
ii

FINANCIAL&MANAGEMENTACCOUNTING
KHARAGPURCOLLEGE

PAPERCODE-1204
2NDSEMESTER

TableofContents

AbouttheTutorial i

Audience i

Prerequisites i

Copyright&Disclaimer i

TableofContents ii

1.OVERVIEW 1

Introduction 1

DefinitionofAccounting 1

ObjectivesandScopeofAccounting 2

AccountingProcess 2

AccountingProcess 3

AccountingConcepts 5

AccountingConventions 9

ClassificationofAccounts 11

AccountingSystems 12

2.FINANCIALACCOUNTING 15

Journal 15

AnalysisandTreatmentofTransactions 16

PostinginaLedger 21

RulingofAccountinLedgerAccount 22

3.SUBSIDIARYBOOKS 26

CashBook 26

TripleColumnCashBook 28

PettyCashBook 28

PurchaseBook 28

SaleBook 29



1

FinancialAccounting

PurchaseReturnBook 29

SaleReturnBook 29

BillsReceivablesBook 30

BillsPayableBook 30

KeyFeaturesofSubsidiaryBooks 30

BankReconciliation 31

TrialBalance 32

FinancialStatements 33

Owner’sEquity 34

CurrentAssets 34

CurrentLiabilities 35

Depreciation 35

1.OVERVIEW

Thischaptercoversthefollowingtopics:

 DefinitionofAccounting

 Objectives&Scope

 AccountingProcess

 AccountingConcepts

 AccountingConventions

 ClassificationofAccounts

 System ofAccounting

 RulesofDoubleEntryAccountingSystem

Introduction
Accountingisabusinesslanguage.Wecanusethislanguagetocommunicatefinancial
transactionsandtheirresults.Accountingisacomprehensivesystem tocollect,analyze,and
communicatefinancialinformation.

Theoriginofaccountingisasoldasmoney.Inearlydays,thenumberoftransactionswere
verysmall,soeveryconcernedpersoncouldkeeptherecordoftransactionsduringaspecific
periodoftime.Twenty-threecenturiesago,anIndianscholarnamedKautilyaaliasChanakya
introducedtheaccountingconceptsinhisbookArthashastra.Inhisbook,hedescribedtheart
ofproperaccountkeeping and methods ofchecking accounts.Gradually,the field of
accountinghasundergoneremarkablechangesincompliancewiththechangeshappeningin
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thebusinessscenariooftheworld.

Abookkeepermayrecordfinancialtransactionsaccordingtocertainaccountingprinciples
andstandardsandasprescribedbyanaccountantdependinguponthesize,nature,volume,
andotherconstraintsofaparticularorganization.

Withthehelpofaccountingprocess,wecandeterminetheprofitorlossofthebusinessona
specificdate.Italsohelpsusanalyzethepastperformanceandplanthefuturecoursesof
action.

DefinitionofAccounting
TheAmericanInstituteofCertifiedPublicAccountanthasdefinedFinancialAccountingas:

“theartofrecording,classifyingandsummarizinginasignificantmannerandintermsof
money,transactionsandeventswhichinpartatleastofafinancialcharacterandinterpreting
theresultsthereof.”
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ObjectivesandScopeofAccounting
LetusgothroughthemainobjectivesofAccounting:

 To keep systematic records:Accounting isdone to keep systematicrecord of
financialtransactions.The primaryobjectiveofaccounting isto help uscollect
financialdataandtorecorditsystematicallytoderivecorrectandusefulresultsof
financialstatements.

 Toascertainprofitability:Withthehelpofaccounting,wecanevaluatetheprofitsand
lossesincurredduringaspecificaccountingperiod.WiththehelpofaTradingand
Profit&LossAccount,wecaneasilydeterminetheprofitorlossofafirm.

 Toascertainthefinancialpositionofthebusiness:Abalancesheetorastatementof
affairsindicatesthefinancialpositionofacompanyasonaparticulardate.Aproperly
drawnbalancesheetgivesusanindicationoftheclassandvalueofassets,thenature
andvalueofliability,andalsothecapitalpositionofthefirm.Withthehelpofthat,we
caneasilyascertainthesoundnessofanybusinessentity.

 Toassistindecision-making:Totakedecisionsforthefuture,onerequiresaccurate
financialstatements.One ofthe main objectivesofaccounting isto take right
decisionsatrighttime.Thus,accountinggivesyoutheplatform toplanforthefuture
withthehelpofpastrecords.

 To fulfillcompliance ofLaw:Businessentities such ascompanies,trusts,and
societiesarebeingrunandgovernedaccordingtodifferentlegislativeacts.Similarly,
differenttaxationlaws(directindirecttax)arealsoapplicabletoeverybusinesshouse.
Everyonehasto keep and maintain differenttypesofaccountsand recordsas
prescribedbycorrespondinglawsoftheland.Accountinghelpsinrunningabusiness
incompliancewiththelaw.

AccountingProcess

Accountingcyclereferstothespecifictasksinvolvedincompletinganaccountingprocess.
Thelengthofanaccountingcyclecanbemonthly,quarterly,half-yearly,orannually.Itmay
varyfrom organizationtoorganizationbuttheprocessremainsthesame.Thefollowingchart
showsthebasicstepsinanaccountingcycle:
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AccountingProcess
Thefollowingtablelistsdownthestepsfollowedinanaccountingprocess:

1.CollectingandAnalyzing
AccountingDocuments

Itisaveryimportantstepinwhichyouexaminethe
sourcedocumentsandanalyzethem.Forexample,cash,
bank,sales,andpurchaserelateddocuments.Thisisa
continuousprocessthroughouttheaccountingperiod.

2.PostinginJournal Onthebasisoftheabovedocuments,youpassjournal
entriesusingdoubleentrysystem inwhichdebitand
creditbalanceremainsequal.Thisprocessisrepeated
throughouttheaccountingperiod.
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3.PostinginLedger
Accounts

Debitandcreditbalanceofalltheaboveaccounts
affectedthroughjournalentriesarepostedinledger
accounts.Aledgerissimplyacollectionofallaccounts.
Usually,thisisalsoacontinuousprocessforthewhole
accountingperiod.

4.PreparationofTrial
Balance

Asthenamesuggests,trialbalanceisasummaryofall
thebalancesofledgeraccountsirrespectiveofwhether
theycarrydebitbalanceorcreditbalance.Sincewe
followdoubleentrysystem ofaccounts,thetotalofall
thedebitandcreditbalanceasappearedintrialbalance
remainsequal.Usually,youneedtopreparetrialbalance
attheendofthesaidaccountingperiod.

5.PostingofAdjustment
Entries

Inthisstep,theadjustmententriesarefirstpassed
throughthejournal,followedbypostinginledger
accounts,andfinallyinthetrialbalance.
Sinceinmostofthecases,weusedaccrualbasisof
accountingtofindoutthecorrectvalueofrevenue,
expenses,assetsandliabilitiesaccounts,weneedtodo
theseadjustmententries.Thisprocessisperformedat
theendofeachaccountingperiod.

6.AdjustedTrialBalance Takingintoaccounttheaboveadjustmententries,we
createadjustedtrialbalance.Adjustedtrialbalanceisa
platform topreparethefinancialstatementsofa
company.

7.PreparationofFinancial
Statements

Financialstatementsarethesetofstatementslike
IncomeandExpenditureAccountorTradingandProfit&
LossAccount,CashFlowStatement,FundFlow
Statement,BalanceSheetorStatementofAffairs
Account.Withthehelpoftrialbalance,weputallthe
informationintofinancialstatements.
Financialstatementsclearlyshowthefinancialhealth
ofafirm bydepictingitsprofitsorlosses.

8.Post-ClosingEntries Allthedifferentaccountsofrevenueandexpenditureof
thefirm aretransferredtotheTradingandProfit&Loss
account.Withtheresultoftheseentries,thebalanceof
alltheaccountsofincomeandexpenditureaccounts
cometoNIL.Thenetbalanceoftheseentriesrepresents
theprofitorlossofthecompany,whichisfinally
transferredtotheowner’sequityorcapital
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account.Wepasstheseentriesonlyattheendof
accountingperiod.

9.Post-ClosingTrial
Balance

Post-closingTrialBalancerepresentsthebalancesof
Asset,Liabilities&Capitalaccount.Thesebalancesare
transferredtonextfinancialyearasanopeningbalance.

AccountingConcepts
Themostimportantconceptsofaccountingareasfollows:

 BusinessEntityConcept

 MoneyMeasurementConcept

 GoingConcernConcept

 CostConcept

 DualAspectsConcept

 AccountingPeriodConcept

 MatchingConcept

 AccrualConcept

 ObjectiveEvidenceConcept

Thefirsttwoaccountingconcepts,namely,BusinessEntityConceptandMoneyMeasurement
Conceptarethefundamentalconceptsofaccounting.Letusgothrougheachoneofthem
briefly:

BusinessEntityConcept

Accordingtothisconcept,thebusinessandtheownerofthebusinessaretwodifferent
entities.Inotherwords,Iandmybusinessareseparate.

Forexample,MrAstartsanewbusinessinthenameandstyleofM/sIndependentTrading
CompanyandintroducedacapitalofRs2,00,000incash.ItmeansthecashbalanceofM/s
IndependentTradingCompanywillincreasebyasum ofRs2,00,000/-.Atthesametime,the
liabilityofM/sIndependentTradingCompanyintheform ofcapitalwillalsoincrease.It
meansM/sIndependentTradingCompanyisliabletopayRs2,00,000toMrA.

MoneyMeasurementConcept
Accordingtothisconcept,“wecanbookonlythosetransactionsinouraccountingrecordwhichcan

bemeasuredinmonetaryterms.”

Example

Determineandbookthevalueofstockofthefollowingitems:Shirts

Rs5,000/-

Pants Rs7,500/-
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Coats 500pieces

Jackets 1000pieces

ValueofStock=?

Here,ifwewanttobookthevalueofstockinouraccountingrecord,weneedthevalueofcoats

andjacketsintermsofmoney.NowifweconcludethatthevaluesofcoatsandjacketsareRs

2,000andRs15,000respectively,thenwecaneasilybookthevalueofstockasRs29,500(asa

resultof5000+7500+2000+15000)inourbooks.Weneedtokeepquantitativerecordsseparately.

GoingConcernConcept

Ouraccountingisbasedontheassumptionthatabusinessunitisagoingconcern.Werecord
allthefinancialtransactionofabusinessinkeepingthispointofview inourmindthata
businessunitisagoingconcern;notagoneconcern.Otherwise,thebankerwillnotprovide
loans,thesupplierwillnotsupplygoodsorservices,theemployeeswillnotworkproperly,and
themethodofrecordingthetransactionwillchangealtogether.

Forexample,abusinessunitmakesinvestmentsintheform offixedassetsandwebookonly
depreciationoftheassetsinourprofit&lossaccount;notthedifferenceofacquisitioncostof
assetslessnetrealizablevalueoftheassets.Thereasonissimple;weassumethatwewill
usetheseassetsandearnprofitinthefuturewhileusingthem.Similarly,wetreatdeferred
revenueexpenditureandprepaidexpenditure.Theconceptofgoingconcerndoesnotworkin
thefollowingcases:

 Ifaunitisdeclaredsick(unusedorunusableunit).

 Whenacompanyisgoingtoliquidateandaliquidatorisappointedforthesame.

 Whenabusinessunitispassingthroughseverefinancialcrisisandgoingtowindup.

CostConcept
ItisaveryimportantconceptbasedontheGoingConcernConcept.Webookthevalueof
assetsonthecostbasis,notonthenetrealizablevalueormarketvalueoftheassetsbased
ontheassumptionthatabusinessunitisagoingconcern.Nodoubt,wereducethevalueof
assetsprovidingdepreciationtoassets,butweignorethemarketvalueoftheassets.

Thecostconceptstopsanykindofmanipulationwhiletakingintoaccountthenetrealizable
valueorthemarketvalue.Onthedownside,thisconceptignorestheeffectofinflationinthe
market,whichcansometimesbeverysteep.Still,thecostconceptiswidelyanduniversally
acceptedonthebasisofwhichwedotheaccountingofabusinessunit.



8

FinancialAccounting

DualAspectConcept
Theremustbeadoubleentrytocompleteanyfinancialtransaction,meansdebitshouldbe
alwaysequaltocredit.Hence,everyfinancialtransactionhasitsdualaspect:

 wegetsomebenefit,and

 wepaysomebenefit.

Forexample,ifwebuysomestock,thenitwillhavetwoeffects:

 thevalueofstockwillincrease(getbenefitforthesameamount),and

 itwillincreaseourliabilityintheform ofcreditors.

Transaction Effect

PurchaseofStockforRs
25,000

StockwillincreasebyRs25,000(Increaseindebitbalance)

CashwilldecreasebyRs25,000(Decreaseindebitbalance)
Or

CreditorwillincreasebyRs25,000(Increaseincreditbalance)

AccountingPeriodConcept

Thelifeofabusinessunitisindefiniteasperthegoingconcernconcept.Todeterminethe
profitorlossofafirm,andtoascertainitsfinancialposition,profit
&lossaccountsandbalancesheetsarepreparedatregularintervalsoftime,usuallyatthe
endofeachyear.Thisone-yearcycleisknownastheaccountingperiod.Thepurposeof
having an accounting period is to take corrective measures keeping in view the past
performances,tonullifytheeffectofseasonalchanges,topaytaxes,etc.

Basedonthisconcept,revenueexpenditureandcapitalexpenditurearesegregated.Revenues
expenditurearedebitedtotheprofit&lossaccounttoascertaincorrectprofitorlossduringa
particularaccountingperiod.Capitalexpenditurecomesinthecategoryofthoseexpenses,the
benefitofwhichwillbeutilizedinthenextcomingaccountingperiodsaswell.

Accountingperiodhelpsusascertaincorrectpositionofthefirm atregularintervalsoftime,
i.e.,attheendofeachaccountingperiod.

MatchingConcept

Matchingconceptisbasedontheaccountingperiodconcept.Theexpendituresofafirm fora
particularaccountingperiodaretobematchedwiththerevenueofthesameaccounting
periodtoascertainaccurateprofitorlossofthefirm forthesameperiod.Thispracticeof
matchingiswidelyacceptedallovertheworld.Letustakeanexampletounderstandthe
MatchingConceptclearly.
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Thefollowingdataisreceivedfrom M/sGlobeEnterprisesduringtheperiod01-04-2012to
31-03-2013:

Particulars Amount

1.Saleof1,000ElectricBulbs@ Rs10perbulboncashbasis. 10,000.00

2.Saleof200ElectricBulb@ Rs.10perbulboncredittoM/s 2,000.00

AtulTraders.

3.Saleof450Tubelight@ Rs.100perpieceonCashbasis. 45,000.00

4.Purchasesmadefrom XZYLtd. 40,000.00

5.CashpaidtoM/sXYZLtd. 38,000.00

6.FreightChargespaidonpurchases 1,500.00

7.ElectricityExpensesofshoppaid 5,000.00

8.BillforMarch-13forElectricitystilloutstandingtobepaid 1,000.00

nextyear.

Basedontheabovedata,theprofitorlossofthefirm iscalculatedasfollows:

Particulars Amount Total

Sale

12,000.00

57,000.00

Bulb

Tube 45,000.00

Less:-

Purchases 40,000.00

FreightCharges 5,000.00

Electricity 1,500.00

Expenses

Outstanding
Expenses 1,000.00 47,500.00

NetProfit 9,500.00

Intheaboveexample,tomatchexpendituresandrevenuesduringthesameaccountingperiod,
weaddedthecreditpurchaseaswellastheoutstandingexpensesofthisaccountingyearto
ascertainthecorrectprofitfortheaccountingperiod01-04-2012to31-03-2013.
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Itmeansthecollectionofcashandpaymentincashisignoredwhilecalculatingtheprofitor
lossoftheyear.

AccrualConcept
Asstatedaboveinthematchingconcept,therevenuegeneratedintheaccountingperiodis
consideredandtheexpenditurerelatedtotheaccountingperiodisalsoconsidered.Basedon
theaccrualconceptofaccounting,ifwesellsomeitemsorwerenderedsomeservice,then
thatbecomesourpointofrevenuegenerationirrespectiveofwhetherwereceivedcashornot.
Thesameconceptisapplicableincaseofexpenses.Alltheexpensespaidincashorpayable
areconsideredandtheadvancepaymentofexpenses,ifany,isdeducted.

Mostoftheprofessionalsusecashbasisofaccounting.Itmeans,thecashreceivedina
particularaccountingperiodandtheexpensespaidcashinthesameaccountingperiodisthe
basisoftheiraccounting.Forthem,theincomeoftheirfirm dependsuponthecollectionof
revenueincash.Similarpracticeisfollowedforexpenditures.Itisconvenientforthem andon
thesamebasis,theypaytheirTaxes.

ObjectiveEvidenceConcept

AccordingtotheObjectiveEvidenceconcept,everyfinancialentryshouldbesupportedby
someobjectiveevidence.Purchaseshouldbesupportedbypurchasebills,salewithsalebills,
cashpaymentofexpenditurewithcashmemos,andpaymenttocreditorswithcashreceipts
andbankstatements.Similarly,stockshouldbecheckedbyphysicalverificationandthevalue
ofitshouldbeverifiedwithpurchasebills.Intheabsenceofthese,theaccountingresultwill
notbetrustworthy,chancesofmanipulationinaccountingrecordswillbehigh,andnoonewill
beabletorelyonsuchfinancialstatements.

AccountingConventions
Wewilldiscussthefollowingaccountingconventionsinthissection:

 ConventionofConsistency

 ConventionofDisclosure

 ConventionofMateriality

 ConservationofPrudence

ConventionofConsistency
Tocomparetheresultsofdifferentyears,itisnecessarythataccountingrules,principles,
conventionsandaccountingconceptsforsimilartransactionsarefollowedconsistentlyand
continuously.Reliabilityoffinancialstatementsmaybelost,iffrequentchangesareobserved
inaccountingtreatment.Forexample,ifafirm choosescostormarketpricewhicheveris
lowermethodforstockvaluationandwrittendownvaluemethodfordepreciationtofixed
assets,itshouldbefollowedconsistentlyandcontinuously.
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Consistencyalsostatesthatifachangebecomesnecessary,thechangeanditseffectson
profitorlossandonthefinancialpositionofthecompanyshouldbeclearlymentioned.

ConventionofDisclosure
The CompaniesAct,1956,prescribed a formatin which financialstatementsmustbe
prepared.Everycompanythatfallunderthiscategoryhastofollow thispractice.Various
provisionsaremadebytheCompaniesActtopreparethesefinancialstatements.Thepurpose
oftheseprovisionsistodiscloseallessentialinformationsothattheview offinancial
statements should be true and fair.However,the term ‘disclosure’doesnotmean all
information.Itmeansdisclosureofinformationthatissignificancetotheusersofthese
financialstatements,suchasinvestors,owner,andcreditors.

ConventionofMateriality
Ifthedisclosureornon-disclosureofaninformationmightinfluencethedecisionoftheusers
offinancialstatements,thenthatinformationshouldbedisclosed.

Forbetterunderstanding,pleaserefertoGeneralInstructionforpreparationofStatementof
ProfitandLossinrevisedscheduledVItotheCompaniesAct,1956:

1. Acompanyshalldisclosebywayofnotesadditionalinformationregardinganyitem

ofincomeorexpenditurewhichexceeds1% oftherevenuefrom operationsorRs

1,00,000whicheverishigher.

2.ACompanyshalldiscloseinNotestoAccounts,shareinthecompanyheldbyeach

shareholderholdingmorethan5%sharespecifyingthenumberofshareheld.

ConservationorPrudence
Itisapolicyofplayingsafe.Forfutureevents,profitsarenotanticipated,butprovisionsfor
lossesareprovidedasapolicyofconservatism.Underthispolicy,provisionsaremadefor
doubtfuldebtsaswellascontingentliability;butwedonotconsideranyanticipatorygain.

Forexample,IfApurchases1000items@ Rs80peritem andsells900itemsoutofthem @
Rs100peritem whenthemarketvalueofstockis(i)Rs90andincondition(ii)Rs70peritem,
thentheprofitfrom theabovetransactionscanbecalculatedasfollows:
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Partiulars Condition(i) Condition(ii)

SaleValue(A) 90,000.00 90,000.00

(900x100)

Less:-CostofGoodsSold

Purchases 80,000.00 80,000.00

LessClosingStock 8,000.00 7,000.00

CostofGoodsSold(B) 72,000.00 73,000.00

Profit(A-B) 18,000.00 17,000.00

Intheaboveexample,themethodforvaluationofstockis‘Costormarketpricewhicheveris
lower’.

Theprudencehoweverdoesnotpermitcreationofhiddenreservebyunderstatingtheprofits
orbyoverstatingthelosses.

ClassificationofAccounts
Itisnecessarytoknow theclassificationofaccountsandtheirtreatmentindoubleentry
system ofaccounts.Broadly,theaccountsareclassifiedintothreecategories:

 Personalaccounts

 Realaccounts

oTangibleaccounts
oIntangibleaccounts

 Nominalaccounts

Letusgothroughthem eachofthem onebyone.

PersonalAccounts
Personalaccountsmaybefurtherclassifiedintothreecategories:

NaturalPersonalAccount

AnaccountrelatedtoanyindividuallikeDavid,George,Ram,orShyam iscalledasa
NaturalPersonalAccount.

ArtificialPersonalAccount

AnaccountrelatedtoanyartificialpersonlikeM/sABCLtd,M/sGeneralTrading,M/s
RelianceIndustries,etc.,iscalledasanArtificialPersonalAccount.

RepresentativePersonalAccount

Representativepersonalaccountrepresentsagroupofaccount.Ifthereareanumberof
accountsofsimilarnature,itisbettertogroupthem likesalarypayable
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account,rentpayableaccount,insuranceprepaidaccount,interestreceivableaccount,capital
accountanddrawingaccount,etc.

RealAccounts
EveryBusinesshassomeassetsandeveryassethasanaccount.Thus,assetaccountis
calledarealaccount.Therearetwotypeofassets:

 Tangibleassetsaretouchableassetssuchasplant,machinery,furniture,stock,cash,
etc.

 Intangibleassetsarenon-touchableassetssuchasgoodwill,patent,copyrights,etc.

Accountingtreatmentforbothtypeofassetsissame.

NominalAccounts
Sincethisaccountdoesnotrepresentanytangibleasset,itiscallednominalorfictitiousaccount.

Allkindsofexpenseaccount,lossaccount,gainaccountorincomeaccountscomeunderthe

categoryofnominalaccount.Forexample,rentaccount,salaryaccount,electricityexpenses

account,interestincomeaccount,etc.

AccountingSystems
Therearetwosystemsofaccountingfollowed:

 SingleEntrySystem

 DoubleEntrySystem

SingleEntrySystem
Singleentrysystem isanincompletesystem ofaccounting,followedbysmallbusinessmen,
wherethenumberoftransactionsisveryless.Inthissystem ofaccounting,onlypersonal
accountsareopenedandmaintainedbyabusinessowner.Sometimessubsidiarybooksare
maintainedandsometimesnot.Sincerealandnominalaccountsarenotopenedbythe
businessowner,preparationofprofit
&lossaccountandbalancesheetisnotpossibletoascertainthecorrectpositionofprofitor
lossorfinancialpositionofbusinessentity.

DoubleEntrySystem
Doubleentrysystem ofaccountsisascientificsystem ofaccountsfollowedallovertheworld
withoutanydispute.Itisanoldsystem ofaccounting.Itwasdevelopedby‘LucoPacioli’of
Italyin1494.Underthedoubleentrysystem ofaccount,everyentryhasitsdualaspectsof
debitandcredit.Itmeans,assetsofthebusinessalwaysequaltoliabilitiesofthebusiness.

Assets=Liabilities
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Ifwegivesomething,wealsogetsomethinginreturnandviceversa.

RulesofDebitandCreditunderDoubleEntrySystem ofAccounts

Thefollowingrulesofdebitandcreditarecalledthegoldenrulesofaccounts:

Classificationof
accounts

Rules Effect

PersonalAccounts

Receiveris

Giveris

Debit

Credit Debit = credit

RealAccounts

WhatComesIn

WhatGoesOut

Debit

Credit Debit = credit

NominalAccounts

Expensesare

Incomesare

Debit

Credit Debit = credit

Example:

MrAstartsabusinessregardingwhichwehavethefollowingdata:

IntroducesCapitalincash Rs50,000

Purchases(Cash) Rs20,000

Purchases(Credit)from MrB Rs25,000

Freightchargespaidincash Rs1,000

GoodssoldtoMrConcredit Rs15,000

CashSale Rs30,000

Purchasedcomputer Rs10,000

CommissionIncome Rs8,000

S.No. JournalEntries Classification Rule

1 CashA/c Dr. 50,000

ToCapitalA/c 50,000

RealA/c

PersonalA/c

Debitwhatcomesin;
Creditthegiver(Owner)

2 GoodsPurchaseA/cDr. 20,000

ToCashA/c 20,000

RealA/c

RealA/c

Debitwhatcomesin;

Creditwhatgoesout

3 GoodsPurchaseA/cDr. 25,000 RealA/c Debitwhatcomesin;
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ToBA/c 25,000 PersonalA/c Creditthegiver

4 FreightA/c Dr.

ToCashA/c

1,000

1,000

NominalA/c

RealA/c

Debitallexpenses;

Creditwhatgoesout

5 CA/c Dr. 15,000 PersonalA/c Debitthereceiver;

ToSaleA/c 15,000 RealAccount Creditwhatgoesout

6 CashA/c Dr. 30,000 RealA/c Debitwhatcomesin;

ToSaleA/c 30,000 RealA/c Creditwhatgoesout

7 Computer A/c Dr.

ToCashA/c

10,000

10,000

RealA/c

RealA/c

Debitwhatcomesin;

Creditwhatgoesout

8 CashA/c Dr.

ToCommissionA/c

8,000

8,000

RealA/c

NominalA/c

Debitwhatcomesin;

Creditallincomes

Itisveryclearfrom theaboveexamplehowtherulesofdebitandcreditwork.Itisalsoclear

thateveryentryhasitsdualaspect.Inanycase,debitwillalwaysbeequaltocreditindouble

entryaccountingsystem.
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2.FINANCIALACCOUNTING

Wewillcoverthefollowingtopicsinthischapter:

 RulesofJournal

 PostinginLedgerAccounts

 SubsidiaryLedgersandControlAccount

 BankReconciliation

 TrialBalance

 FinalAccounts

 Owner’sEquity

 CurrentAssets

 CurrentLiabilities

Journal
“Theprocessofrecordingatransactioninajournaliscalledjournalizingthetransactions.”

--MeigsandMeigsandJohnson

Journalisabookthatismaintainedonadailybasisforrecordingallthefinancialentriesof
theday.Passingtheentriesiscalledjournalentry.Journalentriesarepassedaccordingto
rulesofdebitandcreditofdoubleentrysystem.

Date Particulars L.F.
Debit
(Rs.)

Credit
(Rs.)

1 2 3 4 5

Xxxx ******************A/cDr.

To************A/c
(Narration******************)

xx

xx

xxxx
Xxxx

Column1: Itrepresentsthedateoftransaction.

Column2: Line1(******)representsthenameofaccounttobedebited.Line2

(******)representsthenameofaccounttobecredited.Line3for

narrationoftransaction.
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Column3: LedgerFolio(L.F.)representsthepagenumberofledgeraccountonwhichwe

posttheseentries.

Column4:Amount(s)tobedebited.Column5:

Amount(s)tobecredited.

Notes:

1. Iftherearemultipletransactionsinaday,thetotalamountofallthetransactionthrougha

singlejournalentrymaypasswithtotalamount.

2. Ifdebitorcreditentryissameandthecorrespondingentryisdifferent,wemayposta

combinedentryforthesame.Itiscalled‘compoundentry’regardlessofhowmanydebitor

creditentriesarecontainedincompoundjournalentry.Forexample,

Date Particulars L.F.
Debit
(Rs.)

Credit
(Rs.)

1 2 3 4 5

Xxxx ******************A/cDr.
******************A/cDr.

To***********A/c
(Narration******************)

xx
xx
xx

xx
xx

Xxxx

AnalysisandTreatmentofTransactions
Letusgothroughthenatureoftransactionsandtheirtreatmentinourbooksofaccounts.
Thefollowingaccountingentriesarecommonlyusedineverybusinessandtheycomeunder
thecategoryofroutinejournalentries.

S.No. Natureof
Transaction

Analysisandtreatment

1. Capital

Capitalaccount is personalaccount.Whenever the owner
introducescapitalintheform ofcash,goodsorassets,theentry
willbeashereunder:

Cash/Goods/Asset A/c Dr. XX

ToCapital A/c XX

(Beingcash/goods/assetsintroducedascapital)

2 DrawingAccount

Drawingaccountisalsoacapitalaccount.Whenevertheowner
ofthebusinesswithdrawsmoneyforhispersonaluse,itiscalled
drawing.ThebalanceofDrawingaccountistransferredtothe
capitalaccountattheendoftheaccountingyear.

Drawing A/c Dr. XX
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Tocash A/c XX

(Beingwithdrawalofcashforpersonaluse)

Notes:
1. Introductionofcapitalaswellaswithdrawalofcapitalmayoccuranytimeduring

theaccountingyear.

2. Inadditiontocash,theremaybeotherexpensesoftheowner/proprietorwhichmaypay
directlyonhisbehalfdebatinghisaccount.Forexample,paymentofhisinsurance,taxes,
rent,electricityorpersonalphonebills.

3. Businessaccountandpersonalaccountofproprietoraredifferentasownerofthe
businessandbusiness,bothareseparateentities.

3 TradeDiscount

Tradediscountisallowedbysellertobuyerdirectlyontheirsales
invoice.Buyerinthiscaseareusuallywhole-sellers,tradersor
manufacturers,whofurthersellthismaterialtotheircustomersor
usethematerialintheirmanufacturingprocess.Rateofdiscount
mayvaryfrom customertocustomer.

Treatment:Noneedtopassanyjournalentryinthiscase.The
saleisbookedonthenetoftradediscount.Similarly,ifweget
tradediscountfrom oursupplier,webookourpurchaseatthenet
oftradediscount.

4 CashDiscount

Cashdiscountisalsoallowedbysellertohisbuyer;stillitdoes
notcomeinthecategoryoftradediscount.Cashdiscountisa
sortofscheme to inspire theirdebtors to release theirdue
paymentin time.Forexample,a sellermayallow 5% cash
discount,ifhegetspaymentwithinaweekagainstthetimelimit
of45days.

Treatment:IfAallowedadiscountof5%toB,then

InthebooksofA
Cash A/c Dr. xx
Discount A/c Dr. xx
ToB A/c xxxx

(Being5%discountallowedtoBonpaymentofRs........)

InthebooksofB
A A/c Dr. xxxx

ToCash A/c xx
ToDiscount A/c xx

(BeingpaymentofRs........madetoAandgettingadiscountof
5%)
Note:Intheabovecase,discountisalosstoAandincometoB.

5 BadDebts

Partofcreditsalewhichisunrecoveredfrom debtorsdueto
somereasonlikeinsolvency,dishonesty,etc.arecalledbaddebts
ofthecompany.Baddebtsarelosstothecompany.
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Treatment:
(1) Tobookbaddebts

BadDebts A/c Dr. xx
ToDebtor A/c xx

(Beinglossonaccountofbaddebts)

(2)Torecoverbaddebts
Cash A/c Dr. xx
TobaddebtsrecoveryA/c xx

(Beingrecoveryofbaddebts)

6 Expenseson
purchaseofGoods

Thereareafewtypesofexpensesincurredonthepurchasesof
goodslikeinwardfreight,octroi,cartage,unloadingcharges,etc.

Treatment:
Inwardfreight/Cartage/Octroi A/c Dr. xx

ToCash A/c xx

(Beingfreightchargespaidonpurchaseofgoods)

7 ExpensesonSale
ofGoods

Expensesarealsoincurredwhilesellingproductstocustomers
suchasfreightoutward,insurancecharges,etc.

Treatment:
Freightoutward/InsuranceExpensesA/c.Dr.xx
ToCash A/c xx

(Beingfreightchargespaidonsaleofgoods)

8 Expenseson
PurchaseofAssets

Sometimesweneedtopayexpensesonthepurchaseoffixed
assetsliketransportationcharges,installationcharges,etc.

Treatment:
Expensesincurredonpurchasesoffixedassetareaddedinthe
valueoffixedassetsandcouldnotbetreatedlikeexpenseson
purchasesofgoods:

FixedAsset A/c Dr. XX
ToCash A/c XX

(Expensesincurredonpurchaseofasset)

9 Paymentof
Expenses

Treatment:
Expenses A/c Dr. XX

ToCash A/c XX
(Beingexpensesincurred)

Sometimesexpensesremainoutstandingattheendofthe
financialyear,butduetotheaccrualbasisofaccounting,
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10 Outstanding
Expenses

weneedtobookthoseexpenseswhicharedueforpaymentand
tobepaidinthenextaccountingyear.Forexample,thesalary
dueonthelastdayoftheaccountingyeartobepaidinthenext
year.

Treatment:
Salary A/c Dr. XX

Tosalaryoutstanding A/c XX

(Beingsalaryforthemonthof.........due)

11 PrepaidExpenses

Sometimeswepayexpensesinadvancesuchasinsurancepaid
threemonthsbeforetheclosingoftheaccountingyear.Since
insuranceisusuallypaidforthewholeyear,inthiscase,the
insurance fornine months is treated as prepaid insurance.
Similarly,rentforthefirstmonthofnextaccountingyearmaybe
paidinadvance.

Treatment:
Prepaidexpenses A/c Dr. XX

ToExpenses/Cash A/c XX

(Beingprepaidexpensesformonthpaid)

Note:Expensesaccountisreplacedwiththerespectiveheadof
expenseaccount.

12 IncomeReceived

Treatment:
Cash/Debtor A/c Dr. XX

ToIncome A/c XX

(BeingIncomereceivedincash)

Note:Incomeaccountwillbereplacedwiththerespectivehead
ofIncomeaccount

13 Banking
Transactions

(1) Chequedepositedinbank
Chequereceivedfrom partyisdepositedinbank,Chequedirect
depositbypartyinourbankaccount,paymentmadebyparty
throughNEFTorRTGS,orcashdirectlydepositedbypartyinour
bankaccount.Theentryremainssameinalltheabovecases.

Bank A/c Dr. XX
ToDebtor A/c XX

(Beingpaymentreceivedfrom.....anddepositedinbank)

(2) Paymentmadetopartythroughcheque
Chequeissuedtopartyordirectlydepositedinhisbankaccount,
orpaymentmadethrougheitherbyNEFT,RTGS,orcashdirectly
depositedinhisbankaccount.Entryremainssameinallthe
abovecasesexceptinthecaseofcashdepositedinhisbank
account.
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Debtor A/c Dr. XX
ToBank A/c XX

(Beingpaymentmadethrough.....)

Ifwedepositcashinhisbankaccount,entrywillbeasfollows:

Debtor A/c Dr. XX
ToCash A/c XX

(Beingpaymentmadethrough.....)

(3) CashwithdrawnforofficeExpenses
Cash A/c Dr XX

ToBank A/c XX

(Beingcashwithdrawnfrom bankforofficeuse)

(4) CashdepositedwithBank
Bank A/c Dr XX
ToCash A/c XX

(Beingcashwithdrawnfrom bankforofficeuse)

Note:TheaboveentriesNo.3&4arecalled‘contra’
entries.

(5) Bankchargedebitedbybank
Sometimesbanksdebitfrom ouraccountagainstsomecharges
forserviceprovidedbythem.Forexample,chequebookissuing
charges,demanddraftissuingcharges,Bankinterest,etc.

Bankcommission/Charges A/c Dr. XX
ToBank A/c XX

(Bankcharges/commission/interestdebitedbybank)

14 InterestonCapital

Interestoncapital,introducedbysoleproprietororpartnersofthe
firm:Thisentryispassedonthelastdateoftheaccountingyear
asfollows:

Interestoncapital A/c Dr. XX
ToCapital A/c

(Beinginterest@.....oncapitalprovide)

16 Paymentonbehalf
ofothers

Someexpensesmaybeonbehalfofourdebtorsorcreditors.

Debtors/creditors A/c Dr. XX
ToCash/Expenses A/c XX

(Beingexpensesdebitedtoparty,paidonhisbehalf)
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17 Advance received
against supply of
goods/services

Sometimesthecustomerspayanadvanceamountforthe
supplyofgoods/services,whichneedtobeadjustedlater:

Bank/Cash A/c Dr. XX
ToAdvancefrom Customers A/c XX

(Beingadvancereceivedfrom xxxxxxxx)

18 Advancepaid
againstsupplyof
goods/services

Asabove,wemayalsopayanadvanceamounttooursupplier
againstsupplyofgoods/services:

Advanceagainstsupplyofgoods A/c Dr. XX
ToCash/Bank A/c XX

(Beingadvancepaidagainstsupplyofgoods/services)

PostinginaLedger
Nowletustrytounderstandhowajournalworks.Withthehelpofjournalentries,webook
eachandeveryfinancialtransactionoftheorganizationchronicallywithoutconsideringhow
manytimesthesametypeofentryhasbeenrepeatedinthatparticularaccountingyearor
period.

Journalentriesinanyorganizationmayvaryfrom hundredstomillionsdependinguponthe
sizeandstructureoftheorganization.Withthehelpofajournal,eachofthetransactions
mightberecorded;however,wecanconcludenothingfrom ajournal.Letusconsiderthe
followingcases.Supposewewanttoknow:

 thetotalsalevalueorpurchasevalue

 thetotalofanyparticularincomeorexpenses

 thetotalofamountpayabletoanyparticularcreditororreceivablefrom adebtor

Insuchcases,itmightbeatediousjobforanybookkeeperoraccountant.Hence,thenext
stepisledgeraccounts.

Theledgerhelpsusinsummarizingjournalentriesofsamenatureatsingleplace.For
example,ifwepass100timesajournalentryforsale,wecancreateasalesaccountonly
onceandpostallthesalestransactioninthatledgeraccountdate-wise.Hence,anunlimited
numberofjournalentriescanbesummarizedinafewledgeraccounts.Transferringjournal
entriesintoaledgeraccountiscalled‘posting’.
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RulingofAccountinLedgerAccount
Letusseevariousformatsofledgeraccounts:

Format-1

InthebooksofM/s.ABCCompany

LedgeraccountofM/sXYZLTD.

Dr. Cr.

Date Particulars F
Amount

(Rs.)
Date Particulars F

Amount
(Rs.)

xxxx ToBalanceb/d xxx Xxxx ByBalanceb/d xxx

xxxx
ToNameofthe
debitaccount

xxx Xxxx
ByNameof
Creditaccount

xxx

xxxx
ToBalance
c/d

xx xxxx
ByBalance
c/d

xx

TotalRs. xxxx TotalRs. xxxx

Format-2

Nowadays,the handwritten books are being replaced by computerized accounts.The
companiesmajorlyuseasix-columnformattomaintainledgeraccountsoftheircustomers.It
looksasfollows:

InthebooksofM/s.ABCBankLtd.

LedgeraccountofM/sXYZLtd.

Date Particulars LF Debit Credit Balance
Amount

(Rs.)
Amount

(Rs.)
Dr.or
Cr.

Amount

Format-1isusedforacademicpurpose.Hence,thisformatisusefultolearnthebasicsand
principlesofaccounting.

Format-2isusedbybankingandfinancialorganizationaswellaswellasbymostofthe
businessorganizations.
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ImportantPointsRegardingLedger

 Eachsideofajournalentryispostedinthesamesideoftheledger.Itmeansthedebit
entryofajournalispostedinthedebitsideandvice-a-versa.

 Balancec/dreferstothebalancecarrieddownandbalanceb/dreferstothebalance
broughtdown.

 Afterpostinginledger,balancingofledgerisdone.InthecolumnnamedTotal,the
figurecomesonthebasisof‘whicheverishigher’.Means,ifthetotalofdebitsideis
Rs10,000andthetotalofcreditisRs5,000,wewriteRs10,000inthecolumnnamed
Totalofboth,thedebitandthecreditside.

 Thedifferenceofbothsides(inthiscase,itisRs5,000)iswritteninthelastrowofthe
creditsideas‘balancec/d’.Thisbalanceiscalledthedebitbalanceofaccountorvice-
a-versa.

 Allexpensesandassetsrepresentdebitbalance.

 Alltheincomeandliabilitiesrepresentcreditbalanceincludingcapitalaccount.

 Debitbalanceofpersonalaccountrepresents‘AmountReceivable’.Thiscomesunder
thecategoryofassets.Forexampledebtors.

 Creditbalanceofpersonalaccountssignifies‘AmountPayable’.Thiscomesunder
liabilitiessideandrepresentsthatweneedtopaythisamountwhichiscrediteddueto
goods,service,loan,oradvancereceived.

 Debitsideofrealaccountmeansstockinhandoranykindofassets.Creditbalanceof
Realaccountisnotpossible.

 Debitbalanceofnominalaccountmeansexpensesoforganization.

 Creditbalanceofnominalaccountsmeansincomeearned.

 Debitbalanceofcashbookmeanscashinhand.

 DebitsideofBankbookmeansbalanceatbank.

 CreditbalanceofBankbookindicates‘BankOverdraft’.

 Debitandcreditbalancesofnominalaccount(Expensesandincomewillbenil,
becausethesebalancesgettransferredtotrading,andprofit&lossaccounttoarrive
atprofitandlossofthecompany.

 Balancesofrealandpersonalaccountappearinbalancesheetofthecompanyandto
becarriedforwardtonextaccountingyears.
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Illustration:

Journalizethefollowingtransactionsandpostthem intoledgeraccount:

JournalEntries

S.No. Particulars L.F. AMOUNT

Debit(Rs.) Credit(Rs.)

1. Cash A/c Dr.

ToCapital A/c

(Beingcapitalintroduced)

** 4,00,000

4,00,000

2. Purchase A/c Dr.

ToCash A/c

(Beingcashpurchasemade)

** 5,00,000

5,00,000

3. Purchase A/c Dr.

ToAbdhul A/c

(Beinggoodspurchasefrom Abdhul)

** 135,000

1,35,000

4. InwardFreightCharges A/c Dr. ** 1,500
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ToCash A/c

(BeingfreightchargesPaid) 1,500

5 Computer A/c Dr.

ToCash A/c

(Beingcomputerpurchasedoncash)

** 35,000

35,000

6. Computer A/c Dr.

ToCash A/c

(Beingfreightchargesoncomputer

paid)

** 500

500

7. Ram A/c Dr.

ToSale A/c

(BeingsoldtoMr.Ram)

** 2,00,000

2,00,000

8 Rent A/c Dr.

ToCash A/c

(Beingrentpaid)

** 12,000

12,000

9. Salary A/c Dr.

ToCash A/c

(Beingsalarypaid)

** 15,000

15,000

10. Cash A/c Dr.

ToRam A/c

(BeingcashReceivedfrom Mr.Ram)

** 1,50,000

1,50,000

11. Bank A/c Dr.

ToCash A/c

(BeingcashdepositedinBank)

** 75,000

75,000

12. OfficeExpenses A/c Dr.

ToCash A/c

(Beingofficeexpensespaid)

** 25,000

25,000
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3.SUBSIDIARYBOOKS

Thischaptercoversthefollowing:

 CashBook

 Simplecashbookorsinglecolumncashbook

 Doublecolumncashbook(withdiscountcolumn)

 Threecolumncashbook(withdiscount&Bankcolumn)

 PettyCashBook

 PurchaseBook

 SaleBook

 PurchaseReturnBook

 SaleReturnBook

 Billsreceivablebook

 Billspayablebook

 Bankreconciliation

 Trialbalance

 Financialstatements

 Depreciationanditsroles

Letusgothrougheachoneofthem indetail.

CashBook
Cashbookisarecordofallthetransactionsrelatedtocash.Examplesinclude:expensespaid
incash,revenuecollectedincash,paymentsmadetocreditors,paymentsreceivedfrom
debtors,cashdepositedinbank,withdrawnofcashforofficeuse,etc.

Indoublecolumncashbook,adiscountcolumnisincludedonbothdebitandcreditsidesto
record the discountallowed to customers and the discountreceived from creditors
respectively.

Intriplecolumncashbook,onemorecolumnofbankisincludedtorecordallthetransactions
relatingtobank.

Note:Inmodernaccounting,simplecashbookisthemostpopularwaytorecordcash
transactions.Thedoublecolumncashbookorthreecolumncashbookispracticallyfor
academicpurpose.Aseparatebankbookisusedtorecordallthebankingtransactionsas
theyaremorethancashtransactions.Thesedays,cash
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isusedjusttomeetpettyandroutineexpendituresofanorganization.Inmostofthe
organizations,thesalariesofemployeesarepaidbybanktransfer.

Note:Cashbookalwaysshowsdebitbalance,cashinhand,andapartofcurrentassets.

SingleColumnCashBook

Cashbookisjustlikealedgeraccount.Thereisnoneedtoopenaseparatecashaccountin
theledger.Thebalanceofcashbookisdirectlypostedtothetrialbalance.Sincecash
accountisarealaccount,rulingisfollowed,i.e.whatcomesin–debit,andwhatgoesout–
credit.Allthereceivedcashispostedinthedebitsideandallpaymentsandexpensesare
postedinthecreditsideofthecashbook.

Format:

CASHBOOK(SingleColumn)

Dr. Cr.

Date Particulars L.F. Amount Date Particulars

L
.F

. Amount

DoubleColumnCashBook
Here,wehaveanadditionalDiscountcolumnoneachsideofthecashbook.Thedebitside
columnofdiscountrepresentsthediscounttodebtorsofthecompanyandthecreditsideof
discountcolumnmeansthediscountreceivedfrom oursuppliersorcreditorswhilemaking
payments.

Thetotalofdiscountcolumnofdebitsideofcashbookispostedintheledgeraccountof
‘DiscountAllowedtoCustomers’accountas‘ToTotalAsPerCashBook’.Similarly,credit
columnofcashbookispostedinledgeraccountof‘DiscountReceived’as‘Bytotalofcash
book’.

Format:

CASHBOOK(SingleColumn)

Dr. Cr.

Date Particula

rs

L.F.Discount Amt. Date Particula

rs

L.F. Discount Amt.
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TripleColumnCashBook
WhenonemorecolumnofBankisaddedinbothsidesofthedoublecolumncashbookto
postallbankingtransactions,itiscalledtriplecolumncashbook.Allbankingtransactionsare
routedthroughthiscashbookandthereisnoneedtoopenaseparatebankaccountinledger.

PettyCashBook
Inanyorganization,theremaybemanypettytransactionsincurringforwhichpaymentshave
tobedone.Therefore,cashiskeptwithanemployee,whodealswithitandmakesregular
paymentsoutofit.Tomakeitsimpleandsecure,mostlyaconstantbalanceiskeptwiththat
employee.

SupposecashierpaysRs5,000toMrA,whowillpayday-to-dayorganizationexpensesoutof
it.SupposeMrAspendRs4,200outofitinaday,themaincashierpaysRs4,200,sohis
balanceofpettycashbookwillbeagainRs5,000.Itisveryusefulsystem ofaccounting,asit
savesthetimeofthemaincashierandprovidesbettercontrol.

We willsoon discuss about‘AnalyticalorColumnarPettyCash Book’which ismost
commonlyusedinmostoftheorganizations.

Format:

PETTYCASHBOOK

Amt

Recd

C.B.F Date Particul

ars

Amt

Paid

Stationery

&

Printing

Cartage Loading Postage

L
.F

PurchaseBook
Purchasebookispreparedtorecordallthecreditpurchasesofanorganization.Purchasebook
isnotapurchaseledger.

Format:

PURCHASEBOOK

Date Particulars InwardInvoiceNo. L.F. Amount
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SaleBook
Thefeaturesofasalebookaresameasapurchasebook,exceptforthefactthatitrecords
allthecreditsales.

Format:

SALEBOOK

Date Particulars
Outward

InvoiceNo.
L.F. Amount

PurchaseReturnBook
Sometimesgoodsaretoberetunedbacktothesupplier,forvariousreasons.Themost
commonreasonbeingdefectivegoodsorpoorqualitygoods.Inthiscase,adebitnoteis
issued.

Format:

PURCHASERETURNBOOK

Date Particulars CreditNoteNo. L.F. Amount

SaleReturnBook
ThereasonofSalereturnissameasforpurchasereturn.Sometimescustomersreturnthe
goodsiftheydon’tmeetthequalitystandardspromised.Insuchcases,acreditnoteisissued
tothecustomer.

Format:

SALERETURNBOOK
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Date Particulars DebitNoteNo. L.F. Amount

BillsReceivablesBook
Billsareraisedbycreditorstodebtors.Thedebtorsacceptthem andsubsequentlyreturn
them tothecreditors.Billsacceptedbydebtorsarecalledas‘BillsReceivables’inthebooks
ofcreditors,and‘BillsPayable’inthebooksofdebtors.Wekeepthem inourrecordcalled
‘BillsReceivableBooks’and‘BillsPayableBook’.

Format:

BILLSRECEIVABLEBOOK

Date ReceivedFrom Term
Due
Date

L.F. Amount

BillsPayableBook
Billspayableissuestothesupplierofgoodsorservicesforpayment,andtherecordis
maintainedinthisbook.

Format:

BILLSPAYABLEBOOK

Date ToWhom Given Term Due
Date

L.F. Amount

KeyFeaturesofSubsidiaryBooks
Thereisadifferencebetweenapurchasebookandapurchaseledger.A purchasebook
recordsonlycreditpurchasesandapurchaseledgerrecordsallthecashpurchasesin
chronicalorder.Thedailybalanceofpurchasebookistransferredto
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purchaseledger.Therefore,purchaseledgerisacomprehensiveaccountofallpurchases.

Thesameruleappliestosalebookandsaleledgers.

1. Itisquiteclearthatmaintainingasubsidiarybookisfacilitationtojournalentries,

practicallyitisnotpossibletoposteachandeverytransactionthroughjournalentries,
especiallyinbigorganizationsbecauseitmakestherecordsbulkyandunpractical.

2. Maintenance ofsubsidiarybooks givesus more scientific,practical,specialized,

controlled,andeasyapproachtowork.

3. Itprovidesusfacilityto dividetheworkamong differentdepartmentslikesale

department,purchasedepartment,cashdepartment,bankdepartment,etc.Itmakes
eachdepartmentmoreaccountableandprovidesaneasywaytoauditanddetect
errors.

4. Inmoderndays,thelatestcomputertechnologyhassetitsbaseallovertheworld.

More and more competentaccounts professionals are offering theirservices.
Accuracy,quickresults,andcomplianceoflawarethekeyfactorsofanyorganization.
Noonecanignorethesefactorsinacompetitivemarket.

BankReconciliation
Onaparticulardate,reconciliationofourbankbalancewiththebalanceofbankpassbookis
calledbankreconciliation.Thebankreconciliationisastatementthatconsistsof:

 Balanceasperourcashbook/bankbook

 Balanceasperpassbook

 Reasonfordifferenceinbothofabove

Thisstatementmaybepreparedatanytimeaspersuitabilityandrequirementofthefirm,
whichdependsuponthevolumeandnumberoftransactionofthebank.ri

Inthesedays,wheremostofthebankingtransactionsaredoneelectronically,thecustomer
getsalertsforeverytransaction.Timetoreconcilethebankisreducedmore.

Format:

BANKRECONCILIATIONSTATEMENT

PARTICULARS
(1)

DebitBank
(2)

Credit Bank
Balance as
perBank
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Balanceas
perBank

Book

Book
(Overdraft)

BalanceasperBankBook 50,000 -50,000
1.Add:Chequeissuedtopartiesbutnot

presentedinbank
3,25,000 3,25,000

2.Less:Chequedepositedinbankbutnot
clearedyet

-50,000 -50,000

3.Less:BankChargesdebitedbybankbut
notenteredinourbooksofaccounts

-1,200 -1,200

4.Less:Bankinterestchargedbybankbut
notenteredinourbooksofaccounts

-10,000 -10,000

5.Add:Paymentdirectdepositedbyparty
withoutintimationtous

1,75,000 1,75,000

BalanceasperBankPassBook/
Statement

4,88,800 3,88,800

TrialBalance
Trialbalanceisasummaryofallthedebitandcreditbalancesofledgeraccounts.Thetotalof
debitsideandcreditsideoftrialbalanceshouldbematched.Trialbalanceispreparedonthe
lastdayoftheaccountingcycle.

Trialbalanceprovidesusacomprehensivelistofbalances.Withthehelpofthat,wecandraw
financialreportsofanorganization.Forexample,thetradingaccountcanbeanalyzedto
ascertainthegrossprofit,theprofitandlossaccountisanalyzedtoascertaintheprofitor
Lossofthatparticularaccountingyear,andfinally,thebalancesheetoftheconcernis
preparedtoconcludethefinancialpositionofthefirm.

Format:

TRIALBALANCE

S.NO. LedgerAccounts L.F. DEBIT
(Rs)

Credit
(Rs.)

1 ADVANCEFROM CUSTOMERS XX

2 ADVANCETOSTFF XX

3 AUDITFEES XX

4 BALANCEATBANK XX

5 BANKBORROWINGS XX

6 BANKINTERESTPAID XX

7 CAPITAL XX

8 CASHINHAND XX

9 COMMISSIONONSALE XX

10 ELECTRICITYEXPENSES XX

11 FIXEDASSETS XX

12 FREIGHTOUTWARD XX
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13 INTERESTRECEIVED XX

14 INWARDFREIGHTCHARGES XX

15 OFFICEEXPENSES XX

16 OUTSTANDINGRENT XX

17 PREPAIDINSURANCE XX

18 PURCHASES XX

19 RENT XX

20 REPAIRANDRENUWALS XX

21 SALARY XX

22 SALARYPAYABLE XX

23 SALE XX

24 STAFFWELFAREEXPENSES XX

25 STOCK XX

26 SUNDRYCREDITORS XX

27 SUNDRYDEBTORS XX

TOTAL XXXXX XXXXX

FinancialStatements
Financialstatementsarepreparedtoascertaintheprofitorlossofthebusiness,andtoknow
thefinancialpositionofthecompany.

Trading,profit&Lossaccountsascertainthenetprofitforanaccountingperiodandbalance
sheetreflectsthepositionofthebusiness.

Alltheabovehasalmostafixedformat,justputallthebalancesofledgeraccountsintothe
formatgivenbelowwiththehelpofthetrialbalance.Withthat,wemayderivedesiredresults
intheshapeoffinancialequations.

Trading&Profit&LossAccountofM/sABCLimited(Forthe
periodending31-03-2014)

Particulars Amount Particulars Amount

ToOpeningStock XX BySales XX

ToPurchases XX ByClosingStock XX

ToFreightcharges XX ByGrossLossc/d XXX

ToDirectExpenses XX

ToGrossProfitc/d XXX

Total XXXX Total XXXX

ToSalaries XX ByGrossProfitb/d XXX

ToRent XX

ToOfficeExpenses XX ByBankInterestreceived XX

ToBankcharges XX ByDiscount XX

ToBankInterest XX ByCommissionIncome XX

ToElectricity
Expenses

XX ByNetLosstransferto
Balancesheet

XX

ToStaffWelfare
Expenses

XX
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ToAuditFees XX

ToRepair&Renewal XX

ToCommission XX

ToSundryExpenses XX

ToDepreciation XX

ToNetProfittransferto
Balancesheet

XX

Total XXXX Total XXXX

BalancesheetofM/sABCLimitedason
31-03-2014

Liabilities Amount Assets Amount

Capital XX

Add:NetProfit XX XX

FixedAssets XXXX

Less:Depreciation XX XX

BankBorrowings XX CurrentAssets XX

LongTerm Borrowing XX Stock XX

CurrentLiabilities: XX Debtors XX

AdvanceFrom
Customers

XX CashInhand XX

SundryCreditors XXX CashatBank XX

Billspayable Billsreceivables XX

ExpensesPayable

Total XXXX Total XXXX

Owner’sEquity
Theequationofequityisasfollows:Owner

Equity=Assets–liability

Theownerorthesoleproprietorofabusinessmakesinvestments,earnssomeprofitonit,
andwithdrawssomemoneyoutofitforhispersonalusecalleddrawings.Wemaywritethis
transactionasfollows:

Investment(capital)+-ProfitorLoss–drawings=Owner’sEquity

CurrentAssets
Assetsthatareconvertibleintocashwithinthenextaccountingyeararecalledcurrentassets.

Cashinhand,cashinbank,fixeddepositreceipts(FDRs),inventory,debtors,receivablebills,
short-term investments,staffloanandadvances;allthesecome
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undercurrentassets.Inaddition,prepaidexpensesarealsoapartofcurrentassets.

Note:Prepaidexpensesarenotconvertibleintocash,buttheysavecashforthenextfinancial
oraccountingyear.

CurrentLiabilities
Likecurrentassets,currentliabilitiesareimmediateliabilitiesofthefirm thataretobepaid
withinoneyearfrom thedateofbalancesheet.

Currentliabilitiesprimarilyincludesundrycreditors,expensespayable,billspayable,short-term
loans,advancefrom customers,etc.

Depreciation
Depreciationreducesthevalueofassetsonaresidualbasis.Italsoreducestheprofitsofthe
currentyear.

Depreciationindicatesreductioninvalueofanyfixedassets.Reductioninvalueofassets
dependsonthelifeofassets.Lifeofassetsdependsupontheusageofassets.

Therearemanydecidingfactorsthatascertainthelifeofassets.Forexample,incaseofa
building,thedecidingfactoristime.Incaseofleasedassets,thedecidingfactoristhelease
period.Forplantandmachinery,thedecidingfactorshouldbeproductionaswellastime.
Therecanbemanyfactors,butthelifeofassetsshouldbeascertainedonsomereasonable
basis.

WhyDoWeNeedtoAccountforDepreciation?
Hereiswhyweneedtoprovidedepreciation:

 Toascertainthetrueprofitduringayear,itisdesirabletocharge
depreciation.

 To ascertain the true value ofassets,depreciation should be charged.Without
calculatingthecorrectvalueofassets,wecannotascertainthetruefinancialposition
ofacompany.

 Insteadofwithdrawalofoverstatedprofit,itisdesirabletomakeprovisionstobuynew
assetstoreplaceoldasset.Theaccumulatedvalueofdepreciationprovidesadditional
workingcapital.

 Depreciationhelpsinascertaininguniform profitineachaccountingyear.

 Depreciationallowstotaketheadvantageoftaxbenefit.
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AccountingEntriesRelatedtoAssetsandDepreciation
Letusseetheaccountingentriesrelatedtoassetsanddepreciation:

S.No. JournalEntries

1 PurchaseofFixedAssets

Asset A/c Dr.

ToBankA/c

2 ExpensesonpurchaseofFixedAssets

RelatedAssetA/c Dr.

ToCash/BankA/c

3 ForProvidingdepreciation

DepreciationA/c Dr.

ToAssetsA/c

4 TransferofDepreciationtoProfitandLossA/c

Profit&LossA/c Dr.

ToDepreciationA/c

5 SaleofAssets

Bank A/c Dr.

ToAssetsA/c
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