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* Bo nd is
conc nance
of bo ine and
clerical in

 R.N. Carter says, ing is the science
and art of correctly recording in the books of
account all those business transactions that result
in the transfer of money or money’s worth”.
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e Record of
 Record of business assets and liabilities

* Helpful in calculating gross profit/loss and net
profit/loss

* Helpful to know about the financial position of
the business
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 Und

 Mathe ounts
* Net Resul
* Calculation of Fin ition of Business
* Calculation of the Progress of Business

e Setting the Selling Price

* Helpful in Taxation

* To fulfil Legal needs
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Accou
preparin
words, it is
knowledge of acco

ess of
. In other
e academic
O practice.

* American Accounting Association defines
accounting as “the process of identifying,
measuring and communicating economic
information to permit informed judgements
and decision by users of the information”.
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e To asc usiness
* To ascert ess
* To communicate g information’s

* To fulfil legal requirement
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. made

* Provides s and assets

of the busines
 Provides useful information
* Helpful in comparative study

* Provides wusers with factual and interpretive
information

e Useful in complying with certain legal formalities
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* Total and
e Helpful in preparation of Final Accounts

* Helpful in Rectification of Errors

e Skills and Knowledge required

 Liability of concerned person
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e An a nce of

accoun ording of
business preparation
of final acco

* The transactions which have completed in the

current accounting year, once again come to the
starting point — the journal — and they move with
new transactions of the next year. Thus, this cyclic
movement of the transactions through the books of
accounts (accounting cycle) is a continuous process.
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|«"" Business

S
\ transaction |

/' Opening v D

Balance . |( Journal |
Sheet

Closi .
Balance ounting Cycl

Sheet

Profit &
loss
account

Trading
accounting
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IDENTIFICTION OF TRANSACTIONS

CLASSIFICATION OF RECORDED TRANSACTIONS

e
A 4

COMMUNICATION OF INFORMATION
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Acco quality
betwee ing that
the assets ays equal to
the liabilities and c e business.

Assets = Liabilities + Capital
Liabilities = Assets — Capital
Capital = Assets — Liabilities
Assets — Capital - Liabilities =0
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Example: S equation of

accounting:
» Business starte
» (Goods Purchased fro
« Paid to Mohan Rs. 20000

Answer:

Particulars Assets Liabilities + Capital

Business started 200000 0 + 200000

Goods Purchased 200000 + 20000= 220000 20000+ 200000= 220000

Paid to Mohan 220000- 20000 = 200000 0 + 200000 = 200000
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The main purpose g is to provide
desired information’s to the actual users of
the accounting information.

( )
Accounting Information

( A A

Internal Users External Users
— —
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Banks and
* Government
* |nvestors- present and potential
* Regulatory Bodies
* Researchers
* Financial Analysts
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Methods of Accounting
T —

Cash Method Mercantile Method
of Accounting of Accounting
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No In
accou

Non-reco
Influenced by a ciples
Influenced by accounting standards

Ignorance of objectivity factor while doing
accounting

Legal restrictions

sactions
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Accou by the

Canadia tants as
“The bo ciated with
the theory ing serving as

an explanation o es and as a guide
for the selection of conventions or procedures
where alternatives exists. Rules governing the
formation of accounting axioms and the principles
derived from them have arisen from common
experience, historical precedent statements by
individuals and professional bodies and regulations
of Governmental agencies”.
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following th
objectivity and feasibility.
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iz., relevance,




Accounting
Principles

|
Accounting i Accounting

Concepts B Conventions
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e Historical
* Money Meas
* Dual Aspect Concep
* Accrual Concept

* Periodicity Concept
* Matching Concept

* Realisation Concept
* Going Concern Concept
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Acc
while
known a
doctrines.

* Convention of Materiality

* Convention of Conservatism
* Convention of consistency

* Convention of Full Disclosure

These slides are made solely for Teaching Purposes.

also called



e accounting
In the financial
of these statements

profession to
statement. This |
to various users of th

« Recognizing this need, the Institute of Charted Accountants of India
(ICAI) constituted an Accountmg Standards Board (ASB) in Apiril,
1977 for developing Accounting Standards. The main function of
ASB is to identify areas in which uniformity in standards is required
and develop draft standards after wide discussion with
representative of the Government, public sector undertakings,
iIndustry and other organizations.

« Accounting standards are written statements of uniform accounting
rules and guidelines or practices for preparing the uniform and
consistent financial statements and for other disclosures affecting
the user of accounting information.
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AcC

AS1
AS 2
AS 3
AS 4

AS 5

AS 6
AS 7
AS 8
AS 9
AS 10
AS 11
AS 12
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Disclosure of Accounting Policies
Valuation of Inventories
Cash Flow Statements

Contingencies and Events Occurring after the Balance Sheet
Date

Net Profit or Loss for the Period, Prior Period items and
Changes in Accounting Policies

Depreciation Accounting

Construction Contracts

Accounting for Research and Development
Revenue Recognition

Accounting for Fixed Assets

The Effects of Changes in Foreign Exchange Rates

Accounting for Government Grants




AS 15 Accounting for Retirement Benefits in the Financial Statements of
Employers

AS 16 Borrowing Costs

AS 17 Segment Reporting

AS 18 Related Party Disclosures

AS 19 Leases

AS 20 Earnings per Share

AS 21 Consolidated Financial Statements
AS 22 Accounting for Taxes on Income

AS 23 Accounting for Investments in associates in Consolidated
Financial Statements

AS 24 Discontinuing Operations
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AS 25 Interim Financial Reporting

AS 26 Intangible Assets

AS 27 Financial Reporting of Interests in Joint Ventures

AS 28 Impairment of Assets

AS 29 Provisions, Contingent Liabilities and Contingent Assets

AS 30 Financial Instruments: Recognition and Measurement

AS 31 Financial Instruments: Presentation

AS 32 Financial Instruments: Disclosures
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Double e s world
by an ltali
Though the
systematic man
in England and o during the 18th
century only i.e., after t evolution.

Each transaction, when closely analysed, reveals two
aspects. One aspect will be “receiving aspect” or “incoming
aspect” or “expenses/loss aspect”. This is termed as the
“Debit aspect”. The other aspect will be “giving aspect” or
“outgoing aspect” or “income/gain aspect”. This is termed as
the “Credit aspect”. These two aspects namely “Debit
aspect” and “Credit aspect” form the basis of Double Entry
System.

ctions in a
as perfected
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The term “debit’ IS supposed to have derived from ‘debit’
and the term ‘credit’ from ‘creditable’. For convenience
‘Dr’ Is used for debit and ‘Cr’ i1s used for credit.
Recording of transactions require a thorough
understanding of the rules of debit and credit relating to
accounts. Both debit and credit may represent either

Increase or decrease, depending upon the nature of
account.
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 Exa

« Fullr

« Checkin
 Ascertainmen

 Ascertainment of financial position

» Complete details for decision-making
 Easy to draw information

« Comparative study

 Finding of fraud

Very easy
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. Accounts

Impersonal Personal
Account Account

I Real Nominal
Account Account
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Accounts

Personal Debit the receiver
Accounts Credit the giver

Real Accounts Debit what comes in
Credit what goes out

Nominal Debit all expenses and losses
Accounts Credit all incomes and gains
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Ca ns

e Capital s of those
expendit er to several
accounting efit of which is

not consumed eriod. It is non-

recurring in nature.

* Capital Receipt: Capital receipt is one which is invested in
the business for a long period. It includes long term loans
obtained from others and any amount realised on sale of
fixed assets. It is generally non-recurring in nature.

 Revenue Expenditure: Revenue expenditures consist of
those expenditures, which are incurred in the normal
course of business. They are incurred in order to maintain
the existing earning capacity of the business. It helps in the
upkeep of fixed assets. Generally it is recurring in nature.
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* Re ceipt
of i ormal
cour

* Deferr revenue
expendit may be
extended o nd not for the

current year a eferred revenue
expenditure. For example, a new firm may
advertise very heavily in the beginning to capture
a position in the market. The benefit of this
advertisement campaign will last for quite a few
vears. It will be better to write off the
expenditure in three or four years and not only in
the first year.
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e The word

inal or

Journal is S in which all
the business tr riginally recorded
in chronological order and from which they are

posted to the ledger accounts at any convenient
time.

* Journalsing refers to the act of recording each
transaction in the journal and the form in which it
is recorded, is known as a journal entry.
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These slides are made solely for Teaching Purposes.



. year and
the mo dates and

ne account is
t to be debited
the word Dr. is
line, the name of
d ‘To’, a few space
make It distinct from the

debited an
IS written fir
also written at
the account to b
away from the margi
debit account.

Ledger Folio (L.F): All entries from the journal are later posted into the ledger
accounts. The page number or folio number of the Ledger, where the posting
has been made from the Journal is recorded in the L.F column of the Journal.
Till such time, this column remains blank.

Debit Amount: In this column, the amount of the account being debited is
written.

Credit Amount : In this column, the amount of the account being credited is
written.

Narration : After each entry, a brief explanation of the transaction together
with necessary details is given in the particulars column with in brackets called
narration. The words ‘For’ or ‘Being’ are used before starting to write down
narration.
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10
11
13
15

20
23
25
27

Examg

Mohal La

yooks of

Machinery purchased 200000
Goods purchased 100000
Goods sold to Rakesh 80000
Received cash from Rakesh 80000
Goods purchased from Mukesh 500000
Goods sold to Mohan and received a cheque 300000
Goods purchased and received cash discount of Rs. 46200
1200

Goods sold to Mahesh 100000
Mahesh send a cheque in full settlement 98500
Stationary purchased 2500
Telephone bill paid 4500

Wages paid 7500



Ans

Journal E

Cash A/c
To Capital A/c
(Being business started)

Machinery A/c Dr.
To Cash A/c
(Being machinery purchased)

Purchase A/c Dr.

To Cash A/c
(Being goods Purchased)

Rakesh’s A/c Dr.
To Sales A/c
(Being goods sold to Rakesh)

300000
300000

200000
200000

100000
100000




Cash A/c
To Rakesh’s A/c
(Being Cash received)

Purchase A/c Dr.
To Mukesh’s A/c
(Being goods purchased on credit)

Bank A/c Dr.
To Sales A/c

(Being goods sold for cash and

received cheque in settlement)

Purchase A/c Dr.
To Cash A/c
To Discount A/c
(Being goods Purchased and get
cash discount)

Mahesh’s A/c
To Sales A/c
(Being goods sold on credit)

500000

300000

100000

500000

300000

100000




Cash A/c
Discount A/c
To Mahesh’s A/c
(Being cash received in full
settlement and discount allowed)

Stationary A/c Dr.
To Cash A/c

(Being stationary purchased and

paid in cash)

Telephone A/c Dr.
To Cash A/c

(Being telephone bill paid for the

month of January)

Wages A/c Dr.
To Cash A/c
(Being wages paid)

100000




ary statement
of all the transa n, asset, expense,
or income or gain or loss which have taken place during a
specified period and shows their net effect ultimately.

Posting refers to the process of entering in the ledger the
Information given in the journal.

Balancing of the ledger is done at the end of the specified
period. In this process, the total of debit as well as credit
IS done and in the lighter side the difference is written.
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Dr.
Particulars Amount

To name

of the
account to
be credited
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By name
of the
account
to be
debited

Amount




e The that a

separat group of
transaction ciently large
In number.

« Each one of the subsidiary books Is a special journal
and a book of original or prime entry.

 Though the usual type of journal entries are not
passed In these sub-divided journals, the double entry
principles of accounting are strictly followed.
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P y the
tra

Sale ods by
the tr

trader to s

Sales Retur
sales) by the cus

Bills Receivable Boo
Receivable).

Bills Payable Book records the issue of bills (Bills Payable).

Cash Book Is used for recording only cash transactions I.e.,
receipts and payments of cash.

Journal Proper Is the journal which records the entries which
cannot be entered in any of the above listed subsidiary books

out of previous

e receipts of bills (Bills

These slides are made solely for Teaching Purposes.



I. Date Column — Re place.

ii. Particulars Column — seller and the particulars
of goods purchased.

ii. Inward Invoice No. Column — Reveals the serial number of the inward invoice.

Iv. LF. Column — This column shows the page number of the suppliers account in the
ledger accounts.

v. Details Column — Reveals the amount of goods purchased and the amount of trade
discount.

vi. Total Column — This column represents the net price of the goods, i.e, the amount
which is payable to the creditors after adjusting discount and expenses if any.

vii. Remarks Column — Contains any extra information.

Date Particulars Inward L.F. Amount amount CEMER S
Invoice Details Total

\[oR
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e Date Column—R ook place.

e Particulars Column of purchasers and the

particulars of goods sold.
e Qutward Invoice No. Column — Reveals the serial number of the outward invoice.

e LF Column — The page number of the customers accounts in the Ledger is
recorded.

e Details Column — Contains the amount of goods sold and the amount of trade
discount if any.

e Total Column — This column shows the net amount which is receivable from the
customers.

 Remarks Column — Any other extra information will be recorded.

Date Particulars Outward L.F. Amount amount EME S
Invoice I ES Total
No.
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 This boo oods

returned to
* Debit note is issued to the supplier.

ES Particulars Debit L.F. Amount Amount Remarks
Note No. Details Total

These slides are made solely for Teaching Purposes.



 This boo oods

returned by
 Credit note is issued to the customers.

ES Particulars Credit L.F. Amount Amount Remarks
Note No. Details Total

These slides are made solely for Teaching Purposes.



e This book is use
business from its custo

ived by the

* It contains details regarding the name of the acceptor, date of

the bill, place of payment, term of the bill, due date and the
amount of the bill.

Sl. Date of L.F. | Drawer | Acceptor | Term | Due Amount | Remarks
No. | Receipt Date
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k

This book is used to record all the bills accepted by the business drawn by
its creditors.

It contains details regarding the name of the drawer, payee and date of

acceptance, due date, place of payment, term and amount of the bill.

Sl. Date of | Draw- | Payee Where | Dateof |Term |Due Amou | Rema
No. | Accep- |er Payable | Bill Date |nt rks
atance

These slides are made solely for Teaching Purposes.




e Thi idual
tran of the
subsidi

* The follo

* Opening Entrie
* Closing Entries
* Adjusting Entries
* Transfer Entries
* Rectifying Entries
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or prime
entry sinc for the first

time from the

The cash book is a ledger in the sense that it is
designed in the form of a cash account and
records cash receipts on the debit side and cash
payments on the credit side. Thus, the cash book
is both a journal and a ledger.

Cash Book will always show debit balance, as
cash payments can never exceed cash available.
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. Trial nces

that debits
equals rds it is
prepared een spent

is equal to wh

A trial balance is a statement that shows the
balances of all accounts recorded in the ledger.

* Every debit should have a corresponding credit
as per the rules of the double entry system, the
total of the debit and credit balances should
tally.
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Methods of Preparation of Trial
Balance

Total Balance Total &
Method Method Balance
Method
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* To al of
bot Trial
Bala should

 Balance ethod, the
accounts are the amount is
written in the respective side as the case may be
i.e. Debit balance will be written in debit column
of amount and credit balance will be written in
credit column of amount. At last, total will be
done and this must be equal.

e Total & Balance Method: The two methods are
used to prepare the Trial Balance.
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Example
prepare

Cash

Salaries

Fixed Assets

Sales

Purchases

Accounts Receivable

Stock

Capital

Creditors
Bank loan

Short term investment

83466
24300
24000
293232
221700
48872
8000
100000
17106
8000
8000




Cash

Salaries

Fixed Assets
Sales
Purchases
Accounts Receivable

Stock

Capital

1
2
3
4
5
6
7
8
9

Creditors

Bank loan

=
o

Short term investment

Total

These slides are made solely for Teaching Purposes.

83466
24300
24000

221700
48872
8000

8000
418388

293232

100000
17106
8000

418388




e E rial
Ba ans
that two

types IS not
reveale e other is
that which is il balance.

e There are few errors which are exist there in
spite of tallying the trial balance.



Errors\

Errors

Errors of Commission

Errors of Omission
Errors of Principle
Compensating Errors

Reversal of Entries




 Errors of | ed a capital
expense as revenue expense
 Compensating errors — errors which

cancel each other out

» Reversal of entries — wrong sides of each
account used
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Final Account

|
;radlngt Profit & Loss Balnce
ccoun Account
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e Tr ncial
sta Final
Acco

 This is
loss earn
period of time.

* Gross profit/loss is calculated by matching sale
proceeds and cost of goods sold.

* We can know the amount of sales and purchased
and direct expenses and closing stock of that
period very easily for which this is prepared.

g a certain
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To Opening Stock By Sales A/c XXXXX XXXXX
Less: Sales return ~ Xxx

To Purchases XXXX By Closing Stock
Less: Purchase return xxx

To Direct Expenses By Gross Loss c/d XXXXX

To Gross Profit c/d

XXXXXX XXXXXX
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All the in
are considere

ect Incomes
Ing this account.

Various provisions are made in this very
Account.

The Balance of this account is transferred to
Capital Account in the Balance Sheet.
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For the

To Gross Loss b/d XXXxXX By Gross Profit b/d  xxxxx

To Administrative XXXxXx By Discount XXXXX

EXp. Receives

To Selling Expenses  xxxxx By Commission
Received

To Distribution Exp.  xxxxx by Net Loss
To Net Profit XXXXX

XXXXXX XXXXXXX




* Th

e All't hown
in thi
* This stat position of

the business.

* This shows the financial position of the
business of that date on which it is prepared.

* The liabilities side must be equal to assets side
as it is prepared on the basis of double entry
system.
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Capital XXXXX  XXXXXXX Fixed Assets
Add: Net Profit XXXX
Less: Drawing XXXX

General Reserve XXXXX Investments XXXXX

Long term Loans XXXXX Current Assets XXXXX

Creditors XXXXX Miscellaneous Expenditure  XXxXxx

Short term Loans XXXXX

Bills Payable XXXXX

XXXXX
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for ear due to Its
use must of that year
In order to ow the asset at
Its correct valu

According to IAS-4, 1 IS the allocation of the
depreciable amount of an asset over its estimated useful life,”

According to AS-6, “depreciation IS a measure of wearing out,
consumption or other of value of a depreciable asset arising
from use, effusion of time or obsolescence through technology
and market changes. Depreciation Is allocated so as to charge a
fair proportion of the depreciable amount in each accounting
period during the expected useful life of the assets.
Depreciation includes amortisation of assets whose useful life
IS pre determined.”

These slides are made solely for Teaching Purposes.



India out,
consu asset
arising escence
through te

Causes of De

Continuous use
Time factor
Exhaustion
Obsolescence
Accidents
Decreasing market value of assets
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* Showing fixe
* For replacing assets
* For tax reasons
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rket value



value from th
balance is divided by
as the life of the asset.

er of years estimated
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 This calculated depreciation amount will be
charged over the years.
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* Unde rged at

ry year.
* The amount ually reducing

every year.

* The depreciation charge in the initial period is
high depreciation charge in the initial period is
high and negligible amount in the later period
of the asset.
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jation Rate =1 — "
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iginal Cost of Asse

= 150000 - 30000/12
= 10000 Rs
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EXxa

JA
RS.
2012.

IS Rs.
6000 an IS. Prepare
machinery acc
Solution:
(50000+ 10000) — 6000
Depreciation = --------------=-mmmommoeo—- = Rs. 18000

3
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. ---_' "
Jan. 1
---- "

C e | [

Jan. 1

By Balance c/d 24000
?2:41 To BaldnEel el Dec. 31 By Depreciation A/c 18000
Dec.31 By Balance c/d 6000
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EX

Rs.
100 SINESS

purpose. on Is 20
percent per lon Is charged
on written down value method. Prepare

Truck Account for the first three years.
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100000

- To Balance b/d Depreciation A/c | 16000
Jan. 1
By Balance c/d 64000
2012 Y.
Jan. 1 To Balance b/d 64000 Dec. 31 | By Depreciation A/lc | 12800
Dec. 31 | By Balance c/d 51200




* Provi known
liabilit termined
accurately.

* This Is charge count

It is shown in the Assets side of the balance sheet by
deducting from concerned asset.

e |t Is also shown on the liabilities side of the balance
sheet under the head “Current Liabilities and
Provisions™

« For example, Provision for Depreciation, Provision for
Bad and doubtful debts, Provision for Taxation etc.
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* Reser ofits.

* Itis an ngthen the
financial p

« According to , “Reserve Is the
amount set aside out of undivided profits and
other surpluses In order to strengthen the financial
position of the business, but not designed to meet
any liability or contingency known to exist at the
date of Balance Sheet. ”

 This 1s shown In the Balance Sheet on Liabilities
side under the head “Reserve & Surplus”.
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of pro vailable
for stren expansion
of business.

« Specific reserve — This Is created for specific
purpose and can be utilized only for that purpose.

 Secret reserve — It IS a reserve the existence or
the amount of which 1s not disclosed In the
balance sheet. It IS also known as hidden reserve.

These slides are made solely for Teaching Purposes.
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