on January 01,2008 for rs. 740000 and spent rs. 60000 for its

erection. On July 1, 2008 it purchased another machine for rs 350000. Depreciation was provided @ 10%
p.a. on written down value method. Prepare Machinery account and depreciation account for first four
years. Books are closed on december 31, every year.

Answer:
Calculation of depreciation

Depreciation = Written down value X Rate of depreciation

For 2008
Machine 1, 800000 X 10/100 = 80000
Machine 2, 350000 X 10/100 X 6/12 = 17500
Total depreciation = 80000 + 17500 = 97500

For 2009
Machine 1 & 2, (800000 + 350000 - 97500) X 10/100

= 1052500 X 10/100 = 105250
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For 2010
Machine 1 & 2, (1052500 - 105250) X 10/100

= 947250 X 10/100 = 94725
For 2011

Machine 1 & 2, (947250 - 94725) X 10/100
= 852525 X 10/100 = 85253

Gryathri Ltd
Machinery A/c

Date Particulars LF Amount Date Particulars LF Amount

1/1/08
1/1/08
1/7/08

1/1/09

1/1/10

1/1/11

1/1/12

Bank a/c
Bank a/c
Bank a/c

Balance b/d

Balance b/d

Balance b/d

Balance b/d

740000
60000
350000
1150000
1052500

1052500
947250

947250
852525

852525
767272

31/12/08

31/12/09

31/12/10

31/12/11

Depreciation
(80000+17500)
Balance c/d

Depreciation

Balance c/d

Depreciation

Balance c/d

Depreciation

Balance c/d

97500

1052500
1150000
105250

947250
1052500
94725

852525
947250
85253

767272
852525

Depreciation A/c
Date Particulars LF Amount Date Particulars LF Amount

31/12/08

31/12/09

31/12/10

31/12/11

Machinery A/c

Machinery A/c

Machinery A/c

Machinery A/c

97500

97500
105250

105250
94725

94725
85253

85253

31/12/08

31/12/09

31/12/10

31/12/11

P/L a/c

P/L a/c

P/L a/c

P/L a/c

97500

97500
105250

105250
94725

94725
85253

85253

Advantages of Written Down Value Method
1) Based on a more realistic assumption.
2) Equal burden of depreciation taken for every year on profit and loss account.
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3) Income Tax Act accept this method.
4) Large portion of cost is written-off in earlier years.
5) Suitable for fixed assets which last for long period.

Difference between straight line method and written down value method.
Basis of Difference Straight Line Method Written down value method

1. Basis of charging

2. Annual depreciation

3. Total charge against
profit and loss account

4. Recognition by income
tax law

5. Suitability

Original cost

Fixed every year

Unequal year after year.
It increases in later years.

Not recognised

Assets in which repair charges
are less.

Book Value

Declines year after year

Almost equal every year.

Recognised

Assets which are affected by
technological changes
and require more repair
expenses.

Methods of Recording Depreciation
There are two types of arrangements for recording depreciation on fixed assets:

a. Charging depreciation to asset account
b. Creating Provision for depreciation/Accumulated depreciation account.

PROVISIONSAND RESERVE

Provisions
There are certain expenses/losses which are related to the current accounting period but amount of

which is not known with certainty because they are not yet incurred. For examples provision for
depreciation, provision for bad and doubtful debts, provision for taxation, provision for discount on
debtors, provision for repairs and renewals, etc.

Reserves
A part of the profit may be set aside and retained in the business to provide for certain future

needs like growth and expansion or to meet future contingencies. The object of creating reserves may be
to meet unforeseen contingencies or strengthen the financial position of business.

Difference between Reserve and Provision

The points of difference between reserve and provision are explained below:

1. Basic nature:
A provision is a charge against profit whereas reserve is an appropriation of profit.

2. Purpose:
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Provision is made for a known liability or expense pertaining to current accounting period, the
amount of which is not certain.
3. Presentation in balance sheet:

Provision is shown either by way of deduction from the item on the asset side for which it is
created, or on the liabilities side along with current liabilities. On the other hand, reserve is shown on the
liabilities side after capital.
4. Effect on taxable profits:

Provision is deducted before calculating taxable profits. A reserve is created from profit after tax.
5. Element of compulsion:

Creation of provision is necessary to ascertain true and fair profit or loss. Whereas creation of a
reserve is generally at the discretion of the management.
6. Use for the payment of dividend:

Provision cannot be used for distribution as dividends while general reserve can be used for
dividend distribution.

Questions

1) Depreciation is provided for.....................assets
a) Current asset b) fictitious asset asset c) fixed asset d) None of above

2) The amount of depreciation remain fixed year after year under................ method
a) Diminishing balance b) Written down value c) Straight line d) Annuity method

3) Provision is a/an...................
a) Appropriation of profit b) Charge against profit
c) Writing off losses d) Charging depreciation

4) Write off intangible asset is termed as...........................
a) Fluctuation b) Depreciation c) Depletion d) Amortisation

5) Reserve is a/an ....................
a) Appropriation of profit b) Charge against profit
c) Writing off losses d) Charging depreciation

6) State briefly the need for providing depreciation
7) List out what are the factor affecting depreciation.
8) Distinguish between strait line method and written down value method
9) Explain the advantages of Straight line method of depreciation.
10) What are the major differences between provision and reserves.

*********
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CHAPTER 8
BILLS OF EXCHANGE

Meaning and Definition
A Bill of Exchange is an evidence of debt with legal support. It is an order by the creditor upon

his debtor to pay a certain sum of money on a future date
Indian Negotiable Instruments Act of1881 defines the bills of exchange as, “an instrument in writing
containing an unconditional order signed by the maker, directing a certain person to pay a certain
sum of money only to, or the order of a certain person or the bearer of the instrument.”
Features of Bill of Exchange

a. A bill of exchange must be in writing.
b. It is an order to make payment.
c. The order to make payment is unconditional.
d. The maker of the bill of exchange must sign it.
e. The payment to be made must be certain.
f. The date on which payment is made must also be certain.
g. The bill of exchange must be payable to a certain person.
h. The amount mentioned in the bill of exchange is payable either on demand or on the expiry of

a fixed period of time.
i. It must be stamped as per the requirement of law.

Parties to a bill of exchange
There are three parties to a bill of exchange:
1. Drawer – He is the seller or creditor who is entitled to receive money from someone. He is the

Person who draws (writes) a Bill of Exchange
2. Drawee – He is the purchaser or the debtor on whom the bill is drawn and who is liable to pay the

amount mentioned in the Bill.
3. Payee – The person to whom the payment is to be made is called Payee. The Drawer himself or a

third party may be the Payee of the bill.
Bill of Exchange

328, Bazar Street
Stamp Saidapet, Chennai-15

01.06.2017
Rs. 10,000/-
Three months after date pay to me or to my order the sum of Rupees Ten
Thousand only for value received

To
Thiru. Jothi Kumar,
430, Mint Street
Chennai – 1 Ramesh Babu

Advantages of Bill of Exchange
1. Helpful in the purchase and sale of goods on credit
2. Legally approved proof of credit
3. Discounting facility
4. Transferability
5. Foreign payments made easy
6. Certainty of payments

Promissory Note
It is also one the negotiable instruments. It is a credit instrument which contains a promise made

by the debtor to pay a certain sum of money for value received.
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Negotiable Instruments Act 1881 defines a promissory note as, “an instrument in writing
containing an unconditional undertaking signed by the maker, to pay a certain sum of money only to or to
the order of a certain person, or to the bearer”.
Features of a promissory note

1. It must be in writing.
2. It must contain an unconditional promise to pay.
3. It must be signed by the maker. If it is made jointly by two or more persons, it must be signedby

all the parties.
4. The maker must be a certain person.
5. The person to whom payment is to be made must also be certain.
6. The amount payable must be certain.
7. It should be properly stamped.

Parties to a Promissory Note
1. Maker or Drawer – The person who owes some amount to another person makes or draws the

instrument. He is the debtor and is also called promissory.
2. Drawee or payee – The persons in whose favour the pro-note is drawn. He is the creditor and is

also called the promise. Generally, the drawee is also the payee, unless otherwise mentioned.
Format of a Promissory Note

New Delhi, March 15,2007

Rs. 20,000/-
Stamp Three months after date we promise to pay M/s. Tara Chand

& Co. or order a sum of twenty thousand rupees with interest
at twelve per cent per annum value received.

Raj & Paul

Differences between bill of exchange and promissory note
Basis Bill of exchan

ge

Promissor

y N

ote
Parties There can be three parties Only two parties
Marker Creditor makes the instrument Debtor makes the instrument
Order of
Promise

It contains an order to make payment It contains a promise to make
payment

Acce

pt

ance It re

qu

ires acce

pt

ance b

y t

hedrawee It re

qu

ires no acce

pt

ance
Pa

ye

e Drawer and

paye

ecan be the same

pe

rson Drawer cannot be the

paye

e
Notice In case of dishonor due notice of dishonor is to

be given by the holder to the drawer
No notice needs to be given in
case of its dishonor

Drawing a bill
When goods are sold on credit the seller of goods draws (writes) a bill on the buyer asking him to

pay the amount on demand or on a stipulated date to himself or to another person named on the bill. This
is called “drawing a bill” and the instrument is called “Draft”
Acceptance of a Bill

A bill of exchange will become a valid document only when it is accepted (signed) by the drawee
(buyer). This is done by writing the word ‘accepted’ across the face of the bill together with his signature
and date. This process is called acceptance of the bill and the drawee is known as acceptor.
Negotiability

Bills of exchange and Promissory Notes are negotiable instruments. Negotiability means that the
holder of the instrument can transfer the title to another person.
Days of grace and Date of maturity

The date on which a bill of exchange becomes payable is the due date or date of maturity. The
date of maturity is calculated by adding three more days to the nominal due date.
If the due date falls on a public holiday, then the bill is payable on the preceding working day, i.e., if july
8th (date of maturity) is a public holiday then 7th July will be the maturity date. If it is a declared holiday
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under Negotiable Instruments Act, 1881, by the Government of India, then the next working day
immediately after the holiday will he the date of maturity. In this case it will be on 9th July.
Discounting a bill

Discounting of the bill means encashing the bill before the date of maturity or borrowing from the
bank on the security of the bill. Bank deducts a certain amount of discount from the face value of the bill
and pays the balance to the person discounting the bill.
Endorsement of Bill

The holder of the bill receivable can transfer the bill to another person, the process of transferring
is called endorsement
The person endorsing the bill is called Endorser and the person to whom the bill is endorsed is called
Endorsee
Accounting treatment
For the purpose of accounting bills are divided in to two categories
a) Bills receivable (B/R)
b) Bills payable (B/P)

The person who is entitled to receive money draws the bill and get it accepted from the person who is
liable to pay. As such the same bill is Bill receivable (B/R) from the point of view of the Drawer and a
Bill payable (B/P) from the point of view of the Drawee (Accepter)
The holder of a bill may exercise any one of the following option in terms of the instrument:

1. He can retain the bill till the date of maturity and obtain the payment from the acceptor.
2. He can get the bill discounted through the banker.
3. He can endorse the bill in favour of his creditor.
4. He may send it to the bank for collection on the due date.

Journal Entries

1) When the bill is retained by the holder till the date of maturity
In the books of Drawer In the books of drawee
1. When the goods are sold on credit:

Debtors a/c Dr
To Sales a/c

1.When the goods are purchased on credit:
Purchase a/c Dr
To Creditors a/c

2. On receiving the bill after acceptance:
Bills receivable a/c Dr
To Debtors a/c

2. On accepting the bill and giving it to drawer
Creditors a/c Dr
To Bills payable a/c

3. On maturity of the bill
Cash / Bank a/c Dr
To Bills Receivable a/c

3. On maturity of the bill
Bills payable a/c Dr

To Cash / Bank a/c

2) When the bill is discounted through the banker
In the books of Drawer In the books of drawee
1. When the goods are sold on credit:

Debtors a/c Dr
To Sales a/c

1.When the goods are purchased on credit:
Purchase a/c Dr
To Creditors a/c

2. On receiving the bill after acceptance:
Bills receivable a/c Dr
To Debtors a/c

2. On accepting the bill and giving it to drawer
Creditors a/c Dr
To Bills payable a/c

3. On discounting the bill with Bank
Cash / Bank a/c Dr
Discount A/c Dr
To Bills Receivable a/c

No Entry as the discounting is not affected
by the Drawee

On maturity of the bill
No Entry as the bank will receive the

payment of the bill on the due date

3. On maturity of the bill
Bills payable a/c Dr
To Cash / Bank a/c
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3) When the bill is endorsed in favor of a creditor
In the books of Drawer In the books of drawee
1. When the goods are sold on credit:

Debtors a/c Dr
To Sales a/c

1.When the goods are purchased on credit:
Purchase a/c Dr
To Creditors a/c

2. On receiving the bill after acceptance:
Bills receivable a/c Dr
To Debtors a/c

2. On accepting the bill and giving it to drawer
Creditors a/c Dr
To Bills payable a/c

3. On endorsing the bill
Creditor’s / Endorsee’s a/c Dr
To Bills receivable a/c

No Entry as the endorsing is not affected by
the Drawee

On maturity of the bill
No Entry as the Endorsee will receive the

payment of the bill on the due date

3. On maturity of the bill
Bills payable a/c Dr
To Cash / Bank a/c

Dishonour of a Bill
When the acceptor (Drawee) fails pay the bill on the date of maturity, it is called Dishonour of a bill.

Noting Charges
If a bill is dishonoured the holder of the bill handed over his bill to a special Lawyer called

Notary public to establish the dishonor legally.
Noting charges is the fee charged by the Notary public

The amount of noting charges paid by the holder will be recovered from the acceptor, by the drawer.
Renewal of Bill

When the acceptor of the bill finds it difficult to meet the bill on maturity date, he may request the
drawer to cancel the old bill and draw a new bill. If he agrees with the acceptor, the old bill is cancelled
and a new bill is drawn. It is called Renewal of the Bill.
Retiring of Bill

Payment of the bill can be made before maturity by mutual understanding between the drawer and
the acceptor, it is called renewal of a bill.

Model numerical questions and answers
1. Vishal sold goods for ₹ 7,000 to Manju on Jan 05, 2015 and drew upon her a bill of exchange payable

after 2 months. Manju accpted Vishal’s draft and handed over the same to Vishal after acceptance.
Vishal immediately discounted the bill with his bank @12 p.a. On the due date Manju met her
accptance.
Jounalise the above transactions in the books of Vishal and Manju.

Answer
In the books of Vishal

Journal

Date Particulars L.F Dr Cr
2015

Jan 05

Jan 05

Jan 05

Manju a/c Dr
To Sales a/c
(Being goods sold to Manju)

7000

7000

6860
140

7000

7000

7000

Bills Receivable a/c Dr
To Manju a/c

(Being bill of exchange duly accepted and
returned by Manju)
Bank a/c Dr
Discount a/c Dr
To Bills Receivable a/c

(Being Bill of exchange matured and duly met on
maturity date)
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In the books of Manju
Journal

Date Particulars L.F Dr Cr
2015

Jan 05

Jan 05

Jan 08

Purchases a/c Dr
To Vishal a/c
(Being goods purchaed from Vishal)

7000

7000

7000

7000

7000

7000

Vishal a/c Dr
To Bills Payable a/c

(Being bill of exchange duly accepted and
returned to Vishal

)
B

ills Payable a/c Dr
To Bank a/c

(Being Bill of exchange matured and duly met on
maturity date)

2. On 1st may 2017, Krishna sold goods to Kripa for Rs. 20000 and drew a bill of exchange for 3
months. Kripa accepted the bill. On 1st June 2017 Krishna discounted the bill with her bank for Rs.
19500. But on the date on maturity of the bill, Kripa was unable to make the payment. Pass the
journal entries in the books of Krishna.

Answer:
Journal entries in the books of Krishna

Date Particulars L.F Dr Cr
01.05.17

01.05.17

01.06.17

04.08.17

Kripa a/c Dr
To Sales a/c
(Sold

go

ods to Kripa)

20000

20000

19500
500

20000

20000

20000

20000

20000

Bills Receivable a/c Dr
To Kripa a/c

(Bill drawn)
Bank a/c Dr
Discount a/c Dr
To Bank a/c

(Bill Discounted)
Kripa a/c Dr
To Bank a/c

(Bill Dishonoured)

3. Aroop sold goods to Salini on January, 1st 2017 for Rs. 40,000 and drew upon her a bill of
exchange for three months. Salini accepted the bill and returned to Aroop. Aroop discounted
the bill at a discount of 8% P.a. on 02-01-2017. On the due date' the bill was dishonoured
Record the necessary entries in the books of Aroop.
Answer:

Journal entries in the books of Krishna
Date Particulars L.F Dr Cr

01.01.17

01.01.17

02.01.17

Salini a/c Dr
To Sales a/c
(Sold goods to Salini)

40000

20000

39200
800

40000

25000

40000

Bills Receivable a/c Dr
To Salini a/c

(Bill drawn)
Bank a/c Dr
Discount a/c Dr
To Bills Receivables a/c

(Bill Discounted)
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04.03.17
40000

40000
Salini a/c Dr
To Bank a/c

(Bill Dishonoured)

4. On Jan 01, 2017 Shieba sold goods to Vishal for 10,000 and drew upon him a bill of exchange for 2
months. Vishal accepted the bill and returned it to Shieba. On the date of maturity the bill was
dishonoured by Vishal. Record the necessary entries in all the cases listed below in the books of Shieba
and Vishal:
(i) When the bill kept by Shieba till its maturity
(ii) When the bill is discounted by Shieba for 200
(iii) When the bill is endorsed to Lal Chand by Shieba.
Answer
In the books of Sheiba

(i) When the bill kept by Shieba till its maturity
Journal

Date Particulars L.F Dr Cr
2015

Jan 05

Jan 05

Jan 08

Vishal a/c Dr
To Sales a/c
(sold

go

ods to Vishal)

10000

10000

10000

10000

10000

10000

Bills Receivables a/c Dr
To Vishal a/c

(Received Vishal acceptance)
Vishal a/c Dr
To Bills Receivables a/c

(Vishal dishonoured his acceptance)

(ii) When the bill is discounted by Shieba for 200
Journal

Date Particulars L.F Dr Cr
2017

Jan 01

Jan 01

Jan 01

Mar 04

Vishal a/c Dr
To Sales a/c

(S

old

go

ods to Vishal

)

1

0000

10000

9800
200

10000

10000

10000

10000

10000

Bills Receivable a/c Dr
To Vishal a/c

(Received Vishal acceptance)
Bank a/c Dr
Discount a/c Dr
To Bills Receivables a/c

(Vishal dishonoured his acceptance)
Vishal a/c Dr
To Bank a/c

(Discounted bill dishonoured by Vishal)

(iii) When the bill is endorsed to Lal Chand by Shieba.
Journal

Date Particulars L.F Dr Cr
2017

Jan 01

Jan 01

Vishal a/c Dr
To Sales a/c
(Sold goods to Vishal)

10000

10000

10000

10000
Bills Receivable a/c Dr
To Vishal a/c

(Received Vishal acceptance)
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Jan 01

Mar 04

10000

10000

10000

10000

Lal Chand a/c Dr
To Bills Receivables a/c

(Vishal acceptance endorsed in favour of Lal Chand)
Vishal a/c Dr
To Lal Chand a/c

(Endorsed bill dishonoured by Vishal)

In the books of Vishal
Journal

Date Particulars L.F Dr Cr
2017

Jan 01

Jan 01

Mar 04

Purchases a/c Dr
To Shieba a/c
(Purchased goods from Vishal)

10000

10000

10000

10000

10000

10000

Shieba a/c Dr
To Bills Payable a/c

(Accepted Shieba draft)
Bills Payable a/c Dr
To Shieba a/c

(Acceptance in favour of shieba dishonoured)
Objective Type Questions

1. A bill is ‘noted’ when it is.......
a) Discounted b) Honoured c) Dishonoured d) Endorsed

2. When the drawee of the bill of exchange makes the payment before the maturity date of bill, it is
called
a) Dishonour of bill b) Discounting of bill c) Retiring of bill d)Renewal of bill

3. The drawer of a bill of exchange is always the ......................
a) Debtor b) Endorser c) Creditor d) Proprietor

4. Retiring of a Bill means
a) Payment on due date b) Payment before due date
c) Non-payment on due date d) Payment after due date

5. A bill is drawn on 12th May, 2013, payable after three months. The bill would be due on .........
a) 15th August, 2013, b) 14th August, 2013,
c) 16th August, 2013 d) 14th July, 2013

6. When the acceptor fails to meet the bill on the date of maturity is................
a) Dishonour b) Noting c) Retiring d) Renewal

7. The charges paid to a notary public for noting a dishonoured bill is ............
a) Fee b) Commission c) Noting charges d) Interest

8. There are .................... parties to a bill of exchange
a) 2 b) 3 c) 4 d) 5

9. The maker of the bill of exchange is called........................
a) Drawer b) Drawee c) Payee d) Endorser

*********
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CHAPTER 9
FINANCIAL STATEMENT- I

Financial Statements or Final Accounts
Financial Statement is used to ascertain the financial results of a business during an accounting

year by preparing Trading and Profit and Loss account and the financial position by preparing a Balance
Sheet.
Objectives of Preparing Financial Statement

1. Trading Account and Profit and Loss Account (Income Statements) – Trading account to find
out the trading results (Gross Profit or Gross Loss) and Profit and Loss account to know the
financial performance (Net Profit or Net Loss) of a business

2. Balance Sheet - To find out the Financial Position of the business (Weak, Moderate or Strong
position)

1. Trading Account
The Income Statement prepared to find out the trading results of the business during an accounting

period is known as Trading Account. Trading account is debited with Opening Stock, Net Purchases and
Direct Expenses. It is credited with Net Sales and Closing Stock. The trading result may be either

Gross Profit or Gross Loss.
Calculation of Gross Profit or Gross Loss Gross Profit = Net Sales – Cost of Goods Sold
Net Sales = Total Sales – Sales Returns
Total Sales = Cash Sales + Credit Sales
Cost of Goods Sold = Opening Stock + Net Purchases + Direct Expenses – Closing Stock
Net Purchases = Total Purchases – Purchases Returns Total Purchases = Cash Purchases + Credit
Purchases Gross Loss = Cost of Goods Sold – Net Sales

Question 1:
Ascertain Gross Profit from the following information: Opening Stock 20000, Purchases 55000,
Purchases Returns 5000, Direct Expenses 8000, Sales 80000, Sales Returns 5000 and Closing Stock
30000.

Solution: 1
Gross Profit = Net Sales – Cost of Goods Sold
Net Sales = Total Sales – Sales Returns
Net Sales = 80000-5000 = 75000
Cost of Goods Sold (COGS) = Opening Stock+Net Purchases + Direct Expenses –Closing Stock
Net Purchases = Total Purchases – Purchases Returns
Net Purchases = 55,000 – 5000 = 50000
COGS = 20000 +50000 + 8000 – 30000 = 48000
Gross Profit = 75000 – 48000 = Rs: 27000

Question 2
Calculate Gross Profit from the following information:
Opening Stock 50000, Cash Purchases 2,50,000, Credit Purchases 3,00,000, DirectExpenses 2,40,000,
Cash Sales 5,80,000, Credit Sales 25,5000, Closing Stock 3,00,000, Sales returns 30,000, Purchases
Returns 25,000.

Solution: 2
Gross Profit = Net Sales – Cost of Goods Sold
Net Sales = Total Sales – Sales Returns
Net Sales = (5,80,000 + 2,55,000) – 30,000 = 8,05,000
Cost of Goods Sold (COGS) = Opening Stock + Net Purchases + Direct Expenses –Closing Stock
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Net Purchases = Total Purchases – Purchases Returns
Net Purchases = (2,50,000 + 3,00,000) – 25,000 = 5,25,000
COGS = 50,000 + 5,25,000 + 2,40,000 – 3,00,000 = 5,15,000
Gross Profit = 8,05,000- 5,15,000 = 2,90,000
Relevant Items in Trading Account Debit Side:
1. Opening Stock: refers to the amount and value of materials available for sale or use at the beginning

of an accounting period. The closing stock of the previous accounting period becomes the opening
stock of the current accounting period.

2. Purchases less Returns Outwards: it is the goods purchased for resale in the business. It includes
Cash Purchases and Credit Purchases less Purchases Returns.

3. Direct Expenses: Includes all expenses spend directly for purchasing or manufacturing of goods. It
further includes:-
a. Wages: is the remuneration of workers who are directly engaged in the production of goods.
b. Carriage Inwards/ Freight on Purchases/ Cartage: is the transportation cost for bringing raw

materials or goods to the place of production or business.
c. Fuel/ Water/ Power/ Gas: are direct expenses required for production process.
d. Primary Packing Materials: is used for the protection, handling, delivery and presentation of a

product at the point of sale.
e. Import Duty: Payment levied on import of goods.
f. Customs Duty: is the tax imposed on the goods when they are transported across the international

borders.
g. Octroi Duty: is levied by State governments when product enters the State.
h. Excise Duty: is a form of tax on goods for their production, licensing and sale.
i. Dock Dues: are paid to a port by a shipping company that uses it to load or unload goods.
j. Royalty: is a fee paid to the owner of an asset for using his right. Eg. Royalty paid for using

quarries. (Royalty based on sales, publishing of books will appear on the debit side of Profit and
Loss account.)

k. Consumable Stores: includes goods other than main raw materials which are consumed during
production like oil, grease, waste etc.

Credit Side:
1. Sales less Returns Inwards: is the direct income from goods sold. It includes both Cash and Credit

Sales less Sales Returns.
2. Closing Stock: is the value of goods lying unsold at the end of an Accounting year.

Dr. Trading Account for the year ending………. Cr.
Particulars Amount Particulars Amount

Opening Stock
Purchases xxx
Less: Purchases Returns xxx
Direct Expenses
Wages and Salary
Carriage Inwards ,Freight,Cartage
Fuel, Gas, Power, Water
Primary Packing Materials
Import Duty
Customs Duty
Octroi Duty
Excise Duty
Dock dues
Royalty on Production
Consumable Stores
* Gross Profit c/d

xxx

xxx

xxx
xxx
xxx
xxx
xxx
xxx
xxx
xxx
xxx
xxx
xxx
xxx

Direct Incomes: -
Sales xxx
Less: Sale Returns xxx
Closing Stock

* Gross Loss c/d

xxx
xxx

xxx

xxx xxx
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Profit and Loss Account
It is a nominal account prepared to find out Net profit earned or Net Loss incurred by a business

during an accounting year. The account is debited with Indirect expenses and Credited with Indirect
incomes of revenue nature. If Incomes are more than Expenses the result is Net Profit and if Expenses are
more than Incomes the result is Net Loss.

Calculation of Net Profit
Net Profit = Operating Profit – Non Operating Expenses + Non Operating IncomesOR
Net Profit = Net Sales + Non Operating Incomes – (Cost of Goods Sold +Operating Expenses +
Non Operating Expenses)
Non Operating Expenses = Loss due to Fire + Loss on Sale of Fixed Assets +Interest + Tax etc
Non Operating Incomes = Gain on Sale of Fixed Assets + Interest Received onInvestments +
Commission Received + Rent Received etc
Question 3
A firm earned an Operating Profit of Rs. 1,00,000 during 2020. It’s Non Operating Expenses were
40,000 and Non Operating Incomes were 10,000. Calculate the amount of Net Profit earned by the
firm.

Solution 3
Net Profit = Operating Profit – Non Operating Expenses + Non Operating Incomes
Net Profit = 1,00,000 – 40,000 + 10,000 = Rs. 70,000

Question 4
From the following calculate Net Profit of the firm. Sales 2,50,000, Sales Returns 15,000, Opening
Stock 48,000, Purchases Rs. 85,000, Wages 20,000, Closing Stock 15,000, Salaries 30,000, Loss on Sale
of Machinery 3,000, Gain on Sale of Furniture 2,000, Interest paid on Loan 2,500, Income Tax Paid
25,000.

Solution 4
Net Profit = Net Sales + Non Operating Incomes – (COGS + Operating Expenses +Non
Operating Expenses)
Net Sales = Sales – Sales Returns
Net Sales = 2,50,000 – 15,000 = 2,35,000
Non Operating Incomes = Gain on Sale of Furniture = 2,000
Cost of Goods Sold = Opening Stock + Net Purchases + Direct Expenses (Wages) –Closing Stock
COGS = 48,000 + 85,000 + 20,000 – 15,000 = 1,38,000
Operating Expense = 30,000 (Salary)
Non Operating Expenses = Loss on Sale of Machinery+Interest Paid on Loan+Income Tax Paid
Non Operating Expenses = 3,000 + 2,500 + 25,000 = 30,500
Net Profit = 2,35000 + 2,000 – (1,38,000 + 30,000 + 30,500)
Net Profit = 2,37000 – (1,98,500) = Rs. 38,500

Relevant Items of Profit and Loss Account
1. Salary: means remuneration paid to employees in administrative, selling and distribution section.

“Salaries and Wages” will appear on the debit side of Profit and Loss Account. “Wages and Salaries”
will appear on the debit side of Trading Account.

2. Rent Rates and Taxes: Office rent, go down rent, municipal rates and taxes are included as indirect
expenses. Factory rent, rates and taxes comes in trading account.

3. Interest paid: is an indirect expense and includes interest paid on loans, bank overdraft etc.
4. Interest Received: is an indirect income and includes interest received on bank deposits, interest on

investments etc.
5. Depreciation: is the decline in the value of fixed assets due to wear and tear, use or abuse, passage of

time.
6. Freight on Sales / Carriage Outwards: this transportation cost of goods will appear on the debit side

of Profit and Loss account.
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7. Operating expenses: includes administration, selling and distribution expenses they are indirect
expenses debited to profit and loss account.

8. Non Operating Expenses: includes interest, tax, loss on sale of fixed assets, loss on sale of
investments, loss due to fire etc.

9. Non Operating Incomes: includes Gain on Sale of Fixed Assets, Interest Received on Investments,
Commission Received, Rent received etc

Dr. Trading Account for the year ending………. Cr.
Particulars Amount Particulars Amount

* Gross Loss b/d
Indirect Expenses
Salaries and Wages
Rent Rates and Taxes
Postage and Telegram
Printing and Stationery
Telephone Expense
Entertainment Expense
Advertisement Expense
Freight /Carriage Outwards
Bad Debts
Discount Allowed
Repairs and Renewals
Bank Charges
Legal Charges
Distribution Expenses
Interest on Capital
Depreciation on Assets
Insurance
Commission paid
Interest Paid
Charity
Office Expense
Establishment Charges
Sundry Trade Expense
General Expense
Conveyance/Travelling Expense
Loss on Sale of Assets
Loss by Fire/Loss by Theft
Export Duty
Audit Fees, License fee
* Net Profit Transferred to
Capital

xxx
xxx
xxx
xxx
xxx
xxx
xxx
xxx
xxx
xxx
xxx
xxx
xxx
xxx
xxx
xxx
xxx
xxx
xxx
xxx
xxx
xxx
xxx
xxx
xxx
xxx
xxx
xxx
xxx

* Gross Profit b/d
Indirect Incomes
Rent Received
Discount Received
Commission Received
Interest Received
Dividend on Shares
Bad Debts Recovered
Income from Investment
Profit on Sale of Asset
Miscellaneous Revenue
Interest on Drawings

* Net Loss Transferred to
Capital

xxx

xxx
xxx
xxx
xxx
xxx
xxx
xxx
xxx
xxx
xxx

xxx xxx
Balance Sheet

A Balance Sheet is a statement of Assets, Liabilities and Capital of a business prepared to find out
the financial position of business as on a particular date. The Asset side total of Balance Sheet should
equate with the total of Liabilities and Capital.
Grouping and Marshalling of Assets and Liabilities:

 Grouping: is the arrangement of Assets and Liabilities of similar nature into certain categories or
groups.

 Marshalling: means arranging the Assets and Liabilities in a particular order ie., in the Order of
Liquidity or Order of Permanence.
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1. Order of Liquidity: In this method of grouping and marshalling of assets and liabilities is done in the
order of their realisability ie, the assets which can be easily converted into cash are stated first
followed by other assets. Liabilities which are payable at short notice comes first followed by more
long term liabilities.

2. Order of Permanence: This is a reverse method of previous one. In this method Assets and liabilities
that are more permanent or long term in nature comes first followed by least permanent assets and
liabilities.

Balance Sheet as on ……………….. (Order of Liquidity)
Liabilities & Capital Rs. Assets Rs.

Current Liabilities
Bank Overdraft
Bills Payable
Outstanding Expenses
Sundry Creditors
Income Received in Advance

Fixed Liabilities
Long Term Loans

Capital (Opening) xxx
Add: Net Profit xxx
(Less: Net Loss)
Less: Drawings xxx

xxx
xxx
xxx
xxx
xxx

xxx

xxx

Current Assets
Cash in Hand
Cash at Bank
Bills Receivable
Sundry Debtors
Prepaid Expenses
Accrued Incomes
Closing Stock

Fixed Assets
Land and Building
Plant and Machinery
Furniture
Goodwill

xxx
xxx
xxx
xxx
xxx
xxx
xxx

xxx
xxx
xxx
xxx

xxx xxx
Balance Sheet as on ……………….. (Order of Liquidity)

Liabilities & Capital Rs. Assets Rs.
Current Liabilities
Bank Overdraft
Bills Payable
Outstanding Expenses
Sundry Creditors
Income Received in Advance

Fixed Liabilities
Long Term Loans

Capital (Opening) xxx
Add: Net Profit xxx
(Less: Net Loss)
Less: Drawings xxx

xxx
xxx
xxx
xxx
xxx

xxx

xxx

Current Assets
Cash in Hand
Cash at Bank
Bills Receivable
Sundry Debtors
Prepaid Expenses
Accrued Incomes
Closing Stock

Fixed Assets
Land and Building
Plant and Machinery
Furniture
Goodwill

xxx
xxx
xxx
xxx
xxx
xxx
xxx

xxx
xxx
xxx
xxx

xxx xxx

Balance Sheet as on ……………….. (Order of Liquidity)
Liabilities & Capital Rs. Assets Rs.
Capital (Opening) xxx
Add: Net Profit xxx
(Less Net Loss)
Less: Drawings xxx
Fixed Liabilities
Long Term Loans
Current Liabilities
Income Received in Advance
Sundry Creditors

xxx

xxx

xxx

Fixed Assets
Goodwill
Furniture
Plant and Machinery
Land and Building

Current Assets
Closing Stock

xxx
xxx
xxx
xxx

xxx
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Outstanding Expenses
Bills Payable
Bank Overdraft

xxx
xxx
xxx
xxx

Accrued Incomes
Prepaid Expenses
Sundry Debtors
Bills Receivable
Cash at Bank
Cash in Hand

xxx
xxx
xxx
xxx
xxx
xxx

xxx xxx

Preparation of Trading and Profit and Loss Account and Balance Sheet
Question: 5

Prepare Trading and Profit and Loss and a Balance Sheet for the year ended 31st December 2020
from the list of balances given below

Trial Balance
Particulars Debit Credit

Capital 250000
Stock 1-1-2020 15000
Purchases 45000
Plant and Machinery 100000
Salary 9000
Purchases Returns 1500
Furniture 64000
Rent 2500
Building 70000
Sales 180000
Drawings 20000
Interest on Overdraft 1800
Commission 5000
Investments 55000
Bank Overdraft 26000
Sales Returns 1200
Debtors 16000
General Expense 4000
Creditors 20000
Direct Wages 5000
Printing and Stationery 1100
Carriage Inwards 2000
Discount Received 1600
Bills Payable 12500
Factory Lighting 2200
Carriage Outwards 1800
Discount Allowed 1000
Bills Receivable 10000
Cash 70000
Total 496600 496600
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Solution: 5
Dr. Trading and Profit & Loss a/c for the year ended 31st December 2020 Cr.

Particulars Rs. Particulars Rs.
Opening Stock 15000Sales 180000

178800Purchases 45000- Less:

S

ales Returns 1200
Less:

R

eturns 1500 43500
Direct wages 5000
Carriage Inwards 2000
Factory Lighting 2200
Gross Profit c/d 111100

178800 178800
Salary 9000Gross Profit c/d 111100
Rent 2500Commission 5000
Interest on Overdraft 1800Discount Received 1600
General expense 4000
Printing and Stationery 1100
Carriage Outwards 1800
Discount Allowed 1000
Net Profit Transferred to
Capital

96500

117700 117700

Balance Sheet as on 31st December 2020

Liabilities and Capital Rs. Assets Rs.
Bank Overdraft 26000Cash 70000
Creditors 20000Debtors 16000
Bills Payable 12500Bills Receivable 10000
Capital 250000 Plant and Machinery 100000
Add

:

Net Profit 96500 Building 70000
Less

:

Drawings 20000 326500Furniture 64000
Investments 55000

385000 385000

Exercise 1: Calculate cost of goods sold for the year 2017 with the help of the following information.

Opening stock
Closing stock
Purchases
Sales
Carriage inwards
Carriage outwards
Wages

80000
130000
375000
600000
7000
4000
12000

Exercise 2: Compute the cost of goods sold and gross profit with the help of the following information.

Purchase
Sales
Purchase return

300000
400000
2000

Sales return
Wages
Carriage inwards

3000
50000
10000

Salaries
Stock 1-1-17
Stock 31-12-17

25000
60000
80000
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Exercise 3:The following is the trial balance extracted from the books of Arya traders for the year ended
31st march 2017

Name Debit Credit
Purchases
Drawings
Sales
Opening stock
Sundry creditors
Sundry debtors
Purchase return
Sales return
Commission
Wages
Carriage inwards
Carriage outwards
Salaries
Rent
Bills payable
Bank overdraft
Cash in hand
Building
Furniture
Bad debts
General expenses
Insurance
Capital

80000
6000

20000

46000

1500

7000
2000
1000
10000

4300
80000
23000
2000
4000
6000

120000

35000

2000

6900

3400
16000
9500

100000
292800 292800

Prepare trading and profit and loss account for the year ended 31st march 2017 and balance sheet
as on that date.

**********



V
ijayabheri Malappuram District Panchayath Educational Project - 57

CHAPTER 10
FINANCIAL STATEMENT – II

To ensure true and fair financial statements various adjustments, are needed.
1. Closing stock – Cost of unsold goods lying in the stores at the end of accounting period.

Adjustment entry is
Closing stock a/c. Dr.

To Trading a/c
Treatment:-
(1) Credited in Trading Account.
(2) Shown asset side of balance sheet

2. Outstanding Expenses – Expense which have become due but have not yet been paid.
Adjustment entry is

Expense a/c. Dr.
To outstanding Expenses a/c

Treatment:-
(1) Added with expense in Trading / P/L a/c
(2) Shown as Liability in the Balance sheet.

3. Prepaid Expenses:- They are expense Paid in advance and its benefits will available in
subsequent years.
The adjustment entry is

Prepaid Expense a/c. Dr.
To Expense a/c

Treatment:-
(1) Prepaid portion should be deducted from total amount Paid in Trading / PIL A/C
(2) Shown on assets side of Balance sheet.

4. Accrued or Outstanding Income
Income earned but not received. The adjusting entry is

Accrued Income a/c. Dr.
To income a/c

Treatment:-
(1) Accrued income credited in Profit and Loss a/c.
(2) Shown in the asset side of Balance sheet.

5. Income Received in advance.
A portion of income received during the current year relate to the future period.
Adjustment entry is

Income a/c. Dr.
To income received in advance a/c.

Treatment:-
(1) Deduct from income in credit side of P/L a/c.
(2) Shown in the Liability side of Balance sheet.

Illustration 1: Prepare Trading and Profit and Loss Account for the year ended 31/03/2021 and
a Balance Sheet as on that date from the following Trial Balance.

Particulars Dr ₹ Cr ₹
Capital 10,000
Purchase 20,000
Wages 1,200
Sales 30,000
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Duty and clearing charges 800
Factory expenses 700
Commission 3,800
Salaries 900
Carriage outwards 300
Rent 1,200
Cash 1,000
Bank 1,400
Repairs 500
Building 16,000
Returns inwards and outwards 500 700
Debtors and creditors 4,500 4,000
Bills receivable 600
Bills payable 800
Telephone 100
Stock on 1/4/20 2,000

50,500 50,500
Adjustments

(1) Commission received in advance ₹ 800 (2) Rent accrued ₹ 300 (3) Wages outstanding
₹ 400 (4) Salary prepaid ₹ 200 (5) Stock on 31/03/21 ₹ 4,200

Solution:
Dr. TRADING AND PROFIT AND LOSS ACCOUNT for the year ended 31/03/2012 Cr.
Particulars Amount Particulars Amount

Opening stock 2,000 Sales 30,000

Purchases 20,000 Less: Returns 500 29,500

Less: Returns 700 19,300 Closing stock 4,200

Wages 1,200

Add: Outstanding 400 1,600

Factory expenses 700

Duty and clearing charges 800

Gross profit c/d 9,300

33,700 33,700

Salaries 900 Gross profit b/d 9,300

Less: Prepaid 200 700 Commission 3,800

Carriage outward 300 Less: Received in
advance

800 3,000

Repairs 500 Rent 1,200

Telephone 100 Add Accrued 300 1500

Net Profit transferred to
Capital

12,200

13,800 13,800
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BALANCE SHEET as on 31/3/2021
Liabilities Amount Assets Amount

Outstanding wages 400 Cash in hand 1,000

Income received in advance Cash at bank 1,400

Prepaid salary 200

Commission 800 Sundry debtors 4,500

Sundry creditors 4,000 Bills receivable 600

Bills payable 800 Closing stock 4,200

Capital 10,000 Building 16,000

Add: Net profit 12,200 22,200 Accrued Rent 300
28,200 28,200

6. Depreciation – Depreciation is the decrease in the value of assets due to wear and tear, Passages of
time etc.
The adjustment entry is

Depreciation a/c. Dr.
To concerned Assets a/c

Treatment:-
(1) Debited to Profit and Loss a/c
(2) The amount to deducted from assets in the balance sheet.

7. Bad debts:- Any irrecoverable portion of debtors.
Adjustment entry is

Bad debt a/c. Dr.
To Sundry Debtors

Treatment:-
(1) Debited to Profit and Loss a/c.
(2) Deducted from debtors in Balance sheet.

8. Provision for doubtful debts.
Adjustment entry is

Profit and Loss a/c. Dr.
To provision for doubtful debts.

Treatment:-
(1) Debited in Profit and Loss a/c
(2) Deducted from debtors in Balance sheet.

9. Provision for discount on debtors.
Adjustment entry is

Profit and Loss a/c. Dr.
To provision for discount on debtors.

Treatment:-
(1) Debited in Profit and Loss a/c
(2) Deducted from debtors in Balance sheet.

eg: The following are extracted from the trial balance as on 31/12/2020
Particulars Dr ₹ Cr ₹

Debtors 30,000
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Discount Allowed 1,000

Provision for doubt full debts
Bad debts 500

2000

Additional Information:
(1) Bad debts to be written off ₹ 1200
(2) Provision required for bad debts 5% on debtors
(3) Provision required for discount on debtors 3%

Show how the relevant items would appear in the P/L A/C and Balance sheet

Solution:
Profit and Loss A/C as on 31-12-20

Bad debts
Add further bad debts
Add New Provision

500
1200
1440

3140

Less old Provision 2000 1140

Discount 1000

Add New Provision 820.8 1820.8
Balance sheet as on 31/12/20

Liabilities ₹ Assets ₹

Debtors 30000
Less further bad debts 1200

28800
Less New Provision 1440 26539.2

27360
Less Provision for Discount 820.8

Note: New Provision=
28800� 5

100
= 1440 28800 = 30000-1200

Provision for discount = 27360� 3
100

= 820.8 27360 = 28800-1440
Illustration - 2
The following is the Trial Balance of Gupta as on 31st March 2021

Particulars Dr. ₹ Cr. ₹

Capital 96,800

Land and Building 35,000

Goodwill 5,000

Stock on opening 17,250

Purchases 82,750

Wages and salaries 6,500

Coal and power 3,500

Machinery 25,000
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Freight 1,500

Royalties 2,500

Sales 1,25,000

Management expenses 14,500

Bad debts 4,800

Provision for bad debts 2,000

Drawings 6,000

Debtors and creditors 31,000 14,000

Cash 2,500
2,37,800 2,37,800

Adjustments:
1. Closing stock is valued at ₹ 8,500
2. Write off ₹ 1,000 as bad debts
3. Provide 5% of debtors for bad debts.
4. Royalty outstanding amounts to ₹ 500.
Prepare Trading and Profit and Loss Account for the year ending 31st March 2021 and a Balance Sheet

as on that date.
Solution:
Dr. TRADING AND PROFIT AND LOSS ACCOUNT For the year ended 31st March, 2021 Cr.
Particulars Amount Particulars Amount

Opening stock 17,250 Sales 1,25,000

Purchases 82,750 Closing stock 8,500

Coal and power 3,500

Freight 1,500

Wages and Salaries 6,500

Royalties 2,500

Add: Outstanding 500 3,000

Gross profit c/d 19,000

1,33,500 133,500

Management expenses 14,500 Gross profit b/d 19,000

Bad debts 4,800

Add: Further bad debt 1,000

5,800

Add: 5% provision for bad
debts 1,500

7,300

Less: Old provision 2,000 5,300 Net loss transferred to capital a/c 800
19,800 19,800
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BALANCE SHEET as on 31st March 2021
Liabilities Amount Assets Amount

Outstanding royalty 500 Cash in hand 2,500

Sundry creditors 14,000 Sundry debtors 31,000

Capital 96,800 Less: Bad debts 1,000

Less: Net Loss 800 30,000

96,000 Less: 5% Prov. For bad
debts 1,500 28,500

Less: Drawings 6,000 90,000 Closing stock 8,500

Machinery 25,000

Land and building 35,000

Goodwill 5,000
1,04,500 1,04,500

Exercise: -1. The following is the trial balance of Ammu Associates for the year ending 31st

December, 2020 and other information relating are given to you. Find the working result of business
and also show the financial position of them for the year.

Trial Balance of Ammu Associates on 31-12-2020

Particulars Debit ₹ Credit ₹

Cash in hand 10000 -

Purchase 75000 -

Sales - 100000

Return outwards - 1000

Bad debts 500 -

Carriage outwards 600 -

Wages 6500 -

Furniture 50000 -

Capital - 73000

Provision for bad debts - 100

Discount 500 -

Salaries 5000 -

Commission - 5500

Advertising 1300 -

Debtors 50000 -

Creditors - 19000
199400 199400

Additional information
a) Closing stock is valued at ₹ 25000
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b) Salary of an employee is not paid ₹ 500
c) Further bad debts incurred ₹ 200
d) Provision for bad debts is created at 5% on debtors

Answer Key
G/P - 44500, N/P – 39010, B/S - 132010
Exercise 2 : Following is the Trial Balance of Mr. Ajayan as on 31st March 2021

Trial Balance as on 31-03-2021

Particulars Debit Amount Credit Amount

Opening stock 24000 -

Purchase 138000 -

Sales - 268000

Freight 24300 -

Salaries 65000 -

Sundry Debtors 26000 -

Sundry Creditors - 24000

Land and Building 180000 -

Interest - 600

Rent 8000 -

Furniture 15000 -

Insurance Charge 800 -

Capital - 207400

Cash in hand 7200 -

Cash at bank 11700 -

500000 500000
Additional Information

a) Closing stock was valued at ₹ 40000
b) Freight outstanding ₹ 2000
c) Salaries prepaid ₹ 5000
d) Depreciate furniture by 10%
e) Interest accrued ₹ 200
Prepare Trading and Profit and Loss account for the year ending 31-03-2021 and Balance Sheet as
on that date.

Answer Key
G/P - 119700, N/P – 50200, B/S - 283600

*********
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CHAPTER 11

SINGLE ENTRY SYSTEM

Incomplete Records
Incomplete accounting records are those accounting which a present are not complete according to

Double entry Principle
Features

 This system can be kept only by sole trader and partnership firm
 There is no uniformity in the nature of accounts
 Profit under this system is only an estimate
 It is an unsystematic method of recording business transactions
 Cash book may maintain under this system.

Limitations
 No true financial position and performance
 No Arithmetical accuracy
 Auditing is not possible
 It is difficult to detect fraud
 Not recognized by courts, sales tax and income tax authorities

Calculation of profit under incomplete records
Under single entry system profit or loss can be calculated by two methods

 Statement of affairs method
 Conversion method

Statement of affairs methods
It is also called capital comparison method. This is the way of finding profit by comparing closing

and opening capital.
Statement of profit or loss

Closing Capital xxxxx
add Drawing xxxxx

xxxxx

Less Opening capital xxxx
Additional capital xxxx xxxxx

Gross profit xxxxx
Less expense

(Depreciation, bad debts, Interest on capital) xxxx xxxxx
xxxxx

Add income xxxxx
Net profit xxxx

Qn. Find profit or loss from the folowing
a) Capital at the beginning of the year 400000
b) Withdrawal by the proprietor during the year - 25000
c) Additional Capital 100000
d) Capital at the end of the year- 600000
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Statement of profit or loss

Particulars Details Amount

Closing Capital 600000
add Drawings 25000 625000
Less opening capital 400000
Less additional capital 100000 500000

Profit 125000

Qn. Mrs.Sundas started a coolbar on April 1 2017 with a capital investment of Rs.100000/-.She did not
maintain her books of accounts as per the double entry system. During the year she introduced further
capital Rs.30000/-and withdraw Rs.20,000 for personal purposes. On March 31.2018 her financial
position was as follows.

Total creditors 100000
Bank loan 80,000
Total debtors 50,000
Furniture 2,00,000
Stock 50,000
Cash in hand 12,000
Cash at Bank 18,000
Calculate the profit or loss made by Mrs.Sundas during the first year of running the business, by

using the statement of affairs method
Ans:

Statement of affairs as on 31-03-2018
Liabilities Amount Assets Amount

Creditors 100000 Cash 12000

Bank Loan 80000 Bank 18000
Capital 150000 Stock 50000

Furniture 200000
Debtors 50000

330000 333000

Statement of profit/loss for the year ended 31-03-2018
Particulars Amount
Closing Capital (31-03-2018)
Add Drawings

Less additional capital

Less Capital (1-04-2018)
Profit

150000
20000
170000
30000
140000
100000
40000

Qn.Find the capital at the beginning from the following information
o Capital at the end 1,56,000
o Drawings during the year 14,000
o Additional Capital inroduced during the year 40,000
o Loss during the year 20,000

Ans: Capital at the beginning = Capital at the end + drawings+ loss during the year-Additional Capital
=156000+14000+20000-40000
=19000-40000=150000
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Qn.Vimal Started a business on 1st January 2014 with an investment of Rs.1,60,000. He doesnbot
maintain proper books of accounts for his business. During the year 2014 he withdrew Rs.20,000 for
personal use introduced Rs.10,000 as fresh capital. His position of assets and liabilities as on 31st
December 2014 stood as follows

Cash in Hand 15,000
Stock in trade 55,000
Bills Recievable 20,000
Debtors 40,000
Creditors 35,000
Bank Balance(Over Draft) 15,000
Furniture 30,000
Building 80,000

Prepare statement of profit or loss for the year ended 31st December 2014, provided that
depreciation on furniture is to be charged at 10%
Ans: Statement of affairs as on 31-12-2014

Liabilities Amount Assets Amount
Creditors
Bank OD
Capital

35000
15000
190000
20000

Cash
Stock
Bills Recievable
Debtors
Furniture
Building

15000
55000
20000
40000
30000
80000

240000 240000
Statement of profit or loss

Particulars Amount
Closing Capital
Add Drawing

Less Opening Capital
Less additional Capital

Less Depreciation
30000 x 10/100

Profit

190000
20000
210000
160000
10000
40000
3000

37000

Conversion method
Statement of affairs method does not provide a clear picture of operational result of a business. To

get accounts in details by following another method is known as conversion method

Steps for conversion of single entry to Double entry.
 Calculation of missing figures
 preparation of final accounts

Bills Receivable A/c, Total Debtors A/c, Bill Payable A/c, Total Creditors A/c.

Qn: From the following calculate total purchases and total sales for the year ended March 31st 2015
Total Debtors as on 1st April 2014 100000
Total creditors as on 1st April 2014 120000
Bills Receivable as on 1st April 2014 50000
Bills payable as on 1st April 2014 70000
Return outwards 6000
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Discount Recieved 14000
Bad Debts 6000
Return Inwards 7000
Discount Allowed 5000
Cash Sales 20000
Cash Purchases 15000
Cash Recieved from Debtors 220000
Cash paid to creditors 170000
Cash recieved against bills recievable 60000
Cash paid Bills Payable 80000
Bills receivable dishonoured 10000
Total Debtors as on 31st March 2015 150000
Total creditors as on 31st March 2015 100000
Bills Receivable as on 31st March 2015 120000
Bills payable as on 31st March 2015 60000

ChnsS Total Purchase Dw Total Sales Dw Im-Wp-¶-Xn-\v Xm-sg ]-d-bp-¶ A-¡u-p-IÄ X-¿m-dm-t¡--XmWv.

1) Bills Recievable A/c
2) Total Debtors A/c
3) Bills Payable A/c
4) Total Creditors A/c

Total Purchase = Cash Purchase + Credit Purchase
Total Sales = Cash Sales + Credit Sales

Bill Recievable A/c
Single Entry System F-¶-XnÂ Bill Recievable A/c {]-tXy-Iw B-h-iy-anÃ. B-b-Xn-\mÂ Bills of

exchange sâ A-Sn-Øm-\-¯nÂ hnÂ- -̧\ \-S-¯p-t¼mÄ Debtors Â \n¶pw In-«n-b Xp-I I-p-]n-Sn-¡p-¶-

Xn\v Bills Recievable A/c X-¿m-dm-t¡--XmWv.

NB: Bills Recievable A/c X-¿m-dm-¡p¶Xv Cu hÀ-jw Bills Recievable e-̀ n -̈Xv F-{X F-¶v I-p-]n-Sn-
¡m³ th-n-bmWv.

Dr Bills Recievable A/c Cr
Date Particulars Amount Date Particulars Amount

2014
April 1 Balance b/d

Debtors
[bills recieved
during the year]
(Balancing
figure)

50000

80000

130000

2015
March 31

Cash
Debtor s
(dishonoured)

Balanced cld

60000
10000

60000

130000
C-hnsS Credit Side Total 130000 Dw Debt side Total 50000 hy-Xym-k-am-b 80000 bills recieved during the
year BWv.

NB: Bills recievable A/c Balance Total Debtors A/c Â Credit side Â Im-Wn¡p-I

Bills recievable dishonoured Total Debtors A/c Â Debit side Â Im-Wn¡Pi

Total Debtors A/c X-¿m-dm¡pI

Total Debtors A/c X-¿m-dm-¡p¶Xv Credit Purchase I-s-¯p-¶-Xn-\v th-n-bmWv. Opening
Balancing Debtors, Total Debtors A/c sâ Debit side Â Particular tIm-f-̄ nÂ Balance bld F-gp-Xp-Ibpw

closing blance of debtors Total Debtors A/c sâ credit side Â particular tIm-f-̄ nÂ balance C/d B-

bn F-gp-Xp-I. ]n-¶o-Sv Credit Side Â Debtors Â \n¶v Cash In-«n-bXv. Discount \Â-In-b-Xv hnÂ-̧ -\ sN-bvX

goods F¶-Xv aS-¡n \Â-In-bXv, I-S-am-bn \Â-In-b-XnÂ In-«m-sX h-cp¶h Bills recievable during the year
Xp-S-§n-b (In-«m-\p-Å kw-Jy-bnÂ Ipd-hv h-cp¶-h) tc-J-s -̧Sp-¯pI



V
ijayabheri Malappuram District Panchayath Educational Project - 68

Total Debtors A/c
Date Particulars Amount Date Particulars Amount
2014
1st
April

Balance b/d

Bills recievable

Dishounoured
Credit Sales

100000

10000

358000

Cash
Bills recievable
Bad debts 6000
Discount Allowed
Sales return
Balance c/d

220000
80000
6000
5000
7000
15000

468000 468000

C-hnsS Credit side Total 468000, Debit Side Total 110000 hy-Xym-k-am-b 358000 Credit Sales
BWv.

Total Sales = Cash sales + Credit sales
=20000+358000
=378000

Bills Payable A/c X-¿m-dm¡pI

S

ingle entry system F-¶-XnÂ Bills Payable A/c {]-tXy-Iw X-¿m-dm-t¡- B-h-iy-anÃ. B-b-Xn-

\mÂ Bills of exchange sâ A-Sn-Øm-\-¯nÂ Øm]-\w hm-§p-t¼mÄ creditors \v sIm-Sp-t¡- Xp-I I-

p-]n-Sn-¡p-¶-Xn\v Bills Payable A/c X-¿m-dm-t¡--XmWv

issue sN-bvX-Xv I-p-]n-Sn-¡m³ th-n-bmWv.

Dr Bills Payable A/c Cr
Date Particulars Amount Date Particulars Amount

Cash
Balance b/d

80000
120000

Balance c/d
Creditors A/c
(Balancing figure)

70000

130000
200000 200000

C-hnsS Debit Side Total 200000 Dw Credit Side Total 70000 Dw hy-Xym-k-am-b 130000 Bills
Payable Issued During the year BWv. C-Xv Total Creditors A/c Debit Side te-¡v tNÀ-¡Ww.

Total Creditos A/c X-¿m-dm-¡p-t¼mÄ

T

otal Creditors A/c X-¿m-dm-¡p¶Xv Credit Purchase I-s-̄ p-¶-Xn-\v th-n-bmWv. Total Creditors
A/c sâ Credit side Â Particular tIm-f-̄ nÂ Opening balance, balance old B-bn F-gp-Xp-I. ]n-¶oSv Debit
side Â Cash Paid to creditors, Discount e-̀ n-̈ Xv, I-S-¯n-\v km[-\w hm-§nb-Xv Xn-cn-sI \Â-In-bXv. Bills
Payable Issued Xp-S§n-b (sIm-Sp-¡m-\p-Å kw-Jy-bnÂ \n-¶v Ipd-hv h-cp¶-h) tc-J-s -̧Sp-¯pI.

Dr Total Creditors A/c Cr
Date Particulars Amount Date Particulars Amount

Cash
Discount Recieved
Purchase return
Bills Payable
Balance c/d

170000
14000
6000

130000
100000

Balance b/d

Credit Purchase

120000

300000

420000 420000

C-hnsS Debit Side Total 420000 Dw Credit Side Total 120000 Dw hy-Xym-k-am-b 300000 Credit
Purchase BWv.

Total Purchase = Cash Purchase+Credit Purchase
= 15000+300000
= 315000
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Questions
1. ...... Account is prepared by a trader who does not maintain the double entry system of accounting,

to find out the value of credit purchases.
a) Total creditors b) total debtors c) bills receivable d) bills payable.

2. Accounts from incomplete records are often called as..... system
a) double entry b) single account c) single entry

3. Incomplete records are maintained usually by a ...........
a) company b) government c) sole trader

4. When closing capital is more than opening capital, it means .......
a) profit b) loss c) additional capital

5. Excess of opening capital over closing capital denotes.......
a) profit b) loss c) additional capital

6. Match the following.
A B

i. Incomplete records
ii. Statement of affairs
iii. Debtors Account
iv. Creditors Account
v. Closing Cash Balance

a. Cash book
b. Credit purchases
c. Capital
d. Credit Sales
e. Unscientific System

Exercise 1: From the following particulars find out total purchases.

Creditors 1-4-16
Creditors 31-3-17
Cash paid to creditors
Return outwards

60000
40000
50000
5000

Bills payable accepted
Discount received
Bills payable dishonoured
Cash purchase

16000
4000
2000
47000

Exercise 2: From the following information calculate the capital at the beginning. (I-2018)3
a) Capital at the end of the year 600000
b) Drawings made during the year 50000
c) Fresh capital introduced 100000
d) Profit of the current year 120000.

Exercise 3: From the following particulars ascertain credit sales. (M-2019)3
a) Debtors as on 1st April 2017 25000
b) Debtors as on 31st march 2018 40000
c) Cash received from debtors 50 thousands
d) Discount allowed 7000
e) Bad debts 3000.

***********
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CHAPTER 12
COMPUTERISED ACCOUNTING SYSTEM

Computerised Accounting System(CAS)
Computerised accounting is the process of entering business transactions and generating financial

statement and reports with the help of computers.
In other words, accounting with the help of computers is called computerized accounting.
Features of Computerised Accounting System

a. Simplicity : Computerised Accounting System is an easy way for the processing of accounting
information.

b. Accuracy : The reports generated from computerized accounting are accurate .
c. Speed: Quick access and retrieval of data are possible.
d. Flexibility : Automatic generation og accounting groups and sub groups are possible in

computerized accounting.
e. Comprehensive nature:Most of the accounting packages are complete and comprehensive.

Differences between Mannual Accounting and Computerised Accounting:
Manual Accounting Computerised Accounting

1.Accounting works are done manually 1.Accounting works are done with the help of
computers

2.Alteration and additions are not easy 2.Alteration and additions are easy
3.Time consumimg 3.Speedy
4.Periodic availability of results are not easy 4.Periodic availability of results are easy
5.Coding is not necessary 5.Accounting software use codes
6.Increase in paper works 6.Reduction in paper works
7.Needs more time and resources 7.Limited time and resources

Advantages of Computerised Accounting System (CAS)
a. High Speed : Computers can carry out instructions at a very high speed.
b. Storage and retrieval : In Computerized Accounting System large volume of accounting data

can be stored ,transferred and retrieved easily.
c. Accuracy : The reports generated from computerized accounting are free from mistakes.
d. Reliability: Computer is a dependable or reliable system due its high performance and accuracy.
e. Versatility: Computers are capable of performing any task.Multi processing features of

computers makes it quiet versatile in nature
f. Quality reports: CAS helps in generating quality reports that are error free,attractive and

highly objective.
Disadvantages of Computerized Accounting System

a. Costly: Installation of CAS and training to users need large amount .so it is costly.
b. Human error: Entering data into accounting software too quickly may results in serious error
c. Lack of knowledge: Lack of experienced staff is the limitation of computerized accounting.
d. Breaches of securities: Alteration in records by unauthorized persons will mislead the

accounting information.
Accounting Software or Accounting Packages:

Accounting software is a set of programme which is used to perform accounting work with
hardware.
Types of Accounting Packages:

a. Ready to Use : Ready to use accounting software means standardized accounting software
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available in the markets.It is used small business units.
b. Customized : customized means altered for individual requirements.It is used foe medium and

large business units.
c. Tailored: These packages are specifically designed to meet the specific requirements of the

users. It is mainly used by large scale business units.
Components of a Computer System:

Every computer system has the following three basic components .They are,
A. Input Unit : These components help users enter data and commands

Eg:- Keyboardrieves and ,MICR ,OCR etc
B. Central Processing Unit (CPU) : It is the portion of a computer that retrieves and executes

instruction. It includes:-
 Memory Unit
 Arithmetic and Logic Unit (ALU)
 Control Unit

C. Output Unit: It is any piece of a computer hardware equipment which converts information
into readable form.
Eg:- Text, graphics etc

Elements of a Computer System:
There are six elements that make up a computer system :
a. Hardware: These are the physical aspects of a computer system

Eg:- Keyboard ,Monitor , Printer etc
b. Software: These are a set of programmes which helps the user to do a specific tasks
c. People: These are the people who interacting with the computer system
d. Procedure: These are a set of instructions
e. Data: These are the raw facts and figures that we input in the computer
f. Connectivity: This is when the computers are linked to a network.

***************


