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CHAPTER- 1 

INTRODUCTION TO ACCOUNTING 

 

1.1 Business 

Business dictionary explains that an organization or 

economic system where goods and services are 

exchanged for one another or for money is called 

business. So ‘Money’ is the central part. Also, you must 

know about the fact that there is nothing without 

papers in business. It means that business demands 

evidence whether in paper form or electronic form. 

Business is not done orally. It attempts to record 

everything what it does. This very nature of written 

evidence gives birth to accounting. 

 

1.2 Accounting 

Accounting is a language of business. Put it in a simple 

way, we all know that English is a language of 

Communication. Through this, we intend to 

disseminate the thoughts and discuss our ideas. Now, 

this communication is generally used in the social 

phenomenon. We use the common rules and 

terminology of the English in order to exchange our 

ideas and thoughts to others. It must be evident in this 

case that this language has some terminology and rules 

of communication. 

 

Similar to this, Accounting is a language of business. It comprises of some common 

terminology and basis of accounting i.e. rules, concepts and customs on which it is 

built. In English, we communicate our general thoughts not related to any particular 

field but Accounting Language communicates the business conditions and results. 

When it comes to definition of accounting, it is based on the activities performed by a 

business. A business may perform the accounting for the various purposes like: 

 

Learning Objectives 

After going through this 

chapter you will be able to 

understand: 

1. The meaning of 

economic transactions 

and events giving birth 

to accounting. 

2. The Accounting as a 

process in order to 

reach at end results 

3. Various stakeholders 

interested in 

accounting information 

along with their needs. 

4. Two sided effect of a 

economic happening 

called as double entry 

system. 

5. Various basic 

accounting terms for 

drawing accounting 

framework. 
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  To know the financial position of the business.(Financial Accounting) 

  To know the cost of product manufactured. (Cost Accounting) 

  To help the management in deciding on the key issues like purchase of any 

assets, continue or discontinue any business etc. (Management Accounting) 

 

Hence, it is understood that whenever someone wants to communicate about the 

business aspects, He must be doing it through accounting which is a universal 

language of business. 

It refers to: 

  Identifying the business transactions: It means that a transaction would 

qualify the criteria to be written in accounting books it involves money.  Any 

value of money must be associated to the exchange of goods and services. This 

is the reason that only ‘Commercial’ transactions are entertained in business. 

 

  Recording such monetary or financial transactions: Once one identify 

about commercial transactions, it would qualify the criteria to be written in 

books of accounts. Here from, rules, concepts and conventions of accounting 

come to existence which everyone must understand in order to do accounting. 

Under this, one must study the following: 

o Rules of debit and credit 

o Concepts and conventions of accounting. 

o The result of studying the above two will be that you are able to record 

such transactions, and recording transactions in business is called 

doing journal entry in books of accounts or journalizing. 

 

  Classifying those transactions: We all understand the fact that classification 

refers to a kind of sorting the bundle of any items. What is to be sorted in 

accounting? The answer is ‘transaction’. Business needs to sort out the 

transaction done with various parties in order to find out the balance to be 

paid or received. For example- You might be dealing with one party 30 times in 

a year. The net amount payable or receivable would be finalized when you put 

all 30 transactions at one place. This one place in accounting is called 

‘Account’. The process of putting all thirty transactions together is called 

‘Classifying’ which would generate ledger for the business. 
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  Summarizing: Classifying brings all transaction related to one party together 

but reaching at any decision of payment is done by ‘Summarizing’ process. It 

intimates to the business about the net payments to be made, total expenses 

incurred, total sales made and revenue earned. In nutshell, this process would 

generate ‘Trial Balance’ for the business.  

 

See the words like expenses, sales, revenue, trial balance etc are the 

terminological words which one has to familiar with before learning 

accounting.  

 

  Analyzing: It refers to processing of the information summarized in the above. 

It includes making profit and loss accounts and balance sheet of the business. 

The objective of drawing profit and loss account is to find out the amount of 

net profit/loss made by the business during the year while a balance sheet 

would indicate the assets and liabilities to a business at the end of the 

financial year. 

 

  Interpreting: Now, it’s the time to interpret your results obtained in the 

analyzing process. Do identify that why has business lost profits in comparison 

to the last year? What has led to lowering the profits? Whether inner 

operations are responsible for poor/faster growth of business or the external 

environment was conducive to it. 

 

  Communicating to the interest parties: It is related to passing on the 

business information to the ones who are associated to it. It may be owners, 

managers, shareholders, government, employees, creditors, banks etc. 
 

Putting accounting in more simple words, it is “the knowledge whose principle 

standards, concepts, conventions and rules give direction to the science of recording, 

classifying and analyzing the financial transactions of the business.” 

American Accounting Association in 1966 which treated accounting as “the process of 

identifying, measuring and communicating economic information to permit informed 

judgments and decisions by the users of accounts.” 

 

In 1970, the Accounting Principles Board (APB) of American Institute of Certified 

Public Accountants (AICPA) enumerated the functions of accounting as follows: “The 

function of accounting is to provide quantitative information, primarily of financial 
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nature, about economic entities, that is needed to be useful in making economic 

decisions.” 

 

Thus, accounting may be defined as the process of recording, classifying, 

summarizing, analyzing and interpreting the financial transactions and 

communicating the results thereof to the persons interested in such 

information. 

Figure 1 : Cycle of Accounting 

 

 

1.3 Objectives of Accounting 

The following are the basic objectives of any accounting: 

1. To know the financial position of the business: Financial position refers to 

the balances of assets and liabilities. It can be calculated only after preparing 

and timely closing the accounts. Accounting only can do this. 

2. To ascertain the profits/losses of business: When accounting process is 

followed and accounts are closed as per accounting procedure, one can find 

out the amount of profit/loss earned by the business in a year. It may guide 

the business to chart out his policies for the future. 

Recording
(Preparation of Jouranl and subsidiary 

books)

Classifying
(Posting the journal entries to ledgers)

Summarizing
(Ledgers are balanced and their balances 

are shifted to trial balance)

Analyzing
(Final accounts are prepared )

Interpreting
(profits and losses  are  explained 
along with its financial position)

Communicating
(all stakeholders are 

informed about the results)
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3. To support rational decision making: Any decision based on the fact and 

figures is assumed to be the rational one. Accounting helps the management to 

know timing of cash inflow and outflow; helps the management to identify the 

relationships among various financial variables like net profit ratio, debt equity 

ratio, return on investments etc. 

4. To help government for various purposes: Accounting helps the government 

to know firm’s tax liability, its financial position to have decision for grant 

allocation etc. It can find the amount of sales if needed to further boost the 

sector. 

5. To have financial performance appraisal by systematic recording: 

Performance appraisal is a technique with the help of which a business can be 

evaluated. It even helps to the extent about the amount of profits which would 

have been generated by taking a particular decision. The very foundation of 

any appraisal needs a basic framework and accounting provides this 

framework for financial appraisal. 

 

1.4 Advantages of Accounting 

1. Helps in comparison with other business entities: It helps in comparison 

with the other business entities as both entities have universal language of 

business i.e. accounting. It helps the business to identify its strong and weak 

areas. 

2. Detection of Errors and Frauds: Business involves money and money’s 

worth. It the only one which can make people dishonest. Accounting helps to 

detect errors and frauds by providing clear policies, principles, procedures and 

guidelines which everyone has to follow. 

3. Helps in self performance appraisal: Accounting helps in setting 

performance targets and provides quantitative feedback on the performance. It 

helps the business to identify its own performance keeping in view the overall 

industry performance. For example, if industry is growing with 10% rate but 

your business grows at 5% rate, it is a matter of concern. 

4. Provides a basis for rational decision: Rational decision is outcome of the 

deep analysis of qualitative and quantitative information extracted from 

business. Accounting does not only provide quantitative information but sets 

the framework from which qualitative information may be derived. 

5. Helps in managing related business parties: All business relations are 

important. No business can take risk of being dependent on one party. 
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Accounting provides the figures about various sales made to the parties, 

purchases made from the parties, expenses paid to the various parties and 

change of stakeholders in a year. The only need would be manage them and 

exploit them for business objectives. 

6. Helps in knowing the business ups and downs: It can provide the amount of 

sales, expenses, purchases, profits etc in quantitative form. These figures may 

further be analyzed in order to identify the business downturn and upturns. 

Like if any business is earning reducing profits, one can ponder over the 

reason of happening so. 

7. Helps in building business credibility report for various purposes: The 

bank needs the financial statements in order to provide loan to business 

houses. The government may ask the financial performance of your business 

for various purposes. Investor would ask financial report card of business 

before investing in your business. This all would find its base in accounting. 

8. Helps in tax assessment: Accounting helps in assessment of tax to be paid to 

the government as it is levied on the amount of profit generated during the 

year by the business.  

 

 

 

1.5 Limitations of Accounting 

1. Ignorance to non-financial transactions: It takes into consideration only 

those transactions and events which can be described in money. There is no 

adherence to the competition in market, employee loyalty, and quality of the 

goods, technical innovations, and fluctuations in the economy etc. Accounting 

is not tailored to take note of such matters. Thus any user of financial 

information is, naturally, taking home incomplete information while making a 

decision 

2. Ignorance to change in price level over a period of time/present value of 

the business: In financial accounting the position of the business as on a 

particular date is shown by a statement known as ‘balance sheet’. In balance 

sheet the assets are shown on the basis of going concern concept while the 

values are based on the historical cost concept. Therefore, on the basis of 

balance sheet figure, one can’t draw the conclusion about the value of the 

business as the figures are not on the present value. 
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3. Historical cost accounting method: This method explains that any assets 

purchased would be shown in the balance sheet on its purchase cost less 

depreciation. It ignores the fact that over a period of time, value of particular 

assets may increase/decrease. Hence, the value shown in the balance sheet 

does not show the exact figure. 

4. Provisions are based on estimates/personal judgments: Any estimate about 

a provision requires personal judgment of the person drawing the accounts. It 

is very difficult to expect accuracy in future estimates and objectivity suffers. 

In other words, the income disclosed by accounting is not ‘authoritative’ but 

approximation’. 

5. Conflicting principles: Principle of full disclosure refers to that accounting 

information should be disclosed in detail. There must not be any short-cut 

summary when dealing with accounting figures. On the other hand, Principle 

of Materiality explains that only those transaction and events be disclosed 

which are important to the accounting. On the other hand, there are different 

generally accepted principles for one transaction. For example, various 

methods of depreciation, various methods for stock valuation etc.  

1.6 Types of Accounting Information 

Any information is the outcome or result of a process. Therefore, information derived 

from the accounting mechanism is called accounting information. Accounting has its 

three major branches: Financial Accounting, Cost accounting and Management 

accounting as discussed earlier. These accounting branches serve different time of 

information for achievement of its objectives. Let’s understand them in detail: 

  Financial accounting provides information like 

o Sales and purchases made during the year. 

o Amount of debtor generated out the annual sales. 

o Amount of profits/losses earned in a year. 

o Amount of direct expenses like wages, carriage inwards, 

manufacturing expenses etc. and indirect expenses like salary, 

rent, insurance, travelling expenses, office and administration 

expenses, depreciation etc. 

o Selling and distribution expenses like commission, discount on 

debtors, packaging, insurance expenses, bad debts, provision on 

bad and doubtful expenses etc.  

o Financial expenses like interest on loan and capital. 
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o Income aspects like interest on investment, miscellaneous 

income, discount on creditors, etc. 

o Volume of current assets and current liabilities. 

o Volume of fixed assets and long-term liabilities. 

o Amount of capital invested in the business by owner. 

There is plenty of information which can be known from financial accounting. 

 

  Cost accounting provides information like: 

o Cost ascertainment for a product. 

o Cost reduction 

o Cost control 

o Cost allocation 

o Inventory control etc. 

 

There is plenty of information which can be known from Cost accounting. 

  Management accounting provides information like: 

o Solvency position which refers to the ability of business to pay its 

debts; 

o State of liquidity of business in order to know the availability of 

cash at a given time. 

o Profitability aspects like return on investments, ratio of gross 

profit to sales, operating profits etc. 

o Movement of cash in order to manage the shortfall/excess 

amount at a given point of time. 

o Management of funds for smooth running of business etc. 

 

There is plenty of information which can be known from Management 

accounting. 

 

1.7 Accounting as Source of Information 

As discussed above, it is evident that accounting is the base of any business 

information. It processes the economic transactions and events in order to derive 

meaningful results which are relevant for decision making. Hence, it is imperative 

that accounting does not only generate information but communicate to interested 

parties to reach at a meaningful conclusion. All interested users of information 

(discussed earlier) use it for their analysis to reach at final decision like: 
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1. Effective resource utilization. 

2. Potential of business through SWOT analysis. 

3. Management of short-term as well as long-term funds. 

4. Credit policy decision. 

5. Performance management after careful analysis of production/trading 

process etc. 

 

1.8 Users of Accounting Information and their Needs 

The business concern mainly attracts two kinds of users. One called internal users 

due to the fact that they are the ones who are actually running or holding the 

business affairs. They are involved in managing it in one or the other way while the 

external users are the outside parties which have no role in running and managing 

the affairs of business. 

 

1.8.1 Internal Users 

  Owners: The owners provide funds or capital for the business. They are curios 

in knowing whether the business is being grown on sound lines or not along 

with the proper utilization of investment made in the form of capital. They 

always keep an eye on the returns generated by the business ultimately 

growing their equity. Accounting helps them to know various business aspects 

like profits, state of financial position, growth pattern of business, etc.  

 

  Management: The management of the business refers to the controlling 

authority. It includes general manager, board of directors (in case of company), 

and managers any all who are involved in business decisions. They intend to 

know the impact of their decision on the business worth, financial position, 

contribution of a particular decision in profits etc. Accounting provides them 

the required input for assessment. It helps them to know the positives and 

negatives of a business activity. Thus, the management is interested in 

financial accounting to find whether the business carried on is profitable or 

not. The financial accounting is the “eyes and ears of management and 

facilitates in drawing future course of action, further expansion etc.” 

 

  Employees: Accounting helps the employees to know their contribution in 

business which is directly related with the volume of profits. They expect rise 
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in financial rewards like pay, bonus, medical facilities etc as well as non-

financial rewards like hygiene working conditions, promotion etc which is 

possible only on the growth of business. This growth measurement finds its 

base in accounting.  

 

1.8.2 External Users 

  Creditors:  They are the integral part of business as they supply goods on 

credit and supply money as loan for short-term requirements. It is imperative 

that they would demand the proof for financial reputation, growth pattern in 

the form of increasing profits and other parameters like volume of debts in 

firm, amount of interest paid to debts, payment track of earlier loans etc. Profit 

and Loss Account and Balance Sheet serve to their various queries which are 

prepared through accounting. 

 

  Investors: The prospective investors, who intend to invest their hard earned 

financial resources in a firm, would indeed need to know the whereabouts of 

business quantitatively as well qualitatively. Quantitative information can be 

ascertained by accounting mechanism which serves them by providing 

statement of profit and loss, balance sheet, statement of cash inflows etc  

 

  Customers: They always prefer quality product at convenient price at 

convenient place. They wish to know the establishment of a proper accounting 

control, which in turn will reduce the cost of production resulting in 

convenient (reduced) price to be paid by them. 

 

  Researchers: This group wishes to conduct study on the performance of the 

business in order to contribute to the business as well as academic field. 

Accounting information, being a mirror of the financial performance of a 

business organization, is of immense value to them.  

 

  Government agencies: No business can be done without the supervision of 

the regulatory body. These bodies regulate and facilitate business transaction 

for the best interest of economy. In order to achieve balanced economy 

condition, they require financial information.  

 

1.9 Double Entry System 
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In accounting every transaction has two effects; one would be called as debit and other 

would be credit. For example, if you buy mobile phone from the shopkeeper, you pay 

him cash in return of the mobile. This simple transaction has two effects from the 

perspective of both, the buyer as well as the seller. For the buyer: 

  His cash balance would decrease by the amount of the cost of mobile purchase; 

  While on the other hand he will acquire a mobile.  

 

Conversely, for the seller, the two effects would be that: 

  he will be one mobile short; 

  Though his cash balance would increase by the price of the mobile. 

 

Accounting attempts to record both effects of a transaction or event on the entity's 

financial statements. This is the application of dual aspect concept. Dual aspect is the 

foundation of basic principle of accounting. It provides the very basis of recording 

business transactions in the books of accounts. This concept assumes that every 

transaction has a dual effect, i.e. it affects two accounts in their respective opposite 

sides. Therefore, the transaction should be recorded at two places. It means, both the 

aspects of the transaction must be recorded in the books of accounts. 

 

Under the system, aspects of transactions are classified under two main types: 

  Debit 

  Credit 

 

Debit is the portion of transaction that accounts for the increase in assets and 

expenses, and the decrease in liabilities, equity and income. 

Credit is the portion of transaction that accounts for the increase in income, liabilities 

and equity, and the decrease in assets and expenses. 

 

The classification of debit and credit effects is structured in such a way that for each 

debit there is a corresponding credit and vice versa. Hence, every transaction will have 

'dual' effects (i.e. debit effects and credit effects). 

 

The application of duality principle therefore ensures that all aspects of a transaction 

are accounted for in the financial statements. Thus, the duality concept is commonly 

expressed in terms of fundamental accounting equation : 

Assets = Liabilities + Capital 
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1.10 Basis of Accounting 

This principle determines the time of revenue and expenses earned and the period to 

which the revenue and expenses are related. 

 

It resolves a very pertinent question regarding the identification of income. 

Identification of income refers to when a particular transaction is complete and 

should be written in books of accounts. There are three schools of thought which run 

concurrently. They believe that identification of income be assumed to be completed 

when:   

  cash has been received  as a result of transaction (Cash basis of accounting) 

or;  

  right to receive cash has been generated on the sale of goods or services 

(Accrual basis of accounting) or ; 

  Combination of the above two methods (Hybrid basis of accounting).  

 

Let’s understand them in detail:  

a) Cash Basis of accounting: On this basis, revenue and expenses are 

recognized at the time of receipt or payment of cash. All expenses will be 

recorded on payment only.  

This very basis of accounting does not bother about the timing of 

transaction. It does not relate as to when the goods and services are 

delivered. It focuses only on the flow of cash whether received or paid.  

Most professionals like doctors, lawyers etc keep their accounts on this 

basis. To others, this method is useful to adopt only when the receipt of 

payment is doubtful. For example, in hire purchase system, the sales are 

recognized by the amount of installments received up to that time. 

b)  Accrual Basis of accounting: on accrual basis, revenue is recognized at the 

time of transfer of title of goods to the buyer which makes him legally liable to 

pay. Similarly, expenses are recognized as and when their services have been 

incurred on business. It pays heed to the happening of transaction. It serves 

the purpose of accounting in the terms that it relates the revenue and 

expenses to a particular period. Adoption of accrual system of accounting 

helps to ascertain the true financial results in the form of profits or loss and 

balance sheet. 

c) Hybrid Basis of accounting: This is not a system of accounting on its own. It 

is a combination of the Cash Basis Accounting and Accrual Basis Accounting. 

This system is based on the concept of conservatism. 
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Under the hybrid system of accounting, incomes are recognized as in Cash 

Basis accounting i.e. when they are received in cash and expenses are 

recognized on accrual basis i.e. during the accounting period in which they 

arise irrespective of when they are paid.  

1.11 Basic Accounting Terms 

1.11.1 Business Transaction 

Any exchange which facilitates two or more parties to gain/loss in monetary value or 

its worth. It may be anything like rent paid in lieu of the agreement, cash paid for 

purchase of goods and services or any machinery, etc. It is to be understood here that 

whole accounting is based on the business transaction and all businesses does 

numerous transaction in a day. 

 

1.11.2 Event 

It is used to mean ‘a happening, as a consequence of transaction(s), a result’. Rs. 

2,00,000 was invested by Mr. X in his business. During the course of business, he 

spent Rs. 50,000 on purchase of goods and sold goods worth Rs. 40,000 for Rs. 

70,000. It can be calculated out of purchase and sales that he makes a profit of Rs. Rs. 

30,000 and his closing stock comes out to be Rs. 10,000. Now, resultant profit figure 

and closing stock figures are ‘Event’. 

 

1.11.3 Account 

Almost all kind of business houses transact more than once with their parties either be 

selling, buying, or paying the expenses every month etc. The second process of 

accounting i.e. ‘Classifying’ guides the process of preparing an Account. It says that all 

transactions pertaining to one party or head must be accounted at one place. That’s 

why, it is called a ‘T’ shape account because it carries one side debit entries and other 

side credit entries. 

 

1.11.4 Asset 

These are valuable resources owned by the business which can be expressed in terms 

of money. Generally, they are kept by a business to contribute in day to day 

operations. 

 

Now, a business may own various kind of assets like cash is required for doing 

business, machine is required for production of goods, building is required for carrying 
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out business activities at a place, furniture is required to facilitate the business 

contracts etc, branding is required to get positioning for the business, goodwill helps 

the business to fetch more customers, etc. 

 

a. Intangible and Tangible Assets: Any asset should qualify the three basic 

rules for being tangible or intangible one. First, which one can see, Second 

which one can touch, third which one can sell. All tangible assets like furniture, 

machine, plant, building etc fulfills all three conditions. Hence, are called 

Tangible assets. Assets like patents, goodwill, copyrights etc don’t qualify first 

two conditions, hence are called Intangible assets. 

 

b. Fixed and Currents Assets: For identifying the both terms, One has to 

know that some assets are used in generation of income and some are used in 

maintenance of income. Secondly, to identify which one shall be held in 

business for long term and which one shall be held for short-run. 

 

Any assets which would be used for generation of income and kept for business 

for long run is called fixed assets. Assets like machine helps in production of 

goods and services, building provides the space for the same and both are 

purchased with a view to keep them for long time. While the assets which are 

used for maintenance of income as well as are used for a year are called Current 

Assets. Assets like debtors, prepaid expenses, closing assets etc are used in 

business to facilitate the sales, expenses etc. 

 

c. Liquid Assets: Liquidity refers to the meaning that anything which can 

be converted into liquid form (i.e. in cash or cash equivalents) in a very short 

period. If prepaid expenses and closing stock are deducted from current assets, 

it would be called as liquid assets. 

 

d. Fictitious Assets: These assets are also called nominal assets. These 

assets have no real value. They are treated assets on technical ground only. 

They are shown in the balance sheet due to the fact that they are not completely 

written off from the profit and loss account. Examples are like preliminary 

expenses, underwriting commission, discount on issue of shares etc. 

1.11.5 Liability 
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Any legal obligation to pay or any claim against assets of the business is termed as 

liability. It arises when a business has to pay to a party due to any transaction. For 

example, your business purchased goods from Mr. X. In return to goods, your business 

assumes a liability of paying Mr. X. It arises because your business entered into a 

transaction with Mr. X. On the other hand, your business assumes responsibility to 

pay to your owner i.e. Mr. Y due to the fact that all investments have been made by 

him. 

 

a. Internal & External Liability: Any amount which is to be paid to the 

owner of the business due to the virtue of the business implications is called 

internal liability as it is paid to the internal party of the business while any 

amount which is due to other than the internal one, is called an external 

liability. In the above example, payment due to Mr. X is an external liability 

while payment to Mr. Y, the owner is the internal one. 

 

b. Long term & Short term liability: The difference between the two is of 

the timing difference. Any liability which is for the longer period is a Long term 

liability. For example, capital, loan taken from bank etc. while a liability which 

exists in a business for less than a year, is termed as a short term liability. For 

example, creditors, outstanding expenses, bills payable etc. 

 

1.11.6 Capital 

Anything invested by the owner of the business is called as capital but it must be 

expressed in money or money’s worth. It may be referred as claim against excess of 

assets over liabilities. 

 

1.11.7 Expense & Loss 

According to Robert Anthony, “Revenue is a monetary measure of output and expense 

is a monetary measure of input, examples are salary, freight, rent, carriage, etc.” In 

other words, It is something which we need to pay in lieu of services required for 

operations of the business. It means that an expense would bring something in return 

to you. Like you pay salary, and in return you get services of the people, You pay rent, 

and in return you get space facility, You pay carriage and in return you get your goods 

carried to a place where required. While in case of a loss, it is not so. You don’t get 

anything in return when you incur a loss.  
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1.11.8 Income 

It is the money or money’s worth which a business earns or receives in exchange of 

goods delivered or services rendered to the third parties or use of money in the form of 

investments during a year. For example, a business performs many activities during a 

year like selling of goods, Interest received on a bank deposit, rent received etc. 

 

1.11.9 Expenditure 

Expenditure refers to any payment made or payable to other party for exchange of 

goods/assets/services in order to generate benefits for the business. 

 

a. Capital Expenditure: Every business purchases fixed assets to generate 

the income and current assets to maintain the income. When a business makes 

payment or liable to pay to other party for buying of assets which would be used 

for long term in the business for generation of income, it is termed as capital 

expenditure. In other words, this expenditure would generate benefits over 

future periods like purchase of machinery, furniture, building, plant, etc. It 

would include purchase cost and installation cost. 

 

b. Revenue Expenditure: When a business makes payment or liable to pay 

to other party for buying of assets which would be used for short time in the 

business for maintenance of income, it is termed as revenue expenditure. It has 

got a special feature that it generate benefits in a year when it is incurred. Like 

repairs done on machinery, wages and salary paid, etc. 

 

c. Deferred Revenue Expenditure: Many people confuse while 

understanding this type of expenditure because of the fact that it is for more 

than a year but neither qualify to Capital nor to Revenue expenditure. The 

reason is that it creates fictitious asset. We have discussed earlier that these 

assets are kept in assets because they cannot be written off in year. No doubt, 

that its benefits would be received for more than a year but you can’t sell as in 

case of fixed assets. Take the example of heavy advertisement expenditure, it 

had been made by the firm but its benefit would be received longer than one 

accounting year. Now, It has not created any fixed asset, you simply can’t sell 

this item to third party, hence does not qualify to be a capital expenditure. 



F:\  2016-17 books\accountancy book-11th (final 2016-17).docx                                          17 
 

Secondly, it would generate benefit for more than a year, does not qualify to be 

revenue expenditure. 

 

1.11.10 Debtor and Creditor 

During the course of the business that the business is liable to receive as a result of 

transaction is called debtor. For example, the business sold goods to Mr. X worth Rs. 

20,000 on credit. In this case, Mr. X is a debtor for the business. 

 

On the other hand, when the business is liable to pay due to the operation of the 

business, it is called creditor. In the above example, if the business has bought good 

from Mr. Y on credit for Rs. 50,000, then Mr. Y is the creditor of the business. 

 

1.11.11 Goods 

The material in which the business deals is called goods. Suppose, your business is 

engaged in selling cars, Hence, Car is a good for the business. If the business is 

engaged in selling bikes, then bike is a good for the business. 

 

1.11.12 Cost 

Cost refers to the money or money’s worth involved in making the goods accessible to 

the final consumer by the business. 

 

1.11.13 Stock 

It refers to the balance left of goods with the business or unsold goods at a particular 

date. Refer to the example cited in ‘Event’ item whereby the goods were purchased 

worth Rs. 50,000 and further cost of the sold goods were worth Rs. 40,000. Now the 

balance left with the business worth Rs. 10,000. 

 

1.11.14 Purchase 

Buying the goods in which a business deals would be called Purchase. These goods are 

bought with an intention of selling them. It may be cash purchases or credit 

purchases. Refer to the example in ‘Goods’ where if the business deals in cars, buying 

cars would be purchase for the business but if the same business buys furniture, bike 

or anything else than car, it won’t be termed as Purchase. 

 

1.11.15 Sales 
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On the similar lines of purchase, sales refer to the selling of goods in which the 

business deals. In the above example, selling cars would be termed as ‘sale’. Here, it is 

noted that selling other than car does not qualify to be a sale. It is noted that it may in 

cash or credit. 

 

1.11.16 Loss 

Simply to explain, it is excess of expenses over the income. In other words, it is that 

money or money’s worth which have generated no benefit to the business or less than 

that which it should actually generate. For example, whole of the stock was destroyed 

by fire, bad debts, the land and building was sold for Rs. 4 lacs which have its cost 

price Rs 5 lacs.  

 

1.11.17 Profit 

Contrary to the loss, it refers to the excess of income over expenses. In other words, it 

is that which a business has generated over and above the cost price. In the above 

case, if the land and building was sold for Rs. 6 lacs. 

 

1.11.18 Voucher 

It is a written instrument that serves to confirm or witness (vouch) for some facts such 

as a transaction. It is intended to make sure that transaction has actually taken place 

and payment is made against the same. Examples are cash memo, pay-in-slip, invoice 

or bill. 

 

1.11.19 Discount 

Discount is lowering the price of the goods or services to the final consumer. In other 

words, it is reduction to the normal selling price. You might have seen in the malls that 

various goods are offered at discounted prices let’s say 50% off, it refers to that goods 

are offered at 50% less than the selling price. 

 

a. Trade and Cash Discount: When a discount is offered to all of the 

consumers irrespective to the payment mode (which means cash mode or credit 

mode), it is referred to as Trade discount. It refers to the discount which is made 

available due to the trade or business in which it deals. 

On the other hand, when a discount is offered to a consumer because he/she is 

ready to pay in cash immediately for the product, it is termed as cash discount.  
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Here in the fundamental lies in the payment. Any discount which does not 

differentiate whether the sale is in cash or credit, it would be termed as trade 

discount and vice-versa. 

 

b. Discount allowed and received: If a business receives the benefit of low 

prices while buying of goods and services, it is termed as discount received and 

vice-versa. 

 

1.11.20 Drawings 

Any money or money’s worth drawn by the owner from business for his personal use is 

called drawings. For example, the proprietor withdraws cash for his household 

expenses, he purchased furniture for his home out of business money, he took some of 

the goods from business for his household use etc. 

 

1.11.21 Equity 

It is nothing but the ownership interest in a firm. It refers to the claim of the owner 

against the business assets. A business equity is excess of assets over the liabilities. 

1.11.22 Receipts 

An acknowledgement indicating that something of value has been transferred from one 

party to the other as a result of business transaction. Any money or money’s worth 

received by the business during the normal course of business transactions. 

 

a. Revenues Receipts: The money received during the normal course of 

business like sale of goods, interest earned on deposits, commission earned, 

dividend received from investments etc are called revenue receipts. Normal 

course of business refers to the fact that transactions take place due to the 

nature of business. 

 

b. Capital Receipts: While those receipts which are not the revenue one are 

called capital receipts like loans taken from bank, sale of any fixed asset, etc. 

 

1.11.23 Bills of Exchange 

Any bill refers to a written promise which serves the purpose of getting/paying the 

money as a result of business transaction in a stipulated time frame.  
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When a trader sells goods on credit, a bill is drawn on the buyer for the amount of the 

goods explaining the certain due amount and time to pay. The buyer in return gives his 

acceptance by signing on it. In other words, it a unconditional order directing a certain 

person to pay a certain sum of money within a stipulated time. 

 

The trader who would get money as a result of bill drawn, for him, it would be bills 

receivable and the buyer who is bound to pay money as a result of bill acceptance, for 

him, it would be bills payable. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Questions 

I. FILL IN THE BLANKS: 

 

a. Accounting is the _____________of business. 

b. Accounting records only those transactions which are of 

__________character. 

c. Accounting can be useful only for recording ____________transactions. 

d. -------------------- means putting transactions related to one person at 

one place.. 

e. The amount which the proprietor has invested in the business is 

______________. 

TEST YOUR KNOWLEDGE

Mr. Kartar Singh started the business of garments with Rs 10,00,000. He paid Rs 
1,00,000 for furniture and Rs 3,00,000 for purchase of readymade garments. He 
employed a sales person in his shop and at the end of the month Rs 2500 was 
paid to him as salary. He sold readymade garments for Rs 1,50,000 in cash and Rs 
200000 for credit to Mr. Ranjit Singh. He again bought garments worth Rs 
2,00,000 from Mr. Ramesh.  

From the above answer the following: 

1. What is the amount of capital Mr. Kartar Singh invested in his business? 
2. What are the fixed assets he bought in the business? 
3. What is the value of goods he sold for cash? 
4. What is the value of goods he sold for credit? 
5. What is the value of goods he purchased on credit? 
6. Who is the debtor of Mr. Kartar? 
7. Who is the creditor of Mr. Kartar? 
8. What are the expenses of Mr. Kartar? 
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f. Book-keeping is an art of recording ___________ in the book of 

accounts. 

g. ___________ is a written document in support of a transaction.  

h. Accounting begins where _______ ends.  

i. Liabilities refer to the ___________ obligations of a business.  

j Owner of the business is called __________.  

k. An account is a _________ of relevant business transactions at one 

place relating to a person, assets, expense or revenue named in the 

heading.  

l. Receipt is an acknowledgement for __________. 

m. Income is the difference between revenue and ________. 

Answers: 

a.language,                 b.financial,                  c.business 

d. classifying  e. capital;  f. business transactions;  

g voucher;   h.bookkeeping; i. financial;  

j Proprietor;   k. summary;  l. cash received;  

m. expense] 

 

II.  OBJECTIVE TYPE QUESTIONS: 
 
1. Which of the following groups use financial accounting? 

a) Management, employees, shareholders and lenders 
b) Suppliers, customers and competitors 
c) Tax authorities, government and general public 
d) All of the above. 

2. Which of the following is not the type of voucher: 
a) Payment voucher 
b) Drawings voucher 
c) Receipt voucher 
d) Journal voucher  

3. which of the following is not true about capital expenditure: 
a) reduce the profit of concern 
b) incured to increase economic life of asset 
c) incured to acquire fixed asset 
d) create future benefits 

4. Which of the following is not true about revenue expenditure 
a) They improve the financial position of the business 
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b) They reduce the profit of the concern 
c) They donot appear in the balancesheet 
d) Tthese are the running expenses of business. 

 
ANSWERS: 1.d, 2.b, 3.a, 4.a 
 
III. VERY SHORT ANSWER TYPE QUESTIONS: 

a) What is the name of a written document in support of transaction? 

b) Name the users of accounting information. 

c) What is called to the summary of balances after ledgers? 

d) Give any two limitations of accounting. 

e) Name what is paid in lieu of a service. 

Name the accounting which helps the management in decision 

making. 

 

IV SHORT ANSWERS 

1. What do you mean by an economic transaction? 

2. Explain the concept of accounting. 

3. How does accounting help various stakeholders to a business 

organization? 

4. Differentiate between cash basis and accrual basis of accounting. 

5. What is dual aspect in accounting? 

6. What kind of information does financial accounting provide? 

7. Differentiate between account and accounting. 

8. Explain the following: 

a. Tangible and intangible assets 

b. Capital expenditure 

9. What is called deferred revenue expenditure? 

10. Differentiate between: 

a. Debtors and creditors 

b. Expenses and loss 

c. Discount received and allowed 

d. Bills receivable and bills payable 

11. What do you mean by ‘Equity’? 

 

V LONG ANSWERS 
1. Define the term accounting. What are the objectives of accounting? 
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2. Explain the term accounting. What are the objectives of accounting? 

3. Who are the main users of accounting information? 

4. Explain the term assets and liabilities. What are the main types of 

assets and liabilities? 
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CHAPTER- 2 

THEORY BASE OF ACCOUNTING 

 

In the previous chapter we discussed that accounting is 

concerned with recording, classifying and summarizing of 

financial transactions. In order to make the accounting 

information meaningful and comparable by internal and 

external users, consistent accounting policies, principles 

and practices are required.  

 

These consistent policies, principles and practices are 

provided by theory base of accounting, which has been 

developed over a period of time in the form of accounting 

assumptions and accounting principles. Apart from 

these, the institute of chartered accountants of India 

issues various accounting standards from time to time in 

India. These accounting standards issued by the ICAI 

helps in providing uniformity in the accounting policies 

in India. 

 

2.1 Accounting Concepts 

The dictionary meaning of fundamental is, anything which is of central importance or 

on which something is based. In accounting, the following assumptions have been 

generally accepted as fundamental accounting assumption:  

 

 2.1.1 Going Concern Concept 

As per this concept, it is assumed that business will go on continuously for 

indefinite period of future. No business is commenced with an intention to 

close. It is believed that business would grow in the future and all efforts are 

 

Learning Objectives 

After going through this 

chapter you will be able 

to understand: 

6. The basic accounting 

assumptions. 

7. The accounting 

mechanism i.e. 

single entry and 

double entry system. 

8. The basic accounting 

principles. 

9. The main accounting 

standards. 

10. The nature of 

Generally Accepted 

Accounting
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directed towards it. This assumption finds its application in accounting 

framework like: 

 

  Business purchases the fixed assets such as land, building, plant, 

machinery, furniture and shows them in balance sheet at their cost less 

depreciation and not at their market price. For example, Machinery worth Rs. 

100,000 has been purchased. During the year, it was used for business 

purposes. Due to its uses, its value would naturally reduce. Depreciation 

@10% is charged on it. At the end, the value of machinery would be shown 

Rs. 90,000 

 

  According to this concept, the prepaid insurance which has no realization 

value is shown on assets side of balance sheet because it is useful in future for 

business purpose. For example, insurance amounting to Rs. 6,000 was paid 

on 1st July for a year. The business closes its accounts on 31st march but the 

insurance expense is paid till 30th June. It means that insurance is paid in 

three months advance for the next year amounting to Rs. 1,500. This amount 

can’t be recovered in cash but adjusted in the next year. This adjustment 

would be carried out if a business is assumed to continue for the next years 

to come.  

 
 

  Under this concept, when expenditure is incurred on a special item, 

which gives profit to the business for many years in future, then such 

expenses is treated as a capital expenditure and it is distributed over many 

years. For example, Rs. 20,000 was spent on a film documentary to advertise 

the products of the business and it would benefit the business for next four 

years, Rs. 15,000 would be carried forward in next year’s and only Rs. 5,000 

would be treated expense in this year.  

 

  The accounting year concept finds its very basis from going concern 

concept only. It is due to the fact that if a business has finite period, the 

assessment of profit or loss would have been done at the expiry of its finite 

period. Assessment of profit or losses after a year or accounting year concept 

is in existence because of this very concept. 
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2.1.2 Principle of Consistency  

As per this principle, the same accounting method should be used every year 

to record the business transactions so P&L A/c and balance sheet of various 

years can be compared. This principle emphasizes that there should be 

consistency in the accounting practices followed by a business organization. 

The rationale behind this principle is that if there are frequent changes in 

accounting policies of a firm it would make balance sheet and income 

statement irrelevant for the users. 

  

For example- there are various methods to find depreciation and evaluate 

closing stock and to create provision for doubtful debts. If one changes the 

method every year, it is practically impossible to compare. For example, in 

accounting, there are two main methods of depreciation i.e. straight line 

method of depreciation and written down value method of depreciation. 

Machinery worth Rs. 100,000 was bought for the business and depreciation 

is charged @ 10%. Look at the difference due to method application: 

 

 Straight Line Method Written Down Value Method 

 100000 100000 

First Yr Dep. 10,000 10,000 

Balance 90,000 90,000 

IInd Yr Dep. 10,000 9,000 

Balance 80,000 81,000 

IIIrd Yr Dep. 10,000 8,100 and so forth 
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As per this principle, same method should be employed for them but principle 

of consistency does not mean that the best possible method and conditions 

cannot be adopted in the changing conditions of the business. This will make 

the accounts non-flexible and less useful. Thus, if an accountant thinks that 

by changing a convention the P&L A/C and balance sheet of the company 

can be presented in a better way, then he should change that convention and 

this fact must be disclosed clearly so that accounts of different period can be 

compared properly. 

The main concern of this principle is to make its financial document 

comparable at intra-firm level as well as inter-firm level which is possible 

only if all relevant accounts are prepared at the same accounting framework 

for number of years. 

 

 1.1.3 Accrual Concept 

According to this concept, revenues and expenses are recognized in the 

period in which activities that cause those revenues and expenses occur. 

This concept is also known as ‘Matching of cost and revenue concept’. Under 

the accrual concept all incomes earned and accrued during the year are 

recorded, similarly all revenue expenses due and accrued during the year are 

recorded. 

 

The profit or losses made is the outcome or result of activities undertaken by 

the business in a year. The rationale of drawing a line through accounting 

year concept is defeated if you don’t follow accrual concept. Accrual concept 

is based on one fundamental sentence that is “Recognition of expenses and 

income should be based on outcome of activities happened during an 

accounting year whether outflow/inflow of cash is involved or not”. So the 

basic two things are to followed: 

 

1. Activities should be related to the relevant accounting year. 
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2. Expense or income should be the accrued and earned as the outcome of 

that activity or financial transaction irrespective of cash receipt/payment.  

 

Let’s understand with the following example: 

X started his business by investing Rs. 200,000. He bought machinery for 

Rs. 50,000 which is to be depreciated @ 10% per annum. He paid Rs. 40,000 

as salary to its employee. He paid Rs. 15,000 as insurance premium for 15 

months i.e. three months in advance. He sold goods worth Rs. 150,000 out of 

which Rs. 50,000 were credit sales. He received this amount in the next year. 

He received Rs. 10,000 for the goods which are to be supplied next year. 

 

Now, apply the above concept. Keep in mind that anything which is accrued 

and earned in the year, only that is to be included while preparing accounts. 

Here ‘accrued and earned’ means that goods and services have been 

rendered or received. In this example, insurance is paid in advance for three 

months relating to next year. It wouldn’t be included in this year accounts. 

Similarly, credit sales amounting to Rs. 50,000 would be included in this 

year irrespective of the receipt year. Amount of Rs. 10,000 would not be 

included in this year as this relates to next year sales.  

 

1.2 The Accounting Mechanism  

How to record the economic transactions in books of accounts lies under the 

accounting mechanism of recording the economic transactions. It is done on the 

basis of given rules, concepts, standards, principles and conventions. The accounting 

framework, though, guides the recording process to be based on the ‘dual aspect 

concept’, yet it has alternate prevalent method of recording. The following are the 

basis of recording a business transaction: 
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A journal entry is said to be a combination of debit and credit for the economic 

transaction happened in the business. It refers to the accounting framework of 

recording in which one party is debited and another one is credited on the basis of 

accounting framework. Since, it is clear that double entry system follows the dual 

aspect concept of drawing a journal entry, let’s discuss the double entry system. 

 

 

 1.2.1 Double Entry System 

As discussed above, double entry system follows a system which two 

accounts concurrently, in which one is debited and the other is credited. It 

means that every transaction would have two effects, one effect would be a 

debit one and the other effect would be a credit one. 

 

When one says the accounting framework, it refers to a process of putting 

debit and credit automatically to business parties on the basis of rules, 

principles, concepts and conventions. Double entry system is one such base 

devised especially to record the business transactions. It has the following 

steps: 

 

The accounting framework of recording a 
business transaction

Single Entry System 
(does not follow dual aspect 

concept)

Double Entry System
(Does follow dual aspect 

concept)
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 Step-1: It is based on the premise that all affected transactions can 

involve three types of accounts, to which it names as personal, real and 

nominal one. In this step, the two involved parties are categorized out of the 

three accounts. 

 

Categorization in accounts: An account is a statement in which all related 

transactions to a person, assets or income or expenses are recorded at one 

place. An account is a summarized and systematic record at one place of all 

the transactions relating to a particular person or thing.  

 

 

 

 

 

 

 

 

 

 

 

Types of Accounts 

 

 

Personal Account         Impersonal Account 

     Natural 

     Artificial 

     Representative    Real              Nominal 
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                                       Tangible    Intangible        Revenue   Expenses 

 

 

  Cash A/C  Other assets 

 

 1. Personal Account: 

Account which are opened in the name of a particular person, firm, 

institution, company or corporation, etc. are called personal a/cs. Account of 

Mohan, Account of Sohan, Account of SEBI, Accounts of Corporation Bank, 

etc. It is of three types: 

 

a. Natural Personal Account: Accounts relating to individual human 

beings are called natural personal account. Example: Account of Deepak, 

Account of Rohan, etc. 

 

b. Artificial Personal Account: Accounts relating to firm, institution, 

company, corporation, etc which are not natural persons but acts like them 

are called artificial personal accounts. 

  

 Example: Gupta Agencies a/c, Lions Club a/c, etc. 

 

c. Representative Personal Account: Accounts relating to 

outstanding/prepaid expenses and accrued/unaccrued incomes are called 

Representative Personal Account.  

 Example: Outstanding salaries, outstanding interest, prepaid insurance, etc.  
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 2. Impersonal Account: 

Accounts other than the personal accounts are called impersonal account. 

They are not related to persons. It has two types:  

 

a) Real Account: It is generally relates to the assets of the business. 

  Tangible Real Account: Accounts relating to real items or assets which 

can be touched, seen and transferred are called tangible real account.  

Examples- Cash A/c, stock A/c, Building A/c, furniture A/c, machinery 

A/c, etc. 

 Cash A/C: Every business whether small or large has cash 

transactions which are recorded in cash a/c. A separate ledger is 

used for this account. But Bank A/C is treated as Personal A/C 

as it is related to the Banking Company. 

 Other Assets A/C: Various types of assets are used to run the 

business properly. The accounts relating to these assets are 

tangible real accounts.  

Example: Stock A/C, Building A/C, Machinery A/c, etc. 

  Intangible Real Account: assets which cannot be touched or does not 

have physical existence are called Intangible Real Account.  

Example: Goodwill A/C, Patents A/C, Copyright A/C, etc. 

 

b) Nominal Accounts: Accounts relating to income, profit, revenue, expense 

and loss are called nominal accounts. It has two types: 

 Revenue Nominal A/C: It is the money received or earned from sale of 

goods and services, dividend, interest, rent or commission are called 

revenue nominal A/C. 

 Expenses Nominal  A/C: Many expenses are incurred to run a 

business such as production cost, salary, wages, rent paid; bad debts, 

operating expenses, etc are recorded in Expenses nominal A/C.  

 

 

 

 

  Change of Nominal A/C into Personal A/C 
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       Nominal A/C   Personal A/C 

1. Claim A/C   Outstanding claim A/C 

2. Commission A/C  Prepaid Commission A/C 

       Outstanding Commission A/C 

       Unexpired Commission A/C 

       Commission received in advance A/C 

3. Discount A/C   Discount received in advance A/C 

       Unexpired A/C 

       Rebate on bill discounted A/C 

4. Interest A/C   Prepaid Interest A/C 

       Interest received in advance A/C 

       Outstanding Interest A/C 

       Accrued Interest A/C 

5. Premium A/C   Premium received in advance A/C 

       Outstanding Premium A/C 

6. Rent A/C    Rent received in advance A/C 

       Outstanding Rent A/C 

       Prepaid Rent A/C 

7. Salaries A/C   Outstanding Salaries A/C 

       Prepaid Salaries A/C 

 

 Step-2:  Once their accounts are identified, one has to know the 

applicable debit and credit rules for the same accounts. The debit and credit 

rules of the accounts are as follows: 

 Personal Account: “Debit the receiver and Credit the giver” 

 Real Account:  “Debit what comes in and Credit what goes out” 
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 Nominal Account: “Debit all expenses and losses and  

     Credit all incomes and gains” 

  

 Step-3: Once the above two steps are followed, only writing the journal 

entry is left, as who is to be debited and credited is clear in step number two. 

 1.2.2 Single Entry system: 

Incomplete system of accounting is often referred to single entry system of 

accounting. In this, one sided accounting entry is drawn without following 

the dual aspect concept which demands two sided accounting entry. Unlike 

double entry system, it follows its own of making parties debit and credit. 

The factual different between the two entry systems is that the latter does not 

follow the mechanism of two sides of one transactions. The outcome is that 

one can’t draw the trial balance of the accounts. 

 

We all know that double entry system follow the three basic pillars of 

accounts i.e. personal, real and nominal accounts. Under single entry 

system, a major focus is on recording of personal accounts and except cash 

account, all type of real as well as nominal account transactions are ignored. 

 

According to Kohler, “the single entry system is a system of book-keeping in 

which, as a rule, only records of cash and of personal accounts are 

maintained, and it is always incomplete double entry varying with 

circumstances”. 

 

This system of accounting was devised by those small businessmen who do 

not wish to go to deep analysis as provided by double entry system of 

accounting. They feel bothered as to prepare various accounts in order to 

reach at the profit and loss figure. They feel convenient to take care of two 

main things i.e. the parties involved and the cash element.   
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The fact that Kohler has referred these accounts as incomplete double entry 

system because of the following reasons: 

  It follows the double entry system when dealing with the personal 

accounts like cash received from debtors and cash paid to creditors etc. 

  It follows the single entry system when dealing with the cash accounts 

like purchase of fixed assets, receipts of income etc. 

  It does not pass any entry when dealing with the real accounts other than 

cash and nominal accounts like stock destroyed by fire, depreciation etc. 

 

 Distinction between the two systems with examples 

Basis Single Entry System Double Entry System 

Recording of 

transactions 

It does recording of 

transactions on both sides 

for personal accounts, single 

side recording for cash 

accounts and no recording of 

other real accounts and 

nominal accounts. 

It does record all kind of 

transactions irrespective of 

its accounts. 

Arithmetical 

Accuracy 

This method can’t check 

automatic arithmetic 

accuracy as trial balance 

can’t be prepared. 

Since, trial balance can be 

prepared; it helps in 

checking the arithmetical 

accuracy of the 

transactions. 

Preparation of 

books 

It prepares only Cash book. It prepares all of subsidiary 

books along with cash 

book. 

Profit/loss 

determination 

Trading and Profit and loss 

accounts can’t be prepared. 

Hence, statement of affairs 

method is used to know the 

profit and loss figure. 

It is known by preparing 

trading and profit and loss 

account. 
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 Practical Examples: 

1. Mohan started business with cash worth Rs. 500,000. 

Single Entry System Double Entry System 

Cash would be written to receipts side 

with Rs. 500,000. 

Cash a/c- Dr.    500,000 

       To Capital  

500,000 

 

2. A machinery worth Rs. 70,000 was bought from Mr. X  

Single Entry System Double Entry System 

 Machinery a/c - Dr.  70,000 

       To Mr. X  

70,000 

 

3. Depreciation charged on the above machinery was Rs. 15,000. 

Single Entry System Double Entry System 

No Entry Depreciation a/c- Dr.  

15,000 

       To Machinery a/c  

15,000 

 

4. Rs. 20,000 was received as commission income. 

Single Entry System Double Entry System 

Cash worth Rs. 20,000 would be 

written to the receipt side of cash book 

Cash a/c- Dr.    20,000 

       To Commission  

20,000 

 

5. Payment was made to Mr. X for purchase of machinery. 

Single Entry System Double Entry System 

Mr. X- Dr.    70,000 

       To Cash a/c             70,000 

Mr. X- Dr.    70,000 

       To Cash a/c  

70,000 
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1.3 GAAP (Generally Accepted Accounting Principles) 

The term GAAPs is used to describe rules framed for the preparation of the financial 

statements and is called concepts, conventions, postulates, principles etc. These 

GAAPs are considered as backbone of the accounting information system, without 

which the whole system cannot even stand properly. These principles are the basic 

rules, which define the parameters and constraints within which accounting reports 

are prepared. It includes all principle of accounting as mentioned in the syllabus like 

Accounting Entity, Money Measurement, Accounting Period, Prudence, Full 

Disclosure, Materiality, Matching Concept, Cost Concept and Dual Aspect. 

Accounting principles are general rules and concepts that govern the field of 

accounting. These general rules–referred to as basic accounting principles and 

guidelines–form the groundwork on which more detailed, complicated, and legalistic 

accounting rules are based. “Accounting principles are a body of doctrines commonly 

associated with the theory and procedures of accounting serving as an explanation of 

current practices and as a guide for selection of conventions or procedures where 

alternatives exits.” 

Accounting principles must satisfy the following conditions: 

1. They should be based on real assumptions;  

2. They must be simple, understandable and explanatory;  

3. They must be followed consistently;  

4. They should be able to reflect future predictions;  

5. They should be informational for the users. 

 

 1.3.1 Accounting Entity Concept 

According to this concept, business has a separate entity to the entity of its 

owner. Thus, it is assumed that for accounting purposes, the business 

enterprise and its owners are two separate independent entities. The concept 

of separate legal entity suggests that the affairs of the business must not be 

mixed up with the private affairs of the owner. 

 

The balance sheet of the business presents the financial position of the 

business and not of the owner. Thus, the business and owner are treated as 

separate entities. Thus we should identify all the business items such as 

assets, liabilities, capital, incomes and expenses in relation to business.  
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The business entity concept also explains why owners' equity appears on the 

liability side of a balance sheet (i.e. credit side). Share capital contributed by a 

sole trader to his business, for instance, represents a form of liability (known 

as equity) of the 'business' that is owed to its owner which is why it is 

presented on the credit side of the balance sheet. 

Example: Mr. Y started business investing Rs 5,00,000 with which he 

bought machinery for Rs 3,00,000 and maintained the balance in hand. The 

financial position of the business (which is shown by Balance Sheet) will be 

as follows: 

 

Balance Sheet 

  Liability      Assets  

 Capital 5,00,000    Machinery  3,00,000  

         Cash  2,00,000  

  5,00,000       5,00,000  

 

This means that the enterprise lends Rs 5,00,000 to Mr. Y . Now if Mr. Y 

spends  Rs 10,000 to meet his personal expenses from the business fund, 

then it should not be taken as business expenses and would be charged to 

his capital account (i.e., his investment would be decreased by Rs 10,000). 

Following the entity concept the revised financial position would be 

Balance Sheet 

 Liability        Assets 

  

 Capital 5,00,000      Machinery  3,00,000

  

Less: Drawings (-) 10,000      Cash  1,90,000
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   4,90,000       4,90,000

  

 

 1.3.2 Money Measurement Concept 

According to this concept, only those business transactions are recorded in 

the books of accounts which are capable of being measured in terms of 

money or money’s worth. 

  

For example, sale of goods worth Rs.200000, purchase of raw materials 

Rs.100000, Rent Paid Rs.10000 etc. are expressed in terms of money, and so 

they are recorded in the books of accounts. But the transactions which 

cannot be expressed in monetary terms are not recorded in the books of 

accounts. For example, sincerity, loyalty, honesty of employees are not 

recorded in books of accounts because these cannot be measured in terms of 

money although they do affect the profits and losses of the business concern.  

Another aspect of this concept is that the records of the transactions are to be 

kept not in the physical units but in the monetary unit.  

 

Example: Suppose at the end of the year 2016, an organization may have a 

factory on a piece of land measuring 10 acres, office building containing 50 

rooms, 50 personal computers, 50 office chairs and tables, 100 kg of raw 

materials etc. These are expressed in different units. But for accounting 

purposes they are to be recorded in money terms i.e. in rupees. In this case, 

the cost of factory land may be say Rs.12 crore, office building of Rs.10 crore, 

computers Rs.10 lakhs, office chairs and tables Rs.2 lakhs, raw material 

Rs.30 lakhs. Thus, the total assets of the organization are valued at Rs.22 

crore and Rs.42 lakhs. Therefore, the transactions which can be expressed in 

terms of money are recorded in the accounts books, that too in terms of 

money and not in terms of the quantity.  
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 1.3.3 Accounting Period Concept 

It is also called as Accounting year Concept. All the transactions are recorded 

in the books of accounts on the assumption that period of business is 

indefinite. But to ascertain profits, the results of business transactions are 

prepared for a specified period, i.e. on yearly basis. This is known as 

accounting period concept. Thus, this concept requires that a balance sheet 

and profit and loss account should be prepared at regular intervals, usually 

one year is taken as one accounting period which may be a calendar year ( 

1st of January and ends on 31st of December)or a financial year (1st of April 

and ends on 31st of March of the following year).. This is necessary for 

different purposes like, calculation of profit, ascertaining financial position, 

tax computation etc. 

  

Under companies act, it is compulsory for all the companies to adopt 

financial year as accounting year. Income tax Act has also made it 

compulsory to adopt financial year as an accounting year. 

 

 

1.3.4 Principle of Conservatism or Prudence 

As per this principle, provisions are made to meet the prospective losses but we 

ignore all the prospective gains. Financial statements are usually down up on 

a conservative basis. It is the policy of playing safe game. This convention 

requires that accounting policies should be such which would guard against 

risk and losses; however it should not create secret or hidden reserves. 

Practically this convention helps the human desire to play safe. 

 

For example, depreciation should be taken into account to show the value of 

fixed assets but increase in the price of these assets should not taken into 

consideration.  
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Use of this principle in the business would make it more attentive and aware 

towards the risks which avoid the problems in future. Following are the 

examples of use of this principle: 

a) Valuation of closing stock is made at cost price or market price whichever 

is less. 

b) Valuation of investment is done at cost price or market price whichever is 

less. 

c) Creation of investment fluctuation fund. 

d) To provide adequate depreciation on fixed assets. 

e) To make provision for bad debts. It has two main effects: 

 P&L A/C will show less profit than it would otherwise can show. 

 Balance sheet understates the assets and overstates the liabilities. 

 

It results in creation of secret and hidden reserves. So this principle should 

be applied very carefully. 

 

 1.3.5 Principle of Full Disclosure 

As per this concept, all the information must be impartially and honestly 

disclosed in the books of accounts and financial statements. So that all the 

parties having interest involved in the business must get full information 

from the accounts. This principle requires that a business enterprise should 

provide all relevant material information to external users for the purpose of 

sound economic decisions. This implies that no information of substance or of 

interest to the average investors shall be omitted or concealed. 

  

As per this concept, the amount of income and expenditure are presented 

under different headings instead of cumulative presentation. 

 

For example - manufacturing expenses, administrative expenses, selling 

expenses, other expenses, etc. 
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 1.3.6 Principle of Materiality 

As per this principle, the main and important information of the business 

must be disclosed impartially. An item should be regarded as material if there 

is a reason to believe that knowledge of it would influence the decision of 

investor. In every business, there are transactions or events which are 

immaterial in nature and their full disclosure may not be desired. It may 

include  and their non-recording does not affect the business, i.e. recording 

of various stationary items such as pencil, pen, gum, etc. Here, non-

recording does not refer to  

  

 1.3.7 Matching Concept 

Every business is established with the objective of profit earning. This 

principal is very important for correct determination of net profit for a period 

which is ascertained by matching the revenue with expenses of that period. 

Excess of revenue over expense is the profit and excess of expense over 

revenue is loss. While matching revenue with expenses following things 

should be kept in mind: 

� All expenses of that period should be included whether paid or 

outstanding. 

� Prepaid expenses should not be included. 

 � All revenue of that period which is earned should be included whether 

received or accrued. If any revenue is doubtful, then a provision for that 

should be created. 

� Income received in advance should not be included. 

� Loss arisen during the period should be shown along with expenses. 

 

In short, to ascertain profit for a period, revenue of that period is compared 

with the expenses of that period. According to this principle, while preparing 
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final accounts, adjustment entries for outstanding expenses, accrued 

income, prepaid expenses are made. 

 

Example: Mr. R K started textile business. He purchased 20,000 pieces of 

shirts @ Rs 100 per piece and sold 18,000 pcs. @ Rs 150 per piece during the 

accounting period of 12 months 1st January to 31st December, 2015. He 

paid shop rent @ 6,000 per month for 12 months.  

 

 Matching principle links revenue with expenses. 

 Revenue – Expenses = Profit 

 

In the given example revenue relates to only sale of 18,000 pcs. of garments. 

So the cost of 18,000 pcs of garments should be treated as expenses. 

                             Thus, Profit =         Revenue   27,00,000

Less : Expenses:    

Merchandise 18,00,000  

Shop Rent 72 ,000 18,72,000

    

   ` 8,28,000

 

   

   

 

 1.3.8 Cost Concept 

This concept explains that assets acquired by the business are generally 

recorded at their historical cost i.e. the price which is paid for acquiring the 

asset. The fixed assets recorded at cost price at the time of purchase are 

reduced every year by its depreciation. Although there are various 

measurement bases, accountants traditionally prefer this concept in the 

interests of objectivity. When a machine is acquired by paying  5,00,000, 
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following cost concept the value of the machine is taken as  5,00,000. It is 

highly objective and free from all bias. Other measurement bases are not so 

objective. 

 

 However, the cost concept creates a lot of distortion too as outlined below: 

 (a) In an inflationary situation when prices of all commodities increase on 

an average, acquisition cost loses its relevance. For example, a piece of land 

purchased on 1.1.1996 for Rs 5,000 may cost ` 2,00,000 as on 1.1.2015. So 

if the accountant makes valuation of asset at historical cost, the accounts 

will not reflect the true position.  

  

 (b) Historical cost-based accounts may lose comparability. Mr. A invested 

Rs 1,00,000 in a building on 1.1.2005 which generates Rs  50,000 cash 

inflow during the year 2015, while Mr. B invested Rs 5,00,000 in a machine 

on 1.1.2008 which generates Rs 50,000 cash inflows during the year. Mr. A 

earned at the rate 20% while Mr. B earned at the rate 10%. Who is more-

efficient ? Since the assets are recorded at the historical cost, the results are 

not comparable. Obviously it is a corollary to (a).  

  

 (c) Many assets do not have acquisition costs. Human assets of an 

enterprise are an example. The cost concept fails to recognise such asset 

although it is a very important asset of any organization. 

  

 1.3.9 Dual Aspect 

Dual aspect is the foundation or basic principle of accounting. It provides the 

very basis of recording business transactions in the books of accounts. This 

concept assumes that every transaction has a dual effect, i.e. it affects two 

accounts in their respective opposite sides. Therefore, the transaction should 

be recorded at two places. It means, both the aspects of the transaction must 

be recorded in the books of accounts. 
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Under the system, aspects of transactions are classified under two main 

types: 

  Debit 

  Credit 

Debit is the portion of transaction that accounts for the increase in assets 

and expenses, and the decrease in liabilities, equity and income. 

 

Credit is the portion of transaction that accounts for the increase in income, 

liabilities and equity, and the decrease in assets and expenses. 

 

The classification of debit and credit effects is structured in such a way that 

for each debit there is a corresponding credit and vice versa. Hence, every 

transaction will have 'dual' effects (i.e. debit effects and credit effects). 

 

The application of duality principle therefore ensures that all aspects of a 

transaction are accounted for in the financial statements. Thus, the duality 

concept is commonly expressed in terms of fundamental accounting 

equation: 

Assets = Liabilities + Capital 

  Every transaction or event has two aspects:  

(1) It increases one Asset and decreases other Asset;  

(2) It increases an Asset and simultaneously increases Liability;  

(3) It decreases one Asset, increases another Asset;  

(4) It decreases one Asset, decreases a Liability.  

Alternatively: 

(5) It increases one Liability, decreases other Liability;  

(6) It increases a Liability, increases an Asset;  

(7) It decreases Liability, increases other Liability;  

(8) It decreases Liability, decreases an Asset.  

Example: 
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Balance Sheet 

 

Liabilities ` Assets ` 

     

Capital 
2,00,00

0 Building 
2,00,00

0 

Bank Loan 50,000 Cash 
1,00,00

0 

Other Loan 50,000   

 
3,00,00

0 
3,00,00

0 

 

 

Transactions : 

(a) A new building is purchased paying 70,000 in cash  

(b) Cash paid to repay bank loan to the extent of Rs 30,000  

  

Effect of the Transactions : 

(a) Increase in value of building and decrease in cash balance by Rs 70,000.  

Balance Sheet 

 

Liabilities ` Assets ` 

     

Capital 
2,00,00

0 Building 
2,70,00

0 

Bank Loan 50,000 Cash 30,000 

Other Loan 50,000   

 
3,00,00

0 
3,00,00

0 
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(b) Decrease in bank loan and decrease in cash by Rs 30,000:  
 

Balance Sheet 

 

Liabilities ` Assets ` 

     

Capital 
2,00,00

0 Building 
2,00,00

0 

Bank Loan 20,000 Cash 70,000 

Other Loan 50,000   

 
2,70,00

0 
2,70,00

0 

 

1.3.10 Principle of  Realization 

This concept states that revenue from any business transaction should be included 

in the accounting records only when it is realized. This happens when any asset value 

is increased / decreased at market prices and business would start recording it. This 

principle states that it should be done when it is realized. 

Example : Mr. purchased a building on 1.1.2015 paying Rs 20,000. Its current 

market value is 1,20,000 on 31.12.2015. Should the accountant show the building at 

Rs 20,000 following cost concept and ignoring 1,00,000 value increase since it is not 

realized? If he does so, the financial position would be: 

Balance Sheet 

Liability ` Asset ` 

      

Capital 

20,00

0 Land 

20,00

0 
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20,00

0  

20,00

0 

      

Is it not proper to show it in the following manner? 

 

 

 Balance Sheet   

      

Liabilities ` Asset ` 

      

Capital 20,000 Land 

1,20,00

0 

Unrealised Gain 

1,00,00

0    

      

 

1,20,00

0  

1,20,00

0 

      

 

Now-a-days the revaluation of assets has become a widely accepted practice when 

the change in value is of ‘permanent’ nature. Accountants adjust such value change 

through creation of revaluation (capital) reserve. 

 

1.3.11 Principal of timeliness 

It is the modern principle of accounting. The main objective of this principle is to 

record the business transactions at proper time and complete the work of accounting 
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well in time and supply the accounting information to the managers at the earliest 

possible so that their usefulness is maintained. As per this principle, the final 

accounts should be got prepared at the earliest possible at the end of the year for 

purpose of getting timely information. 

 

Matching of cash everyday in every business is the adaption of principle of timeliness. 

It is specially obeyed in the banks.  The main advantage of this principle is that 

recording is made in the books at proper time and there is no possibility of loss of 

evidences or any tampering on them. 

 

1.4 Meaning and nature of Accounting Standards 

An accounting standard is a guideline to a firm to prepare and present its financial 

statements. These accounting standards are formulated by Accounting Standards 

Board of Institute of Chartered Accountants of India. Accounting standards provide 

framework and standard policies so that the financial statements of different 

enterprises become comparable. Thus, Accounting standards are necessary so that 

financial statements are comparable across a wide variety of businesses; otherwise, 

the accounting rules of different companies would make comparative analysis almost 

impossible. 

The basic nature of accounting standards is to provide uniformity in the accounting 

practices in the interest of the business world. It carries flexibility aspects to the 

extent which could bring more transparency and accountability in that particular 

field. It considers the element of standardized procedure which puts a stop on the 

accounting biasness. 

 

1.5 Need of accounting standards 

Accounting standards are needed to: 

a) Provide a basic standardized framework to all firms for preparing uniformed 

financial statements, 

b) Make the financial statements of one firm comparable with the other 
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firm and the financial statements of one period with the financial 

statements of another period of the same firm, 

c) Make the financial statements reliable and credible and 

d) Create general sense of confidence among the outside users of financial statements  

 

1.6 List of Indian Accounting Standards 

 The Institute of Chartered Accountant of India makes the Accounting 

Standards for Indian business concerns. ICAI constitutes the Accounting Standards 

Board (ASB) on 21st April,1977. These standards are to be followed by all business 

concerns while preparing their accounts in India. 

1. AS 1 : Disclosure of Accounting Policies 

2. AS 2 : Valuation of Inventory 

3. AS 3 : Cash Flow Statement 

4. AS 4 : Contingencies and Events occurring after Balance Sheet Date 

5. AS 5 : Net Profit or Loss for the period, prior period and changes in 

accounting estimates 

6. AS 6 : Depreciation Accounting 

7. AS 7 : Accounting for Construction Contracts 

8. AS 8 : Accounting for Research and Development (withdrawn) 

9. AS 9 : Revenue Recognition 

10. AS10: Accounting for Fixed Assets 

11. AS 11: Accounting for Effect of Changes in Foreign Exchange Rates 

12. AS 12: Accounting for Government Grants 

13. AS 13: Accounting for Investments 

14. AS 14: Accounting for Amalgamations 
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15. AS 15: Accounting for Retirement Benefits in the Financial Statements of 

Employers 

16. AS 16: Accounting for Borrowing Costs 

17. AS 17: Segmental Reporting 

18. AS 18: Related Party Disclosures 

19. AS 19: Leases 

20. AS 20: Earnings Per Share 

21. AS 21: Consolidated Financial Statements 

22. AS 22: Accounting for Taxes on Income 

23. AS 23: Accounting for Investment in Associates in Consolidated   Financial 

Statements 

24. AS 24: Discontinuing Operations 

25. AS 25: Interim Financial Statements 

26. AS 26: Intangible Assets 

27. AS 27: Financial Reporting of Joint Ventures 

28. AS 28: Impairment of Assets 

29. AS 29: Provisions, Contingent Liabilities and Contingent Assets 

30. AS 30: Financial Instruments: Recognition and Measurement 

31. AS 31: Financial Instruments: Presentation 

32. AS 32: Financial Instruments: Disclosures 
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Questions 

 

I. FILL IN THE BLANKS: 
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1………….. is the accounting standard relates to recognition of revenue. 

2. Accounting standard shows ……………,    ………,and ……… in 

financial statement. 

3. According to the…………… concept, a business is viewed as having an 

indefinite life. 

4. Capital= Assets - …………….. 

5. Accrual concept is the …………… principle of accounting. 

6. Goodwill account is the ……………….account. 

7. Nominal accounts are related to……………… 

8. Switching accounting principle every year violates ………. . 

9. An item is said to be ………… if its omission will influence the 

economic decision of user of financial statement. 

10. The system of recording transactions based on dual concept 

is called……………….. 

(1- AS-9, 2-transparency ,consistency,comparability, 3-going concern 

concept , 4- liabilities , 5- Fundamental ,6-Real  7-expenses , 

losses, incomes and gains , 8- principle of consistency , 9- material 

, 10- double entry system.) 

 

II. OBJECTIVE TYPE QUESTION: 

Choose the correct answer 

1. Accounting principles are generally based on : 

a. Practicality  

b. Subjectivity 
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c. Convenience in recording 

d. All of the above 

2. Which account is the odd one out: 

 a. Office furniture and equipment 

 b. Land and building 

 c. Bank 

 d. Plant and Machinery 

 e. Neither of the above. 

3. Expect no profits but losses is the rule of: 

a. Principle of consistancy 

b. Historical cost principle 

c. Full disclosure principle 

d. Convention of conservatism 

4. Management concealing important financial information violates the: 

a. Materiality principle 

b. historical cost principle 

c. Full disclosure principle 

d. Consistency principle 

5. Recording of fixed assets at cost less depreciation  is the adherence 

of: 

a. Historical Cost concept 

b. Going concern concept 
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c. Both a and b 

6.Which of the following  is not among the fundamental accounting 

assumptions 

a. Consistency 

b. Business entity 

c. Going concern 

d. All of these 

 7. Fundamental accounting equation,assets = liabilities is normal 

expression of 

a.dual aspect concept 

b.going concern concept 

c.Matching concept 

d. None of these 

 

8. Generally accepted accounting principles:  

a. are rarely changed 

b. are not affected by changes in the way business operate 

c. accounting practice at a point in time 

d. are similar in nature to principles of sciences 
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9.If a car seller proprietor buys a car for his personal use out of 

business funds , the amount paid for the car will be treated as 

“drawings’’  of the proprietor because of  the 

a. Matching concept 

b. Dual aspect concept  

c. Going concern concept 

d.  Business entity concept 

10.  Immediate recognition of loss is supported by the underlying 

principle of  

a. conservatism 

b. consistency 

c. matching 

d. Judgment 

 

(1-b, 2-c ,3-d ,4-a, 5-c ,6-b ,7-a ,8-d ,9-d, 10-a ) 

 

III. Very short type answers: 

1. According to which concept,  market value of investments are shown 

on the footnote to the balance sheet. 

2. Which concept prohibits to record qualitative transactions . 

3. According to which concept the proprietor is treated as a creditor of 

the business to the extent of capital. 

4. Window dressing is prohibited by which convention? 

5. Rent account is classified under which head? 
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6. What do we call the process of recording a transaction in the journal? 

7. Which concept guides to record the outstanding and prepaid items? 

8. If a company follows the written down value method of depreciating 

 machinery year after year it is due to ? 

(1- Disclosure concept , 2-money measurement concept,3-entity, 4-

conservatism ,5-Nominal account , 6- Journalizing, 7-Accrual 

concept 8-consistency) 

IV. Short answer type questions: 

1. Define accounting principles. 

2. Why is machinery depreciated? 

3. What is separate business entity assumption? 

4. What is conservatism principle? 

5. What is basic accounting equation? 

6. What are accounting conventions? 

7 Does principle of full disclosure confront with the principle of 

materiality? If not, how? 

8. What do you understand by matching cost with revenue? 

 

V. Long answer type question: 

1. What do you mean by “generally accepted accounting principles” ? 

discuss its need and essential features also  

2.What do you understand by basic accounting concepts and 

conventions   Discuss important conventions in detail 
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3.What do you mean by single entry system of accounting and double 

entry system of accounting ? 

4.Explain any three of the following concepts: 

a.Money measurement concept 

b.Realization concept 

c.Cost concept 

d. Business entity concept  

5. What do you mean by double entry system? Differentiate between 

single entry system and double entry system. 
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Chapter – 3 

Recording of transactions - 1 

 

Learning Objectives 

After going through this chapter you will be able to understand: 

 

(a) The Meaning and Analysis of Transaction using Accounting Equation. 

(b) Rules of Debit and Credit 

(c) Origin of Transactions: Source Documents (Invoice, Cash Memo, Pay in Slip, 

Cheque), Preparation of Vouchers- Cash(Debit & Credit), Non Cash( Transfer) 

(d) Books of Original Entry (Journal): Meaning, Format and Recording there in 

(e) Meaning, Utility, Format, Posting from Journal to ledger 

 

 

 

3.1 Accounting Equation 

Any business is started by a person called entrepreneur. In order to provide monetary 

funding to the business, he brings money from his personal resources or arranges 

loan/credit facility/overdraft facility from bank for the business in the name of the 

business. The sum total of the above two resources are utilised to purchase the 

assets. These assets would eventually contribute in the income of the business. The 

second source of money i.e. arrange from external parties would have to be paid in 

future along with the amount of interest as per the agreement. We have understood 

so far that as per separate entity concept, the money invested by the owner is termed 

as capital and kept at the liability side. It is natural to keep the money arranged from 

outsider in the form of loan or any facility would also be a part of liability. The money 

so received is part of the assets. Therefore, the business would write it in its books in 

the following manner: 

 Assets = Liabilities + Capital (Proprietor funds) 
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 The above mathematical formulation bring home the fact that the amount 

invested in the business in any form i.e. in capital or in loan/credit etc would be 

equal to the value of assets held by the business at a particular time. 

 In other words, it is worth to know the financial position of a business in the 

following manner:  

1. Assets (what it owns) 

2. Liabilities (what it owes to others) 

3. Owner's Equity (the difference between assets and liabilities) 

 An Asset is valuable resources owned by the business which can be 

expressed in terms of money. Generally, they are kept by a business to 

contribute in day to day operations. For example cash is required for doing 

business, machine is required for production of goods, building is required for 

carrying out business activities at a place, furniture is required to facilitate the 

business contracts etc, branding is required to get positioning for the business, 

goodwill helps the business to fetch more customers, etc. 

 

A liability is the legal obligation to pay or any claim against assets of the business is 

termed as liability. It arises when a business has to pay to a party due to any 

transaction. For example, creditors, bills payable, outstanding expenses, bank loan 

etc.  

 Capital refers to anything invested by the owner of the business is called as 

capital It may be referred as claim against excess of assets over liabilities. It is worth 

mentioning that amount of profit earned by the business belongs to him/her as a 

reward of entrepreneurship. 

 

The accounting equation can be modified to define capital as follows: 

Capital (Proprietor funds) = Assets – Liabilities or 

Assets = Liabilities + Capital 

 The equation has been derived from the double entry system of accounting 

which is further derived from dual aspect concept. It indicates the value of above 

three components at a given time.  

 When the above said accounting equation is presented in the form of 

horizontal form, i.e. keeping assets and liabilities horizontally, It is called balance 
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sheet on a particular date. The equal balance of the two reflects or validates the 

accounting equation which in turn based on double entry system.  

 

 When accounting mechanism performs in a well functioning manner, the left 

side of accounting equation shall always be equal to the right side. It is due to the 

fact that every business transaction affects at least two of a company's accounts. 

Classification of Transactions 

Following are the nine basic transactions: 

1. Increase in assets with corresponding increase in capital. 

2. Increase in assets with corresponding increase in liabilities. 

3. Decrease in assets with corresponding decrease in capital. 

4. Decrease in assets with corresponding decrease in liabilities. 

5. Increase and decrease in assets. 

6. Increase and decrease in liabilities 

7. Increase and decrease in capital 

8. Increase in liabilities and decrease in capital 

9. Increase in capital and decrease in liabilities. 

 

3.2 EFFECTS OF BUSINESS TRANSACTIONS ON ACCOUNTING EQUATION 

   Let’s discuss the effects of some business transactions on the accounting equation 

in the following illustration: 

Illustration 1: 

1. Commencement of business : Rahul started his business with capital of Rs 

2,00,000 

Assets (Rs.)(=)                    Liabilities (Rs.)(+)           Capital   (Rs.)         

Cash                    2,00,000 NIL 2,00,000 

Analysis: Cash is an asset and money invested by Rahul is the capital of the business. 

2.Purchase of an asset for cash: Rahul purchased furniture for cash Rs. 20,000 

Assets (Rs.)(=)                    Liabilities (Rs.)(+)           Capital   (Rs.)         
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Cash                    1,80,000 

Furniture                 20,000 

NIL 2,00,000 

Analysis: Furniture was purchased out of the cash. Hence, cash reduced and furniture 

was brought in the accounting equation. 

3.Purchase of an asset on credit: Rahul purchased an asset of Rs. 40,000 on credit 

from  Gopal sons and company 

Assets (Rs.)(=)                    Liabilities (Rs.)(+)           Capital   (Rs.)         

Cash                    1,80,000 

Asset                      40,000 

Furniture                20,000 

Gopal & sons  

40,000 

2,00,000 

Analysis: Purchasing any asset on credit would increase the liability of the company as 

it is to be paid in future. Therefore, assets is kept at assets side and its corresponding 

liability. 

4.Payment to Gopal & Sons : Rs. 10,000 paid to Gopal and Sons 

Assets (Rs.)(=)                    Liabilities (Rs.)(+)           Capital   (Rs.)         

Cash                    1,70,000 

Asset                       40,000 

Furniture                 20,000 

Gopal and sons  

30,000 

2,00,000 

Analysis: Any payment made to party would eventually reduce cash as well as the 

liability of the party. That’s why, cash has been reduced as well as liability of gopal & 

sons have been reduced. 

5.Drawings for personal use : Rahul withdraws Rs. 30,000 for his personal use 

Assets (Rs.)(=)                    Liabilities (Rs.)(+)           Capital   (Rs.)         

Cash                    1,40,000 

Asset                       40,000 

Furniture                 20,000 

Gopal and sons  

30,000 

    1,70,000 
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Analysis: Withdrawal of cash by the owner would reduce the balance of cash along 

with the amount of capital. Hence, cash as well as capital has been reduced. 

6.Salary paid : Rs.2000 

Assets (Rs.)(=)                    Liabilities (Rs.)(+)           Capital   (Rs.)         

Cash                    1,38,000 

Asset                       40,000 

Furniture                 20,000 

Gopal and sons  

30,000 

1,68,000 

Analysis: Any expense paid reduces the cash balance and it is assumed to be the loss 

to the owner. That’s why cash and capital has been reduced with the said amount. 

7. Cash Purchase : goods worth  Rs.80,000 purchased for cash 

Assets (Rs.)(=)                    Liabilities (Rs.)(+)          Capital   (Rs.)         

Cash                           58000 

Asset                          40,000 

Furniture                    20,000 

Stock                          80,000 

Gopal and sons  

30,000 

1,68,000 

Analysis: Buying goods on cash consequently reduces the cash and increase the stock. 

Hence, cash has been reduced and stock has been brought in the assets. 

8. Goods worth Rs.80,000 sold for cash for Rs 1,20,000 

Assets (Rs.)(=)                    Liabilities (Rs.)(+)          Capital   (Rs.)         

Cash                        1,78,000 

Asset                          40,000 

Furniture                    20,000 

Stock                              NIL 

Gopal and sons  

30,000 

2,08,000 

Analysis: Selling goods higher than the cost price gives profit to the owner. It means 

stocks have been reduced with 80,000 while cash has been increased with 1,20,000 

and capital would find increase with the profits amount i.e. 40,000. 
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9.Rent Outstanding : Rs.1000 

Assets (Rs.)(=)                    Liabilities (Rs.)(+)           Capital   (Rs.)         

Cash                        1,78,000 

Asset                          40,000 

Furniture                    20,000 

Stock                              NIL 

                                 ---------- 

                                 2,38,000 

Gopal and sons  

30,000 

Rent outstanding  

1,000 

--------- 

 31.000 

2,07,000 

 

 

 

------------ 

2,07,000 

Analysis: Any outstanding rent refers to utilization of services by the business but 

payment is not made. It implies the rent as an expense resulting in decrease the 

capital. But cash is not paid, hence increasing the liability. Look at the final total of all 

the components and apply on the accounting equation: 

Assets = Liabilities + Capital 

2,38,000 31,000  + 2,07,000 

 

Illustration 2: 

Mr Lalit had the following transactions. Prepare an accounting equation to show their 

effect on assets, liabilities and capital. 

1. Started business with Rs.1,50,000 

2. Purchased securities for cash  Rs. 75000 

3. Purchased a building for Rs.1,50,000 giving Rs.50,000 in cash and balance 

through a loan  

4. Sold securities costing Rs.10,000 for Rs. 15,000 

5. Purchased an old car for cash Rs.28,000 

6. Received cash Rs.36000as salary  

7. Paid cash Rs.5000 for loan and Rs. 3000 for interest  

8. Paid cash for household expenses Rs.3000 

9. Received cash for dividend on securities Rs2000 

Solution: 
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1.Started business with Rs.1,50,000 

Assets (Rs.)(=)                    Liabilities (Rs.)(+)           Capital   (Rs.)         

Cash                    1,50,000 NIL 1,50,000 

2. Purchased securities for cash Rs.75000 

Assets (Rs.)(=)                    Liabilities (Rs.)(+)           Capital   (Rs.)         

Cash                    75,000 

Securities            75,000 

NIL   1,50,000 

3.Purchased a building for Rs.150,000 giving Rs.50,000 in cash and balance through 

a loan 

Assets (Rs.)(=)                    Liabilities (Rs.)(+)           Capital   (Rs.)         

Cash                    25,000 

Securities            75,000 

Building           1,50,000 

 

Loan                       

1,00,000 

     1,50,000 

4.Sold securities  costing Rs. 10,000 for Rs. 15,000 

Assets (Rs.)(=)                    Liabilities (Rs.)(+)           Capital   (Rs.)         

Cash                    40,000 

Securities            65,000 

Building           1,50,000 

Loan                      

1,00,000 

 Capital       

1,55,000 

(5) Purchased an old car for Rs. 28,000 for cash 

Assets (Rs.)(=)                    Liabilities (Rs.)(+)           Capital   (Rs.)         

Cash                     12,000 

Securities             65,000 

Building            1,50,000 

Loan                      

1,00,000 

 1,55,000 
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Car                       28,000 

(6) Received cash for Rs. 36000 as salary 

Assets (Rs.)(=)                    Liabilities (Rs.)(+)           Capital   (Rs.)         

Cash                    48,000 

Securities            65,000 

Building           1,50,000 

Car                      28,000 

Loan                      

1,00,000 

     1,91,000 

 

 

 

(7) Paid cash Rs. 5000 for loan and Rs. 3000 for interest  

Assets (Rs.)(=)                    Liabilities (Rs.)(+)           Capital   (Rs.)         

Cash                    40,000 

Securities            65,000 

Building           1,50,000 

Car                      28,000 

Loan                      

95,000 

 1,88,000 

(8) Paid cash for household expenses Rs. 3000 

Assets (Rs.)(=)                    Liabilities (Rs.)(+)           Capital   (Rs.)         

Cash                    37,000 

Securities            65,000 

Building           1,50,000 

Car                      28,000 

Loan                      

95,000 

    1,85,000 

9.Received cash for dividend on securities Rs. 2000 

Assets (Rs.)(=)                    Liabilities (Rs.)(+)           Capital   (Rs.)         
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Cash                    39,000 

Securities            65,000 

Building           1,50,000 

Car                      28,000 

                          --------- 

                          2,82,000 

Loan                      

95,000 

 

 

-------- 

95,000 

 Capital       

1,87,000 

 

 

-------- 

1,87,000 

 

Illustration 3. 

Show the accounting equation is satisfied after taking into consideration each of the 

following transaction in the books of Mr. Lalit 

1. Started business with cash Rs.1,00,000 

2. Bought furniture for Rs.25,000 

3. Bought goods for cash Rs.20,000 

4. Bought goods from Ramesh on credit Rs.5000 

5. Sold goods for cash for Rs.15000 

6. Sold goods to Shyam for Rs.8000 

7. Paid cash to Ramesh rs.4000 

8. Received cash from Shyam Rs.5000 

9. Paid cash into bank Rs.25000 

10. Withdrawn from bank Rs.10,000 

 

Solution: 

1. Started business with cash Rs.1,00,000 
Assets (Rs.)(=)                    Liabilities (Rs.)(+)           Capital   (Rs.)         

Cash                    1,00,000 NIL       1,00,000 

 2.Bought furniture for Rs.25,000 
Assets (Rs.)(=)                    Liabilities (Rs.)(+)           Capital   (Rs.)         

Cash                    75,000 

furniture              25,000 

NIL        1,00,000 
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3. Bought goods for cash Rs.20,000 
Assets (Rs.)(=)                    Liabilities (Rs.)(+)           Capital   (Rs.)         

Cash                    55,000 

furniture              25,000 

Stock                   20,000 

NIL      1,00,000 

1. Bought goods from Ramesh on credit Rs.5000 
Assets (Rs.)(=)                    Liabilities (Rs.)(+)           Capital   (Rs.)         

Cash                    55,000 

furniture              25,000 

Stock                   25,000 

Ramesh                   

5000 

1,00,000 

2. Sold goods for cash for Rs.15000 
Assets (Rs.)(=)                    Liabilities (Rs.)(+)           Capital   (Rs.)         

Cash                    70,000 

furniture              25,000 

Stock                   10,000 

Ramesh                   

5000 

1,00,000 

3. Sold goods to Shyam for Rs.8000 
Assets (Rs.)(=)                    Liabilities (Rs.)(+)           Capital   (Rs.)         

Cash                    70,000 

furniture               25,000 

Stock                    2,000 

Debtor                  8,000 

Ramesh                   

5000 

1,00,000 

 
4. Paid cash to Ramesh Rs.4000 

Assets (Rs.)(=)                    Liabilities (Rs.)(+)           Capital   (Rs.)         

Cash                    66,000 

furniture               25,000 

Ramesh                   

1000 

1,00,000 
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Stock                    2,000 

Debtor                  8,000 

5. Received cash from Shyam Rs.5000 
Assets (Rs.)(=)                    Liabilities (Rs.)(+)           Capital   (Rs.)         

Cash                    71,000 

furniture               25,000 

Stock                    2,000 

Debtor                  3,000 

Ramesh                   

1000 

1,00,000 

6. Paid cash into bank Rs.25000 
Assets (Rs.)(=)                    Liabilities (Rs.)(+)           Capital   (Rs.)         

Cash                    46,000 

furniture               25,000 

Stock                    2,000 

Debtor                  3,000 

Bank                    25,000 

Ramesh                   

1000 

1,00,000 

10. Withdrawn from bank Rs.10,000 
Assets (Rs.)(=)                    Liabilities (Rs.)(+)           Capital   (Rs.)         

Cash                    56,000 

furniture               25,000 

Stock                    2,000 

Debtor                  3,000 

Bank                    15,000 

                        -------------- 

                           1,01,000 

Ramesh                   

1000 

 

 

 

 

  ---------- 

  1,000 

       1,00,000 

 

 

 

 

-------------- 

  1,00,000 
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Illustration 4. 

Following are the accounting transactions   relating to Mr. Prem’s business .Use the 

accounting equation to show his assets, liabilities, and capital. 

1. Commenced business with capital of Rs. 50,000 

2. Bought machinery for cash Rs.10,000 

3. Purchased goods for cash Rs. 15,000 

4. Purchased goods on credit from Amit Rs.5000 

5. Sold goods for cash Rs. 10,000 

6. Paid to Amit Rs. 2000 

7. Sold goods to B on credit Rs.3000 

8. Paid into bank Rs.6000 

9. Paid to Amit by cheque Rs.1000 

10. Received from B a cheque for Rs. 2000 

Solution: 

1. Commenced business with capital of Rs. 50,000 
 

Assets (Rs.)(=)                    Liabilities (Rs.)(+)           Capital   (Rs.)         

Cash                       50,000 NIL 50,000 

   2.Bought machinary for cash Rs.10,000 

 

Assets (Rs.)(=)                    Liabilities (Rs.)(+)           Capital   (Rs.)         

Cash                       40,000 

Machinary              10,000 

NIL 50,000 

3. Purchased goods for cash Rs. 15,000 

Assets (Rs.)(=)                    Liabilities (Rs.)(+)           Capital   (Rs.)         

Cash                       25,000 

Machinary              10,000 

stock                       15,000 

NIL 50,000 

4. Purchased goods on credit from Amit Rs.5000 
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Assets (Rs.)(=)                    Liabilities (Rs.)(+)           Capital   (Rs.)         

Cash                       25,000 

Machinary              10,000 

stock                       20,000 

creditor                        

5000 

    50,000 

5. Sold goods for cash Rs. 10,000 

Assets (Rs.)(=)                    Liabilities (Rs.)(+)           Capital   (Rs.)         

Cash                       35,000 

Machinary              10,000 

stock                       10,000 

creditor                        

5000 

 50,000 

6. Paid to Amit Rs. 2000 

Assets (Rs.)(=)                    Liabilities (Rs.)(+)           Capital   (Rs.)         

Cash                       33,000 

Machinary              10,000 

stock                       10,000 

creditor                        

3000 

50,000 

 

 

7. Sold goods to B on credit Rs.3000 

Assets (Rs.)(=)                    Liabilities (Rs.)(+)           Capital   (Rs.)         

Cash                       33,000 

Machinery              10,000 

stock                       7,000 

Debtors(B)              3,000 

creditor                        

3000 

  50,000 

8. Paid into bank Rs.6000 

Assets (Rs.)(=)                    Liabilities (Rs.)(+)           Capital   (Rs.)         
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Cash                       27,000 

Machinary              10,000 

stock                       7,000 

Debtors(B)              3,000 

Bank                        6,000 

creditor                        

3000 

50,000 

9. Paid to Amit by cheque Rs.1000 

Assets (Rs.)(=)                    Liabilities (Rs.)(+)           Capital   (Rs.)         

Cash                       27,000 

Machinary              10,000 

stock                       7,000 

Debtors(B)              3,000 

Bank                        5,000 

creditor                        

2000 

50,000 

10. Received from B a cheque for Rs. 2000 

Assets (Rs.)(=)                    Liabilities (Rs.)(+)           Capital   (Rs.)         

Cash                       27,000 

Machinary              10,000 

stock                       7,000 

Debtors(B)              1,000 

Bank                        7,000 

                               --------- 

                               52,000 

creditor                        

2000 

 

 

 

-------- 

  2,000 

 Capital                

50,000 

 

 

 

 ------------- 

  50,000 

 

3.3 Rules of Debit and Credit: For Assets, Liabilities, Capital Revenue and 

Expenses.  
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 So far, we have understood that any journal entry is based on debit and credit 

system of dual aspect concept. We have also learnt that dual aspect concept guides 

that any transaction would have two affect i.e. debit and credit. In order to devise the 

mechanism of debit and credit, dual entry system was devised which is totally based 

on dual aspect concept. Double entry system explains the set of rules and procedures 

by which transactions are given debit and corresponding credit. The detail discussion 

on the set of rules and procedures has been discussed in the earlier chapter. Let’s 

understand the concise rules of debit and credit for assets, liabilities, capital, revenue 

and expenses. The following rules are the benchmark rules for all kinds of 

transactions based on their respective accounts. 

 

Table-1: Rules of journal entry for accounts 

 Personal A/c Real A/c Nominal A/c 

For making debit Debit the receiver Debit what comes 

in 

Debit all the 

expenses and 

losses 

For making credit Credit the giver Credit what goes 

out 

Credit all the 

incomes and gains 

The same can be applied on assets, liabilities, capital, revenue and expenses in the 

following manner: 

Table-2: Debit and credit rules of accounts 

Nature of account When to ‘debit’ When to ‘Credit’ 

Assets Increase in assets. For 

example- buying assets or 

brought by the owner in 

the form of capital 

Decrease in assets. For 

example- Selling the 

existing assets or taken by 

owner for his personal use.

Liabilities Decrease in liabilities. For 

example- payment made to 

the third party. 

Increase in liabilities. For 

example- any thing bought 

on credit or any loan 

sought from the third 
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party.  

Capital Decrease in owner’s 

amount.  

Increase in owner’s 

contribution by way of 

investment brought by him 

in any form. 

Revenue Decrease in the amount of 

revenue. 

Increase in the amount of 

revenue. It may be in the 

form of sales, income 

generated etc. 

Expenses Increase in the amount of 

expenses  

Decrease in the amount of 

expenses. 

 

 

 If one studies the table-1 and its further classifications in which accounts 

details for Personal, Real and Nominal accounts are given, it is clarified as how to 

debit and credit. In the next section, we shall be discussing the framework and 

process of drawing a journal entry along with the explanation of debit and credit 

taking help from double entry system. 

 

3.4 Books of Original Entry (Journal): Meaning, Format and Recording there 
in.  

 The book in which a transaction is recorded first time, is called book of original 

entry. The word ‘original entry’ is derived from the fact that the transaction in its 

origin has been firstly entered into this book. It has another name called Journal due 

to the fact that the transactions are recorded as per the accounting framework. This 

framework applies the rules of debit and credit, provides a standardized format and a 

set of titles given to the format for entering a transaction into it. 

 Journal is a very important book as it becomes the base of accounting till final 

accounts are prepared. One needs to take due care and diligence while recording a 

transaction into this book. The standardized format for recording a transaction is 

given below followed by its explanation: 
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Date Particulars Ledger 

folio 

Amount-debit Amount-credit 

     

  Date: It would include the date of happening a transaction on a particular day. 

Make sure that you don’t write the date of recording. As per the principle of 

timeliness, both dates should be same. 

  Particulars: It includes the details of parties to be debited and credited along 

with short description of transaction in the form of a narration. As stated, a 

narration is said to be a short description of the transaction in order to identify 

the reason for debit and credit. 

  Ledger Folio: It is nothing but the page number of the ledger book at which the 

said entry is recorded. A ledger book is also called the book of accounts. It 

includes all the accounts relating to various parties. 

  Amount-debit: In this column, the amount for debit is written. 

  Amount-credit: In this column, the amount for credit is written. 

Illustration-5 Journalize the following transactions in the books of Bansal brothers 

for the month of January, 2015. 

Jan. 1 Started business with Rs. 50,000 along with a machinery worth 

Rs. 30,000. 

Date Particulars Ledger 
folio 

Amount-debit Amount-credit 

Jan.1 Cash a/c- dr. 

Machinery a/c- dr. 

To capital a/c 

(Being amount of cash and 
machinery has been brought 
by the owner) 

 50,000 

30,000 

 

 

80,000 

Analysis: Since cash and machinery has been brought by the owner, let’s identify 

their nature of accounts.  

  Cash and machinery both are real accounts. Real account principle says give 

debit to those which are coming to business( debit what comes in). Therefore, 

debited. 
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  Owner’s amount is said to be capital in accounts. He comes under Personal 

account as he is a living being. Personal account principle gives credit to the 

one who is giver( credit to the giver). In this case, owner has given cash and 

machinery to the business. 

Jan. 2 bought a chair for Rs. 5,000. 

Date Particulars Ledger 
folio 

Amount-debit Amount-credit 

Jan. 2 Chair a/c- dr. 

To cash a/c 

(Being chair has been 
purchased for cash for Rs. 
5,000) 

 5,000  

5,000 

Analysis: In this transaction, chair has come to the business and cash has gone. 

Since both are real accounts, debit would apply for chair (debit what comes in) and 

credit would be given to the cash (credit what goes out). 

Jan. 5 deposited into bank worth Rs. 25,000. 

Date Particulars Ledger 
folio 

Amount-debit Amount-credit 

Jan. 5 Bank a/c- dr. 

To cash a/c 

(being cash has been 
deposited into bank worth 
Rs. 25,000) 

 25,000  

25,000 

Analysis: In this transaction, bank is a personal account while cash is a real account. 

As per personal account, bank account is debited (debit the receiver) and cash 

account is credited as per real account (credit what goes out). 

Jan. 8 purchased good from Ram & Co. for Rs. 12,000. 

Date Particulars Ledger 
folio 

Amount-debit Amount-credit 

Jan. 5 Purchases a/c- dr. 

To Ram & Co. a/c 

 12,000  

12,000 
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(being purchase has been 
made from Ram & co.) 

Analysis: It is seen that the goods have been bought on credit. Goods (real a/c) came 

in the business and given by Ram & co. (Personal a/c). Therefore, debit is given to the 

Purchases a/c (debit what comes in) and credit has been given to the Ram & co. 

(credit the giver). 

Jan. 11 Goods worth rs. 5000 has been stolen by an employee. 

Date Particulars Ledger 
folio 

Amount-debit Amount-credit 

Jan. 
11 

Loss by theft a/c- dr. 

To Purchases a/c 

(being the loss of goods due 
to the cheating by an 
employee) 

 5,000  

5,000 

Analysis: Goods stolen by an employee refers to the loss to the business which puts it 

into nominal account. It would be debited as ‘debit all expenses and losses.’ Goods 

(real a/c) went out of the business, giving reduction to the purchase. Therefore, credit 

is given to the Purchases a/c (credit what goes out). 

Jan. 14 Received cheque from Mr. William for Rs. 4,680 and discount 

allowed him Rs. 120. 

Date Particulars Ledger 
folio 

Amount-debit Amount-credit 

Jan. 
14 

Bank a/c- dr. 

Discount  a/c- dr. 

To Mr. Willam a/c 

(being amount received from 
Mr. William and allowed 
discount) 

 4,680 

   120 

 

 

4,800 

Analysis: Cheque received and deposited on same day would increase the balance of 

cash with bank. Bank is personal account and would be debited as per ‘debit the 

receiver’. Discount allowed is loss to the business and nominal account and is 
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debited as per ‘debit all expenses and losses.’ The party Mr. William is the human 

being, hence, personal account and is credited as per ‘credit the giver.’ 

Jan. 20 Paid a cheque to Mr. Ekansh of Rs. 9,800 and received discount Rs. 

200. 

Date Particulars Ledger 
folio 

Amount-debit Amount-credit 

Jan. 
20 

Mr. Ekansh a/c- dr. 

To Bank a/c 

To discount a/c 

(being amount paid to Mr. 
Ekansh and received 
discount.) 

 10,000  

9,800 

   200 

Analysis: Amount is received by Mr. Ekansh who is personal account and is debited 

as per ‘debit the receiver’. The amount is paid by cheque, hence, paid by the bank. It 

is credited as per ‘credit the giver’. The discount is recived which is nominal account 

and is credited as per ‘credit all the incomes and gains. 

 

 

Jan. 28 Bad debts Rs. 500. 

Date Particulars Ledger 
folio 

Amount-debit Amount-credit 

Jan. 5 Bad debts- dr. 

To Debtor a/c 

(being the loss of money not 
received from the debtors) 

 500  

500 

Analysis: Bad debts are the amount which is not received from the debtors indicating 

a loss to the business. Any loss is nominal account and is debited as per ‘debit all 

expenses and losses. Debtors are personal account which indicates the reduction in 

claim of amount. 

Jan. 30 Paid wages Rs. 5000 and salary Rs. 20,000. 
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Date Particulars Ledger 
folio 

Amount-debit Amount-credit 

Jan. 
30 

Wages- dr. 

Salary- dr. 

To cash . a/c 

(being purchase has been 
made from Ram & co.) 

 5,000 

20,000 

 

 

25,000 

Analysis: payment of wages and salary indicates the volume of expenses. These are 

nominal accounts and are debited as per ‘debit all expenses and losses. Cash is real 

account and is credited as per ‘credit what goes out.’ 

 

Illustration 6 

Journalise the following transactions. Also state the nature of each account involved 

in the Journal entry. 

1. December 1, 2014, Ram started business with Cash ` 40,000.  

2. December 3, he paid into the Bank ` 2,000.  

3. December 5, he purchased goods for cash ` 15,000.  

4. December 8, he sold goods for cash ` 6,000.  

5. December 10, he purchased furniture and paid by cheque ` 5,000.  

6. December 12, he sold goods to Ajay ` 4,000.  

7. December 14, he purchased goods from sabneet ` 10,000.  

8. December 15, he returned goods to sabneet ` 5,000.  

9. December 16, he received from sabneet ` 3,960 in full settlement.  

10. December 18, he withdrew goods for personal use ` 1,000.  

11. December 20, he withdrew cash from business for personal use ` 2,000.  

12. December 24, he paid telephone charges ` 1,000.  

13. December 26, cash paid to sabneet in full settlement ` 4,900.  

14. December 31, paid for stationery ` 200, rent ` 500 and salaries to staff ` 2,000.  

15. December 31, goods distributed by way of free samples ` 2,000.  

 

Solution        

   JOURNAL     
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      Dr.  Cr.

Sl. Date Particulars  Nature of L.F. Debit Credit

No    Account  (`) (`)

         

1. Dec. 1 Cash Account Dr. Real A/c  40,000   

   To Capital Account Personal A/c   40,000

  
(Being 
commencement       

  of business)       

         

2. Dec. 3 Bank Account Dr. Personal A/c  2,000   

   To Cash Account  Real A/c   2,000

  (Being cash       

  deposited in the       

  Bank)       

         

3. Dec. 5 Purchases Account Dr. Real A/c  15,000   

   To Cash Account  Real A/c   15,000

  (Being purchase of       

  goods for cash)       

         

4. Dec. 8 Cash Account Dr. Real A/c  6,000   

   To Sales Account  Real A/c   6,000

  (Being goods sold for cash)   

 

   

5. 
Dec. 
10 Furniture Account Dr. Real A/c 5,000 

   To Bank Account  Personal A/c 5,000
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  (Being purchase of     

  furniture, paid by     

  cheque)     

6. 
Dec. 
12 Ajay Dr. Personal A/c 4,000 

   To Sales Account  Real A/c 4,000

  (Being sale of goods)     

7. 
Dec. 
14 Purchases Account Dr. Real A/c 10,000 

   To Sabneet  Personal A/c 10,000

  (Being purchase of     

  
goods from Sabneet 
)     

8. 
Dec. 
15 Sabneet Dr. Personal A/c 5,000 

  To Purchases   

   Returns Account  Real A/c 5,000

  (Being goods returned    

  to sabneet)    

9. 
Dec. 
16 Cash Account Dr. Real A/c 3,960 

  Discount Account Dr. Nominal A/c 40 

   To Ajay  Personal A/c 4,000

  (Being cash received    

  from Ajay in full    

  
settlement and 
allowed    

  him `40 as discount)    

10. 
Dec. 
18 Drawings Account Dr. Personal A/c 1,000 
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To Purchases 
Account  Real A/c 1,000

  (Being withdrawal of    

  
goods for personal 
use)    

11. 
Dec. 
20 Drawings Account Dr. Personal A/c 2,000 

   To Cash Account  Real A/c 2,000

  
(Being cash 
withdrawal    

  from the business for    

  personal use)    

12. 
Dec. 
24 Telephone Expenses Dr. Nominal A/c 1,000 

  Account    

   To Cash Account  Real A/c 1,000

  (Being telephone    

  expenses paid)    

13. 
Dec. 
26 Sabneet Dr. Personal A/c 5,000 

   To Cash Account  Real A/c 4,900

   
To Discount 
Account  Nominal A/c 100

  (Being cash paid to    

  
Sabneet and he 
allowed    

  ` 100 as discount)    

      

14.
Dec. 
31 Stationery Expenses Dr. Nominal A/c 200 

  Rent Account Dr. Nominal A/c 500 
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  Salaries Account Dr. Nominal A/c 2,000 

   To Cash Account  Real A/c 2,700

  (Being expenses paid)    

15.
Dec. 
31 Advertisement    

  Expenses Account Dr. Nominal A/c 2,000 

   
To Purchases 
Account  Real A/c 2,000

  (Being distribution of    

  goods by way of    

  free samples)    

      

  Total   1,04,700  1,04,700

 

Illustration 7 

Transactions of Ram Lal for April are given below. Journalise them. 

 

2014   `

    

Aug 1 Ramlalstarted business with 10,000

“ 2 Paid into bank 7,000

“ 3 Bought goods for cash 500

“ 5 Drew cash from bank for credit 100

“ 13 Sold to Krishanlal goods on credit 150

“ 20 Bought from Shyamlal goods on credit 225

“ 24 Received from Krishanlal 145
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“  Allowed him discount 5

“ 28 Paid Shyamlalcash 215

“  Discount allowed 10

“ 30 Cash sales for the month 800

  

 

 

 

   

  JOURNAL      

     Dr. Cr. 

Date Particulars   Amount  

2014     ` ` 

Aug 1 Cash Account Dr.  10,000   

  To Capital Account    10,000 

 
(Being the amount invested by Ram lal in 
the business as capital)      

“ 2 Bank Account Dr.  7,000   

  To Cash Account    7,000

 (Being the amount paid into bank)      

“ 3 Purchases Account Dr.  500   

  To Cash Account    500

 (Being goods purchased for cash)      

“ 5 Cash Account Dr.  100   

  To Bank Account    100

 (Being cash withdrawn from bank)      

“ 13 Krishanlal Dr.  150   
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  To Sales Account    150

 (Being goods sold to Krishanlalon credit)      

“ 20 Purchases Account Dr.  225   

  To Shyam    225

 
(Being goods bought from Shyamlal on 
credit)      

“ 24 Cash Account Dr.  145   

 Discount Account Dr.  5   

  To Krishanlal    150

 (Being cash received from Krishanlaland      

 discount allowed to him)      

“ 28 Shyam Dr.  225   

  To Cash Account    215

  To Discount Account    10

 
(Being cash paid to Shyamlaland 
discount      

 allowed by him)      

“ 30 Cash Account Dr.  800   

To sales a/c        800 

Illustration 8 

Pass Journal Entries for the following transactions in the books of Gagan Bros. 

(i) Employees had taken inventory worth ` 10,000 (Cost price ` 7,500) on the eve of 

Deepawali and the same was deducted from their salaries in the subsequent 

month.  

(ii) Wages paid for erection of Machinery ` 8,000.  

(iii) Income tax liability of proprietor ` 1,700 was paid out of petty cash.  

(iv) Purchase of goods from Navneet of the list price of ` 2,000. He allowed 10% trade 

discount, ` 50 cash discount was also allowed for quick payment.  
 

Solution 
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Journal Entries in the books of Gagan Bros. 

 

 Particulars  Dr. Cr.

   Amount Amount

   ` `

     

(i) Salaries A/c Dr. 7,500  

    To Purchase A/c   7,500

 
(Being entry made for inventory taken by 
employees)    

(ii) Machinery A/c Dr. 8,000  

    To Cash A/c   8,000

 (Being wages paid for erection of machinery)    

(iii) Drawings A/c Dr. 1,700  

    To Petty Cash A/c   1,700

 (Being the income tax of proprietor paid out of    

 business money)    

(iv) Purchase A/c Dr. 1,800  

    To Cash A/c   1,750

   To Discount Received A/c   50

 (Being the goods purchased from Navneet for    

 ` 2,000 @ 10% trade discount and cash discount    

 of `50)    

 

3.5 Ledger 

 After recording the transactions in the journal, recorded entries are classified 

and grouped into by preparation of accounts and the book, which contains all set of 

accounts (viz. personal, real and nominal accounts), is known as Ledger. It is known 

as principal books of account in which account-wise balance of each account is 

determined. 
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 A ledger account has two sides-debit (left part of the account) and credit (right 

part of the account). Each of the debit and credit side has four columns. (i) Date (ii) 

Particulars (iii) Journal folio i.e. page from where the entries are taken for posting and 

(iv) Amount. 

 

Dr.    Account    Cr. 

         

Date 
Particular
s 

J.F
. Amount ( Rs.) Date Particulars

J.F
. 

Amount ( 
Rs.) 

         

         

         

The process of transferring the debit and credit items from journal to classified 

accounts in the ledger is known as posting. 

RULES REGARDING POSTING OF ENTRIES IN THE LEDGER  

1. Separate account is opened in ledger book for each account and entries from 

ledger posted to respective account accordingly.  

2. It is a practice to use words ‘To’ and ‘By’ while posting transactions in the 

ledger. The word ‘To’ is used in the particular column with the accounts 

written on the debit side while ‘By’ is used with the accounts written in the 

particular column of the credit side. These ‘To’ and ‘By’ do not have any 

meanings but are used to represent the account debited and credited.  

3. The concerned account debited in the journal should also be debited in the 

ledger but reference should be of the respective credit account.  

 It may be necessary to ascertain the balance in an account at the end of the 

each month or year or any particular day.  

Suppose a person has purchased goods worth Rs. 2,000 and has paid only Rs. 1600; 

he owes Rs. 400 and that is balance in his account. Now, If we have to ascertain the 

balance in any account, then total the sides and find the difference and that 

difference is the balance. If the debit side is bigger than the credit side, it is a debit 

balance. In the other case it is a credit balance. The credit balance is written as “To 
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Balance c/d” on the debit side; c/d means “carried down”. This practice will makes 

the two sides equal. Similarly, the debit balance is written on the credit side as “By 

Balance c/d” 

 Then the credit balance is written as “By balance b/d on the credit side; b/d 

means “brought down”. This is the opening balance for the current period. Similarly, 

the debit balance written on the debit side as, “To Balance b/d”, as the opening 

balance of the current period.  

 But one has to keep in mind that nominal accounts are not balanced; the 

balance of such accounts is transferred to the profit and loss account in the end. 

Only personal and real accounts are balanced. Even, the capital account is not 

balanced till it includes all the adjustment for profit or loss.  
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Illustration 9 

Prepare the Books Account of a firm for the year ended 31.12.2015 duly balanced off, 

from the following details: 

 

2015          Rs.

 Feb. 1 Opening balance      120

 May 15 Purchase of books in cash     200

 Oct. 25 Purchase of books on credit from  Books Bazar 320

 Dec. 31 Closing balance      60

Solution               

    Books Account        

                

 Dr.             
Cr

. 

 Date   Particulars Rs. Date  Particulars  Rs.

 1.2.2015  To Balance b/d 120
31.12.201
5 By Profit and loss      

 
15.5.201
5  To Cash A/c 200   A/c (Balancing      

        figure)  580 

 
25.10.20
15  To  Books Bazar          

    A/c 320
31.12.201
5 By Balance c/d  60 

             

     640      640 

 1.1.2016  To Balance b/d 60         

 

Illustration 10 
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Post the following transactions in the Ledger and balance the accounts on 31 
March,2015. 

1.  Hari started business with a capital of Rs 10,000.     

2.  He bought goods from Sohan on credit Rs 2,000.     

3.  He paid cash to Sohan Rs 1,000.     

4.  He sold goods to Harish Rs 2,000.     

5.  He received cash from Harish Rs 
3,000.     

6.  He further purchased goods from Sohan Rs 2,000.     

7.  He paid cash to Sohan Rs 1,000.     

8.  He further sold goods to Harish Rs 2,000.     

9.  He received cash from Harish Rs 
1,000.     

     

Dr. 

             
Ledger   
CASH 
ACCOUNT   Cr. 

Date Particulars  
Amou
nt  Date  Particulars   Amount 

    Rs          Rs 

 To Capital A/c  
10,00

0    By Sohan  
1,00

0   

 To Hariesh  3,000    By Sohan  
1,00

0    

 To Hariesh  1,000  March 31 
By Balance 
c/d  

12,0
00   

  

 
14,00

0

     

  

       

       14,000    

April 
1 To Balance b/d  

12,00
0               

Dr.  CAPITAL ACCOUNT         
Cr
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. 

Date Particulars  
Amou

nt  Date  Particulars   Amount 

    Rs           Rs 

Marc
h 31 To Balance c/d  

10,00
0    By Cash A/c  

10,0
00   

   
10,00

0       
10,0

00   

      April 1
By Balance 
b/d  

10,0
00   

  PURCHASES ACCOUNT          

                    

Date Particulars   Rs  Date Particulars        Rs 

 To Sohan  2,000  March 31 
By Balance 
c/d  

4,00
0   

 To Sohan  2,000                

   4,000            4,000   

April
1 To Balance b/d  4,000                

    SOHAN             

                    

Date Particulars   Rs  Date Particulars        Rs 

 To Cash  1,000    By Purchases  
2,00

0   

 To Cash  1,000    By Purchases  
2,00

0   

 To Balance c/d  2,000                

    
4,00

0

    

 

    

             4,000   

      April 1
By Balance 
b/d  

2,00
0   
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    HARISH        

              

Date 
Particular
s   Rs Date Particulars     Rs 

 To Sales  2,000    By Cash A/c 3,000  

 To Sales  2,000    By Cash A/c 1,000  

   

 

           

   4,00
0       4,000  

           

  SALES ACCOUNT         

               

Date 
Particular
s   Rs Date Particulars     Rs 

Marc
h 31 To Balance c/d  4,000   By Harish  2,000    

       By Harish  2,000   

         

 

   

    4,00
0     4,000  

      April 1 
By Balance 
b/d  

4,00
0   

 

Illustration 11 

Post the following transactions in the books of a Mr. Ram 

Debit Balance on January 1, 2015 

Cash in Hand Rs. 20,000, Cash at Bank Rs. 62,500, Inventory of Goods Rs. 50,000, 

Building Rs. 25,000. Trade receivables: Anuradha Rs. 5,000 and Radhika Rs. 5,000. 

Credit Balances on January 1, 2015:        

Trade payables: Kaushal Rs. 12,500, Capital Rs. 
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1,37,500 

Following were further transactions in the month of January, 2015:   

Jan. 1 Purchased goods worth Rs. 12,500 for cash less 20% trade discount and 5% cash

discount. 

Jan. 4 Received Rs. 4,950 from Anuradha and allowed her Rs. 50 as

discount.   

Jan. 8 Purchased plant from Kapil Dev for Rs. 12,500 and paid Rs. 250 as cartage for 

bringing the plant to the factory and another Rs. 500 as installation charges 

Jan. 12 Sold goods to Shamim  on credit Rs. 1,500.   

Jan. 15 Shamim  became insolvent and could pay only 50 paise in a rupee.  

Jan. 18 Sold goods to Tirath ram for cash Rs. 2,500.   

Solution          

            

       
Cash 

Account    

Dr.      

Date 

  Cr.

Date Particulars L.F. Rs. Particulars 

 L

Rs.

2015

 

2015 

         

          

Jan. 1 To Balance b/d  20,000 Jan. 1 
By Purchases 
A/c  9,500

Jan. 4 To Anuradha  4,950 Jan. 8 By Plant A/c  750

Jan. 15 To Shamim   750 Jan. 31 By Balance c/d  7,180

Jan. 18 To Sales A/c   2,500     

      11,280    17,950
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Feb. 1 To Balance b/d   7,180     

       
Bank 

Account    

            

Dr.  

Particulars 

 

L.F. Rs. Date Particulars 

 L Cr.

Date 

   

Rs.         

Jan. 1  To Balance c/d    
62,50

0 Jan. 31 By Balance c/d  62,500

      62,500    62,500

Feb. 1  To Balance b/d     
62,50

0     

      Inventory Account    

           

Dr.  

Particulars 

 

L.F. 

Rs.

Date Particulars 

 Cr.

Date 

    Rs.

          

Jan. 1  To Balance b/d    
50,00

0 Jan. 31 By Balance c/d  
50,00

0

       
50,00

0    
50,00

0

Feb. 1  To Balance b/d    50,000     

 
 

Building Account 
 

 Dr.         Cr. 

 Date  Particulars 
L.F
.  Rs. Date Particulars L.F. Rs. 

 Jan. 1 To Balance b/d   25,000 Jan. 31 By Balance c/d  25,000 
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      25,000   25,000 

 Feb. 1 To Balance b/d   25,000     

      Anuradha     

 Dr.         Cr. 

 Date  Particulars 
L.F
.  Rs. Date Particulars L.F. Rs. 

 Jan. 1 To Balance b/d   5,000 Jan. 4 By Cash A/c  4,950 

        By Discount A/c  50 

      2,000   2,000 

      Radhika     

 Dr.         Cr. 

 Date  Particulars 
L.F
.  Rs. Date Particulars L.F. Rs. 

 Jan. 1 To Balance b/d   5,000 Jan. 31 By Balance c/d  5,000 

      5,000   5,000 

 Feb. 1 To Balance b/d   5,000     

      Capital Account     

 Dr.         Cr. 

 Date  Particulars 
L.F
.  Rs. Date Particulars L.F. Rs. 

 Jan. 31 To Balance c/d   
1,37,50

0 Jan. 1 By Balance b/d  
1,37,50

0 

      
1,37,50

0   
1,37,50

0 

       Feb. 1 By Balance b/d  
1,37,50

0 

     
Purchases 
Account     

 Dr.         Cr. 

 Date  Particulars 
L.F

 Rs. Date Particulars L.F. Rs. 
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. 

 Jan. 1 To Cash   9,500     

 Jan. 1 To Discount   500 Jan. 31 By Balance c/d  10,000 

      10,000   10,000 

 Feb. 1 To Balance b/d   10,000     

     
Discount 
Account     

 Dr.         Cr. 

 Date  Particulars 
L.F
.  Rs. Date Particulars L.F. Rs. 

 Jan. 4 To Anuradha   50 Jan. 1
By Purchases 
A/c  500 

 Jan. 31 To Balance c/d   450     

      500   500 

       Feb. 1 By Balance b/d  450 
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LePlant Account 
 

Dr.         Cr.

Date  Particulars 
L.F
.  Rs. Date Particulars L.F. Rs.

          

Jan. 8 To Kapil Dev   12,500 Jan. 31 By Balance c/d  13,250

Jan. 8 To Cash A/c   750    

     13,250   5,300

Feb. 1 To Balance b/d   13,250    

     Kapil Dev    

Dr.         Cr.

Date  Particulars 
L.F
.  Rs. Date Particulars L.F. Rs.

Jan. 31 To Balance c/d   12,500 Jan. 8 By Plant A/c  12,500

     12,500   12,500

      Feb. 1 By Balance b/d  12,500

     Sales Account    

Dr.         Cr.

Date  Particulars 
L.F
.  Rs. Date Particulars L.F. Rs.

Jan. 31 To Balance c/d   4,000 Jan. 12 By Shamim   1,500

      Jan. 18 By Cash A/c  2,500

     4,000 Feb. 1 By Balance b/d  4,000

     Shamim     

Dr.         Cr.
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Date  Particulars 
L.F
.  Rs. Date Particulars L.F. Rs.

Jan. 12 To Sales A/c   1,500 Jan. 15 By Cash A/c  750

      Jan. 15
By Bad Debts 
A/c  750

     1,500   1,500

    
Bad Debts 
Account   

Dr.         Cr.

Date  Particulars 
L.F
.  Rs. Date Particulars L.F. Rs.

Jan. 15 To Shamim    750 Jan. 31 By Balance c/d  750

     750   750

Feb. 1 To Balance b/d   750    

 

Illustration 12: Post the following transactions in the ledger 

 

2015   

March 1 Started business with cash 50000

March 3 Deposited into bank 25000

March 5    Bought furniture for cash 5000 

March 8    Bought goods and paid by cheque  15000 

March 8 Paid for carriage     500 

March 14 Bought Goods from K. Narayan  35000

March 18 Cash Sales  32000  

March 20 Sold Goods to Ramesh on credit  28000  

March 25 
Paid cash to K. Narayan in full 
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settlement 34200

March 28 Cash received from Ramesh   20000  

March 31 Paid Rent for the March    2000  

March 31 Withdrew from bank for personal use   2500  

 

Ledger 

 

Cash A/c 

 

Dr.       Cr.

        

Date Particulars JF Amount Date Particulars JF Amount

   Rs.    Rs. 

        

2015        

March 
1 Capital A/c  50000

March 
3 Bank A/c  25000

” 18 Sales A/c  32000
March 
5 Furniture  5000

” 28 Ramesh  20000
March 
8 Carriage  500

    
March 
25 K. Narayan  34200

    
March 
31 Rent A/c  2000

    
March 
31 Balance c/d  35300

        

   102000    102000

April 
1 Balance b/d  35300     
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Capital A/c 

 

2015    2015    

        

March 
31 Balance c/d  50000

March 
1 Cash A/c  50000

     
April 1 Balance 
b/d  50000

        

 

 

 

Bank A/c 

 

2015         

         

March 
2 Cash A/c   25000

March 
8 Purchases A/c  15000

     
March 
31 Drawings A/c  2500

     
March 
31 Balance c/d  7500

         

    25000    25000

         

April 
1 Balance b/d   7500     
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Furniture A/c 
 

Dr.       Cr.

        

Date Particulars JF Amount Date Particulars JF Amount

   Rs.    Rs. 
      

2015    2015    

March 
1 Cash A/c  5000

March 
31 Balance c/d  5000

        

April 
1 Balance b/d  5000     

        

 

Purchase A/c 
 

Dr.       Cr. 

         

Date Particulars JF Amount Date Particulars JF Amount

    Rs.    Rs. 

         

2015        

March 
8 Bank  15000  Trading A/c  50000 

March 
14 K. Narayan  35000     

         

    50000    50000 
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Carriage A/c 
 

Dr.        Cr.

          

Date Particulars JF Amount Date Particulars JF Amount

    Rs.     Rs. 

          

2015         

March 
8 Cash  500  Trading A/c   500

          

    500     500

          

 

K. Murthy A/c 
 

Dr.        Cr. 

          

Date Particulars JF Amount Date Particulars JF Amount

    Rs.     Rs. 

          

2015    2015     

March 
25 Cash  34200

March 
14 Purchases   35000 

March 
25 Discount  800      

          

    35000     35000 
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Sales A/c 
 

Dr.        Cr. 

          

Date Particulars JF Amount Date Particulars JF Amount

    Rs.     Rs. 

          

2015    2015     

March 
1 Trading A/c  60000

March 
18 Cash   32000 

     
March 
20 Ramesh   28000 

          

    60000     60000 

          

 

Ramesh A/c 
 

Dr.        Cr. 

          

Date Particulars JF Amount Date Particulars JF Amount

    Rs.     Rs. 

          

2015    2015     

March 
20 Sales A/c  28000

March 
28 Cash   20000

     
March 
31 Balance c/d   8000
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    28000     28000

         

April 1 Balance b/d  8000      

 

Rent A/c 
 

Dr.       Cr.

         

Date Particulars JF Amount Date Particulars JF Amount

    Rs.    Rs. 

         

2015     2015    

 Cash A/c   2000  Profit and Loss A/c  2000

         

    2000    2000

         

 

Drawing A/c 
 

Dr.        Cr.

         

Date Particulars JF Amount Date Particulars JF Amount

    Rs.    Rs. 

         

2015     2015    

March 
10 Bank   2500

March 
31 Balance c/d  2500
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    2500    2500

         

April 1 Balance b/d   2500     

 

 

Illustration 13:  Journalise the following transactions and post them into Ledger: 

 

2014 

 

Sept.  1   Commenced business with Rs. 50,000 out of which paid into Bank 
Rs. 20,000. 

 

,, 2   Purchased furniture for Rs. 5,000 and machinery for Rs. 10,000.   

,, 3   Bought goods for Rs. 14,000.   

,, 6   Sold goods for Rs. 8,000.   

,, 8   Purchased goods from Manocha and Co. Rs. 11,000.   

,, 10   Paid telephone rent by cheque for the year Rs. 500.   

,, 11   Purchased one typewriter for Rs. 2,100 from Amaze Typewriter Co. on 
credit.   

,, 15   Sold goods to Madhav Ram for Rs. 12,000.   

,, 17   Sold goods to Ramesh Kumar for Rs. 2,000 for cash.   

,, 19   Amount withdrawn from bank for private use Rs. 1,500.   

,, 21   Received cash from Madhav Ram Rs. 11,900 discount allowed Rs. 100.   

,, 22   Deposited into bank Rs. 5,800.   

,, 23   Purchased 50 shares in AB & Co. Ltd. at Rs. 60 per share, brokerage 
paid Rs. 20.   

,, 25   Goods worth Rs. 1,000 found defective were returned to Manocha & 
Co. and the   

balance of the amount due to them settled by issuing a cheque in 
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their favour. 
 

,, 28   Sold 20 shares of AB & Co. Ltd. at Rs. 65 per share, brokerage paid Rs. 
20.   

,, 28   Bought goods worth Rs. 2,100 from Ramesh and supplied them to  
,, worth Rs. 100, which in turn were sent to Ramesh.   

,, 30   Issued a cheque for Rs. 1,000 in favour of the landlord for rent for 
September.   

,, 30   Paid salaries to employees Rs. 1,500 and received from travelling 
salesman Rs. 2,000 for   

goods sold by him, after deducting the travelling expenses Rs. 100. 

(1) 30   Paid for :   

Charity         Rs 101 

 

Stationery     Rs 450 

 

Postage         Rs 249 

 

 

JOURNAL 

 

Date   Particulars  L.F. Debit Credit

      Rs. Rs.

        

2014       

Sept
. 1 Cash A/c Dr.  30,000  

  Bank A/c Dr.  20,000  

         T0 Capital A/c    50,000

  (Being commencement of business)     



F:\  2016-17 books\accountancy book-11th (final 2016-17).docx                                          107 
 

       

,, 2 Furniture A/c Dr.  5,000  

  Machinery A/c Dr.  10,000  

  To Cash A/c    15,000

  (Being purchase of furniture and machinery)    

       

,, 3 Purchases A/c Dr.  14,000  

  To Cash A/c    14,000

  (Being purchase of goods)     

       

,, 6 Cash A/c Dr.  8,000   

  To Sales A/c    8,000

  (Being goods sold)     

       

,, 8 Purchases A/c Dr.  11,000  

  To Manocha & Co.    11,000

  (Being purchase of goods from Manocha & Co.)    

       

,, 10 Telephone Rent A/c Dr.  500  

  To Bank    500

  (By payment of telephone rent)     

       

,, 11 Typewriter A/c Dr.  2,100  

  To Amaze Typewriter Co.    2,100

  (Being purchase of typewriter)     
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,, 15 Madhav Ram Dr.  12,000  

  To Sales A/c    12,000

  (Sold goods to Madhav Ram)     

       

,, 17 Cash A/c Dr.  2,000   

  To Sales A/c    2,000

  (Sold goods for cash to Ramesh Kumar)     

       

,, 19 Drawings A/c Dr.  1,500  

  To Bank A/c    1,500

  (Withdrawn for personal use)     

       

,, 21 Cash A/c Dr.  11,900   

  Discount A/c Dr.  100  

  To Madhav Ram    12,000

  (Cash recd. from Madhav Ram)     

       

,, 22 Bank A/cDr.  5,800   

  To Cash A/c    5,800

  (Paid into bank)     

 

23 

   

3,020 

 

 Investments A/c Dr.   

  To Bank A/c    3,020

  
(Purchase of shares for Rs. 3,000 and brokerage 
Rs. 20)    
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,, 25 Manocha & Co. Dr.  1,000  

  To Purchase Returns A/c    1,000

  (Defective goods returned to Manocha & Co.)    

       

,, 25 Manocha & Co. Dr.  10,000  

  To Bank A/c    10,000

  (Being 
settlement of account of 
Manocha & Co.)    

        

,, 28 Cash A/c   Dr.  1,280  

  To Investments A/c    1,208

  To Profit on sale of Investments A/c   72

  
(Sold shares in XY & Co. Ltd. @ Rs. 60 per share 
brokerage Rs 20)    

        

,, 28 Purchases A/c  Dr.  2,100  

  To Ramesh     2,100

  (Purchase of goods)     

         

,, 28 Suresh Dr.    3,000  

  To Sales A/c     3,000

  (Goods sold to Suresh)     

        

,, 30 Sales Return A/c  Dr.  100  

  To Suresh     100
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  (Goods returned by Suresh)     

         

,, 30 Ramesh Dr.    70  

  To Purchases Returns    70

  (Goods returned by Suresh sent to Suresh at cost :    

  100 × 21/30 = Rs. 70)     

        

,, 30 Rent A/c Dr.    1,000  

  To Bank A/c     1,000

  (Rent paid to landlord)     

        

,, 30 Salaries A/c  Dr.  1,500  

  To Cash     1,500

  (Salaries paid)      

        

  Cash A/c Dr.    2,000  

  To Sales A/c     2,000

  (Cash sales by travelling salesmen)     

  Travelling Expenses A/c Dr.  100  

  To Cash     100

  (Travelling expenses paid)     

        

,, 30 Charity A/c  Dr.  101  

  Stationery A/c  Dr.  450  

  Postage A/c  Dr.  249  
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  To Cash A/c     800

  (Paid for charity, 
stationery, 
postage etc.)    

         

 

Ledger 

 

Dr.     CASH ACCOUNT   

Cr.           

Date  Particulars  Rs. Date Particulars  Rs. 

          

2014     2014    

Sept. 1 To Capital A/c 30,000 Sept. 2 By Furniture A/c 5,000

,, 6 To Sales A/c 8,000   By Machinery A/c 10,000

,, 17 To Sales A/c 2,000 ,, 3 By Purchases A/c 14,000

,, 21 To Madhav Ram 11,900 ,, 22 By Bank A/c 5,800

,, 28 To Investments A/c 1,208 ,, 30 By Salaries A/c 1,500

  To Profit on sale of   ,, 30 By Travelling Expenses 100

   Investments A/c 72   By Charity A/c 101

,, 30 To Sales A/c 2,000 ,, 30 By Stationery A/c 450

        By Postage A/c 249

        By Balance c/d 17,980

           

    55,180    55,180

           

BANK ACCOUNT 
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 Date Particulars    Rs. Date Particulars    Rs. 

             

Sept. 1 To Capital A/c 20,000  Sept.10 By Telephone Rent 500

,, 22 To Cash A/c 5,800  ,, 19 By Drawing A/c 1,500

        ,, 23 By Investments A/c 3,020

        ,, 25 By Manocha & Co. 10,000

        ,, 30 By Rent A/c 1,000

        ,, 30 By Balance c/d 9,780

               

   25,800     25,800

               

      CAPITAL ACCOUNT     

              

 Date Particulars    Rs. Date Particulars    Rs. 

             

Sept. 30 To Balance c/d 50,000  Sept. 1 By Cash A/c 30,000

          By Bank A/c 20,000

              

   50,000     50,000

               

      FURNITURE ACCOUNT     

              

 Date Particulars    Rs. Date Particulars    Rs. 

             

Sept. 2 To Cash A/c 5,000  Sept.30 By Balance c/d 5,000
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   5,000     5,000

               

   MACHINERY ACCOUNT     

              

 Date Particulars    Rs. Date Particulars    Rs. 

             

Sept. 2 To Cash A/c 10,000  Sept.30 By Balance c/d 10,000

            

   10,000     10,000

               

Dr.     PURCHASES ACCOUNT    Cr. 

              

 Date Particulars    Rs. Date Particulars    Rs. 

             

Sept. 3 To Cash A/c 14,000  
Sept. 
30 By Balance c/d 27,100

,, 8 To Manocha & Co. 11,000         

,, 28 To Ramesh 2,100         

           

   27,100     27,100

               

      

SALES ACCOUNT 
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 Date Particulars    Rs. Date Particulars    Rs. 

             

Sept. 30 To Balance c/d 27,000  Sept. 6 By Cash A/c 8,000

        ,, 15 By Madhav Ram 12,000

        ,, 17 By Cash A/c 2,000

        ,, 28 By Suresh  3,000     

        ,, 30 By Cash A/c 2,000

           

   27,000     27,000

               

      MANOCHA & CO.     

              

 Date Particulars    Rs. Date Particulars    Rs. 

             

Sept. 25 
To Purchase 
Returns 1,000  Sept. 8 By Purchases A/c 11,000

,, 25 To Bank A/c 10,000         

           

   11,000     11,000

TELEPHONE RENT ACCOUNT 

 

Date Particulars     Rs. Date Particulars    Rs. 

             

Sept. 10 To Bank  500 Sept. 30 By Balance c/d 500

               

   500     500
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   TYPEWRITER ACCOUNT      

              

Date Particulars     Rs. Date Particulars    Rs. 

               

Sept. 11 To Amaze  2,100 Sept. 30
By 
Balance c/d 2,100

 Typewriter Co.              

             

   2,100     2,100

               

 AMAZE TYPEWRITER CO.      

              

Date Particulars     Rs. Date Particulars    Rs. 

             

Sept. 30 To Balance c/d  2,100 Sept. 11 By Typewriter A/c 2,100

             

   2,100     2,100

               

Dr.      MADHAV RAM      Cr.

              

Date Particulars     Rs. Date Particulars    Rs. 

             

Sept. 15 To Sales A/c  12,000 Sept. 30 By Cash A/c 11,900

         By Discount A/c 100
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   12,000     12,000

               

   DRAWINGS ACCOUNT      

              

Date Particulars     Rs. Date Particulars    Rs. 

             

Sept. 19 To Bank A/c  1,500 Sept. 30 By Balance c/d 1,500

           

   1,500     1,500

               

      

 

 

 

DISCOUNT ACCOUNT      

              

Date Particulars     Rs. Date Particulars    Rs. 

             

Sept. 21 To Madhav Ram  100 Sept. 30 By Balance c/d 100

           

   100     100

               

  INVESTMENTS ACCOUNT      

              

Date Particulars     Rs. Date Particulars    Rs. 
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Sept. 23 To Bank A/c  3,020 Sept. 28 By Cash 1,208     

         By Balance c/d 1,812

           

   3,020     3,020

               

 PRUCHASES RETURNS ACCOUNT      

              

Date Particulars     Rs. Date Particulars    Rs. 

              

Sept. 30 To Balance c/d  1,070 Jan. 25 By Manocha & Co. 1,000

       Sept. 30 By Ramesh 70     

           

   1,070     1,070

PROFIT ON SALES ON INVESTMENTS ACCOUNT 

 

Date Particulars     Rs. Date Particulars    Rs. 

             

Sept. 30 To Balance c/d  72 Sept. 30 By Cash A/c 72

               

    72    72

               

        RAMESH      

             

Date Particulars     Rs. Date Particulars    Rs. 

               



F:\  2016-17 books\accountancy book-11th (final 2016-17).docx                                          118 
 

Sept. 30 
To Purchases 
Returns  70 Sept. 28 By Purchases 2,100

’’ 30 To Balance c/d  2,030        

               

    2,100    2,100

               

Dr.        SURESH     Cr.

             

Date Particulars     Rs. Date Particulars    Rs. 

              

Sept. 30 To Sales A/c  3,000 Sept. 30 By Sales Returns A/c 100

        ’’ 30 By Balance c/d  2,900

    3,000    3,000

               

   SALES RETURNS ACCOUNT     

             

Date Particulars     Rs. Date Particulars    Rs. 

             

Sept. 30 To Suresh  100 Sept. 30 By Balance c/d 100
            

    100    100

               

       RENT ACCOUNT     

             

Date Particulars     Rs. Date Particulars    Rs. 

             



F:\  2016-17 books\accountancy book-11th (final 2016-17).docx                                          119 
 

Sept. 30 To Bank A/c  1,000 Sept. 30 By Balance c/d 1,000

               

    1,000    1,000

               

       SALARIES ACCOUNT     

             

Date Particulars     Rs. Date Particulars    Rs. 

              

Sept. 30 To Cash A/c  1,500 Sept. 30 By Balance c/d 1,500

             

    1,500    1,500

               

  

 

TRAVELLING EXPENSES ACCOUNT     

             

Date Particulars     Rs. Date Particulars    Rs. 

              

Sept. 30 To Cash A/c  100   By Balance c/d 100

           

    100    100

               

       CHARITY ACCOUNT     

             

Date Particulars     Rs. Date Particulars    Rs. 
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Sept. 30 To Cash A/c  101 Sept. 30 By Balance c/d 101

           

    101    101

               

    STATIONERY ACCOUNT     

             

Date Particulars     Rs. Date Particulars    Rs. 

             

Sept. 30 To Cash A/c  450 Sept. 30 By Balance c/d 450
        

    450    450

 

Dr.   POSTAGE ACCOUNT  Cr. 

        

Date Particulars  Rs. Date Particulars  Rs. 

        

Sept. 30 To Cash A/c 249 Sept. 30 By Balance c/d 249
      

  249   249

        

 

I. Pick up the correct answer from the given choices:  

(i) The process of transferring the debit and credit items from a Journal to their 

respective accounts in the ledger is termed as  

(a) Posting  

(b) Purchase  

(c) Balancing of an account  

(d) Arithmetically accuracy test  
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(ii) The technique of finding the net balance of an account after considering the 

totals of both debits and credits appearing in the account is known as  

(a) Posting  

(b) Purchase  

(c) Balancing of an account  

(d) Arithmetically accuracy test.  

(iii) Journal and ledger records transactions in  

(a) A chronological order and analytical order respectively.  

(b) An analytical order and chronological order respectively.  

(c) A chronological order only  

(d) An analytical order only.  

(iv) Ledger book is popularly known as  

(a) Secondary book of accounts  

(b) Principal book of accounts  

(c) Subsidiary book of accounts  

(d) None of the above  

(v) At the end of the accounting year all the nominal accounts of the ledger book 

are  

(a) Balanced but not transferred to profit and loss account  

(b) Not balanced and also the balance is not transferred to the profit 

and loss account  

(c) Balanced and the balance is transferred to the balance sheet  

(d) Not balanced and their balance is transferred to the profit and loss 

account.  

[Ans: (i)-(a), (ii)-(c), (iii)-(a), (iv)-(b), (v)-(d)] 

2.36  

II. Fill in the Blanks: 

1. A cominbaiton of two or more simple journal entries is known as 

........................... 

2. Bad debts are ........................... in the journal, as they are loss to the 

Business.  
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3.  In journal, only ........................... discount is recorded while No entry is 

made for ........................... discount in the Journal. 

4. Prepaid Expenses are ........................... in the journal. 

5.  Accrued Income is ........................... on the journal. 

6.  Depreciation reduces the value of an ........................... 

7.  When the proprietor- withdraws money from the business for his personal 

use, then ........................... A/c is debited and ........................... A/c is 

credited. 

(Answers-1 Compound entry 2 Debited 3 Cash ,Trade 4 Debited 5 Credited 6 Asset 7. 

Drawings, Cash) 

 

III. Objective Answer Type Question: 

1. Which of the following is the credit transaction 

a.sold goods    b. sold goods to a customer 

c. sold goods to customer on credit d. Neither of the above 

2.Debit means 

a. An increase in assets   b. An increase in liability 

c. A decrease in assets   d. An increase  inproprietor’s equity 

3.The rent paid is credited to  

a Landlords account  b. Rent account 

c. Cash account   d. None of the above 

4.A credit sale of goods to Ram should be debited to 

a. sales account   b. goods account 

c. Ram’s account   d. Purchase account 

5.A withdraw of cash from business by the proprietor should be debited to : 

a.Drawings account  b.Capital Account  

c.Cash account   d.Purchase account 



F:\  2016-17 books\accountancy book-11th (final 2016-17).docx                                          123 
 

6.Which account is not a fixed asset 

a.office furniture     b.stock of materials  

c. Freehold land and machinery  d.plant and Machinary 

7. Journal is a book of  

a. original entry   b. secondary entry 

c. all cash transactions d. All Noncash transactions 

8.Credit means  

a.An increase in asset   b.a decrease in liability 

c. An increase in liability  d. A decrease in proprietor’s equity 

9.The accounting equation should remain in balance because every transaction affects 

how many accounts? 

a. one account b. two accounts c. three accounts d. four accounts 

10. Journal and ledger records transactions in  

a.A chronological order and analytical order respectively.  

b.An analytical order and chronological order respectively.  

c.A chronological order only 

d.An analytical order only.  

( Answers-1-C 2-a 3-c 4-c 5-a 6-b 7-a 8-c 9-b 10-a) 

 

IV. Short answers type questions: 

1. What is accounting equation? 

2. What is owners’ equity ?give example also 

3. What is the significance of accounting equation? 

4. What you mean by tangible assets? 

5. Write down rules of debit and credit in context with assets and liabilities. 
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V. Long answer type questions: 

Accounting Equation: 

1. Prepare Accounting equation : 

1. Started business with cash Rs. 3,30,000 

2. Commission received Rs. 22,000 

3. Interest received in advance Rs. 1,100. 

4. Salary paid Rs. 22,000 

5. Prepaid rent Rs. 4,400. 

6. Accrued commission Rs. 3,300 

7. Wages outstanding Rs. 11,000. 

                                                                (Ans. = Rs.3,02,500) 

2. Show the effect of the following business transactions on assets, liabilities and 

capital with the help of accounting equation: 

1. Commenced business with cash 31,200 

2. Interest on Capital 1,560 

3. Machinery Purchased 4,680 

4. Cash withdrawn from the business for personal use of proprietor6,240 

5. Goods purchased on credit 3,120 

6. Paid to creditors 2,340 

7. Creditors accepted a bill for 1,560 

8. Allotted shares to creditors 1,560 

9. Transfer from capital to loan 7,800 

(Ans.  Rs.18,720) 

3. Show the accounting equation on the basis of the following and present a last 

balance sheet on the basis of new equation: 

1. Arjun started business with cash       50,000   

2. Bought furniture for                                   500 

3. Purchase goods on credit    4000 

4. Sold goods on cash costing Rs. 500 for  700 

5. Received rent              200 

6. Purchase goods for cash    1000 
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7. Withdrew for personal use    700 

8. Paid to creditors     400 

9. Paid salaries               200 

                                                                              (Ans: 53,100) 

4. Show that the accounting equation is satisfied after taking into consideration each 

of the following transaction for Mr. Mohan 

1. Mohan started business with cash           20,000 

2. He purchased asset for cash                       2,000 

3. He purchased goods on credit from lalit      3,000 

4. He sold goods for cash ( costing Rs .750)      2,000 

5. Paid for advertisement                                  300  

6. Paid Lalit                                                    3,000    

7. Paid Salaries                                                 200 

8. Withdraw cash  for private use                       500 

9. Paid in bank                                                2,000 

                                                              (Ans: 19,500) 

5. Show accounting equation of john on the basis of following transactions and 

present balance sheet on the last equation balances 

1. John started a business with cash    25,000 

2. Purchased goods for cash           4,000 

3. Purchased goods on credit 5,000 

4. Withdrew for personal use 6,000 

5. Payment of rent 100 

6. Payment of creditors 4,000 

7. Sold goods on credit  600 

8. Goods sold for cash (cost 2000) 1500  

9. Purchased machinery for cash 200 

 (Ans: Rs.20,400)  

Journal Entries 

6.The following transactions take place in the firm of lalit and company. Give journal 

entries july, 2015 and prepare the ledger accordingly. 
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1. Rao a customer pays Rs.450 

2. Goods are sold to Ganguli Rs.560 on credit 

3. Goods are purchased from Bose ,Rs 850 for cash. 

4. Cash sales Rs.150 

5. Purchased office furniture , Rs.980 payment by cheque 

6. Received cheque from Ganguli , Rs 545 allowed him discout Rs.15 

7. Paid rent for june 2010, Rs.200 

8. Paid salaries and wages for june 2010 , Rs.250 

9. Drawn cash from bank for office use Rs.600 

10. Withdrawn Rs. 300 for domestic use 

11. Goods taken from firm for domestic use Rs. 50 

 

7. Journalize the following transactions: 

Jan2 started business with cash  10,000 

Jan3 bought furniture for  500 

Jan5  sold goods for  3000 

Jan6 sold goods for 600 

Jan 13 sold goods to m/s Aashima for Rs. 1000 on credit 

Jan 15 bought goods from m/s Mahi and company Rs. 2000 on credit 

Jan 18 Paid telephone rent Rs.240 for one year 

Jan 26 Sold goods to m/s Lal and sons for Rs.8000 for cash 

Jan 31 Paid rent Rs.100 , salary Rs.200 and drawings for private use Rs. 300 

Do prepare the ledger accounts for sales, purchases and cash. 

 

8. Give journal entries for the following 2014 and prepare the ledger accounts 

Jan 1 Purchased goods for 2,000 
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Jan 2 Furniture purchased on credit from Salwan and company Rs.20, 000 

Jan 4 Sold goods to Rattan and company Rs. 2800 

Jan 5 Credit sales to Jaswant and co.Rs. 20,000 

Jan 7 Purchased goods from  jasdeep and companyRs. 2,000 

Jan 9 Cash purchases Rs. 8,000 

Jan 12 goods returned to jasdeep and company Rs.6000 

Jan 20 Recceived from Rattan and company Rs.3700 

Jan 22 Cash Sales Rs.2000 

Jan 25 Sold Goods to Rajesh Jain Rs.5000 

Jan 30 Received Rs. 19,400 from jaswant and company  

Jan 30 Rent Paid Rs. 2000 

 

9. Journalize the following transactions and post them into ledger 

2015 

March 1 X started business with cash        20,000 

March 3 Deposited into the bank               14,000 

March 5 Bought goods from Karan and co.  12,000 

March 10 Paid rent for the month               1250 

March 16 Cash sales                                    2500 

March 20 Paid Karan and company on account 12,900 

                Discount                                        100 

March 22 Sold goods to B                             5000 
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March 30 Paid salaries                                 6,000 

 

10.The following transactions took place in the month of January 2013. Enter these 

transactions in the journal of Rohit , who started business 1st January 2013 by 

investing Rs. 50,000 as capital. Also prepare the ledger accounts for the following: 

Jan 2 Borrowed from Bank of India                               25,000 

Jan 3 Bought goods from Dayal for cash                        30,000 

on credit                                                                        20,000 

Jan5 Cash Sales                                                            10,000 

Jan 7 Paid into Bank                                                      8,000 

Jan 8 Sold goods to Shri                                                   7,000 

Jan 10 Received from shri a cheque which was paid  

Into the Bank on same day                                             5000 

Jan 12 Paid Dayal by cheque                                         10,000 

Jan 14 Bought goods from Akshay and co.(list price 5000) 4850 

Jan 15 Paid cash to akshay and company                         850 

Jan 16 Returned goods to Akshay due to inferior quality     1000 

Jan 17 Paid Akshay in full settlement                                 2950 

Jan 18 Purchased table fan for domestic use                        1000 

Jan 19 Paid salary to a clerk Mohan                                     1500 

Show the posting of these journal entries into ledger. 

11. Journalize the transactions given below: 

 a. Ram who owes Rs. 1800 pays Rs. 1770 in full settlement 
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b. A cheque Rs.950 is sent to Mohan chand and company a creditor , in full settlement 

of the amount due Rs. 975 

c. Amount due from Puri and co. Rs.450 writen off as a bad debt 

d. M/SSohanlal  and co. who owe Rs.900 become insolvent .only 30 percent of the 

amount due is received 

e. A sum of Rs. 200 is received from Khanna and company , against a debt previously 

written off . 

 

12. Sharma commences business on 1st August 2015 with rs.10,000 . He opened a 

bank account with Rs. 9500 . His transactions were as follows: 

Aug 1Purchased stationary   80 

Aug2 Purchased furniture and type writer, paid by cheque 7,000 

Aug 3  Purchased goods from M/S Mohan and company for cash sold goods for cash 

300 

Aug 5  Paid rent by cheque 350 

   Purchased goods from M/s Vasant brothers on credit 1500 

Aug 6Issuedcheque in favor of M/s Khurshid and sons on account 600 

Cash sales  200 

Cash sent to bank 100 

 Aug 10 Cheque of M/s Ram lal and company returned dishonored by bank 

Aug 11 Withdrew cash for domestic use 160 

Journalize the above transactions and post them into ledger.  
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Chapter - 4 

Recording of Transactions – II 

Learning Objectives 

After going through this chapter you will be able to understand: 

1. The need for special purpose books. 
2. How to record the transactions in the cash book. 
3. How to prepare the petty cash book. 
4. How to balance the ledger accounts 

 

4.1 INTRODUCTION 

In the previous chapter you have learnt that the transactions are first recorded in the 

journal and then posted in the ledger accounts. If the business is small then the 

trasactions can be recorded in the single book ie journal. But as the business expands 

there are a number of transactions which are entered into by the business daily. In 

this case it becomes difficult to record all the transactions in the journal. Many of the 

transactions are repetitive in nature so these can be recorded in special journals. 

These special journals are called subsidiary books. The transactions that can not be 

recorded in special journals those are recorded in journal proper. In this chapter the 

following special purpose books are discussed: 

1. Cash book 

2. Purchase book 

3. Purchase return book 

4. Sales book 

5. Sales return book 

6. Journal proper 

 

4.2 CASH BOOK 

In cash book the transactions related to the cash receipts and cash payments are 

recorded. The opening balance of cash book is the cash or bank balance of the period 

for which we are going to prepare the cash book. The cash book is generally 

maintained on month to month basis. This book is maintained by almost all the 

organizations. The transactions of cash are not recorded in journal when the 
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organization maintains the cash book and the ledger account for cash or bank are also 

not maintained. The cash book is of two types ie single column cash book and double 

column cash book. 

 

 

 

4.2.1 SINGLE COLUMN CASH BOOK 

The single column cash book is maintained to record the cash transactions of the 

business. It shows the complete record of cash receipts and cash payments. The 

receipts are recorded on the left hand side of the cash book and the payments are 

recorded on the right hand side of the cash book. The single column cash book always 

has a debit balance when the cash book is balanced. The format of single column cash 

book is as follows: 

 

Cash Book 

Dr.            Cr. 

Date Receipts L.F Amount Date Payments L.F Amount 
        
        
        
        
 

Illustration 1 

Enter the following transactions in the cash book of M/s. Rohan Traders: 

Date   Details       Amount (Rs.) 

2005 

December 01  Cash in Hand      27,500 

December 05  Cash received from Nitu     12,000 

December 08  Insurance Premium paid     2,000 

December 10  Furniture purchased     6,000 

December 14  Sold Goods for cash     16,500 

December 18  Purchased Goods from Naman for cash   26,000 

December 22  Cash paid to Rohini     3,200 

December 25  Sold Goods to Kanika for cash    18,700 

December 28  Cash Deposited into Bank    5,000 
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December 30  Rent paid       4,000 

December 31  Salary paid       7,000 

 

 
 
 
 
Solution: 

Books of M/s. Rohan Traders 
Cash Book 

Dr.            Cr. 

Date Receipts L.F Amount Date Payments L.F Amount
2005    2005    
Dec 01 To Balance b/d  27,500 Dec.08 By Insurance 

premium  
 2,000 

Dec.05  To Nitu   12,000 Dec.10 By Furniture   6,000 
Dec.14  To Sales   16,500 Dec.18 By Purchases   26,000 
Dec.25  To Sales   18,700 Dec.22 By Rohini   3,200 
    Dec.28 By Bank A/c   5,000 
    Dec.30 By Rent   4,000 
    Dec.31 By Salary   7,000 
    Dec.31 By Balance c/d   21,500 
   74700    74700 
 

 

Illustration 2 
Prepare Cash Book for the month of April 2006 from the following 
particulars : 
 
Date   Details       Amount (Rs.) 
2006  
 
April 01  Cash in hand      17,600 
April 03  Purchased Goods for cash from Rena   7,500 
April 06  Sold Goods to Rohan     6,000 
April 10  Wages paid in cash      500 
April 15  Cash paid to Neena     3,500 
April 17  Cash Sales       10,000 
April 19  Commission paid      700 
April 21  Cash received from Teena     1,500 
April 25  Furniture Purchased for cash    1,700 
April 28  Rent paid       3,000 
April 30  Paid Electricity bill in cash    1,300 
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Solution: 
Cash Book 

Dr.            Cr. 

Date Receipts L.F Amount Date Payments L.F Amount
2005    2005    
Dec 01 To Balance b/d  27,500 Dec.08 By Insurance 

premium  
 2,000 

Dec.05  To Nitu   12,000 Dec.10 By Furniture   6,000 
Dec.14  To Sales   16,500 Dec.18 By Purchases   26,000 
Dec.25  To Sales   18,700 Dec.22 By Rohini   3,200 
    Dec.28 By Bank A/c   5,000 
    Dec.30 By Rent   4,000 
    Dec.31 By Salary   7,000 
    Dec.31 By Balance c/d   21,500 
   74700    74700 

 

4.2.2 DOUBLE COLUMN CASH BOOK 

This is the second type of cash book in which there are two columns for cash and 

bank balance as compared to the single column cash book which have only one 

column for cash. As numbers of transactions are done through banks, this cash book 

is very important. When there are large number of bank transactions it is convenient 

to have a new column in the cash book ie bank column. Just like single column cash 

book all the bank receipts are entered on the left hand side of the cash book and 

payments are entered on the right hand side of the bank column. 

 

When cash is deposited in the bank or cash is withdrawn from the bank it affects both 

cash and bank columns of the cash book. This transaction need to be recorded in both 

cash and bank columns. These entries are called contra entries. Against such entries 

the word C, which stands for contra is written in the L.F. column indicating that these 

entries are not to be posted to the ledger account. 

 

The double column cash book is balanced in the same way as the single column cash 

book is balanced, but there can be a credit balance in the bank column because the 

business can take overdraft balance from the bank. Overdraft is a situation when the 

cash withdrawn from bank exceeds the cash deposited. 
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Entries relating to the cheque received should be made in the bank column of the cash 

book. When a cheque is received, it may be deposited in the bank on the same day or 

it may be deposited on another day. In case, it is deposited into the bank on the same 

day the amount is recorded in the bank column of the cash book on the receipts side. 

If the cheque is deposited on some other day, the cheque is entered in the cash 

column on the receipt side on the day of receiving the cheque. On the day of 

depositing the cheque in the bank, it is shown in the bank column on receipt side and 

in the cash column on the payment side. This is a contra entry. 

 

If a cheque received from a customer is dishonoured, the bank will return the 

dishonoured cheque and debit the firm’s account. On the receipt of such cheque or 

intimation from the bank, the firm will make an entry on the credit side of the cash 

book by entering the amount of the dishonoured cheque in the bank column and the 

name of the customer in the particulars column. This entry will restore the position 

prevailing before the receipt of the cheque from the customer and its deposit in the 

bank. 

 

If bank charges any interest, outstation cheque collection charges etc. are entered on 

the credit side of the Bank column of the Cash Book. Similarly, if bank gives interest, 

collects commission etc., these will be recorded on the debit side on the Bank column 

Cash Book. The format of double column cash book is as follows: 

 

Cash Book 

Dr.            Cr. 

Date Receipts L.F Cash Bank Date Payments L.F Cash Bank 
          
          
          
          
 

 

 

Illustration 3 

Record the following transactions in the Bank column Cash Book of M/s Time Zone 

for the month of January 2006. 
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Date    Details      Amount (Rs.) 

2006 

January 01   Bank Balance     32,500 

01    Cash Balance     12,300 

03    Purchased Goods by cheque   5,300 

08    Goods Sold for cash     9,500 

10    Purchased Typewriter by Cheque  5,400 

15    Sold Goods and received Cheque   7,900 

(deposited on the same day) 

17    Purchased Stationery by Cheque   1,000 

20    Cash deposited into bank    10,000 

22    Paid Cartage      500 

24    Cheque given to Mudit    7,000 

28    Rent paid by Cheque    3,000 

30    Paid Salary      3,500 

 

 

Solution: 
Bank Column Cash Book 

Dr.            Cr. 

Date Receipts L.F Cash Bank Date Payments L.F Cash Bank 
2006   2006    
Jan 1 Balance b/d   12,300 32,500 Jan 3 Purchases   5,300

8 Sales   9,500 10 Typewriter   5,400
15 Sales   7,900 17 Stationery   1,000
20 Cash  C  10,000 20 Bank C 10,000 
   22 Cartage  500 
   24 Mudit   7,000
   28 Rent   3,000
   30 Salary  3,500 
   31 Balance c/d  7,800  28,700

   21800 50400    21800 50400
 

 

Illustration 4: Enter following transactions in the Bank column cash Book of M/s Tea 
Traders for April 2006 
 
Date   Details        Amount (Rs.) 
2006 
April 01  Commenced business with Cash     60,000 
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01   Opened Bank account with SBI     45,000 
05   Purchased Goods by Cash     7,000 
10   Purchased Office Machine for cash    5,000 
15   Sold Goods on credit to Manjula and  

received cheque       6,000 
18   Cash Sales        10,000 
20   Manjula Cheque deposited into Bank 
22   Paid Wages by cheque      300 
25   Cash withdrawn from Bank for personal use   3,000 
30   Rent paid by Cheque      2,000 

 

Solution: 
Bank Column Cash Book 

Date Receipts L.F Cash Bank Date Payments L.F Cash Bank 
2006   2006    
Apr 1 Capital A/c  60000 Apr 3 Bank C 45000 

3 Cash C 45000 5 Purchases  7000 
15 Manjula  6000 10 Office 

machine 
 5000 

18 Sales  10000 20 Cash 
(cheque) 

C 6000 

20 Bank (cheque) C 6000 22 wages   300
   25 Drawings   3000
   30 Rent    2000
   30 Balance 

c/d 
 13000 45700

       
   76000 51000    76000 51000
 

4.2.3 PETTY CASH BOOK 

In a situation where all receipts are paid into bank and all payments are made by 

cheques; or where there are large as well as small cash transactions, it becomes 

necessary to maintain another subsidiary book known as Petty Cash Book. This book 

is maintained with separate column for each normal head of expenditure and contains 

a record of payments made out of cheque drawn periodically for the purpose. There 

are several small payments a business entity has to make which are insignificant to be 

paid by cheques. 

 

The cheques are drawn periodically for petty expenses and debited to petty cash 

account from the cash book. The amount paid by the petty cashier indicates the 

summary of expenses which are debited and petty cash account is credited. The heads 

of expenditure are not required to be separately posted in the ledger. This book is 
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known as Analytical Petty Cash Book as various payments are automatically analysed 

being recorded separately in respective columns. The excess of petty cash amount over 

payment implies unspent balance laying with petty cashier.  

 

The Imprest System of Petty Cash: 

The best system of maintaining petty cash is the imprest system. Under this system, 

having estimated the requirement of petty expenses for a certain period usually a 

month, such amount is withdrawn from the bank and handed over to the petty cashier 

to start with. The sum of money so advanced is known as imprest. 

 

At the end of the month, the petty cashier will submit an account of disbursements 

made and a cheque for the exact sum spent by the petty cashier will be issued to him 

so that he may begin his new period with the original amount. Thus the original 

balance is restored.  

 

This system provides an advantage because it facilitates conduct of an internal check 

over the petty cashier. The petty disbursement will be scrutinised by the head cashier. 

Every time he issues a fresh cheque for the exact amount spent. Secondly, the imprest 

being paid periodically from time to time prevents accumulation and chance of 

defalcation of cash. All items of transactions having been recorded in analytical order 

under different heads, eventual clerical work of ledger posting had been reduced. 

 

Illustration 5 

Mr. Sumit the Petty Cahier of M/s Travels India received Rs 2000 on April 1, 2006 

from the Head Cashier. Prepare Petty Cash Book on Imprest System from the petty 

payments during the month of April 2006 for the following items: 

 

 

Date    Details    Amount (Rs) 

2006 

April 2   Auto fare    200 

3    Courier services   50 

4    Postage stamps   95 
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5    Pencils/Pads   65 

6    Speed Post Charges  40 

8    Taxi fare    (205+90) 295 

9    Refreshments   310 

11    Auto fare    60 

13    Telegram    64 

16    Computer stationery  165 

19    Bus fare    40 

21    STD Call Charges   205 

23    Refreshment    80 

25    Photostat Charges   45 

28    Courier services   40 

30    Bus fare    40 

 

Solution: 
Petty cash Book 
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 April  

2006 

        

2000 01 Cash 

received 

       

 02 Auto fare  200   200   

 03 Courier 

services 

 50 50     

 04 Postage 

stamps 

 95 95     

 05 Pencils pads  65    65  

 06 Speed Post  40 40     
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Charges 

 08 Taxi Fare  295   295   

 09 Refreshment  310     310 

 11 Auto Fare  60   60   

 13 Telegram   64  64    

 16 Computer 

stationary 

 165    165  

 19 Bus fare  40   40   

 21 STD Call 

Charges 

 205  205    

 23 Refreshment  80     80 

 25 Photostat   45     45 

 28 Courier   40 40     

 30 Bus fare  40   40   

 30 Balance c/d  206      

 

 

4.3 PURCHASES BOOK 

The purchase book is maintained to record all credit purchases of goods as where the 

cash purchases of goods are recorded in the cash book. Other purchases such as 

purchase of assets are recorded in the journal proper if purchased on credit and in 

cash book if purchased on cash. The entries in the purchases book are entered from 

the bills received from the suppliers of goods. Trade discounts and other details of the 

invoice need not be recorded in this book. The format of the purchases book is shown 

below: 

 

Purchases Book 

Date Invoice No Name of Supplier L.F Amount 
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The total of the purchase book is posted to the debit of purchases account in the 

ledger at the end of the month. Individual suppliers accounts may be posted daily. 

 

Illustration 6: 

Following details have been obtained from M/s Rajni Electronics. 

Date 

2014 

Details 

Sep 01 Purchased from M/s Anil Electronics (invoice no 2234) 20 Sony Bravia @ Rs 

25000 per piece. 10 tape recorders @ Rs 5000 per piece. Trade discount on 

all items is 10%. 

Sep 10 Bought from M/s Parti Electronics (invoice 7763) 10 Video Cassets @ Rs 

100 per piece. 20 tape recorders @ Rs 4000 per piece. Trade discount @ 10 

%. 

Sep 18 Purchased from M/s Anil Electronics (invoice no 2298) 15 T.V Sets @ 10000 

per piece. Trade discount @ 10%. 

Sep 22 Purchased from M/s Daksh International (invoice no 8877) 10 refrigerators 

@ Rs 15000 per piece. Trade Discount @ 15%. 

Books of Rajni Electronics 

Purchases Book 

Date Invoice No Name of Supplier L.F Amount 

2014     

Sep 01 2234 Anil Electronics  4,95,000 

Sep 10 7763 Parti Electronics     80,100 

Sep 18 2298 Anil Electronics  1,35,000 

Sep 22 8877 Daksh International  1,27,500 

 

Posting from the Purchase Book 

 

Books of Rajni Electronics 

Anil Electronics 

Date Particulars J.F Amt Date Particulars J.F Amt 

    2014    

    Sep 01 Purchases  4,95,000
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    Sep 18 Purchases  1,35,000

 

Parti Electronics 

Date Particulars J.F Amt Date Particulars J.F Amt

    2014    

    Sep 10 Purchases  80,100 

 

Daksh International 

Date Particulars J.F Amt Date Particulars J.F Amt 

    2014    

    Sep 22 Purchases  1,27,500

 

 

Purchases Account 

Date Particulars J.F Amt Date Particulars J.F Amt 

2014        

Sep 30 Sundries as per 

purchase book 

  8,37,600    

        

 

 

4.4 PURCHASE RETURN BOOK 

The goods returned to the suppliers is recorded in the purchase return book. The 

goods are returned to the suppliers for various reasons such as defective goods, not of 

the required quality etc. For every return a debit note in duplicate is prepared and the 

original is sent to the supplier for making necessary entries in the book. The supplier 

also make a note known  as credit note. The format of purchase return book, debit 

note and credit note are as follows. 
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Purchases Return Book 

Date Debit  Note No. Name of Supplier L.F Amount

     

     

     

     

 

 

Name of the Firm Issuing the Note

 

No.                                                                                        Address of the Firm 

                                                                                             Date of issue ______ 

Debit Note 

Against : Supplier Name 

Goods returned as per delivery                                               Amount Rs 

Challan No. 

(Details of goods returned) 

(Rupees ___________only) 

 

                                                                       Signature of Manager With Date 

 

Name of the Firm Issuing the Note 

 

No.                                                                                        Address of the Firm 

                                                                                             Date of issue ______ 

Credit Note 

Against : Customer Name 

Goods returned by the Customer                                               Amount Rs 

Challan No. 

(Details of goods returned) 

(Rupees ___________only) 

 

                                                                       Signature of Manager With Date 
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Refer to the previous illustration of Rajni electronics suppose the goods were 

purchased on Sep 10 from Parti Electronics worth Rs 80,100. If one video cassette and 

2 tape recorders were found defective and returned the entries in the purchase return 

book and posting in the ledger are as follows: 

 

Purchases Return Book 

Date Debit  Note No. Name of Supplier L.F Amount

 05/2014 Parti Electronics  8,100 

     

 

In the books of Rajni Electronics 

 

Parti Electronics 

Date Particulars J.F Amt Date Particulars J.F Amt

 Purchase 

Return 

 8,100     

 

 

Purchases Return Account 

Date Particulars J.F Amt Date Particulars J.F Amt

     Sundries as 

per purchase 

return book 

 8,100 

 

 

4.5 SALES BOOK 

The sales book is maintained to record all credit sales of goods where as the cash sales 

of goods are recorded in the cash book. Other sales such as sales of assets are 

recorded in the journal proper if sold on credit and in cash book if sold on cash. The 

entries in the sales book are entered from the bills issued to the customers of goods. 

Trade discounts and other details of the invoice need not be recorded in this book. The 

format of the sales book is shown below: 
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Sales Book 

Date Invoice No Name of Customer L.F Amount 

     

     

     

     

 

 

Illustration 7:  

M/s Lakshya international sold on credit the following: 

i. Two water purifiers @ Rs 2000 each and five buckets @ Rs 100 each to M/s 

Rina traders (invoice o 8833) dated sep 1, 2014. 

ii. Five road side containers @ Rs4000 each to M/s Nalin enterprises (invoice No 

9933) dated Sep 5, 2014. 

iii. 100 big buckets @ 800 each to M/s Rina traders (invoice no 6544) dated sep 

23, 2014. 

 

Books of Lakshya International 

Sales Book 

Date Invoice No Name of Customer L.F Amount 

2014     

Sep 01 8833 Rina Traders  4,500

Sep 05 9933 Nalin Enterprises  20,000

Sep 23 6544 Rina Traders  80,000

 

 

Posting into Ledger 

 

Books of Lakshya International 

Rina Traders 

Date Particulars J.F Amt Date Particulars J.F Amt

2014        

Sep 01 Sales  4,500     
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Sep 23 Sales  80,000     

 

Nalin Enterprises 

Date Particulars J.F Amt Date Particulars J.F Amt

2014        

Sep 05 Sales  20,000     

 

 

Sales Account 

Date Particulars J.F Amt Date Particulars J.F Amt

    2014    

    Sep 30 Sundries as 

per sales book 

 1,04,500

        

 

 

4.6 SALES RETURN BOOK 

The goods returned by the customers are recorded in the sales return book. The goods 

are returned by the customer for various reasons such as defective goods, not of the 

required quality etc. For every return a credit note in duplicate is prepared. The 

customer also makes a note known as debit note. The format of sales return book is as 

follows: 

 

Sales Return Book 

Date Credit  Note No. Name of Customer L.F Amount

     

     

     

     

 

Refer to the above illustration if one purifier sold to rina traders was returned by them 

as defective the following entries in the sales return book will be made. 
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Sales Return Book 

Date Credit  Note No. Name of Customer L.F Amount

 10/2014 Rina Traders  2,000

     

 

 

4.7 JOURNAL PROPER 

The transactions which do not find place in the special journals ie subsidiary books is 

known as journal proper. Following transactions are recorded in journal proper: 

 

1. Opening Entry 

In order to record the opening balances of assets and liabilities and capital the 

opening entry is made in the journal. 

 

2. Adjustment Entries 

In order to update ledger account on accrual basis such entries are made at the 

end of the accounting year. These entries include such as rent outstanding, 

prepaid insurance, depreciation etc. 

 

3. Rectification Entries 

To rectify errors in recording transactions in the books of original entry and 

their posting to ledger accounts this journal is used. 

 

4. Closing Entries 

Accounts relating to operation of business such as sales, purchases, opening 

stock, income etc are closed at the end of the year and their totals are 

transferred to trading and profit & loss account by recording in this journal.  
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QUESTIONS 

 

1. Multiple Choice Questions 

1. Cash book is an example of 

  a. General journal 

  b. It is not a journal 

  c. Special journal 

  d. None of the above 

 

2. The three columns on each side of three columnar cash book represent 

  a. Real and nominal accounts 

  b. Real, nominal and personal accounts 

  c. Personal and nominal accounts 

  d. None of these 

 

3. Which of the following is correct 

  a. Cash book is a journal and not a ledger. 

  b. Cash book is a ledger and not a journal 

  c. Cash book is both a journal and a ledger 

  d. None of the above 

 

4. Single column cash book may show 

  a. Only a debit balance 

  b. Only a credit balance 

  c. Debit balance or credit balance 

  d. None of the above 

 

5. When a firm maintais single column cash book it need not to maintain 

  a. Sales journal 

  b. Purchase journal 

  c. Cash account in ledger 

  d. Bank account in ledger 
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6. Petty cash book is maintained to record  

  a. Heavy expenses 

  b. Small expenses 

  c. Capital expenditure 

  d. Revenue receipts 

 

7. The term imprest system is used in relation to 

  a. Purchase journal 

  b. Sales journal 

  c. Cash book 

  d. Petty cash book 

 

[Ans : 1 (c), 2 (b), 3 (c), 4 (a), 5 (c), 6 (b), 7 (d)] 

 

2. Fill in the blanks 

(i) Cash Book starts with the ........................ Balance at the beginning of the period. 

(ii) When a Cash Book is maintained, cash transactions are not recorded in 

....................... 

(iii) Simple Cash Book records only Cash ........................ and Cash ........................ 

(iv) The total of ........................ side of the Simple column Cash Book is always more 

than the total of its ........................ side. 

(v) Closing Balance of Cash Book becomes the opening balance of next period and is 

written as ........................ 

(vi) In Bank Column Cash Book .................. columns are shown on each side. 

(vii) The Bank column Cash book records transactions relating to .................. as well 

as ...................... 

(viii) Credit balance of Bank Column of Cash Book is called .................. (iv) When a 

cheque is received from a customer but not deposited into the Bank on the same day, 

it will be recorded on .................. side in .................. column. 

(ix) When transactions relate to both cash and bank side of Bank Column Cash Book, 

Such transactions are known as .................. 

(x) When cheque received from customer is given to some other party it is called 

.................. 
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3. Short Answer Type Questions 

1) Briefly explain how cash book is both journal and ledger? 

2) Explain the contra entry. 

3) What are special purpose books? 

4) What is the imprest system of petty cash book? 

4. Long Answer Type Questions 

1. What is Cash Book? Explain the different types of Cash Book. 

2. Draw the format of ‘Bank Column Cash Book’ and write at least five items in 

it. 

3. What is Contra entry? How will you deal with this entry while preparing 

Bank Column Cash Book? 

4. What do you mean by Petty Cash Book ? Explain the imprest system of Petty 

Cash Book. 
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Practical Problems 
 

1. Enter the following transactions in the Simple Cash Book of M/s Golden 
Traders: 
 
2006          Rs. 
April 1  Started Business with Cash    30,000 
’’ 2   Goods Purchased for Cash    10,000 
’’ 3   Furniture Purchased     1,000 

’’ 6   Goods Sold for Cash     7,000 
’’ 9   Cartage paid      200 
’’ 10   Postage       100 
’’ 12   Cash Sales       3,000 
’’ 14   Cash withdrawn for Personal use    2,000 
’’ 18   Deposited into Bank     10,000 
’’ 22   Goods purchased for Cash    13,000 
’’ 25   Wages paid       500 
’’ 27   Rent paid       3,000 
’’ 28   Cash Sales       2,000 
’’ 30   Commission received     500 

[Ans: Closing Cash in hand Rs.2,700] 
 
 
2. From the following transactions prepare Simple Cash Book : 

2006 
March 01   Cash in hand    32,500 
’’ 08    Cash paid to Rohan   8,000 
’’ 12    Goods Purchased    3,000 
’’ 15    Cash received from Tanaya  2,000 
’’ 18    Cash Sales     4,000 
’’ 22    Paid wages     4,000 
’’ 25    Salary paid     3,000 
’’ 28    Cash paid to Manish   3,500 
’’ 31    Rent paid     2,500 
 
[Closing Cash in hand Rs.14,500] 

 
3.  Prepare Bank Column Cash Book from the following transactions: 

2006         Rs. 
July 1   Cash in hand     18,000 

Cash at Bank     27,500 
’’ 3   Goods sold for cash    10,000 
’’ 6   Bought Goods by Cheque    16,000 
’’ 8   Cash deposited into Bank    20,000 

’’ 10   Paid Trade Expenses through Cheque  2,000 
’’ 12   Paid Audit Fee for Cash    1,000 



F:\  2016-17 books\accountancy book-11th (final 2016-17).docx                                          151 
 

’’ 14   Cheque received from Garima and 
deposited into bank     4,700 

’’ 18   Withdrew from bank for personal use  2,000 
’’ 20   Purchased office machine by Cheque  5,000 
’’ 22   Wages paid      1,000 
’’ 26   Cash Sales      5,000 
’’ 28   Received Cheque from Mahesh   2,000 
’’ 29   Salary Paid      5,000 
’’ 30   Mahesh Cheque deposited into Bank 
’’ 31   Rent paid      2,000 
 
[Closing Cash in hand Rs.4,000, Closing Bank Balance Rs.29,200] 

 
 
4.  Prepare Bank column Cash Book of M/s Style India from the following 

transactions for the month of April 2006 : 
2006         Rs. 
August 1  Cash in hand     18,000 

Cash at Bank     27,500 
’’ 3   Cash Sales      10,000 
’’ 5   Furniture purchased by cheque   8,700 
’’ 8   Paid by cheque to Sonu    13,500 
’’ 12   Received Cheque from Ashima and 

deposited into Bank    13,000 
’’ 15   Cash Sales      7,000 
’’ 18   Deposited into Bank    8,000 
’’ 20   Withdrawn from Bank for personal use  7,000 
’’ 22   Cheque received from Naveen   7,000 
’’ 24   Rent paid      5,000 
’’ 26   Naveen Cheque deposited into Bank 
’’ 28   Withdrawn from Bank for office use  5,000 
’’ 29   Salary paid      3,000 
’’ 31   Cash paid for Electric Bill    500 
’’ 31   Cash paid for Telephone bill   1,000 

[closing cash in hand Rs 3060, cash at bank Rs 48300] 

 
5.  Prepare Bank Column Cash Book from the following transactions for 

the month of March 2006 : 
2006         Rs. 
March 1  Cash in hand     3,200 

Bank Overdraft     16,500 
’’ 4   Cash Sales      4,000 
’’ 7   Cheque received from Babli   6,000 
’’ 10   Goods Purchased by Cheque   2,000 
’’ 12   Babli Cheque deposited into Bank 
’’ 14   Cash Sales      5,000 
’’ 18   Cash deposited into Bank    8,000 
’’ 20   Salary paid      2,000 
’’ 22   Wages paid      150 
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’’ 23   Interest charged by Bank    300 
’’ 27   Cash Sales      2,500 
’’ 29   Telephone Bill paid by cash   100 
’’ 31   Purchase of Goods on cash   2,000 
[Ans: closing cash in hand Rs 2550, cash at bank Rs 4800] 

 
 
6.  Prepare Petty Cash Book on imprest system for the month of September 

2006 from the following items of petty payments: 
2006         Rs. 
September2   Postage     130 
’’ 4    Stationery     50 
’’ 6    Auto fare     60 
’’ 8    Refreshments    210 
’’ 10    Courier Services    60 
’’ 12    Speed Post Charges   90 
’’ 15    Telegram     20 
’’ 18    Bus fare     30 
’’ 19    Postage     20 
’’ 21    Photostat Charges    30 
’’ 23    Bus fare     20 
’’ 25    STD Call Charges    35 
’’ 27    Taxi fare     110 
’’ 29    Cartage     35 
’’ 30    Computer Stationery   120 
The petty cashier received Rs 1200 from the Head cashier on September 
01, 2006. 

[Ans: Closing cash balance Rs 480] 
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chapter-5 

Learning objectives: 

1. To understand the meaning of cash book and pass book. 
2. To learn the causes of difference between cash book and pass book. 
3. To know the meaning of a cheque and its dishonor. 
4. To know the process of preparing the bank reconciliation statement. 

 

 

5.1 Introduction 

 

We have learnt so far that Money measurement concept is the basis for writing the 

value of transaction in debit and credit column. Value of transaction is calculated with 

the help of currency of that particular country. At the end of an accounting year, one 

would have either received/paid some value in the form of currency or would be 

receiving/paying in the near future. The amounts so received/paid might include two 

ways: 

1. Amount received/paid by the firm in the cash only. 

2. Amount received/paid by the firm through bank account by way of cheques or 

transfers. 

 

As per the provisions of the finance act, all type of financial transactions must be 

routed through the banking system. It means that amount received or paid must be in 

the bank accounts of the firm. This is a fair practice to deal financial transactions 

thorough the bank.  

 

We have learnt so far that all type of business houses are required to keep a record of 

financial transactions. Therefore, an accountant does it for above transactions as well. 

Let’s understand about the type of books maintained by the business firm and by the 

bank: 
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a. By the business: 

Cash book (with bank column): The business records all kind of cash related 

transactions in the cash book. It further classifies the cash related transactions into 

two parts and prepares the cash book accordingly: 

1. For cash related transactions, it prepares cash book with cash column only. 

2. For cash related transactions done through bank, it prepares cash book with 

bank column. 

Hence, one can figure out here that any amount paid/received through bank would be 

written in cash book with bank column only. Since, it is a part of cash book, it is 

commonly known as cash book.  

 

b. By the Bank: 

Pass book: The bank keeps all firm related transactions (either receipt or payment 

related) in a single account, called as pass book. It is understood here that bank 

records only cash aspects routed through it. 

It is worth to point that the balances of the above two books with different parties must 

match. It is obvious in accounting that if one has to receive a certain amount from the 

other party, then the other party must have to pay the same certain amount to the 

former one. It is based on the dual aspect concept whereby debit and credits are given to 

two dealing parties. 

 

Point of Caution: 

It must be understood by this time that there happens to be a inverse position of the 

parties involved in a transaction. For example, if sale have been made to Mr. T by Mr. 

Z: 

  In the books of Mr. Z, Mr. T would be debited (Dr. Position). 

  On the other hand, in the books of Mr. T, Mr. Z would be credited (Cr. Position).  
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One can observe from the above example that when you are looking the books of two 

parties similarly, you need to be careful that if one party is debiting the other, it 

means the other party would be crediting the former. 

 

Therefore, if the business refers to the Dr. Balance of the cash book in the bank 

column, the bank pass book would show Cr. Balance and vice-versa. It would be 

clearer by the example based on performa of both the books. 

 

 

 

Performa of Cash Book with bank column 

Dr. Side           Cr. Side 

Date Particulars L.F Amount Date Particulars L.F Amount 

 All Deposits in 

the bank 

   All payment in 

the bank. 

  

 

Performa of Pass book 

Date Particulars Dr. Cr. Balance Initials 

  Payments Receipts   

 

One can understand from the performas that if deposits are debited in cash book, they 

are credited by the pass book. Similarly, all payments are credited in cash book; they 

are debited in pass book. 

 

Cheque: Before we move further, it is required to be have the knowledge of cheque. A 

cheque is a written order by the business to the bank to pay a certain some of money 
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to a certain person/holder of the cheque from his account balance. If it is directed to a 

certain person, this cheque is called crossed one indicating to be deposited in account 

only and if it is directed to the holder of the cheque, it is known to a bearer one. 

 

Dishonoring of a cheque: It refers to the denial of the payment by the bank due to 

the following reasons: 

  It the payment has been stopped by the cheque issuing authority. 

  The balance in the account is not sufficient to honor the cheque. 

  The cheque is defective one like differences in words and figures, signature does 

not match, the cheque has been expired etc. 

 

5.2 Meaning and need for bank reconciliation statement 

A statement is detailed recording of a particular phenomenon. A reconciliation 

statement would refer to a detail study of business recordings for accuracy. On the 

similar lines, ‘a bank reconciliation statement refers to study of differences between the 

cash book with bank column (prepared by the business) and pass book (prepared by the 

bank) in order to have accuracy and matching of balances of the two’. 

Features: 

  It studies the differences between the cash book (bank column) and pass book 

supplied by the bank. 

  The obvious fact is that both the books should depict the same balance. 

  It makes an effort to match both the books after identifying the differences and 

making its adjustments. 

In nut shell, bank reconciliation statement does the following steps: 

Step-1: It firstly identifies whether there is any difference between the two books? 

Step-2: Identify the causes of difference. Below in the table, a list of probable causes 

of differences is listed. 
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Step-3: Identify about the book in which you can make revisions in order to 

harmonize both the books after managing the differences. 

Step-4: Once book of revision is identified, you just need to match the balance of that 

book with the other book. Make sure, that the other book would not entertain any 

revision as you don’t have any rights to change. 

 When one talks about the bank reconciliation statement, a question 

immediately ponders over about the reasons of such differences. In other words, what 

is the need of preparing such reconciliation statement? Look at the accounting 

impulsions for both the parties below. 

 

5.3 Need of the bank Reconciliation Statement: 

 The following table explains the various situations of the differences between 

the two books which raises the demand of preparation of bank reconciliation 

statement: 

Sr. 

No. 

Situation Cash book with bank 

column 

Pass book 

1 When cheque is 

deposited by the 

business in the bank 

As per the principle of 

timeliness, the accountant 

would record it in the books 

of accounts immediately. 

Result: Increase in the  

balance in his book 

The bank works on the 

principle of realization. It 

would give record only 

when the cheque is 

realized from the party. 

Result: No effect to the 

account till cheque is 

realized. 

2 When cheque is 

issued to the third 

party 

On the above discussed 

base, the accountant would 

record the payment. 

Result: Decrease the 

balance in his book 

The bank doesn’t know 

till the cheque is 

produced to him by the 

third party. 

Result: No effect to the 

account till cheque is 
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produced. 

3 Direct deposit in the 

bank by the third 

party 

Since, the money has been 

directly deposited in bank 

account; the accountant 

has no information about it 

till the time it is brought to 

his knowledge. 

Result: No effect to the 

account till the time 

accountant is informed 

The money so received by 

the bank would be 

entered in the business 

account accordingly. 

Result: Increase in the 

balance in the account. 

4 Standing instruction 

of receipt/payment 

by the business 

Any standing instruction 

refers to authorizing the 

bank for receipt/payment 

directly from/to the party 

on behalf of the business. 

Result: No effect on the 

balance till bank informs 

the business about such 

receipts/payments. 

The receipt/payment 

done by bank on behalf 

of the business is dealt 

accordingly in the 

account of business. 

Result: Increase in the 

balance in case of receipt 

and decrease in the 

balance in case of 

payment. 

5 Deposited cheque is 

dishonored. 

Dishonor of cheque means 

that the issued party does 

not have sufficient balance 

of money in his account to 

pay off the cheque amount. 

Here, the cheque was 

recorded in books at the 

time of receipt. Information 

regarding the dishonor 

would be supplied by the 

bank. 

Result: No effect in the 

balance till the accountant 

When a cheque is 

received by the bank, it 

immediately sends it for 

collection from the issued 

party. Clearing of cheque 

means that payment has 

been allowed by the 

issued party’s bank while 

dishonoring means that 

the issued party’s bank 

has denied the payment 

due to the insufficient 

balance. 
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has such information from 

bank. 

Result: Increase in the 

balance if cheque is 

cleared. No effect on the 

balance if cheque is 

dishonored. 

6 Entries by the bank Result: Since these are not 

known to the accountant, 

No effect in the balance. 

The bank generally gives 

you interest on the 

balance amount in your 

account as per its 

interest policy and 

according charges 

various expenses as per 

the account maintenance 

policy. The examples are: 

bank charges, interest on 

balance, sms charges etc.

Result: Increase in the 

balance in case of 

interest given by bank 

and decrease in the 

balance in case of any 

charges deducted by the 

bank. 

7 Cheques received by 

the business but 

omitted to be sent to 

bank. 

Recording of the cheque 

receipt would be done 

immediately. 

Result: Increase in the 

balance. 

Since, bank has not 

received any thing from 

the business, it can’t 

increase/decrease in the 

balance. 

Result: No effect on the 

balance. 

8 Any mistakes by any 

of the party 

Any mistake done by the 

accountant would 

eventually 

Any mistake done by the 

bank would eventually 

increase/decrease the 
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increase/decrease the 

balance of the account 

balance of the account 

 

5.4 Preparation of a bank reconciliation statement 

Remember the step-3 of bank reconciliation statement steps in which we discussed 

about the identification of the book for revision/changes. This part would practically 

elaborate the phenomenon of preparing the bank reconciliation after following the 

steps. Let’s know the four situations of step-3: 

1. When balance of cash book is a Dr. balance 

2. When balance of cash book is a Cr. Balance 

3. When balance of pass book is a Cr. Balance 

4. When balance of pass book is a Dr. balance. 

 

Case I- When balance of cash book is a Debit balance: 

 

Illustration-1.  

From the following particulars of M/s Andhkar Industries, prepare bank 

Reconciliation statement as on March 31, 2015 

a) Bank balance as per cash book Rs.9,500 

b) Cheques deposited into bank but not credited upto March 31, 2015 

Rs.2,300. 

c) Cheques issued but not presented for payment Rs. 1,500. 

d) Bank credited Rs.3,000 for receiving interest directly as per standing 

instructions of the business. 

e) Bank charges debited by Bank Rs.100. 

f) Mr. W, a debtor of the business, directly deposited Rs. 2,600 in the bank 

account. 
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Solution: 

Particulars Amount (plus) Amount 

(minus) 

a) Balance as per cash book 

b) Cheques deposited but not credited by the bank 

c) Cheques issued but not presented for payment 

d) Interest received directly by the bank. 

e) Bank charges debited by bank 

f) Direct deposit by Mr. W 

g) Balance as per pass book 

9,500 

 
 
 
1,500 
 
 
3,000 
 
 
2,600 
 
 

 

2,300 

 
 
 
 
 
 
100 
 
 
14,200 

 16,600 16,600 

 

Analysis of the illustration 1: 

a) The balance of cash book was given; Since, no dr. or cr. was mentioned, it is 

understood that it is assumed to be debit balance. 

Secondly, it is remembered that any changes due to differences are to be 

entertained in cash book only as it is in your hand. On the other hand, pass 

book can’t be changed. The differences are to be removed after looking at pass 

book but amending in cash book 

b) Cheques worth Rs. 2,300 were deposited by the business but were not credited 

by the bank.  

Look in this case, the bank has not made any recording as it would give you 

credit only after realization of the cheque but the business has recorded in his 

books (Look at Table of differences in this chapter and read situation no. 1). 

Now, note that changes can be made in cash book only, so reduce the balance 

of cash as it was increased earlier when the same were deposited in the bank in 

order to match the balance with the pass book. 

c) Cheques issued but not presented for payment Rs. 1,500. 
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In this case, the cash book has been reduced by the business immediately on 

the issuance of the cheque. On the other hand, the same has not been paid by 

the bank yet and know that you can’t change the pass book. So cash book 

should be increased by the same amount in order to have reconciliation with 

pass book. 

d) Bank credited Rs.3,000 for receiving interest directly as per standing 

instructions of the bank. 

In this case, bank pass book shows a receipt of Rs. 3,000 which is not recorded 

in cash book. Remember that the changes can be made only in cash book. So 

increase your cash book with the same amount for having compliance with the 

pass book. 

e) Bank charges debited by Bank Rs.100. 

It would have same treatment as in case in point d. The only difference is that 

the above was a deposit one and this is a payment one. Directly charging any 

charges by bank means that pass book balance has got reduced by Rs. 100. 

You also reduce your cash book as you can revise your cash book only. 

f) Mr. W, a debtor of the business, directly deposited Rs. 2,600 in the bank 

account. 

It would be entertained similarly like point d. 

g) The balance after the adjustment would be your balance as per pass book. 

 

 

 

Illustration - 2  

From the following particulars of Mr. Abhay, prepare bank reconciliation statement as 

on March 31, 2015. 

 1. Bank balance as per cash book Rs. 20,000.  

2. Cheque issued but not presented for payment Rs.5, 000. 

 3. The bank had collected dividend of Rs. 4,000 directly and credited to bank account 

but forgot to enter in the cash book. 
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 4. Bank charges of Rs. 400 were not entered in the cash book. 

 5. A cheque for Rs. 5,000 was deposited but not collected by the bank.  

Solution:   

Bank Reconciliation Statement of Mr. Abhay as on March 31, 2015 

 Particulars  (Plus)  

Amount  

Rs.  

(Minus) 

Amount 

Rs.  

1. 

2. 

3. 

4. 

5. 

Balance as per cash book 

Cheque issued but not presented for 

payment 

Dividend collected by the bank 

Cheque deposited but not credited by the 

bank 

Bank Charges debited by the bank 

Balance as per the pass book 

 

20,000 

   5,000 

  

  4,000 

 

 

 

 

29,000 

 

 

 

   

 5,000 

     

  400 

23,600 

29,000 

 

Illustration - 3 

From the following particulars of M/S Radhey and Sons prepare a bank reconciliation 

statement as on Feburary 31, 2014. 

1. Balance as per the cash book Rs. 52,000. 

2. Rs. 200 bank charges debited to M/S Radhey and Sons account, which is not 

recorded in cash book. 

3. Cheques for Rs. 5,000 is deposited in the bank but not yet collected by the bank. 

4. A cheque for Rs. 10,000 is issued by Anil & Co. not presented for payment. 

Solution:   
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Bank Reconciliation Statement of M/S Radhey and Sons as on February 31, 

2014 

 Particulars  (Plus)  

Amount  

Rs.  

(Minus) 

Amount 

Rs.  

1. 

2. 

3. 

4. 

5. 

Balance as per cash book 

Cheque issued but not presented for 

payment 

Cheque deposited but not yet cleared 

Bank charges debited by the bank 

Balance as per the pass book  

52,000 

10,000 

 

 

 

 

62,000 

 

 

 

   

  5,000 

     200 

56,800 

62,000 

 

Case II - When balance of cash book is a credit balance: 

It should be made clear that change in the balance i.e. having debit balance or having 

credit balance does not make any impact on the treatment when dealing with the 

differences. It is due to the fact that the book of revision has no change. One needs to 

write the credit balance of cash book in the minus column only. Rest would be same. 

Let’s understand with illustration 1 only. 

Illustration-4. 

From the following particulars of M/s Andhkar Industries, prepare bank 

Reconciliation statement as on March 31, 2015 

g) Bank balance as per cash book Rs.9,500 (cr. balance) 

h) Cheques deposited into bank but not credited upto March 31, 2015 

Rs.2,300. 

i) Cheques issued but not presented for payment Rs. 1,500. 

j) Bank credited Rs.3,000 for receiving interest directly as per standing 

instructions of the business. 

k) Bank charges debited by Bank Rs.100. 
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l) Mr. W, a debtor of the business, directly deposited Rs. 2,600 in the bank 

account. 

Solution: 

Particulars Amount (plus) Amount 

(minus) 

h) Balance as per cash book (cr. balance) 

i) Cheques deposited but not credited by the bank 

j) Cheques issued but not presented for payment 

k) Interest received directly by the bank. 

l) Bank charges debited by bank 

m) Direct deposit by Mr. W 

n) Balance as per pass book 

 
 
 
 
1,500 
 
 
3,000 
 
 
2,600 
 

 
4,800 

9,500 

2,300 

 
 
 
 
 
 
100 
 
 
 

 11,900 11,900 

 

Point of understanding: You must have identified by this time that cash balance has 

been written to the minus side as shown in bold and underlined way. It is so because 

the statement mentions now that it is a credit balance. As has been discussed, there 

would not be any change in treatment as the book remains the same.  

Analysis of the illustration 4: 

a) The balance of cash book was given; It clearly mentions about credit balance, 

hence written on the minus side. 

Secondly, it is remembered that any changes due to differences are to be 

entertained in cash book only as it is in your hand. On the other hand, pass 

book can’t be changed. The differences are to be removed after looking at pass 

book but amending in cash book 

b) Cheques worth Rs. 2,300 were deposited by the business but were not credited 

by the bank.  

Look in this case, the bank has not made any recording as it would give you 

credit only after realization of the cheque but the business has recorded in his 
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books (Look at Table of differences in this chapter and read situation no. 1). 

Now, note that changes can be made in cash book only, so reduce (minus) the 

balance of cash as it was increased earlier when the same were deposited in the 

bank in order to match the balance with the pass book. 

c) Cheques issued but not presented for payment Rs. 1,500. 

In this case, the cash book has been reduced by the business immediately on 

the issuance of the cheque. On the other hand, the same has not been paid by 

the bank yet and know that you can’t change the pass book. So cash book 

should be increased (plus) by the same amount in order to have reconciliation 

with pass book. 

d) Bank credited Rs.3,000 for receiving interest directly as per standing 

instructions of the bank. 

In this case, bank pass book shows a receipt of Rs. 3,000 which is not recorded 

in cash book. Remember that the changes can be made only in cash book. So 

increase (plus) your cash book with the same amount for having compliance 

with the pass book. 

f) Bank charges debited by Bank Rs.100. 

It would have same treatment as in case in point d. The only difference is that 

the above was a deposit one and this is a payment one. Directly charging any 

charges by bank means that pass book balance has got reduced by Rs. 100. 

You also reduce (minus) your cash book as you can revise your cash book only. 

g) Mr. W, a debtor of the business, directly deposited Rs. 2,600 in the bank 

account. 

It would be entertained similarly like point d. 

h) The balance after the adjustment would be your balance as per pass book. 

 

Illustration - 5 

From the following particulars of Mr. Rajesh, prepare a bank reconciliation statement 

as on April 31, 2014. 

1. Overdraft balance as per cash book 6,000 0n March 31, 2014. 

2. Cheques amounting to Rs. 5,000 had been paid in by him but were not collected 

by the bank.  
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3. Cheques issued but not presented to the bank for payment of Rs 500.  

4. There was a debit balance  in his passbook of Rs. 50 for bank charges and Rs. 200 

for interest. 

Prepare bank reconciliation statement. 

 

 

Solution:  

Bank Reconciliation Statement of Rajesh as on April 31, 2014 

 Particulars  (Plus)  

Amount  

Rs.  

(Minus) 

Amount 

Rs.  

1. 

2. 

3. 

4. 

5. 

Overdraft as per cash book 

Cheques deposited but not collected by the 

bank     

Cheques issued but not presented for 

payment  

Bank charges (50+200=250) 

Balance as per the pass book (overdraft) 

 

    

    

       500 

 

 

10750 

11250 

 6.000 

 5,000 

 

    

  

   250 

 

11250 

 

Illustration - 6 

From the following particulars of Mukul Traders, prepare a bank reconciliation 

statement as on March 31, 2014. 

1. Overdraft balance as per cash book Rs 1,10,000 0n March 31, 2014. 

2. Cheques received and recorded in the cash book but not sent to the bank of 

collection Rs. 12,000. 

3. Payment received from a customer directly by the bank Rs. 27,000 but no entry was 

made in the cash book. 

4. Cheque issued but not presented for payment for Rs. 1,70,000 
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Prepare bank reconciliation statement. 

 

 

 

 

Solution:  

Bank Reconciliation Statement of Mukul Traders as on March 31, 2014 

 Particulars  (Plus)  

Amount  

Rs.  

(Minus) 

Amount 

Rs.  

1. 

2. 

3. 

4. 

 

5. 

Overdraft as per cash book 

Cheques received and recorded in the cash 

book but not sent to the bank for collection 

 Payment received from the customer directly

Cheques issued but not presented for 

payment  

Balance as per the pass book 

    

 

 

    

27,000 

 

1,70,000 

 

 

1,97000 

1,10,000 

   12,000 

 

    

 

   

 

 

75,000 

1,97,000 

 

Case III - When balance of pass book is a Debit balance: 

Here, it is worth pertinent to note that the book of revision has been changed. Now, 

the book with the reconciler is the pass book. It means that any changes arising due 

to differences are to be adjusted in pass book. No changes should be entertained in 

cash book. Rather cash book would guide us about the adjustment to be made in pass 

book. Let’s understand this phenomenon with the same example: 
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Illustration: 7  From the following particulars of M/s Andhkar Industries, prepare 

bank Reconciliation statement as on March 31, 2015 

a) Bank balance as per pass book Rs.9,500 (debit balance). 

b) Cheques deposited into bank but not credited upto March 31, 2015 

Rs.2,300. 

c) Cheques issued but not presented for payment Rs. 1,500. 

d) Bank credited Rs.3,000 for receiving interest directly as per standing 

instructions of the business. 

e) Bank charges debited by Bank Rs.100. 

f) Mr. W, a debtor of the business, directly deposited Rs. 2,600 in the bank 

account. 

Solution: 

Particulars Amount (plus) Amount 

(minus) 

o) Balance as per pass book 

p) Cheques deposited but not credited by the bank 

q) Cheques issued but not presented for payment 

r) Interest received directly by the bank. 

s) Bank charges debited by bank 

t) Direct deposit by Mr. W 

u) Balance as per cash book 

 
 
2,300 

 
 
 
 
 
 
100 
 
  
14,200 

9,500 

 
 
 
1,500 
 
 
3,000 
 
 
2,600 
 
 

 16,600 16,600 

 

Analysis of the illustration 7: 

a) The debit balance of pass book was given which means that credit balance for 

the cash book. Both are assumed to be written on the minus side. 

Secondly, it is remembered that any changes due to differences are to be 

entertained in pass book only as it is in your hand. On the other hand, cash 
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book can’t be changed. The differences are to be removed after looking at cash 

book but amending in pass book 

b) Cheques worth Rs. 2,300 were deposited by the business but were not credited 

by the bank.  

Look in this case, the bank has not made any recording as it would give you 

credit only after realization of the cheque but the business has recorded in his 

books (Look at Table of differences in this chapter and read situation no. 1). 

Now, note that changes can be made in pass book only, so similar increase to 

the pass book is required in order to have matching with the cash book.  

In this case, cash book was on the higher side while pass book was on the lower 

side. As stated in illustration, we can make changes in pass book, so increase 

the pass book in order to match with cash book. 

c) Cheques issued but not presented for payment Rs. 1,500. 

In this case, the cash book has been reduced by the business immediately on 

the issuance of the cheque. On the other hand, the same has not been paid by 

the bank yet and know that you can change the pass book. So, pass book 

should be decreased by the same amount in order to have reconciliation with 

cash book. 

d) Bank credited Rs.3,000 for receiving interest directly as per standing 

instructions of the bank. 

In this case, bank pass book shows a receipt of Rs. 3,000 which is not recorded 

in cash book. Remember that the changes can be made only in pass book. So 

decrease your pass book with the same amount for having compliance with the 

cash book. 

g) Bank charges debited by Bank Rs.100. 

It would have same treatment as in case in point d. The only difference is that 

the above was a deposit one and this is a payment one. Directly charging any 

charges by bank means that pass book balance has got reduced by Rs. 100. 

Same should be increased in pass book for bringing the balance of pass book at 

par with cash book. 

h) Mr. W, a debtor of the business, directly deposited Rs. 2,600 in the bank 

account. 

It would be entertained similarly like point d. 
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i) The balance after the adjustment would be your balance as per cash book. 

Illustartion 8:  

From the following particulars of Radha & Co. prepare a bank reconciliation statement 

on March 31, 2014. 

1. Overdraft as per passbook Rs 10,000 

2. Interest on overdraft Rs 1,000 

3. Insurance Premium paid by the bank  Rs 100 

4. Cheque issued but not presented for payment Rs 6,000 

5. Cheque deposited but not yet cleared  Rs 5,000 

6. Wrongly debited by the bank  Rs 1,000 

Solution:  

Bank Reconciliation Statement of Radha & Co as on March 31, 2014 

 Particulars  (Plus)  

Amount  

Rs.  

(Minus) 

Amount 

Rs.  

1. 

2. 

3. 

4. 

5. 

6. 

7. 

Overdraft as per passbook 

Interest on overdraft 

Insurance premium paid by the bank 

Cheque issued but not presented for 

payment 

Cheque deposited but not yet cleared 

Wrongly debited by the bank 

Balance as per the cash book (overdraft) 

 

  1,000 

    100 

 

   

5,000 

  1,000 

  8,900 

 16,000 

 10,000 

 

 

  6,000 

 

 

 

 

16,000 

Illustration 9 

From the following particulars of Gupta Traders, prepare a bank reconciliation 

statement as on November 30, 2014. 

(a) Balance as per pass book (overdraft) is Rs. 20,000. 

(b) A cheque for Rs. 2,000 deposited but not recorded in the cash book. 
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(c) A cash deposit of Rs. 100 was recorded in the cash book as if there is not bank, 

column therein. 

(d) A cash discount allowed of Rs. 102 was recorded as Rs. 120 in the bank column. 

(e) Wrongly debited by the bank Rs 2,000 . 

Solution:  

Bank Reconciliation statement of Gupta Traders as on November 30, 2014 

 Particulars  (Plus)  

Amount  

Rs.  

(Minus) 

Amount 

Rs.  

1. 

2. 

3. 

  

4. 

  

5. 

6. 

Balance as per pass book (overdraft) 

Cheque deposited but not recorded 

 Cash deposited but not recorded in bank 

column 

A cash discount wrongly recorded in bank 

column 

Wrongly debited by the bank   

Balance as per the cash book (overdraft) 

  

   1,000 

      100 

 

 

 

   2,000 

  17,020 

  20,120 

20,000 

 

 

 

    120 

 

 

    

 20,120 

 

Case IV - When balance of pass book is a credit balance: 

We have already discussed that change in the balance of a book does not bring any 

change in treatment of adjustment. The change in treatment would happen only when 

the book of revision is changed. We have already discussed illustration 3 in which 

pass book had debit balance. We would pick the same illustration for understanding 

when balance as per pass book is credit balance. 

 

Illustration: 10 From the following particulars of M/s Andhkar Industries, prepare 

bank Reconciliation statement as on March 31, 2015 



F:\  2016-17 books\accountancy book-11th (final 2016-17).docx                                          173 
 

a) Bank balance as per pass book Rs.9,500 (credit balance). 

b) Cheques deposited into bank but not credited upto March 31, 2015 

Rs.2,300. 

c) Cheques issued but not presented for payment Rs. 1,500. 

d) Bank credited Rs.3,000 for receiving interest directly as per standing 

instructions of the business. 

e) Bank charges debited by Bank Rs.100. 

f) Mr. W, a debtor of the business, directly deposited Rs. 2,600 in the bank 

account. 

Solution: 

Particulars Amount (plus) Amount 

(minus) 

a) Balance as per pass book 

b) Cheques deposited but not credited by the bank 

c) Cheques issued but not presented for payment 

d) Interest received directly by the bank. 

e) Bank charges debited by bank 

f) Direct deposit by Mr. W 

g) Balance as per cash book 

9,500 

2,300 

 
 
 
 
 
 
100 
 
  
 

 
 
 
 
1,500 
 
 
3,000 
 
 
2,600 
 
 
4,800 

 11,900 11,900 

 

Analysis of the illustration 10: 

e) The credit balance of pass book was given which means that debit balance for 

the cash book. Both are assumed to be written on the plus side. 

Secondly, it is remembered that any changes due to differences are to be 

entertained in pass book only as it is in your hand. On the other hand, cash 

book can’t be changed. The differences are to be removed after looking at cash 

book but amending in pass book 
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f) Cheques worth Rs. 2,300 were deposited by the business but were not credited 

by the bank.  

Look in this case, the bank has not made any recording as it would give you 

credit only after realization of the cheque but the business has recorded in his 

books (Look at Table of differences in this chapter and read situation no. 1). 

Now, note that changes can be made in pass book only, so similar increase 

(plus) to the pass book is required in order to have matching with the cash 

book.  

In this case, cash book was on the higher side while pass book was on the lower 

side. As stated in illustration, we can make changes in pass book, so increase 

(plus) the pass book in order to match with cash book. 

g) Cheques issued but not presented for payment Rs. 1,500. 

In this case, the cash book has been reduced by the business immediately on 

the issuance of the cheque. On the other hand, the same has not been paid by 

the bank yet and know that you can change the pass book. So, pass book 

should be decreased (minus) by the same amount in order to have 

reconciliation with cash book. 

h) Bank credited Rs.3,000 for receiving interest directly as per standing 

instructions of the bank. 

In this case, bank pass book shows a receipt of Rs. 3,000 which is not recorded 

in cash book. Remember that the changes can be made only in pass book. So 

decrease (minus) your pass book with the same amount for having compliance 

with the cash book. 

h) Bank charges debited by Bank Rs.100. 

It would have same treatment as in case in point d. The only difference is that 

the above was a deposit one and this is a payment one. Directly charging any 

charges by bank means that pass book balance has got reduced by Rs. 100. 

Same should be increased (plus) in pass book for bringing the balance of pass 

book at par with cash book. 

i) Mr. W, a debtor of the business, directly deposited Rs. 2,600 in the bank 

account. 

It would be entertained similarly like point d. 

j) The balance after the adjustment would be your balance as per cash book. 
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Illustration : 11 From the following particulars of Bal Krishan, prepare the bank 

reconciliation as on April 31, 2014. 

(a) Balance as per passbook is Rs. 20,000. 

(b) Bank collected a cheque of Rs. 5000 on behalf of Bal Krishan but wrongly credited 

it to Hari Krishan’s account. 

(c)  Withdrawal column of the passbook under cast by Rs. 1000. 

(d) The credit balance of Rs. 1,000 as on the pass-book was recorded in the debit 

balance. 

(e) The payment of a cheque of Rs. 300 was recorded twice in the passbook. 

Solution:  

Bank Reconciliation Statement of Bal Krishan as on April 31, 2014  

 Particulars  (Plus)  

Amount  

Rs.  

(Minus) 

Amount 

Rs.  

1. 

2. 

3. 

4. 

5. 

Balance as per pass book 

Cheque wrongly credited to another 

customer account  

Under casting of withdrawal column 

Wrong Debited 

Cheque recorded twice 

Balance as per the cash book 

 

 20,000 

   5,000 

 

 

  2,000 

    300 

 

27,300 

 

 

 

  1,000 

 

 

26,300 

27,300 

 

Illustration: 12 The bank passbook of M/s. Rahul & Co. showed a balance of Rs. 

50,000 on June 31, 2014. 

1. Cheques issued before June 31, 2014, amounting to Rs. 25,000 had not been 

presented for encashment. 
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2. Two cheques of Rs. 3,000 and Rs. 2,300 were deposited into the bank on June 31 

but the bank gave credit for the same in July, 2014. 

3. There was also a debit in the passbook of Rs. 2,700 in respect of a cheque 

dishonored on 31.6.2014. Prepare a bank reconciliation statement as on June 31, 

2014. 

 

Solution:  

Bank Reconciliation Statement of Rahul & Co as on June 31, 2014 

 Particulars  (Plus)  

Amount  

Rs.  

(Minus) 

Amount

Rs.  

1.   

2.   

  

3.   

  

4.    

 

5.  

 

Balance as per pass book 

Cheques deposited but not collected by the bank  

(3000+2300) 

Cheque dishonored recorded only in passbook 

Cheques issued but not presented for payment  

Balance as per the cash book 

 

50,000 

   5,300 

    

   2,700 

 

 

 

 

58,000 

 

 

 

    

 

25,000 

 

33,000 

58,000 
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Preparation of a bank reconciliation statement from the  extract of the cash book 

as well as the pass book relating to  the  same month. 

This topic deals with the understanding of extracting the causes of differences. 

We have been doing the treatment of differences. We did not focus on how had 

these differences been extracted. In this section, we would attempt to extract 

the differences after analyzing cash book with pass book. The study of 

differences can be done in two ways: 

1. The entries in cash book and pass book does not match indicating delay 

in recording, omission in recording, direct deposits/payments, lack of 

communication to each other. This is worthy to point out that both books 

should be of same month. 

2. The entries in cash book of earlier months are being matched with the 

pass book of next month. It refers that these entries belong to the last 

month.  

We shall focus on the first one in which extraction of differences is made out of the 

cash book as well as pass book relating to the same month. Look at the illustration 

given below: 

 

Illustration-13 

The pass book of M/s Jivanjyot in account with State bank of Bikaner along with cash 

of M/s jivanjyot is given below for the month March31, 2015. Identify the cause of 

differences in balances and prepare the bank reconciliation statement for the month 

March 31, 2015. 

 

 

Pass book 

Date Particulars Withdrawls 

Dr. 

Deposits 

Cr. 

Dr. or Cr. Balance 

02.03.15 By cash  8000 Cr. 8,000 
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04.03.15 To Ram&Co. 1,200  Cr. 6,800 

05.03.15 To B & G ltd 2,500  Cr. 4,300 

10.03.15 By Charaya sons  700 Cr. 5,000 

12.03.15 To Peter England 2,000  Cr. 3,000 

15.03.15 By R & S Ltd  1,520 Cr. 4,520 

16.03.15 By cash  600 Cr. 5,120 

20.03.15 To cash 1,000  Cr. 4,120 

26.03.15 By Rana bros  860 Cr. 4,980 

31.03.15 To interest paid 

as per standing 

instruction 

500  Cr. 4,480 

31.03.15 To bank charges 20  Cr. 4,460 

31.03.15 By dividend 

received directly 

by bank 

 400 Cr. 4,860 
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Cash book (bank column only) 

Date Particulars Amount Date Particulars Amount 

02.03.15 To cash 8,000 02.03.15 By Ram & Co. 1,200 

08.03.15 To Charaya sons 700 02.03.15 By Peter England 2,000 

10.03.15 To R & S Ltd. 1,520 04.03.15 By B & G ltd. 2,500 

16.03.15 To cash 600 17.03.15 By lovely bros 1,460 

20.03.15 To Rana Bros 860 20.03.15 By cash 1,000 

22.03.15 To L & T Ltd. 2,100 25.03.15 By R & S Ltd. 1,560 

31.03.15 To Ekansh & sons 680 31.03.15 By balance c/d 4,740 

  14,460   14,460 

 

Solution: 

Reason for Differences 

1. Cheque Deposited but not credited by Bank: 

L & T Ltd. - 2100 + Ekansh & sons – 680 =Rs 2780 

2. Cheque Issued but not Presented: 

Lovely bros -1460 + R & S Ltd.- 1560 =Rs 3020 

3. Amount Debited by Bank but not entered in the cash book:  

Bank Charges- 20+ Interest Charges- 500 =Rs 520 

4. Dividend Received: Rs 400 

 

Bank Reconciliation Statement of M/s Jivanjyot as on 31 March, 2015 

 Particulars  (Plus)  

Amount  

Rs.  

(Minus) 

Amount 

Rs.  
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1.   

2.   

 

3.  

4.   

5.    

6.   

 

 

Balance as per Cash book 

Cheques deposited but not credited by the bank  

Cheques issued but not presented to Bank 

Bank Charges and interest Charges 

Dividend Received 

Balance as per the pass book 

4,740 

 

 

3,020 

    

   400 

 

8,160 

 

2,780 

 

   

   520 

   

4,860 

8,160 

 

Illustration :14 The following were the bank column of the cash book of Prem 

Aggarwal. 

Date Particulars Amount Date Particulars Amount 

2014 Feb. 

1 

To balance b/d 450 2014 Feb. 

2 

By P.K. Goel 150 

        8 To R. Pandit 210         6 By T. Chopra   60 

       10 To P. Verma 600         8 By Ahmed   10 

       15 To B. Sharma 780       12 By Nandini 120 

       22 To P.  Patil 100       16 By Kapil 400 

       28 To Hari 240       22 By Bunty 300 

       31 To Tanu 300       24 By Sahil   40 

         28 By Wages  250 

         30 By R. Aggarwal 150 

         31 By V.K. Puri   80 

         31 By Balance c/d  1120 

  2,680   2,680 

 

 

Pass Book 
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Date Particulars Withdrawls 

Dr. 

Deposits 

Cr. 

Dr. or Cr. Balance 

2014 

Feb. 1 

Balance b/f   Cr. 450 

       6 Cheque 150  Cr. 300 

10 Cheque   60  Cr. 240 

12 Deposit  210 Cr. 450 

13 Cheque   10  Cr. 440 

14 Deposit  600 Cr. 1040 

15 Bank Charges   5  Cr. 1035 

15 Cheque 120  Cr. 915 

19 Deposit  780 Cr. 1695 

20 Cheque 400  Cr. 1295 

25 Deposit  100 Cr. 1395 

28 Cheque   40  Cr. 1355 

29 Cash 250   1105 

31 Standing order-

interest Charges 

100   1005 

You are required to prepare a Bank Reconciliation Statement. 

 

Solution: 

Reason for Differences 

1. Cheque Deposited but not credited by Bank: 

Hari - 240 + Tanu – 300 =Rs 540 

2. Cheque Issued but not Presented: 

Bunty-150 + R. Aggarwal- 150 + V.K. Puri- 80 =Rs 530 

3. Amount Debited by Bank but not entered in the cash book:  

Bank Charges- 5+ Interest Charges- 100 =Rs 105 

Bank Reconciliation Statement of Prem Aggarwal as on 28 February, 2014 
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 Particulars  (Plus)  

Amount  

Rs.  

(Minus) 

Amount

Rs.  

1.   

2.   

 

3.  

 

4.    

5.  

 

Balance as per Cash book 

Cheques issued but not presented to Bank 

Cheques deposited but not credited by the bank  

Bank Charges and interest Charges 

Balance as per the pass book 

 

1,120 

   530 

 

 

 

 

 

1,650 

 

 

   

540 

    

  105 

1,005 

1,650 

 

Illustration 15:  

The following were the bank column of the cash book of Raghav Aggarwal. 

Cash Book 

Date Particulars Amount Date Particulars Amount 

2015 

Feb. 1 

To balance b/d 5,700 2015 Feb. 

2 

By P.K. Traders 6,500 

       3 To P. Roy  2,000         4 By Rent     150 

       11 To Roy Bros.  6,000         7 By Ahmed  1,200 

       16 To Cash  2,000       15 By N. Ghosh  2,450 

       20 To Kiwi 

Corporation 

 1,400       26 By Insurance 

Premium 

    600 

         31 By Balance c/d   6,250 

  17,100   17,150 

 

Pass Book 

Date Particulars Withdrawls 

Dr. 

Deposits 

Cr. 

Dr. or Cr. Balance 
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2014 

Feb. 1 

Balance b/f   Cr. 5,700 

       4 P. Roy  2,000 Cr. 7,700 

4 Rent   150  Cr. 7,550 

6 P.K. Traders 6,500  Cr. 1,050 

8 Bank Charges    150  Cr.    900 

15 Roy Bros.  6,000 Cr. 6,900 

16 Cash  2,000 Cr. 8,900 

16 N. Ghosh 2,450  Cr. 6,450 

25 Interest     150 Cr. 6,600 

31 Standing order-

Club 

Subscription 

     500 Cr. 7,100 

You are required to prepare a Bank Reconciliation Statement. 

 

Solution: 

Reason for Differences 

1. Cheque Deposited but not credited by Bank: 

Kiwi Corporation – 1,400  

2. Cheque Issued but not Presented: 

Ahmed-1,200  

3. Amount Debited by Bank but not entered in the cash book:  

Bank Charges- 150 

4. Club Subscription – Rs 500 

5. Premium on Insurance= Rs 600 

6. Interest- Rs 150 

 

Bank Reconciliation Statement of Raghav Aggarwal as on 28 February, 2014 

 Particulars  (Plus)  (Minus) 
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Amount  

Rs.  

Amount

Rs.  

1.   

2.   

 

3.  

 

4.    

5.  

6.    

7.    

8.  

Balance as per Cash book 

Cheques issued but not presented to Bank 

Cheques deposited but not credited by the 

bank     

Bank Charges  

Club Subscription 

Interest  

Premium on Insurance 

Balance as per the pass book 

 

6,250 

1,200 

 

 

 

 

500 

150 

600 

 

8,700 

 

 

   

1,400 

    

 150 

 

 

 

7,150 

8,700 
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QUESTIONS 

 

Fill in the blanks: 

1. Basic purpose of reconciliation is……………. 

2. BRS is prepared by  ………………. 

3. …………… cheque which can only be encashed through the bank 

account. 

4. A cheque is said to be stale cheque if it is not presented in ……….. 

Time period. 

5. Balance of cash book shows………….. 

6. Favorable balance as per cash book shows ……………. Balance of 

cash book. 
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7. The copy of customer’s account with the Bank is 

called.................... 

8.  The cheques deposited are entered on the ....................of the bank 

column of cash book.  

9.  Bank Reconciliation statement is prepared to ....................the 

bank balance as shown by the cash book and the bank pass book. 

10. Cheques issued are posted on the ....................side of the 

bank column of Cash Book.  

 

(1-Matching of two books 2- client of bank 3- Account Payee cheque, 4- 3 

months , 5- cash in hand , 6- debit , 7- passbook , 8- debit side, 9- 

reconcile, 10- credit ) 

 

Objective type questions: 

1. A bank reconciliation statement is prepared by: 

a.Creditors  b.Debtors  c.Business  d.Any of these 

2. Overdraft as per cashbook means: 

a. Credit balance in the cash book 

b. Credit balance as per bank column of cash book. 

c. Neither of the two  

d. Both a and b 

3. A statement to reconcile the differences between cash book and pass 

book is known as :  
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a) Bank reconciliation statement    b) Account current  

c) Current Account     d) Ledger Account 

4. A Bank reconciliation statement is prepared with the balance of: 

a) Pass book  b) Cash book   c) Either cash book or pass book 

d) Neither cash book or pass book 

5. Overdraft as per pass book means:  

a) Credit balance in the cash book b) credit balance in the bank 

column of the cash book  c) Neither of the two.  

 

6. Bank reconciliation statement is prepared with the help of:  

a) Pass book and bank column of the cash book 

b) Pass book and cash column of the cash book  

c) Either of the a and b  

d) None of these 

7. Bank reconciliation statement is prepared on:  

a) January 1  b) December 31    c) Closing date of Account 

 d)On a  particular date 

8. Which of the following error results in unadjusted cash book balance? 

a. outstanding cheques 

b. Un presented cheques 
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c. Deposit in transit 

d. Omission of bank charges  

9. Favourable balance of bank statement implies that: 

a. Credit balance as per pass book 

b. Debit balance as per cash book 

c. Bank overdraft 

d. Both a and b 

10. The balance of cash book shows: 

a. Net Income  b. Cash in hand   c. Net expenditure 

d. Cash received 

 

(1-c 2- b 3- a 4- c 5- a , 6- a , 7-d , 8- d , 9- d  10- b) 

 

Very short answer type questions: 

Write true or false 

1. If there is an overdraft balance of the cash book is given, one would add 

bank charges not entered in the cash book earlier. 

2. The bank allows the client to give standing instructions for receipt and 

payment of certain items to it for a nominal charge. 

3. Every credit entry in the bank account of the cash book will be on the 

basis of cheque. 

4. An overdraft in the bank statement is included in the balance sheet as the 

current asset. 

5. Bank reconciliation statement is not the part of double entry system. 

( 1-true , 2- True , 3- false , 4- false, 5- true) 
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Short answer type questions: 

1. Why does the bank balance as shown by cash book and pass book 

differ?  

2. What do you mean by pass book?  

3. Briefly explain the term ‘favourable balance as per cash book’?  

4. Explain the term BRS in brief ? 

5. Give the Performa of BRS? 

 

Theoratical questions: 

1. Explain is meaning of bank reconciliation statement? 

2. Differentiate between cash book and pass book. 

3. State the reasons for preparation of bank reconciliation statement. 

4. What is called dishonoring of a cheque? 

5. State the performa for preparing bank reconciliation statement. 

6. What kind of differences that one can identify between cash book 

and pass book of the same month? 

 

Questions for Practice: 

1. From the following particulars of Mahindra Traders, prepare a, bank reconciliation 

statement as at May 31, 2014. 

(i) Balance as per cash book Rs. 3,000 on May 31, 2014. 

(ii) Cheque issued but not presented for payment Rs. 1,500 

(iii) Cheque deposited but not collected up to May 31, 2014 Rs. 1000 

(iv) Bank incidental charges debited by bank Rs. 200 



F:\  2016-17 books\accountancy book-11th (final 2016-17).docx                                          190 
 

(Ans: Balance as per passbook Rs. 3,300) 

 

2. From the following particulars of Gagan Traders, prepare a, bank reconciliation 

statement as at May 31, 2014.  

The cash book shows a bank balance of Rs. 7,000.  

 Cheque deposited in bank but not credited Rs. 2,000 

 Cheque issued but not yet present for payment Rs. 1,000 

 Insurance premium paid by the bank Rs. 1,000 

 Bank interest credit by the bank Rs. 200 

 Bank charges Rs. 1,000 

Directly deposited by a customer Rs. 2,000 

(Ans: Balance as per passbook Rs. 6,200). 

 

3.   Bank Pass book of M/s. Baldev Industries showed a credit balance of Rs.27,000 

on August 31,2006. But on that date there is difference between the cash book and 

the pass book due to the following reasons: 

1. Cheques issued before August 31,2006, amounting to Rs.10,000 had not been 

presented for payment. 

2. Two cheques of Rs.3,000 and Rs 5,000 were deposited into bank on August 31, but 

the bank gives credit for the same in August. 

3. Insurance premium directly paid by bank Rs.3,000. 

4. Rs.1,000 wrongly debited to the firm account by the bank. 

Prepare Bank Reconciliation Statement as on August 31,2006. 

(Ans: Balance as per cash book Rs. 29,000) 
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4. The passbook of Mr. Rahul current account showed a credit Balance of Rs. 20,000 

on dated December 31, 2014. Prepare a Bank Reconciliation Statement with the 

following information. 

(i) A cheque drawn on his saving account  of Rs. 400 but has been shown on 

current account. 

(ii) Two cheques of Rs. 300 and Rs. 500 issued on of December 25, but only the 

one cheque of Rs 300 was presented for payment. 

(iii) Another cheque of Rs. 500 issued by Mr. Mohit on December 25, but it was not 

presented for payment whereas it was recorded twice in the cash book. 

(Ans: Balance as per cash book Rs. 18,900) 

 

 5.   Cash Book of Mr Arora showed the credit balance of Rs90,600 as on January 31, 

2014 but the passbook shows a difference due to the following reason: 

A post dated cheque for Rs. 1,000 has been debited in the bank column of the cash 

book but not presented for payment.  

A cheque which was drawn in favour of Hari for Rs. 8,000  has not yet been 

presented for payment.  

Also, Cheque amounted to Rs. 1,500 deposited in the bank have not yet been 

collected. 

A cheque has been dishonoured for Rs. 5,000 

(Ans: Balance as per passbook (overdraft) Rs. 1,03,600). 

6. From the following particulars of Shyam prepare Bank Reconciliation Statement 

on January 31, 2014 

Balance as per pass book (overdraft) Rs16,000 

Interest on overdraft Rs 1,500 
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Insurance premium paid by the bank 1,000 

Cheques deposited but not yet credited 5,000 

Cheques issued but not presented for payment 5,000 

Wrongly credit to firm account by the bank 2,000 

(Ans: Overdraft balance as per cash book Rs15,500) 

 

7. The passbook of Mr. Shyam showed a overdraft balance of Rs. 10,000. Prepare 

bank reconciliation statement on dated January 31, 2014. 

(i) Bank charges debited as per passbook Rs. 200. 

(ii) Cheques recorded in the cash book but not sent to the bank for collection Rs. 

2,000. 

(iii) Received a payment directly from customer Rs. 4,000. 

(iv) Cheque issued but not presented for payment Rs. 7,000. 

(v) Interest credited by the bank Rs. 500. 

(vi) LIC paid by bank Rs. 2,000. 

(vii) Cheques deposited with the bank but not collected Rs. 3,000. 

(Ans: Overdraft as per cash book Rs. 14,300). 

 

8. The cash book of Brij Mohan showed an overdraft balance of Rs. 7,000 on January 

31, 2014. From the following particulars prepare a Bank Reconciliation Statement  

(1) Debited Rs. 100 by bank on account of Interest charges and Rs. 150 on account 

of bills charges. 

(2) Cheques drawn but not encashed before January, 31,2014 for Rs. 3,000. 

(3) The bank has collected and credited interest Rs. 500 in passbook. 
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(4) Cheques paid into bank but not collected and credited before January 31, 2014 

amounted Rs. 5,000. 

(Ans : Overdraft as per passbook Rs. 9,250). 

 

9. The following were the bank column of the cash book of Rakesh Aggarwal. 

Cash Book 

Date Particulars Amount Date Particulars Amount 

2014 Feb. 

1 

To balance b/d 5,780 2014 Feb. 

2 

By P.K. Traders 3,500 

       3 To P. Roy  2,500         4 By Rent     750 

       11 To R. Bros.  5,250         7 By Ahmed  1,200 

       16 To Cash  2,000       15 By N. Ghosh  2,450 

       20 To N.  Patil  1,420       26 By Insurance 

Premium 

    600 

         31 By Balance c/d   8,450 

  16,950   16,950 

 

Pass Book 

Date Particulars Withdrawls 

Dr. 

Deposits 

Cr. 

Dr. or Cr. Balance 

2014 

Feb. 1 

Balance b/f   Cr. 5,780 

       4 P. Roy  2,500 Cr. 8,280 

4 Rent   750  Cr. 7,530 

6 P.K. Traders 3,500  Cr. 4,030 

8 Bank Charges    150  Cr. 3,880 

15 R. Bros.  5,250 Cr. 9,130 

16 Cash  2,000 Cr. 11,130 

16 N. Ghosh 2,450  Cr. 8,680 
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25 Interest     120 Cr. 8,800 

31 Insurance 

Premium 

     600 Cr. 9,400 

You are required to prepare a Bank Reconciliation Statement. 

 

10. The following were the bank column of the cash book of Ganga Ram and sons 

Cash Book 

Date Particulars Amount Date Particulars Amount 

2014 Feb. 

15 

Cash 18,000 2014 Feb. 

1 

By Balance 20,000 

       18 Harisons 12,000         6 By Rajan & Co.  1,000 

       19 Amartex   5,000         7 By Sangeet ltd.  200 

      31 Balance c/d 3,820       15 By Gopal Ltd. 120 

         30 By Om Parkesh 17,500 

      

  38,820   38,820 

 

Pass Book 

Date Particulars Withdrawls

Dr. 

Deposits

Cr. 

Balance 

2014 Feb. 1 Balance b/f (Dr. )   20,000 

       5 Interest 500  20,500 

12 Charges 120  20,620 

15 Gopal Ltd. 120  20,740 

15 Cash  18,000 2,740 

18 Harisons  12,000 9,260 

25 Interest on securities       540 9,800 

28 Credit Transfer- Patel       100 9,900 

31 Dividend Warrant        500 10,400 (Cr.) 

You are required to prepare a Bank Reconciliation Statement. 
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CHAPTER- 6 

RECTIFICAITON OF ERRORS 

 
6.1 Introduction 

We have learnt in the chapter of trial balance that a Trial 

Balance is prepared to check the arithmetic accuracy of 

transactions recorded in a Journal, posting them into the 

ledger and balancing the ledger account. If a Trial Balance 

balances, it is assumed that recording, posting etc. have 

been done correctly. But if Trial Balance agrees it may not 

be said that the recording, posting etc has been done 

correctly because there may be some errors in the 

accounting records. For example if a credit sale is omitted to 

be entered in the Sales Book, it will not affect the trial 

balance because both the Debit and the Credit aspects of 

this transaction are not recorded. In other words errors in 

the records may or may not affect Trial Balance. So whether 

the trial balance agrees or it does not agree there may be 

chances of errors. The errors whether affecting the Trial Balance or not must be 

detected and rectified. 

 

6.2 Different Types of Errors (From Nature Point of View) 

On the basis of nature, the errors can be classified into four categories: 

a. Errors of Omission. 

b. Errors of Commission. 

c. Errors of Principle. 

d. Compensating Errors. 

 

6.2.1 Errors of Omission 

Error of omission is the error when a transaction is completely or partialy omitted 

to be recorded in the books of account. The error of omission can be of two types 

errors of complete omission and errors of partial omission. 

 

Learning Objectives 

After going through 

this chapter you will be 

able to understand: 

1. The various types 

of errors with 

examples. 

2. The process of 

rectification of 

errors. 

3. To locate and 

detect errors. 

4. To explain the 

meaning and utility 

of suspense A/c. 
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Error of complete omission occurs when the transaction is not completely recorded 

in the books or the transaction is recorded in journal but not posted in the ledger. 

These type of errors do not affect the trial balance because the complete entry has 

been omitted in the books.  

 

Examples  

1. Goods sold to X on Credit but not recorded in Sales Book. 

2. Credit sale of old furniture to Mahesh for Rs 5000 omitted to be posted. 

3. Goods taken by the proprietor were not recorded anywhere. 

4. Goods returned by customer were not recorded in books. 

5. Goods purchased from Hari were not recorded in purchase book. 

 

Error of partial omission occurs when the transaction is not completely recorded or 

if recorded has not been posted in the ledger accounts. These type of errors affect 

the trial balance and the trial balance does not agree. 

 

Examples  

1. Goods sold to X on Credit recorded in Sales Book but not posted to the A/c of X. 

2. Goods purchased on credit from Y recorded in purchase book but not posted 

in the A/c of Y. 

 

6.2.2 Errors of Commission 

Errors of commission occurs due to wrong recording, wrong posting, wrong 

carrying forward, wrong totaling of subsidiary books or wrong balancing etc. These 

errors are of clerical nature and most of the errors of commission affect in the trial 

balance.  

 

Examples 

1. Goods of Rs 4000 purchased on credit from Mohan are recorded in the 

purchase book as Rs 14000. 

2. Sales book is totaled as Rs 10000 instead of Rs 100000. 

3. Total of purchase book is carried forward as Rs 10000 instead of Rs 100000. 
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4. Goods sold to X for Rs. 550, entered to the credit of X's A/c instead of 

posting to the debit side of his account. 

  

6.2.3 Errors of Principle 

These errors are caused due to the violation of accounting principles i.e. allocation 

between Capital and Revenue Items. Such errors do not affect the trial balance as 

the amounts are placed on the correct side but in a wrong account. 

 

Example 

1. Wages paid for the installation of new machinery charged to Wages A/c 

instead of Machinery A/c. 

2. Rs. 200 paid for the repairs of old Machinery but debited to Machinery A/c 

instead of Repairs A/c. 

3. Rent paid to the landlord is recorded in the cash book as payment to 

landlord. 

 

6.2.4 Compensating Errors 

When two errors are committed in such a way that the effect of one error is 

nullified by other error it is called compensating error. Such errors do not affect the 

trial balance because of their compensating nature. 

 

Example 

1. On July, 1st 2011 a sum of Rs. 2,000 paid to Mohit is posted as Rs. 200 to 

the Debit of his A/c and on July 20th, 2011 a sum of Rs. 200 paid to Sunil 

has been posted as Rs. 2,000 to the Debit of his A/c. Net Effect will be zero. 

2. Anil’s account was debited with Rs 100 instead Rs 1000 while Sunil’s 

account was debited with Rs 1000 instead Rs 100. Net effect is zero. 

 

 

 

 

 

Errors of Principles and compensating Errors don't affect Trial Balance. 
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6.3 Different Types of Errors (From Rectification Point of View) 

When we have to rectify the errors, the errors can be classified into two categories: 

 

1. Errors which affect the trial balance (One sided errors) 

The errors which affect the trial balance usually affect only one account and a 

suspense account has to be opened in order to rectify these errors. Some one-

sided errors are given below: 

a. Errors in totaling of Subsidiary books or ledger A/c - i.e. overcast or 

undercast. 

b. Error in the Balancing of Ledger A/c.  

c. Error in posting to the correct A/c but with the wrong amount or to the 

wrong side or both.  

d. Errors of Partial omission 

e. Omitting to show an A/c in the Trial Balance. 

 

2. Errors which do not affect the trial balance (Two sided errors) 

The errors which do not affect the trial balance are compensating errors and 

these affect two accounts. These type of errors can be rectified by passing a 

journal entry. Some two-sided errors are given below: 

a. Errors of complete omission. 

b. Wrong recording in the books of original entry. 

c. Complete omission from posting to the A/c. 

d. Errors of posting to the wrong A/c but on the correct side. 

e. Compensating errors. 

f. Errors of principle. 

 

6.4 Steps to Locate the Errors 

The difference in trial balance must be located and rectified. The following steps are 

useful in locating the errors: 

1. The totals of debit and credit columns of the trial balance should be totalled 

again in order to find out the difference. 

2. The difference in amount or omission of an account can be found by comparing 

the account appearing in the trial balance with that of accounts in ledger. 
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3. Casting of subsidiary books should be checked again if the difference is of Rs 1, 

Rs 10, Rs 100 etc. 

4. The correctness of the posting in accounts should be checked again. 

5. The difference may indicate an omission of posting. For example if the 

difference of Rs 2100, the accountant should check all the accounts with 

balance of Rs 2100. 

6. If the difference is divisible by 9, the mistake can be due to the transposition of 

figures. For example an item of Rs 459 can be posted as 954. 

7. If the above given rules do not help a complete rechecking is necessary. 

 

6.5 Rectification of Errors 

As explained above the errors should be located and rectified. The rectification of 

errors has following objectives: 

a. Rectification of errors helps in correct preparation of accounts. 

b. Rectifications of errors help to ascertain correct profit and loss. 

c. True and fair financial position of the business can be ascertained by 

rectification of errors. 

Rectification of errors is done in two ways: 

1. Rectification of errors not affecting the trial balance. 

2. Rectification of errors affecting the trial balance. 

 

6.5.1 Rectification of Errors not Affecting Trial Balance 

The errors which do not affect the trial balance are two sided errors. There errors 

affect two or more accounts. These types of errors can be rectified by recording a 

rectifying journal entry. Rectification of errors which affect two or more accounts 

are as follows: 

a. Errors of Recording 

An error in recording occurs in subsidiary books. Wrong recording affect the 

total of the account and individual account is also incorrectly posted. Such 

errors can be corrected by passing a rectifying entry through the following 

procedure: 

1. Pass the incorrect entry which was passed. 

2. Pass the reverse entry of the incorrect entry. 
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3. Pass the correct entry which should have been passed. 

4. Pass the rectifying entry which is the net of the reverse entry and the 

correct entry. 

 

a. Errors of Posting to Wrong Account 

Sometimes the posting can be made to a wrong account. Such errors can be 

rectified by passing a journal entry. 

 

b. Error of Principle 

Error of principle do not affect the trial balance. These errors can also be 

corrected by passing the rectifying entry as discussed in the procedure 

mentioned in errors of recording. 

 

c. Error of Omission 

These errors can be rectified by passing only the omitted transaction. A 

journal entry can be passed for recording the omitted transaction. For 

example credit purchase from Ranjit was omitted. This error can be rectified 

only by passing the correct journal entry of credit purchase from Ranjit. 

 

Illustration : 1 

Pass the journal entry to rectify the errors: 

d. Credit sale of Rs 1300 to Anil was recorded as sale to Sunil as Rs 3100. 

e. Credit sale to Pankaj Rs 3400 was recorded as Rs 4300. 

f. Credit sale of old machinery to Sanam for Rs 1200 was entered in the 

sales book for Rs 2100. 

g. Credit sale of Rs 1600 to Sonika was recorded in purchase book. 

 

Solution: 

Date Particulars L.F Dr. Cr. 

I Sales A/c 

Anil 

     To Sunil 

(Being the credit sale of Rs 1300 to Anil 

 1800 

1300 

 

 

3100 
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recorded as sale to Sunil as Rs 3100 rectified) 

Ii Sales A/c 

     To Pankaj 

(being the credit sale of Rs 3400 to Pankaj 

recorded as Rs 4300 being rectified) 

 900  

900 

Iii Sales A/c 

    To Sanam 

    To Machinery A/c 

(being the credit sale of machinery to Sanam 

for Rs 1200 entered in sales book as Rs 2100 

being rectified) 

 2100  

  900 

1200 

Iv Sonika 

   To Purchase A/c 

   To Sales A/c 

(being the credit sale of Rs 1600 to Sonika 

recorded in the purchase book now rectified) 

 3200  

1600 

1600 

 

 

Illustration : 2 

Pass the journal entry to rectify the errors: 

a. Credit purchases from Amit not recorded for Rs. 8,000. 

b. Wages paid Rs. 500 for the installation of a new Machinery were recorded 

in wages A/c. 

c. Credit sales to Anil for Rs. 5,000 were posted to Amit's A/c. 

d. Goods purchased from Ram for Rs. 900 were recorded in Sales Book. 

e. Goods returned to Amit for Rs. 1,000 entered as Rs. 100. 

 

Solution: 

Date Particulars L.F Dr. Cr. 

I Purchases A/c 

    To Amit 

(Being credit purchases to Amit omitted to be 

recorded) 

 8,000  

8,000 
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Ii Machinery A/c 

  To Wages 

(Being wages paid for installation of new 

machinery wrongly debited to wages account) 

 500  

500 

Iii Anil 

  To Amit 

(Being credit sale to Anil wrongly debited to 

Amit’s A/c) 

 5,000  

5,000 

Iv Purchases A/c 

Sales A/c 

   To Ram 

(Being credit purchase from Ram wrongly 

passed through sales book) 

 900 

900 

 

 

1,800 

V Amit A/c 

   To  Purchase Returns A/c 

(being goods returned to Amit entered short 

by Rs 900) 

 900  

900 

 

Illustration : 3 

Pass the journal entry to rectify the errors: 

a. Return of goods amounting to Rs 5000 by a customer was taken into 

stock but no entry was passed. 

b. Credit purchase of goods of Rs 1500 from Mohan & Co was not recorded 

in the books although the goods were taken into stock. 

c. Return of goods amounting to Rs 500 by Mohan was entered in the 

purchase return book. 

d. Return of goods of Rs 800 to Sohan was passed through the sales return 

book. 

e. Credit sale of goods to Sunil amounting to Rs 5000 was posted to the 

account of Surmail. 
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Solution: 

Date Particulars L.F Dr. Cr. 

I Return inward A/c 

   To Customer 

(being the goods returned by customer 

omitted in books, rectified) 

 5000  

5000 

Ii Purchases A/c 

   To Mohan & co 

(being the rectification of purchase of goods 

from Mohan & Co) 

 1500  

1500 

Iii Purchase Return A/c 

Sales Return A/c 

    To Mohan 

(being the rectification of Returns from Mohan 

passed through purchase return book) 

 500 

500 

 

 

1000 

Iv Sohan 

    To Sales Return A/c 

    To Purchase Return A/c 

(being the rectification of purchases return to 

sohan passed through sales return book) 

 1600  

800 

800 

V Sunil 

   To Surmail 

(being the sale made on credit to sunil posted 

wrongly to the debit of surmail, being 

rectified) 

 5000  

5000 

 

 

6.5.2 Rectification of Errors Affecting Trial Balance 

The one sided errors can be rectified by giving an explanatory note or by recording 

a journal entry with the help of suspense account. Suspense account is the 

account to which the amount being the difference in trial balance is placed. If the 

total of debit side is short, suspense account will show debit balance. If the total of 

credit side is short, suspense account will show credit balance. 
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Illustration : 4 

There was a difference of Rs 725 in a trial balance, which was transferred to a 

suspense account. Later on the following errors were discovered. 

a. An amount of Rs 375 has been placed on the debit side of commission account 

instead of Rs 275. 

b. Goods worth Rs 200 purchased from sohan lal have been posted to his 

personal account as Rs 250. 

c. Total of sales return book is overcast by Rs 475. 

d. A credit amount of Rs 50 posted as Rs 150 on the debit side of a personal 

account. 

e. Only Rs 20 are recorded in the bills receivables book instead of Rs 200. 

f. Goods of Rs 300 sold to Mahesh but recorded in the purchase book. 

 

Solution: 

Date Particulars L.F Dr. Cr. 

I Suspense A/c 

 To Commission 

 100  

100

ii Sohan lal 

      To suspense A/c 

 50  

50 

iii Suspense A/c  

     To sales return  

 475  

475

iv Suspense A/c 

    To personal A/c 

 200  

200

v Bill receivable A/c 

    To personal A/c 

 180  

180

vi Mahesh 

    To Purchase A/c 

    To sales A/c 

 600  

300

300
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Dr.                                      Suspense A/c                                      Cr. 

Particulars Rs Particulars Rs 

To commission A/c 100 By Balance b/d 725

To sales Return A/c 475 By Sohan Lal 50

To personal A/c 200  

 775  775

 

 

Illustration : 5 

The trial balance of Ram has an excess credit of Rs 1160, which was 

transferred to a suspense account. Later on the following errors were 

discovered. 

a. A sum of Rs 275 paid for the repairs of the plant was posted to the 

plant and machinery account as Rs 75. 

b. A credit purchase of Rs 200 from R was entered in the sales book. 

However it was correctly entered in R’s account. 

c. A receipt of Rs 190 from Ved in settlement of his account for Rs 200 

was correctly entered in cash account and Ved’s account but no 

recording was done for discount. 

d. Periodical total of the purchases book was undercast by Rs 100. 

e. A sum of Rs 500 paid against his acceptance to Radhey was posted to 

the debit of Radhey’s account as Rs 50. 

 

Solution: 

Date Particulars L.F Dr. Cr. 

i Repair A/c 

   To plant and machinery A/c 

   To suspense A/c 

 275  

75 

200

ii Purchase A/c 

Sales A/c 

   To suspense A/c 

 200 

200 

 

 

400 



F:\  2016-17 books\accountancy book-11th (final 2016-17).docx                                          206 
 

iii Discount A/c 

   To Suspense A/c 

 10  

10 

iv Purchase A/c 

   To Suspense A/c 

 100  

100

v Bill payable A/c 

    To Radhey 

    To Suspense A/c 

 500  

50 

450

 

 

Dr.                                        Suspense A/c                                       Cr. 

Particulars Rs Particulars Rs 

To Bal b/d 1160 By Repairs A/c 200

 By Purchase A/c 200

 By Sales A/c 200

 By Disc. Allowed A/c 10

 By Purchase A/c 100

 By B.P A/c 50

 1160  1160
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Questions 

Fill in the Blanks 

1. Errors of omission permits __________________________. 

2. A suspense account will give the ____________________. 

3. Goods destroyed by fire should be credited to ______________. 

4. Sale of office furniture should be credited to _____________. 

5. A trial balance does not locate any ______________________. 

 

[Trial balance to agree, debit or credit balance, as the case may be, trading account, 

office furniture account, error] 

 

Objective Type Questions 

1. which of the following error is disclosed by the trial balance: 

 a. non-recording of an entry in the book of original entry 

 b. wrong amount posted in ledger account 

 c. error of principle 

 

2. if a account if wrongly balanced it is an error of: 

 a. ommission 

 b. commission 

 c. principle 

 

3. wages paid for the erection of cycle shed of factory should be debited to: 

 a. cash account 

 b. building account 

 c. wages account 

 

4. cash sales of Rs 1350 was posted as Rs 1305. The rectifying enrty will be: 

 a. suspense account Dr.  45 

  To Sales account    45 
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 b. cash account  Dr.  45 

  To sales account    45 

 c. neither of the two 

 

5. which of the following error does not effect more than one account: 

 a. errors of omission 

 b. errors of recording 

 c. errors of posting 

6. which of the following error affect one account only: 

 a. error of posting 

 b. error of carry forward 

 c. both a and b 

 

7. the profit and loss account will be affected if there is an error in: 

 a. personal account 

 b. real account 

 c. nominal account 

 d. all of the above 

 

8. if there is an error in nominal account then it will affect 

 a. only profit and loss account 

 b. only balance sheet 

 c. both a and b 

 

9. if a transaction is omitted to be recorded to a nominal account 

 a. profit will increase or loss will reduce 

 b. profit will decrease or loss will increase 

 c. no effect on profit and loss 

 

[Ans: 1 (c), 2 (b), 3 (b), 4 (c), 5 (c), 6 (c), 7 (d), 8 (c) ,9 (a)] 

 

Very Short Answer Type Questions 

1. What is meant by error of principle? 
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2. What is meant by error of commission? 

3. What are classification of errors? 

4. Give one example of error of principle. 

5. Give one example of error of commission. 

6. Give one example of two sided error. 

7. Give one example of one sided error. 

8. What is meant by compensating error? 

9. What is error of partial commission? 

10. Give one example of compensating error. 

 

Short Answer 

1. What is error of commission? 

2. Explain the errors of commission. 

3. What is one sided errors? 

4. What are two sided errors? 

5. Give one example of one sided error. 

6. What is meant by rectifying entry? 

7. What do you mean by suspense account? 

8. What are the errors affecting trial balance? 

9. Give two examples of errors of principle. 

10. What are errors of omission? 

 

Long Answer 

1. What are different types of errors? Give two examples of each? 

2. What are different errors from rectification point of view? 

 

 

Practical Problems 

 

1. Correct the following errors in Harman’s books 

a. Sale of old furniture for Rs 15,000 was treated as sale of goods. 

b. Rent of proprietors’ house Rs 3,000 was debited to rent account. 

c. Cash received from Anil Rs 2,500 was credited to Anil’s account. 
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d. Sales to Vinod of Rs 154 posted to his account as Rs 145. 

e. Sales of Rs 3,000 to Malkeet were recorded as Rs 300 in the sales book. 

 

2. Rectify the following errors in Naveen’s books 

a. The returns inward book has been overcast by Rs 300. 

b. Purchases journal was undercast by Rs 5,000. 

c. A purchase of Rs 2,000 from Nalin was omitted to be entered in the purchase 

book. 

d. Sales book has been overcast by Rs 4,000. 

e. Returns inward journal has been overcast by Rs 9,000. 

 

3. Rectify the following errors 

a. Depreciation provided on machinery Rs 5,000 was not posted. 

b. Discount allowed to a debtor Rs 3,000 on receiving cash from him was not 

posted to discount account. 

c. Goods withdrawn by proprietor for personal use Rs 6,000 were posted as Rs 

2,500. 

d. Bad debts written off Rs 400 were not posted. 

e. Bill receivable for Rs 2,500 received from a debtor was posted as Rs 3,500. 

 

4. An accountant of a trading concern could not agree the Trial Balance. There 

was an excess credit of Rs. 100 which he transferred to the suspense A/c. The 

following errors were then subsequently discovered : 

a. Received Rs. 550 from X, were posted to the debit of his account. 

b. Rs. 100 being purchase return were posted to the debit of purchases A/c. 

c. Discount received Rs. 200 Correctly entered in the Cash Book but posted to 

the debit of the discount A/c. 

d. Salary paid Rs. 3,500 to x were posted to the salary A/c as Rs. 2,500. 

e. A purchase of Rs. 400 has been passed through Sales Book. However the 

customer's account has been correctly credited. 

 

5. Pass journal entries rectifying the following errors: 
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a. A cheque for Rs 10000 was received from Raman on which Rs 200 cash 

discount was allowed. The cheque was not honoured on due date and the 

amount of discount was credited to discount received account. 

b. Rs 2000 paid as wages for machinery installation was debited to wages 

account. 

c. Rs 5000 received from Rakesh were credited to his personal account. The 

amount has been recorded as bad debt earlier. 

d. Repair bill of machinery was recorded as Rs 100 against the bill amount of 

Rs 1000. 

 

6. Rectify the following errors: 

a. Wages paid for construction of office debited to the wages account Rs 5000. 

b. Machinery purchased for Rs 35000 was passed through the purchases 

account. 

c. Old furniture sold for Rs 1000 passed through the sales book. 

d. Rs 2000 paid to Anil & co against acceptance were debited to Malhotra bros 

A/c. 

e. Sales of Rs 204 to Ram debited to his account as Rs 402 and purchases of 

Rs 1012 from Shyam credited to his account as Rs 1210. 

 

7. Rectify the following errors: 

a. Credit sales to Mohan Rs 7000 were posted to Sohan. 

b. Credit purchases from Rohan Rs 9000 were posted to Gobind. 

c. Goods returned to Rakesh Rs 4000 were posted to Naresh. 

d. Goods returned from Mahesh Rs 1000 were posted to Manish. 

e. Cash sales Rs 2000 were posted to commission account. 

 

8. Rectify the following errors: 

a. Credit sales to Mohan Rs 7000 were posted as Rs 9000. 

b. Credit purchases from Rohan Rs 9000 were posted as Rs 6000. 

c. Goods returned to Rakesh Rs 4000 were posted as Rs 5000. 

d. Goods returned from Mahesh Rs 1000 were posted as Rs 3000. 

e. Cash sales Rs 2000 were posted as Rs 200. 
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9. Rectify the following errors: 

a. Furniture purchased for Rs 10,000 wrongly debited to purchases account. 

b. Machinery purchased on credit form raman for Rs 20,000 was recorded 

through purchases book. 

c. Repairs on machinery Rs 1400 debited to machinery account. 

d. Repairs on overhauling of secondhand machinery purchased Rs 2000 was 

debited to repairs account. 

e. Sale of old machinery book valur of Rs 3000 was credited to sales account. 

 

10. The trial balance disclosed  a difference or Rs 417 placed on the credit side of 

the suspense account. Later on the following errors were located. 

a. Goods worth Rs 200 purchased from sohan had been posted to his account 

as Rs 250. 

b. A purchase of furniture for Rs 500 was recorded in the purchase book. 

c. Instead of crediting gian’s account with Rs 512 it was debited with Rs 215. 

d. Goods worth Rs 130 returned by gian were entered in the sales book and 

posted therefrom to the credit of gian’s personal account. 

Pass the rectifying entries and prepare a suspense account. 

 

11. Trial balance of raju showed an excess debit of Rs 10,000. He put the difference 

to suspense account and discovered the following errors: 

a. Depreciation written off the furniture Rs 6000 was not posted to the 

furniture account. 

b. Credit sales to Raman Rs 10000 were recorded as Rs 7000. 

c. Purchase book undercast by Rs 2000. 

d. Cash sales to Ram Rs 5000 were not posted. 

e. Old machinery sold for Rs 7000 was credited to sales account. 

f. Discount received Rs 800 from karan on paying cash to him was not 

posted. 

Rectify the errors and prepare suspense account. 
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12. Give journal entries to rectify the following errors assuming that suspense 

account has been opened. 

a. Goods distributed as free samples Rs 5000 were not recorded in the books. 

b. Goods withdrawn for personal use by the proprietor Rs 2000 were not 

recorded in the books. 

c. Bill receivable received from a debtor Rs 6000 was not posted to his 

account. 

d. Total of Returns inwards book Rs 1200 was posted to returns ouwards 

account. 

e. Discount allowed to returns Rs 700 on receiving cash from her was 

recorded in the books as Rs 70. 

 

13. Pass the rectification entries for the following transactions: 

a. A builder’s bill for Rs 25000 for erection of a small shed was debited to 

repairs account. 

b. Repairs to plant amounting to Rs 2000 had been charged to plant and 

machinery account. 

c. Wages paid to the firm’s workmen for making certain additions to 

machinery amounting to Rs 1340 were debited to wages account. 

d. A cheque for Rs 7500 received from desai was credited to the account of 

Gupta. 

e. Goods to the value of Rs 7000 returned by X were included in closing stock 

but no entry was passed. 

 

14. A trial balance is not agreeing. It showed an  excess credit of Rs 16000. The 

difference is put in suspense account. Subsequently the following errors were 

revealed: 

a. Cash received from mohit Rs 4000 was posted to Mahesh as RS 1000. 

b. Cheque for Rs 5800 received from arun in full settlement of his account of 

Rs 6000 was dishonoured. No entry was passed in the books on dishonor of 

the cheque. 

c. Rs 800 received from khanna whose account had previously been written 

off as bad was credited to his account. 
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d. Credit sales to manav for Rs 5000 was recorded through the purchases 

book as Rs 2000. 

e. Purchase book undercast by Rs 1000 

f. Repairs on machinery Rs 1600 wrongly debited to machinery account as Rs 

1000. 

g. Goods returned by nathu Rs 3000 were taken into stock. No entry was 

passed in the books. 
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CHAPTER- 7 

DEPRECIATION, PROVISIONS AND RESERVES 

SECTION – I 
(Depreciation) 

 
7.1 Meaning 

As you are aware, the fixed assets are the assets which 

are used in the business for more than one accounting 

year. The entire cost of fixed assets cannot be charged 

as expense in the year in which it is incurred. If we do 

so the matching principle is violated. As per matching 

principle the revenue of the given period is matched 

with the expenses of the same period. The cost of fixed 

assets has to be spread over the accounting years in 

which it provides benefits. The need to spread the cost 

of fixed assets over different accounting years has 

coined the term depreciation. 

 

In simple words depreciation is the reduction in the 

book value of an asset over time, due to wear and tear. 

The meaning of depreciation will be clearer if we go 

through the following definitions: 

 

1. According to Institute of Cost and Management Accounting, London “The 

depreciation is the diminution in intrinsic value of the assets due to use 

and / lapse of time.” 

 

2. According to accounting standard – 6 issued by Institute of chartered 

accountants of India (ICAI) “Depreciation is a measure of the wearing out, 

consumption or other loss of value of depreciable asset arising out from 

use, effluxion of time or obsolescence through technology and market 

change. Depreciation is allocated so as to charge fair proportion of 

 

Learning Objectives 

After going through this 

chapter you will be able to 

understand: 

5. The meaning and 

concept of depreciation. 

6. The need for charging 

depreciation and 

identify its causes. 

7. The methods of 

providing depreciation. 

8. Explain the meaning 

and purpose of creating 

provisions and reserves. 

9. Distinguish between the 

provisions and reserves. 

10. The types of provisions 

and reserves. 
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depreciable amount in each accounting period during the expected useful 

life of the asset.” 

 

Various features of depreciation which can be inferred from the above definitions are 

as follows: 

1. Depreciation is the gradual decrease in the book value of the fixed asset. 

2. Depreciation does not impact the market value of the fixed asset. 

3. Depreciation is a non cash expense. 

4. Depreciation is continuing process. 

5. Depreciation is charged against profit and loss account. 

6. Depreciation must be deducted before calculating the taxable profit. 

 

7.2 Other Related Terms 

Accountants have developed certain specific terms to denote the loss in the value of 

particular assets, other than depreciation. These terms are: 

a. Depletion 

The term depletion is related to decrease in mineral wealth of mines. A firm may 

have certain mineral wealth such as oil, coal, iron ore etc. the more we extract 

mineral wealth from these mines the more mines are depleted. The accounting 

treatment of both depletion and depreciation is same. 

b. Amortization 

The word amortization is used to show loss in the value of intangible assets. 

Intangible assets are goodwill, patents, trademarks and copyrights etc. These 

assets are written off over a certain period. 

c. Fluctuation 

Increase and decrease in the market value of assets is known as fluctuation. As 

we record the value of these assets on historical basis, we do not pass any entry 

for the fluctuations in the market value of assets. In case of permanent fall in 

the value of investments, fluctuations may be recorded. 

d. Obsolescence 

Depreciation is charged on all fixed assets except land because land has an 
infinite economic life. 
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Sometimes new inventions throw away the existing machines and equipments 

as obsolete (useless) although the old machines and equipments are not 

completely useless. The firm will have to replace the old machine and 

equipment with the latest, up-to-date machine. The loss due to the 

obsolescence of the old machine and equipment is known as obsolescence. 

 

7.3 Causes of Depreciation 

The main causes of depreciation are: 

1. Wear and Tear 

Wear and tear refer to a decline in the efficiency of asset due to its constant 

use. When an asset loses its efficiency, its value goes down and depreciation 

arises. The plant and machinery, building, furniture, tools and equipments 

used in the factory are depreciated due wear and tear. 

2. Effusion of Time 

The value of asset may decrease due to the passage of time even if it is not in 

use. There are some intangible assets like copy right, lease hold premises which 

decrease its value with passage of time. 

3. Exhaustion 

An asset may lose its value because of exhaustion. The mines, quarries and oil 

wells will exhaust on account of continuous extraction. 

4. Obsolescence 

Changes in fashion are external factors which are responsible for throwing out 

of assets, even if they are in good condition. For example black and white 

televisions have become with the introduction of colour television. 

5. Accidents 

The asset may also lose their value due to accidents. Accidental loss may be 

permanent but is not continuing and gradual. 

 

 

Of the above causes of depreciation only (1) and (2) are relevant to 
depreciation. Other factors are only considered as and when they occur and 
they do not happen to all assets. 
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7.4 Need of Charging Depreciation 

The need for providing depreciation arises from the following reasons: 

1. Ascertainment of True Profit and Loss 

Depreciation is a loss. So unless it is considered like all other expenses and 

losses, true profit and loss cannot be ascertained. In other words, depreciation 

must be considered in order to find out true profit and loss of a business. 

2. Ascertainment of True Cost of Production 

Goods are produced with the help of plant and machinery which incurs 

depreciation in the process of production. This depreciation must be considered 

as part of cost of production of goods otherwise the cost of production will be 

less than its true cost. 

3. True Valuation of Assets 

Value of assets decreases gradually on account of depreciation. If depreciation 

is not taken into account, the value of asset will be shown in the books at a 

figure higher than its true value and hence the financial position of the 

business will not be disclosed through balance sheet. 

4. Replacement of Assets 

The assets will be completely exhausted on account of use. Purchase of new 

asset will require a large amount of money. Funds should be retained, out of 

profits, for the replacement of assets. These funds are available for replacement 

of the asset when its life is over. 

5. Legal Restriction 

It is necessary to charge depreciation to comply with the legal provision. 

Companies Act, 2013 and income Tax Act, 1962 require to charge depreciation 

in the profit and loss account. 

 

7.5 Various Methods of Depreciation 

There are different methods of providing depreciation. Some of the main methods of 

depreciation are given below: 

1. Straight Line Method 

2. Diminishing Balance Method 

3. Sum of the Years Digits Method 

4. Annuity Method 
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5. Machine Hour Rate Method 

6. Depreciation Fund Method 

7. Insurance Policy Method 

8. Double Declining Method 

First two methods are mandated by law and enforced by professional accounting 

practice in India. So we shall discuss only two main methods of providing depreciation 

i.e. Straight Line Method and Diminishing Balance Method.  

 

7.5.1 Straight Line Method 

This is oldest method used for providing depreciation. Under this method the 

depreciation is charged on the original cost of the asset. The assumption under this 

method is that the asset is used equally over its entire useful life. This is also called 

fixed installment method because the amount of depreciation calculated will be equal 

in all the years. The amount charged annually reduces the value of the asset to its 

scrap value at the end of the life of the asset. The depreciation amount is calculated by 

applying the following formula: 

 

 

 

 

 

Depreciation may also be expressed as a rate and the rate can be calculated as 

follows: 

 

 

 

As per accounting standard-6, the depreciation method should be applied 
consistently from period to period. Change in depreciation method may be 
allowed only under specific circumstances. 

Depreciation = 
Cost of Asset – Scrap Value

Estimated Life of the Asset

Rate of Depreciation = 
Amount of Depreciation (Annual) 

Cost of Acquisition

X    100 

Scrap value it the estimated value of the asset at the end of its useful life. It is 
the amount which is expected to be received when the asset is sold at the end 
of useful life. 
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Illustration 1: The original cost of a machine is Rs 1,25,000. The useful life of the 

asset is 10 years and net residual value is Rs 25,000. The amount of depreciation in 

this case will be: 

 

 

 

 

 

 
     

     =   Rs 10,000 
 

Now, in the above example the value of machine will decrease by Rs 10,000 every year 

for 10 years. After 10 years the value of machine will be reduced to its scrap value i.e. 

Rs 25,000. 

The rate of depreciation in this case can be calculated as follows: 

 

 

 

 

          =        8% 

 

Merits of Straight Line Method 

1. This method is very simple to calculate and easy to understand. 

2. This method helps to distribute the depreciation cost over the useful life of the 

asset uniformly. 

3. The comparison of profits of different years becomes easy as the same amount 

of depreciation is charged over the years. 

4. This method is useful for those assets whose life can be determined accurately. 

 

Demerits of Straight Line Method 

1. This method charges same depreciation over the entire life of the asset taking a 

wrong assumption that the efficiency of the asset will be same for different 

years. Whereas the efficiency of the asset goes on decreasing over the years. 

Depreciation = 
Cost of Asset – Scrap Value

Estimated Life of the Asset

Depreciation =
   1,25,000 – 25,000

               10

Rate of Depreciation = 
10,000

 1,25,000

X    100
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2. This method cannot be used for those machines where it is difficult to estimate 

the accurate life of the asset. 

3. Under this method the book value of the asset becomes zero, still the asset is 

used in the business. 

 

7.5.2 Written Down Value Method 

Under this method the depreciation is charged at a fixed rate on the book value of the 

asset. The book value keep on reducing due to the annual charge of depreciation so 

this method is also called written down value method or reducing balance method. The 

amounts of depreciation keep on reducing year after year under this method unlike 

the depreciation remain same in case of straight line method.  

 

The rate of depreciation can be calculated under written down value method as under: 

 

 

 

 

 

 

Where  R = Rate of Depreciation (in %) 

  n = Useful Life of Asset 

  S = Scrap Value at the end of Useful Life 

  C = Cost of the Asset 

 

Illustration 2: The original cost of a machine is Rs 1,00,000. The useful life of the 

asset is 3 years and net residual value is Rs 10,000. The rate of depreciation under 

written down value method will be: 

 

Merits of Written Down Value Method 

1. This method is based on the assumption that the benefits from the asset will go 

on reducing with passage of time. Therefore higher depreciation is charged in 

the earlier years when the asset quality is more and lower depreciation is 

charged in later years when the asset quality deteriorates. 

R = S      

 
X  100 

C
1 - n
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2. There is same burden on profit and loss account of depreciation and repair 

expenses. 

3. The income tax act accepts this method of depreciation. 

4. The loss due to obsolescence is reduced under this method, as large portion of 

cost of the asset is written off in the earlier years. 

5. The depreciation is easy to compute under this method in case of expansion 

and increase in assets. 

 

Demerits of Written Down Value Method 

1. The asset will never be reduced to zero under this method because the 

depreciation is calculated at a fixed percentage of written down value. 

2. It is not an easy task to calculate the exact rate of depreciation under this 

method. 

3. There is no provision for interest on capital invested in use of assets. 

 

7.6 Straight Line Method v/s Written Down Value Method 

Basis Straight Line Method Written Down Value Method

Basis of 

Charging 

Depreciation 

Under straight line method the 

depreciation is charged on 

original cost of the asset. 

Under written down method the 

depreciation is charged on written 

down value of the asset every year. 

Amount of 

Depreciation 

The amount of depreciation 

remains constant every year. 

The amount of depreciation keeps 

on declining every year. 

Recognition 

by Law 

Straight line method is not 

recognized by income tax act. 

Written down value method is 

recognized by income tax act. 

Suitability It is suitable for the assets 

where the repair charges are 

less. 

It is suitable for the assets where 

the repair charges are very high. 

Zero Balance The value of the asset reduces 

to zero at the end of the life of 

asset. 

The value of the asset never 

reduces to zero under written down 

value method. 

Complexity It is easy to calculate the rate of 

depreciation under this method.

It is very complex to calculate the 

rate of depreciation under this 

method. 
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7.7 Methods of Recording Depreciation 

There are two methods for recording depreciation on fixed assets, in the books of 

accounts namely: 

a. Charging Depreciation to Asset Account. 

b. Creating Provision for Depreciation/Accumulated Depreciation Account. 

 

7.7.1 Charging Depreciation to Asset Account 

Under this method, depreciation is directly charged to the assets account i.e. asset 

value is reduced by the amount of depreciation. Depreciation account is closed by 

transferring it to the Profit and Loss Account. In the balance sheet the asset is shown 

at written down value i.e. cost less depreciation. The journal entries in this case will be 

as follows: 

1. For purchase of Asset 
 

Asset A/c    Dr. 

   To Bank/Vendor A/c 

 

2. For charging depreciation at the end of the accounting year. 

(a) For deducting depreciation amount from the cost of asset 
 

Depreciation A/c  Dr. 

   To Asset A/c 
 

(b) For charging depreciation to profit and loss account. 

Profit and Loss A/c  Dr. 

   To Depreciation A/c 

 

Illustration 3: Mr. A purchased a machinery for Rs. 1,80,000 on 1st April 2015 and 

Rs. 20,000 is spent on its installation. If the life of the asset is estimated to be 5 years. 

Under this method the fixed asset appears at net book value in the balance 
sheet (cost less depreciation charged till balance sheet date). Due to this it is 
very difficult to know the original cost and amount of depreciation from the 
balance sheet. 
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Find out the amount of annual depreciation and the rate of depreciation if the scrap 

value at the end of the period is Rs. 10,000. 

 

Solution: 

       Amount of Depreciation: 

 

 

 

 

 

 

     = Rs 38,000 
 

 

 

 

 

 

 

 

       =  19% P.A 

 

Illustration 4: on January 1, 2015 a firm bought a machine for Rs 90,000 and spend 

Rs 6,000 on its installation and Rs 4,000 on its carriage. It is decided to charge 

depreciation @ 10%P.A on straight line basis. Books are closed on december31 each 

year. Show machinery account and depreciation account for the year 2015 to 2017. 

 

 

 

 

 

 

Solution: 

Depreciation =
Cost of Asset – Scrap Value

Estimated Life of the Asset

Depreciation = 
   (1,80,000 + 20,000) – 10,000 

               5

Rate of Depreciation =
Amount of Depreciation (Annual) 

Cost of Acquisition

X    100

= 
38,000

 2,00,000

X    100
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Machinery Account

Date Particulars Amount Date Particulars Amount

2015   2015   

Jan 1 To Bank A/c 90,000 Dec 31 By Depreciation A/c 10,000

Jan 1 To Cash A/c 6,000 Dec 31 By Balance c/d 90,000

Jan 1 To Cash A/c 4,000   

  1,00,000   1,00,000

2016  2016   

Jan 1 To Balance b/d 90,000 Dec 31 By Depreciation A/c 10,000

  Dec 31 By Balance c/d 80,000

  90,000   90,000

2017  2017   

Jan 1 To Balance b/d 80,000 Dec 31 By Depreciation A/c 10,000

  Dec 31 By Balance c/d 70,000

  80,000   80,000

      

 

Depreciation Account 

Date Particulars Amount Date Particulars Amount

2015   2015   

Dec31 To Machinery A/c 10,000 Dec 31 By P&L A/c 10,000

  10,000   10,000

2016  2016   

Dec31 To Machinery A/c 10,000 Dec 31 By P&L A/c 10,000

  10,000   10,000

2017  2017   

Dec31 To Machinery A/c 10,000 Dec 31 By P&L A/c 10,000

  10,000   10,000
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Illustration 5 : on 1st jan 2014 a firm purchased a machine for Rs 20,000 and spent 

Rs 1000 on its carriage and Rs 2,000 on its erection. At the date of purchase, it was 

estimated that the scrap value of he machine would be Rs 8000 at the end of the tenth 

year. Give machinery and depreciation accounts in the books of the firm for 4 years 

after providing depreciation by straight line method. The books are closed on 31st 

December every year. 

 

Solution: 

 

Machinery Account

Date Particulars Amount Date Particulars Amount

2014   2014   

Jan 1 To Bank A/c 20,000 Dec 31 By Depreciation A/c 1,500

Jan 1 To Cash A/c 1,000 Dec 31 By Balance c/d 21,500

Jan 1 To Cash A/c 2,000   

  23,000   23,000

2015  2015   

Jan 1 To Balance b/d 21,500 Dec 31 By Depreciation A/c 1,500

  Dec 31 By Balance c/d 20,000

  21,500   21,500

2016  2016   

Jan 1 To Balance b/d 20,000 Dec 31 By Depreciation A/c 1,500

  Dec 31 By Balance c/d 18,500

  20,000   20,000

2017  2017   

Jan 1 To Balance b/d 18,500 Dec 31 By Depreciation A/c 1,500

  Dec 31 By Balance c/d 17,000

  18,500   18,500

 

 

 

 

     

 



F:\  2016-17 books\accountancy book-11th (final 2016-17).docx                                          227 
 

Depreciation Account

Date Particulars Amount Date Particulars Amount

2014   2014   

Dec31 To Machinery A/c 1,500 Dec 31 By P&L A/c 1,500

  1,500   1,500

2015  2015   

Dec31 To Machinery A/c 1,500 Dec 31 By P&L A/c 1,500

  1,500   1,500

2016  2016   

Dec31 To Machinery A/c 1,500 Dec 31 By P&L A/c 1,500

  1,500   1,500

2017  2017   

Dec31 To Machinery A/c 1,500 Dec 31 By P&L A/c 1,500

  1,500   1,500

      

 

Illustration 6 : on 1st Jan 2015 Mr, A purchased plant and machinery costing Rs 

70,000. It is estimated that its working life is 10 years, at the end of which it will fetch 

Rs 10,000. Additions were made on 1st Jan 2016 to the value of Rs 40,000 (residual 

value of Rs 4,000). Further additions are made on July 1, 2017 to the value of Rs 

20,000 (scrap value Rs 2000). The working life of both the additional plants is 20 

years. 

Show the plant and machinery account for the first four years, if depreciation is 

written off according to straight line method. The accounts are closed on 31st 

December every year. 

 

Solution: 
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Plant and Machinery Account

Date Particulars Amount Date Particulars Amount

2015   2015   

Jan 1 To Bank A/c 70,000 Dec 31 By Depreciation A/c 6,000

  Dec 31 By Balance c/d 64,000

  70,000   70,000

2016  2016   

Jan 1 To Balance b/d 64,000 Dec 31 By Depreciation A/c 7,800

Jan 1 To Bank A/c 40,000  (6000+1800) 

  Dec 31 By Balance c/d 96,200

   (58,000+38,200) 

  1,04,000   1,04.000

2017  2017   

Jan 1 To Balance b/d 96,200 Dec 31 By Depreciation A/c 8,250

 (58,000+38,200)  (6,000+1,800+450) 

July 1 To Bank A/c 20,000   

  Dec 31 By Balance c/d 1,07,950

   (58,000+38,200+19,550) 

  1,16,200   1,16,200

2018  2018   

Jan 1 By Balance b/d 1,07,950 Dec 31 By Depreciation A/c 8,700

 (58,000+38,200+19,550)  (6,000+1,800+900) 

  Dec 31 By Balance c/d 99,250

   (46000+34600+18650) 

  1,07,950   1,07,950

      

Illustration 7: on January 1, 2015, Mr jai singh purchased a bus for Rs 80000. On 

july 1, 2016 this bus was involved in an accident and was completely destroyed and 

Rs 60000 were recovered from the insurance company on October 1, 2016 in full 

settlement. On the same date july 1, 2016 another bus was purchased by the 

company for Rs 100000. The company charges depreciation @ 20% on written down 

value method. Prepare the bus account and depreciation account for 2015 to 2017 

when books are closed on march 31 every year. 
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Solution: 

 

Bus Account 

Date Particulars Amount Date Particulars Amount

2015   2015   

Jan 1 To Bank A/c 80,000 March 31 By Depreciation A/c 4,000

  March 31 By Balance c/d 76,000

  80,000   80,000

2015  2016   

April 1 To Balance b/d 76,000 March 31 By Depreciation A/c 15,200

  March 31 By Balance c/d 60,800

  76,000   76,000

2016  2017   

April 1 To Balance b/d 60,800 October 1 By Bank A/c 60,000

July 1 To bank A/c 100000 March 31 By Depreciation A/c 18,040

 To P&L A/c 2240 March 31 By Balance c/d 85,000

  1,63,040   1,63,040

 

 

 

     

Depreciation Account 

Date Particulars Amount Date Particulars Amount 

2015   2015   

Mar31 To Bus A/c 4,000 Mar 31 By P&L A/c 4,000

  4,000   4,000

2015  2015   

Mar31 To Machinery A/c 15,200 Mar31 By P&L A/c 15,200

  15,200   15,200

2017  2017   

Mar31 To Machinery A/c 18,040 Mar31 By P&L A/c 18,040

  18,040   18,040
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7.7.2 Charging Provision for Depreciation Account/Accumulated 

Depreciation Account 

Under this method of the depreciation is accumulated in a separate account generally 

called ‘Provision for Depreciation’ or ‘Accumulated Depreciation Account’ every year. 

The asset will continue to appear at the original cost in balance sheet at the end of the 

year. The provision for depreciation may be deducted from the original cost of asset or 

alternatively the asset can be shown at the original cost and provision for depreciation 

can be shown on the liability side. The journal entries under this method of recording 

depreciation are as follows: 

1. For purchase of Asset 
 

Asset A/c    Dr. 

   To Bank/Vendor A/c 

 

2. For charging depreciation at the end of the accounting year. 

(a) For crediting depreciation amount to provision for depreciation 

account. 
 

Depreciation A/c  Dr. 

   To Provision for Depreciation A/c 
 

(b) For charging depreciation to profit and loss account. 

Profit and Loss A/c  Dr. 

   To Depreciation A/c 

 

 

Illustration 8: 

Anil limited purchased on April 1, 2011 a plant for Rs 10,000. On October 1, 2011 an 

additional plant was purchased costing Rs 6,000. On October 1, 2012 the plant 

purchased on April 1, 2011 having become obsolete was sold for Rs 4,000. 

Depreciation is provided @ 10% p.a on the original cost on March 31 every year. Show 

Under this method the original cost of the asset and depreciation charged till 
balance sheet date can be found out easily because the asset is shown at 
original cost and provision for depreciation is shown separately. 
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the machinery account and provision for depreciation account for the years 2011-12 

and 2012-13. 

 

Solution: 

 

Machinery Account 

 

Machinery Account

Date Particulars Amount Date Particulars Amount

2011   2012   

Apr 1 To Bank A/c 10,000 March 31 By Balance c/d 16,000

Oct 1 To Bank A/c 6,000   

  16,000   16,000

2012  2012   

April 1 To Balance b/d 16,000 Oct 1 By Bank 10,000

  2013  

  March 31 By Balance c/d 6,000

  16,000   16,000

 

Provision for Depreciation Account 

Date Particulars Amount Date Particulars Amount

2012   2012   

Mar31 To Bal c/d 1,300   Mar 31 By Depreciation A/c 1,000

    Mar 31 By Depreciation A/c 3,00

  1,300   1,300

2012  2012   

Mar31 To Bal c/d 2,400    Apr 1 By Bal b/d 1,300

     Oct 1 By Depreciation A/c 500

  2013  

    Mar 31 By Depreciation A/c 600

  2,400   2,400
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Illustration 9 : on 1st jan 2014 a firm purchased a machine for Rs 20,000 and spent 

Rs 2000 on its carriage and Rs 3,000 on its erection. The machinery is depreciated on 

10% p.a on written down value method. Give machinery and provision for depreciation 

accounts in the books of the firm for 4 years. The books are closed on 31st December 

every year. 

 

Solution: 

 

Machinery Account

Date Particulars Amount Date Particulars Amount

2014   2014   

Jan 1 To Bank A/c 20,000 Dec 31 By Balance c/d 25,000

Jan 1 To Cash A/c 2,000   

Jan 1 To Cash A/c 3,000   

  25,000   25,000

2015  2015   

Jan 1 To Balance b/d 25,000 Dec 31 By Balance c/d 25,000

    

  25,000   25,000

2016  2016   

Jan 1 To Balance b/d 25,000 Dec 31 By Balance c/d 25,000

    

  25,000   25,000

2017  2017   

Jan 1 To Balance b/d 25,000 Dec 31 By Balance c/d 25,000

    

  25,000   25,000
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Provision for Depreciation Account

Date Particulars Amount Date Particulars Amount

2014   2014   

Dec31 To Balance c/d 2,500 Dec 31 By Depreciation A/c 2,500

  2,500   2,500

2015  2015   

Dec31 To Balance c/d 5,000 Jan 1 By Bal b/d 2,500

  Dec 31 By Depreciation A/c 2,500

  5,000   5,000

2016  2016   

Dec31 To Balance c/d 7,500 Jan 1 By Bal b/d 5,000

  Dec 31 By Depreciation A/c 2,500

  7,500   7,500

2017  2017   

Dec31 To Balance c/d 10,000 Jan 1 By Bal b/d 7,500

  Dec 31 By Depreciation A/c 2,500

  10,000   10,000

 
 

7.8 Disposal of Asset 

If the asset purchased becomes obsolete it has to be disposed. The disposal of asset 

can be at the end of the useful life of the asset or during the life of the asset.  

 

If the asset is disposed off at the end of the useful life of asset the scrap realized is 

credited to the asset account and the balance is transferred to the P&L account. The 

following journal entries are passed in this regard: 

 

1. For Sale of Asset 
 

Bank A/c    Dr. 

   To Asset A/c 
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2. For transfer of Balance in Asset Account 

(a) For Profit 
 

Asset A/c  Dr. 

   To Profit and Loss A/c 
 

(b) For Loss 

Profit and Loss A/c  Dr. 

   To Asset A/c 

 

If provision for depreciation account has been maintained the before passing the above 

mentioned entries, the following additional entry has to be passed: 

 
Provision for Depreciation A/c  Dr. 

   To Asset A/c 

 
Illustration 10: on January 1, 2015 Arvind Transport Co. purchased five trucks for Rs 

40000 each. Depreciation has been provided at the rate of 10% p.a using straight line 

method and accumulated in provision for depreciation account. On January 01, 2016 

on truck was sold for Rs 30,000. On July 1, 2017 another truck (purchased for Rs 

40000 on January 1, 2015) was sold for Rs 36,000. A new truck costing Rs 60,000 

was purchased on October 01, 2017. You are required to prepare trucks account, 

provision for depreciation account and truck disposal account for the years ended on 

December 2001, 2002 and 2003 assuming that the firm closes its accounts in 

December every year. 
 

 
Solution: 
 

 
Trucks Account

Date Particulars Amount Date Particulars Amount

2015   2015   

Jan 01 To Bank 2,00,000 Dec 31 By Bal c/d 2,00,000

  2,00,000   2,00,000

2016  2016   
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Trucks Account

Date Particulars Amount Date Particulars Amount

Jan 01 By Bal b/d 2,00,000 Jan 01 By Truck disposal A/c 40,000

  Dec 31 By Bal c/d 1,60,000

  2,00,000   2,00,000

2017  2017   

Jan 01 To Bal b/d 1,60,000 Jan 01 By Truck disposal A/c 40,000

Oct 01 To Bank 60,000 Dec 31 By Bal c/d 1,80,000

  2,20,000   2,20,000

 
 

Truck Disposal Account

Date Particulars Amount Date Particulars Amount

2016   2016   

Jan 01 To Truck A/c 40,000 Jan 01 By Prov for Dep  A/c 4,000

  Jan 01 By Bank 30,000

  Jan 01 By P&L A/c 6,000

  40,000   40,000

2017   2017   

Jan 01 To Truck A/c 40,000 Jul 01 By Prov for Dep  A/c 10,000

Jul 01 To P&L A/c 6,000 Jul 01 By Bank 36,000

  46,000   46,000

 
 

Provision for Depreciation Account

Date Particulars Amount Date Particulars Amount

2015   2015   

Dec31 To Balance c/d 20,000 Dec 31 By Depreciation A/c 20,000

  20,000   20,000

2016  2016   

Jan 01 To Truck Disposal A/c 4,000 Jan 01 By Bal b/d 20,000

Dec31 To Balance c/d 32,000 Dec 31 By Depreciation A/c 16,000

  36,000   36,000
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Provision for Depreciation Account

Date Particulars Amount Date Particulars Amount

2017  2017   

Jan 01 To Truck Disposal A/c 10,000 Jan 01 By Bal b/d 32,000

Dec31 To Balance c/d 37,500 Dec 31 By Depreciation A/c 15,500

  47,500   47,500

 
 
 

SECTION – II 
(Provisions and Reserves) 

7.9 Provisions 

In a business there are some expenses or losses which are related to the current 

accounting year but the amount of these expenses or losses cannot be ascertained 

precisely because they are yet to be incurred. It becomes necessary to make provision 

for these expenses or losses in order to ascertain the true net profits as per the 

principle of conservatism. So provision is an amount set aside, by charging it to the 

profit and loss account, to provide for known liability the amount of which cannot be 

determined with accuracy. Provision for depreciation, provision for doubtful debts, 

provision for repairs and provision for tax are few examples of provisions. 

 

It must be noted that the amount of provision is a charge against the revenue of the 

current period. In order to match the revenues with expenses and to calculate the true 

profit it is necessary to create the provisions. Provisions are created by debiting the 

profit and loss account. In the balance sheet the amount of provision may be shown in 

two ways: 

(a) by deducting the amount of provision from the concerned asset on the asset side. 

or 

(b) by showing  the provision on the liability side of the balance sheet with current 

liabilities. 

 

Provision differ from liability because the provision is an estimated amount and 
liability is determined amount. 
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7.10 Importance of Provisions 

Provision is an amount set aside out of current earnings for losses that are expected to 

arise out of transactions entered into during the accounting period. The importances 

of provisions are as follows: 

 

1. For retaining future operating performance undisturbed by losses arising out of 

transactions of prior periods. 
 

2. Provisions are made in order to comply with the concept of conservatism which 

says “provide for anticipated expenses and losses but do not provide for 

anticipated incomes.” 
 

3. Provisions are made in order to maintain the capital of business intact. 

 

7.11 Reserves 

Every business needs funds for future expansion and growth, to meet contingencies 

etc. in order to meet these future needs, business set aside and retain some part of 

profit which are called reserves. Reserves are appropriations out of profits. When the 

business retains profits, the amount of profit available for distribution is reduced.  

 

The reserves are created for the following purposes: 

1. Expansion of business 

2. Redemption of liabilities 

3. Meeting unforeseen liabilities 

4. For better financial position 

5. Meeting legal requirements  

 

Types of Reserves 

Generally the reserves can be of two types ie revenue reserve and capital reserve. The 

detail description of these reserves is as follows: 

 

a. Revenue Reserve 

These reserves are created out of revenue profits which are available for 

distribution of dividend. Revenue reserves are further classified as general 
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reserve and specific reserve. General reserve means the amount of revenue 

profit set aside without any specific purpose. It is available for any future 

contingency. Specific reserves means the amount of revenue profit set aside for 

specific reasons. Like workmen compensation fund is set aside for meeting 

unforeseen liability related to workmen compensation. 

 

b. Capital Reserve 

This reserve is created out of capital profits which are not distributed as 

dividend. The examples of capital reserves are capital redemption reserve, profit 

on sale of fixed assets etc. 

  

7.12 Importance of Reserves 

There may be some unknown expenses and losses to a business concern. In order to 

meet those unknown expenses and losses the reserves are to be maintained. The 

importances of having reserves in the business are as follows: 

 

1. Meeting future losses and expenses. 

2. Meeting the contingent liabilities. 

3. Improving the financial position of the business. 

4. Redeeming any long term liability. 

5. For declaration of dividend. 

6. Meeting some legal requirements. 

 

7.13 Reserves v/s Provisions 

 

Basis Reserves Provisions 

Nature This is an appropriation of 

profits. 

This is a charge on profits. 

Purpose It is created for strengthening 

the financial position of the 

business. 

It is created to meet the unknown 

liability or expense pertaining to 

the current financial year. 

Investment Reserves may be invested Provisions are not invested. 
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Basis Reserves Provisions 

outside the business. 

Effect on 

profits 

Reserves are debited to profit 

and loss appropriation account. 

Provisions are debited to the profit 

and loss account. 

Distribution Unutilized part of reserves can 

be distributed as dividend. 

Unutilized provisions can not be 

used for declaration of dividend. 

Presentation A reserve is shown on the 

liability side of balance sheet 

under reserves and surplus. 

A provision is either shown as 

liability under the head current 

liability or as deduction from the 

asset. 
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Questions 

Fill in the Blanks 

1. Depreciation is decline in the value of _________. 

2. Installation charges are the part of _________. 

3. Provision is a _________ against profits. 

4. Reserve created for maintaining a stable rate of dividend is termed as ______. 

 

Very Short Answer Type Questions 

1. What is accumulated depreciation? 

2. Give any two causes of depreciation. 

3. What are the objectives of providing depreciation? 

4. What is residual value? 

5. What are the methods of providing depreciation? 

 

Short Answers 

1. Define the term depreciation. 

2. What is the need of providing depreciation? 

3. What are the causes of depreciation? 

4. Explain the merits of written down value method. 

5. What is scrap value? 

6. What are the factors of providing depreciation? 

7. What is straight line method of providing depreciation? 

8. What is written down value method of providing depreciation? 

9. Distinguish between provisions and reserves. 

10. Distinguish between revenue reserve and capital reserve. 

11. Give five examples of provision. 

12. Give five examples of reserves. 

13. What is meant by reserve fund? 

14. Give two examples of capital reserve. 

15. What are the major types of reserves? 
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Long Answers 

1. Differentiate between written down value and straight line method of 

depreciation. 

2. What is meant by depreciation? Explain the need of providing depreciation. 

3. What are the two main methods of providing depreciation? Explain the merits 

and demerits of these methods. 

4. Explain the term provision. What is the importance of creating a provision? 

5. Differentiate between the provisions and reserves. 

6. What is capital reserve? How it is different from capital reserve. 

 

 

 

 

 

PRACTICAL PROBLEMS 

1. On July 1, 2015 Daksh Limited purchased a machine for Rs 1,08,000 and 

spent Rs 12,000 on its installation. At the time of purchase it was estimated 

that the effective commercial life of the machine will be 12 years and after 12 

years its salvage value will be Rs 12,000. Prepare machine account and 

depreciation account in the books of Daksh Limited for the first three years, 

if the depreciation is written off according to straight line method. The 

accounts are closed on December 31st every year.  

(Ans :  Balance of Machine account on 1.1.2018 Rs 97,500) 

 

2. On 1st April 2015 a company purchased a plant for Rs 70,000 spending Rs 

500 on carriage and Rs 1,200 on installation of the plant. The scrap value at 

the end of the estimated life of the plant was estimated at Rs 5,000. Plant is 

to be depreciated on straight line method. Show plant account and 

depreciation account for the year ending 31st December 2015 and 31st 

December 2016. The estimated life of the plant is 10 years. 

(Ans : Dep for 1,990 – Rs 5,002; 1991 – Rs 6,670) 
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3. A firm purchased on 1st April 2015 machinery costing Rs 15,000. It 

purchased further machinery on 1st October 2015 costing Rs 20,000 and on 

1st July 2016 costing Rs 10,000. On 1st January 2017 one third of the 

machinery purchased on 1st April 2015 became obsolete and was sold for 

Rs 1,500 and on 30th June 2017 the machinery purchased on 1st October 

2015 was sold for Rs 15,000. Show how machinery account would appear in 

the books of the firm if the machinery is depreciated at 10% p.a on straight 

line method. 

[Ans : Dep for 2015 – Rs 1,625; 2016 – Rs 4,000; 2017 – Rs 3,000] 

 

4. A limited purchased furniture on October 1, 2012 for Rs 45,000. On March 

1, 2013 it purchased another furniture for Rs 30,000. On July 1, 2014 it 

sold off the first furniture purchased in 2012 for Rs 22,500. Depreciation is 

provided at 15% p.a on written down value method each year. Accounts are 

closed each year on March 31. Prepare furniture account and accumulated 

depreciation account for the years ending on March 31, 2013, march 31, 

2014 and March 31, 2015. 

[Ans Balance of provision for depreciation account on 31.03.2015 Rs 

8,596] 

 

5. On April 1, 2015 Anil & Sons purchased a plant costing Rs 6,00,000. 

Additional plant was purchased on October 1, 2015 for Rs 4,00,000 and on 

July 1, 2016 for Rs 2,00,000. On January 1, 2017 one third of the plant 

purchased on April 1, 2015 was found to have become obsolete and was 

sold for Rs 60,000. Prepare plant account for the first three years in the 

books of Anil & Sons. Depreciation is charged @ 10% on original cost basis. 

Accounts are closed on 31st December every year. 

[Ans: Loss on sale of plant – Rs 1,05,000, Balance on 31.12.2017 – Rs 

7,70,000] 

 

6. A company whose accounting year is calendar year. Purchased on April 

2008 a machinery costing Rs 3,00,000. It further purchased machinery on 

October 1, 2008 costing Rs 2,00,000 and on July 1, 2009 costing Rs 
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1,00,000. On January 1, 2000 one third of the machinery installed on April 

1, 2008 became obsolete and was sold for Rs 3,00,000. Show machinery 

account in the books of A, if the machinery is depreciated on 10% p.a on 

fixed installment method. What will be the balance of machinery on January 

1, 2011. 

[Ans: Balance of machinery on January 1, 2011 Rs 3,85,000, Loss on 

sale Rs 52,500] 

 

7. Dalal Cements purchased on January 1, 2014 a plant for Rs 8,00,000. On 

April 1, 2015 it purchased additional plant costing Rs 4,80,000. On 

September 1, 2016 the plant purchased on January 1, 2014 was sold for Rs 

4,20,000 and on the same date a fresh plant was purchased for Rs 

7,50,000. Depreciation is provided on 10% p.a on diminishing balance 

method. Accounts are closed on December 31 every year. Show plant 

account for 3 years. 

[Ans: loss on sale – Rs 1,84,800, balance on 2016 plant I- Rs 3,99,600 

and plant II – Rs 7,25,000] 

 

8. Anil Engineering works purchased a machine on April 1, 2011 for Rs 1,800 

and spent Rs 200 on its installation. On January 1, 2012 it purchased 

another machine for Rs 2,400. On July 1, 2013 the machine purchased on 

April 1, 2011 was sold for Rs 1,450. On October 1, 2013 another machine 

was purchased for Rs 4,000. Prepare the machine account from 2011 to 

2013 after charging depreciation @10% p.a by Reducing Balance Method. 

Accounts are closed on December 31 every year. 

[Ans: Balance in Machinery – Rs 5,844; M-II – Rs 1,944, M-III – Rs 

3,900; Loss on sale of Machine - Rs 1,317] 

 

9. On January 1, 2011 Ranjeet Transport purchased three trucks for Rs 

1,00,000 each. On July 1,2013 one truck was involved in an accident and 

was completely destroyed and Rs 70,000 were received from the insurance 

company in full settlement. Depreciation is written off @15% p.a on 
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Reducing Balance Method. Prepare truck account from 2011 to 2014. Books 

are closed on December 31 every year. 

[Ans: profit on insurance claim – Rs 3,168, balance account of truck on 

1.1.2015 Rs 10,44,40] 

 

10. Singh & Co. purchased a plant costing Rs 1,00,000 on January 1, 2011. A 

new plant was purchased on May 1, 2012 for Rs 1,50,000 and another on 

July 1,2014 for Rs 1,20,000. A part of plant which originally cost Rs 20,000 

in 2011 was sold for Rs 7,500 on October 31, 2014. Show the Machinery 

Account, Provision for Depreciation Account and Machinery Disposal 

Account from 2011 to 2015 if the depreciation is provided at 10% p.a on 

original cost and account are closed on December 31 every year. 

[Ans: Loss on sale of plant Rs 5,833, Balance of Provision for Dep A/c 

as on 31.12.15 Rs 1,13,000, Balance of Plant A/c as on 31.12.15 Rs 

35,000] 

 

11. Taneja Company purchased on April 1,2015 a machine costing Rs 60,000. It 

purchased another machinery on October 1, 2015 costing Rs 40,000 and on 

July 1, 2016 costing Rs 20,000. On January 1, 2017 one third of the 

machinery installed on April 1, 2015 was sold for Rs 6,000. A commission of 

1% was paid on all the purchases and sales. Show how the machinery 

account will appear in the books of the company it being given that 

machinery was depreciated by diminishing balance method at 10% p.a. 

[Ans: Balance of machine on March 31, 2017 – Rs 32,724 + 34,542 + 

18,685] 

 

12. The following balances appear in the books of Sumant & Sons: 

Jan 1, 2011 Machinery Account 4,00,000 

Jan 1, 2011 Provision for Depreciation Rs 1,80,000 

On Jan 1, 2011 they decided to sell machinery for Rs 43,500. This machine 

was purchased in January 1997 for Rs 80,000. You are required to prepare 

machinery account and the provisions for depreciation account on 
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December 31, 2011. Assuming the firm has been charging depreciation at 

10% p.a on straight line method. 

[Ans: balance of Machinery Account Rs 3,20,000] 

 

13. The following balances appear in the books of M/s Amrit: 

April 1  machinery A/c    Rs 60,000 

   Provisions for depreciation A/c  Rs 36,000 

On April 1, 2012 they decided to dispose off a machinery for Rs 8,400 which 

was purchased on April 1, 2008 for Rs 16,000. 

You are required to prepare the machinery A/c, Provisions for depreciation 

A/c and machinery disposal A/c for 2012-13. Depreciation was charged at 

10% on original cost basis. 

[Ans: balance of machinery on 31 march 2013 Rs 44,000, provision for 

depreciation Rs 34,000, loss on sale of machinery Rs 1,200] 

 

14. A plant was purchased on July 1, 2000 at a cost of Rs 3,00,000 and Rs 

50,000 were spent on its installation. The depreciation is written off at 15% 

p.a on the straight line method. The plant was sold for Rs 1,50,000 on 

October 1, 2002 and on the same date a new plant was installed at the cost 

of Rs 4,00,000 including purchasing value. The accounts are closed on 

December 31 every year. Show machinery account and provision for 

depreciation account for 3 years. 

[Ans: Loss on sale of plant Rs 81,875, Balance of machine account Rs 

15,000, Balance of provision for depreciation account 15,000] 

 

15. Sureet and Sons have the following balances on April 1, 2014: 

Fixed assets (at cost)   Rs 10,00,000 

Provision for depreciation   Rs 5,50,000 

Depreciation is provided on written down basis @10%. Determine the 

amount of depreciation for the year ended 31st march 2015 and also show 

the two accounts. 

[Ans: Depreciation Rs 45,000, Provision for Depreciation Rs 5,95,000] 
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CHAPTER – 8 

FINAL ACCOUNTS OF SOLE PROPRIETORSHIP 
 

8.1 FINANCIAL STATEMENT  

Financial statements are the statement which gives 

information about the profitability (income statement) 

and the financial position (Balance Sheet) of the 

business at the end of accounting period. Financial 

statements include two basic statements: 

(i)  Income statement (Trading and Profit and Loss 

Account)- prepared to ascertain gross profit and net 

profit / loss during an accounting period. 

 

(ii) Statement of Financial Position (Balance Sheet) 

- prepared to ascertain financial position (assets, 

liabilities and capital) of an enterprise at a particular 

point of time.  

 

8.2 OBJECTIVES AND IMPORTANCE 

As discussed earlier the financial statements are 

prepared to know the profitability and financial 

statements of the business. The main objectives and 

importance of income statement and balance sheet are 

as follows: 

(a) Profit and Loss Account 

i. To know the gross profit 

The trading account is prepared to know the gross profit or gross loss of 

the business. The trading account tells whether the sales is sufficient to 

meet the operating expenses or not. 

ii. To know the net profit 

Net profit or net loss incurred by the business is ascertained by 

preparing the profit and loss account. 

 

Learning Objectives 

After going through this 

chapter you will be able to 

understand: 

1. State the nature of the 

financial statements. 

2. Distinguish between the 

capital and revenue 

expenditure and receipts. 

3. Explain the concept of 

trading and profit and 

loss account and its 

preparation. 

4. Describe the concept of 

balance sheet and its 

preparation. 

5. Explain grouping and 

marshalling of assets and 

liabilities. 

6. Prepare profit and loss 

account and balance 

sheet of a sole proprietory 

firm. 
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iii. To compare current profit with previous year profit 

The business may require the current year profit or loss for making 

comparison with previous year’s profit. This comparison will indicate 

whether the business is carried on as per the plans or not. 

 

iv. To know the direct and indirect expenses 

Details of direct and indirect expenses may also be relevant for the 

business. The business may require the detail of direct and indirect 

charges incurred over a period of time to control and reduce such 

expenses. 

 

v. To maintain reserves 

Reserves are set aside out of profits for meeting the unforeseen liabilities 

and for the expansion of the business. The amount of net profit set aside 

is kept out of net profit. 

 

vi. To calculate the ratios 

The profit and loss account provides important information for the 

calculation of financial ratios. The financial ratios are the part of 

financial analysis done by the business. 

 

(b) Balance Sheet 

i. To ascertain the financial position 

The balance sheet shows the position of assets and liabilities on a 

particular date. It helps the business to ascertain the financial position 

of the business. If the assets are more than the liabilities the position of 

the business is considered as sound. 

 

ii. To compare the assets and liabilities with previous year 

The balance sheet prepared over the years help to compare the position 

of assets and liabilities. The comparison of assets and liabilities shows 

the changes of position of assets and liabilities over the years. 
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iii. To analyse the assets and liabilities items 

Analysis of individual items of assets and liabilities may help the 

business to know whether the long term funds have been invested in 

long term assets. This also helps the business to know the working 

capital position of the business. 

 

iv. To calculate the ratios 

The preparation of balance sheet helps the business to calculate different 

ratios for the analysis of financial position of the business. The 

information about long term solvency, short term solvency etc can be 

analysed through ratios. 

 

8.3 USERS OF FINANCIAL STATEMENTS 

The information provided by the financial statements (both profit & loss account and 

balance sheet ) can be of utmost importance to various users. These users can be 

internal users and external users: 

 

a. Internal Users 

Internal users of financial statements are those who are internal to the business they 

include: 

i. Owners 

The person who contributes capital in the business is called the owner. 

The owner bears the maximum risk as compared to other stakeholders. 

They are interested in knowing the true picture of the business. The 

financial statements provide this information to the owners. 

 

ii. Management 

The financial statements are also useful for the management. The 

management need this information for the strategic decision making. The 

information about the sales, profit and capital is provided by the 

financial statements to the business. 
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iii. Employees 

The employees may also be interested in knowing the financial position 

of the business. The wage payment policies depend on the financial 

position of the concern. The information about the provident fund is also 

provided by the financial statements. 

 

b. External Users 

External users of financial statements are those who are external to the business and 

they include: 

i. Financial Institutions 

The financial institutions provide loans to the business. The provision of 

credit by the banks and financial institutions depend on the performance 

of the business. The rate of interest also depends on the financial 

position of the business. The financial institutions collect this 

information from the financial statements. 

 

ii. Government 

The business is liable to pay many taxes to the government. These taxes 

can be direct as well as indirect taxes. The government decides the rate 

of taxes by taking into consideration the financial position of all the 

businesses in the country. 

 

iii. Creditors 

Creditors are the persons who have provided credit to the business in the 

form of selling goods on credit. The creditor require information about 

the business in order to make their mind about supplying the goods on 

credit. This information they can get from the financial statements. 

 

8.4 CLASSIFICATION OF CAPITAL AND REVENUE ITEMS 

The classification of capital and revenue items from trial balance is very important for 

the purpose of preparing the trading account, profit and loss account and balance 

sheet. The revenue items appearing in the trial balance are transferred either to the 
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trading account or to the profit and loss account. The capital items are transferred to 

the balance sheet. 

 

8.4.1 Capital Expenditure 

The amount which is incurred in acquiring or improving the value of fixed assets is 

called capital expenditure e.g. purchase of machinery / building/ furni- ture etc. and 

expenditure incurred for an asset to make it ready to use (like installation exp., 

carriage, expenses incurred on second hand, fixed asset for ready to use) are called 

revenue expeditures. 

 

Nature of Capital Expenditure 

(i)    Capital expenditure if incurred for increasing the earning capacity of the 

business.  

(ii)  Capital expenditure gives benefit over a long period (more than one accounting 

year). 

(iii) Capital expenditure is recorded in balance sheet. 

(iv) When an amount is incurred in non-recurring in nature. 

 

Examples of Capital Expenditure 

1. Purchase of fixed assets such as land, building, machinery, furniture, motor vehicle 

etc. 

2. Wages paid for erection of machinery. 

3.  Expenses of overhauling second-hand purchased machinery. (only at first time) 

4. Interest on loan raised to purchase a fixed assets (upto the point of time ready to 

use of fixed assets). 

5. Preliminary expenses for floating a company. 

6. Expenses for obtaining a licence. 

7.  Initial expenditure for acquiring patent right. 

8. Expenses incurred on purchase of goodwill, patents, trademark & copy- right etc. 
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9. Legal expenses incurred in connection with acquiring or defending suit for 

protecting fixed assets. 

10. Expense incurred for on repair and whitewashing for the first time on the 

purchase of old building. 

11. Expenses incured on purchase of fixed assets e.g. registration expenses. 

12. Cost of air-conditioning of the office or factory premises. 

 

 

8.4.2 Revenue Expenditure 

The expenditure which is incurred for the day to day running of the busi- ness like 

expenses incurred for producing finished goods such as direct expenses, purchase or 

raw material and other expenses as rent, salary, repair etc. 

 

Nature of Revenue Expenditure 

1. When an amount incurred on maintaining the earning capacity of the business 

(keep the assets in efficient working condition) e.g. repair of machinery. 

2. The benefit of expenses would last in one year. (give benefit maxi- mum of one 

year) 

3. Revenue expenditure are recurring in nature and recorded in income statement 

(trading and profit and loss account) 

 

Examples of Revenue Expenditure  

1. Renewal expenses/fee of patent. 

2. Depreciation on fixed assets. 

3. Repair of machinery normal or due to negligence of operator. 

4.  Insurance premium for an assets including tax on insurance. 

5. Electricity bill paid, salary paid, wages paid, trading expenses, establish- ment 

changes, bad debt etc. 

 

8.4.3 Deferred Revenue Expenditure 

The expenditure which is revenue in nature, but the amount is heavy and 

benefit of the likely to be derived over a number of years called deferred revenue 
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expenditure. e.g. large expenses on advertising of a new product and hence it is 

treated same just like a fixed assets. Sometimes heavy losses due to natural calamities 

can also be treated as deferred revenue expenses. 

 

Accounting treatment of Deferred Revenue Expenditure 

As per matching principle, expenses incurred in an accounting period are matched 

with the revenue recognized in that accounting period. So the whole deferred revenue 

expenditure should be spread over the number of year over which benefit is likely to 

occur. 

 

During the current accounting year (a). Only that portion of the expenditure 

should be charge to the profit and loss account which has facilitated the 

enterprise to earn revenue during current year. 

(b) Remaining amount of expenditure be carried forward to the next year and 

shown in the assets side of balance sheet (actually it is a fictitious assets). 

 

Examples of deferred revenue expenditure 

1. Heavy amount spent on advertisement on launching a new product. 

2. Heavy repair expenditure incurred on machinery (which has not increased earning 

capacity of machinery) may be treated as deferred revenue expenditure and spread 

over a number of years. 

 

8.4.4 Capital Receipt 

Capital receipts don’t affect profit or loss of business; it either increase the liabilities or 

reduces the fixed assets (by sale of fixed assets). So it will be shown in balance 

sheet. 

 

Capital receipt includes following receipts 

I. Fresh capital introduced or additional capital introduced 

II. Loan raised. 

III. Amount received which is not is the normal and ordinary course of business like 

sale of fixed assets. 
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8.4.5 Revenue Receipts 

Revenue receipts are the which received in the normal and regular course of business 

like 

(i)   Receipts from sale of goods and fendering services to customers.  

(ii)  Income from non-operating business activities (like income from investment i.e. 

interest and dividend received and rent received).  

(iii) Commission and other fees received for non-operating business ser- vice rendered. 

 

Accounting Treatment : These receipts increases profit and shown in the credit 

side of the Trading and Profit and Loss account. 

 

 

8.5 FINAL ACCOUNTS 

Final accounts means the financial statements prepared after the trial balance. These 

financial statements include: 

a. Trading Account 

b. Profit and Loss Account 

c. Balance Sheet 

 

8.5.1 Trading Account 

Preparation of trading account is the first stage in preparation of the financial 

statements. The trading account is prepared to calculate the gross profit for the 

business. It is credited with sales, services rendered and closing stock. Opening stock, 

purchases and other direct expenses are debited in the account. The format of trading 

account is as follows: 

 

Format of Trading Account 
 

Trading Account 

For the year ended 

Particulars Rs Particulars Rs 

To Opening Stock  By Sales  

To  Purchase       Less Returns  
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     Less Returns Outward  By Scrap Sale  

To Wages and Salaries  By Closing Stock  

To Direct Expenses  By Gross Loss  

To Carriage Inward    

To Freight, Octroi, Cartage    

To Coal and Coke    

To Dock Charges    

To Factory rent and taxes    

To Clearing Charges    

To Motive Power    

To Royalty on Production    

To Gross Profit    

    

                  

 

8.5.2 Profit and Loss Account 

Profit and loss account is prepared after trading account. Profit and loss account is 

prepared in order to determine the net profit or loss of the business. The indirect 

incomes are charged to the credit of P&L Account. The indirect expenses are debited to 

the P&L Account. 
 

Format of Profit and Loss Account 
 

Profit and Loss Account 

For the year ended 

Particulars Rs Particulars Rs 

To Gross Loss -- By Gross Profit -- 

To Salaries -- By Rent Received -- 

To Rent, Rates and Taxes -- By Discount Received -- 

To Stationary and Printing -- By Commission Earned -- 

To Postage and Telegram -- By Interest Earned -- 

To Audit Fee -- By Bad Debt Recovered -- 

To Legal Charges -- By Income from Investment -- 

To Telephone Expenses -- By Dividend Received -- 
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To Insurance Premium -- By Miscellaneous Income -- 

To Repairs and Renewals -- By Net Loss -- 

To Depreciation --   

To Interest --   

To Sundry Expenses --   

To Conveyance --   

To Bank Charges --   

To Establishment Expenses --   

To General Expenses --   

To Electricity Expenses --   

To Loss by Fire --   

To Commission --   

To Discount Allowed --   

To Travelling Expenses --   

To Bad Debts --   

To Advertisement --   

To Carriage Outward --   

To Net Profit --   

 --  -- 

 

Contents of Trading Account and Profit & Loss Account 

1. Opening Stock 

Opening stock is the closing stock of the previous year, which has been entered 

in the opening stock account through opening entry. Opening stock can be of 

raw material, work in progress and finished goods. It is shown on the debit side 

of the trading account. 

2. Purchases 

A purchase means the purchase of goods and material for resale or to be used 

in the production. Purchases are always shown on the debit side of the trading 

account. 

3. Sales 
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Sales means sale of goods dealt with by the business. Sales does not include 

sale tax or VAT. Sales account always have a credit balance. Sales is shown on 

the credit side of the trading account. 

4. Closing Stock 

Closing stock is the stock of unsold goods. Closing stock is taken and valued at 

the end of the accounting year. Closing stock is valued at cost or market price 

whichever is less. 

5. Direct Expenses 

Direct expenses are those exp which are incurred o the goods purchased till 

they are brought to the place of business for sale. Direct expenses include 

freight inwards, insurance, customs, clearing charges, octroi duty, cartage etc. 

Apart from these expenses there are some other expenses which are covered 

under direct expenses in a manufacturing concern which include wages, power 

and fuel etc. 

6. Indirect Expenses 

Expenses which are not direct are called indirect expenses. Indirect expenses 

are shown on the debit side of the profit and loss account. The indirect 

expenses include administration and office expenses, selling and distribution 

expenses and finance expenses.  

 

 

 

Illustration 1: Prepare trading account from the following information, for the year 

ended 31st March 2014: 

 

Opening stock 8000 Purchases 120000

Wages 3000 Carriage inward 4000

Sales 150000 Returns inward 4700

Return outward 4000 Octroi  2300

Freight 100   

 

Closing stock as on 31st march 2014 was Rs 20000 
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Solution 

Trading Account 

For the year ended 31st march 2014 

Particulars Rs Particulars Rs 

To Opening Stock 8000 By Sales                  150000 

To  Purchase   120000      Less Returns         4700 145300

     Less Returns  4000 116000 By Closing Stock 20000

To Wages 3000   

To Carriage Inward 4000   

To Freight 100   

To Octroi 2300   

To Gross Profit 31900   

 165300      165300      

 

Illustration 2: Prepare trading account from the following information, for the year 

ended 31st March 2014: 

 

Opening stock 8000 Sales return 4000

Sales 187000 Clearing charges 2000

Purchases 192000 Purchase return 2000

Carriage inward 1400 Carriage outward 1000

Freight inward 2600   

 

Closing stock on 31st march 2014 was Rs 15000 

Solution 

 

Trading Account 

For the year ended 31st march 2014 

Particulars Rs Particulars Rs 

To Opening Stock 8000 By Sales                  204000 

To  Purchase   192000      Less Returns         4000 200000

     Less Returns  2000 190000 By Closing Stock 15000

To Wages   
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To Carriage Inward 1400   

To Freight 2600   

To clearing charges 2000   

To Gross Profit 11000   

 215000  215000

 

Illustration 3: Prepare trading account from the following information, for the year 

ended 31st March 2014: 

 

Opening stock of Raw material 7000 Wages 10000

Opening stock of finished goods 34000 Factory expenses 4000

Purchases 250000 Freight inward 300

Sales  300000 Freight outward 500

Purchase returns 4000 Sales returns 1500

 

Closing stock on 31st march 2014 were: 

Raw material   10000 

Work in progress  5000  

Finished goods  25000 

 

Solution 

 

Trading Account 

For the year ended 31st march 2014 

Particulars Rs Particulars Rs 

To Opening Stock R.M 7,000 By Sales                 3,00,000 

To opening stock Finished 34,000      Less Returns         1,500 2,98,500

To  Purchase   2,50,000       

     Less Returns  4,000 2,46,000 By Closing Stock 

To Wages 10,000            Raw material 10,000

To Factory expenses 4,000            Work in progress  5,000

To Freight inward 300            Finished goods 25,000

To Gross Profit 37,200   
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 3,38,500  3,38,500

 

Illustration 4: Prepare the profit and loss account for the year ended 31st December 

2014 from the following information: 

 

Particulars Rs Particulars Rs 

Gross Profit 1,75,000 Discount Received 300

Salaries and Wages 7,500 Rent Paid 5,000

Commission Allowed 2,800 Rent Received 4,000

Commission Earned 1,000 Bad debt Recovered 400

Interest Paid 200 Brokerage Paid 300

Interest Received 500 General Expenses 2,000

Carriage Outward 400 Miscellaneous Income 3,000

Freight Outward 300 Depreciation on Machines 4,000

Discount Allowed 2,000 Postage and Telegrams 400

 

Solution: 

Profit and Loss Account 

For the year ended 

Particulars Rs Particulars Rs 

To Salaries and Wages 7,500 By Gross Profit 1,75,000

To Commission Allowed 2,800 By Commission Earned 1,000

To Interest Paid 200 By Interest Received 500

To Carriage Outward 400 By Discount Received 300

To Freight Outward 300 By Rent Received 4,000

To Discount Allowed 2,000   

To Rent Paid 5,000   

To Bad Debt Recovered 400   

To Brokerage Paid 300   

To General Expenses 2,000   

To Miscellaneous Income 3,000   

To Depreciation on Machines 4,000   

To Postage and Telegrams 400   
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To Gross Profit 1,52,500   

 1,80,800  1,80,800

 

 

Illustration 5: Prepare the profit and loss account for the year ended 31st December 

2014 from the following information: 

 

Particulars Rs Particulars Rs 

Gross Profit 1,50,000 Salaries and Wages 700

Carriage Outward 700 Discount Allowed 500

Travelling Expenses 400 Interest Received 300

Bank Charges 600 Rent Paid 600

Loss by Fire 400 Printing and Stationary 300

Loss on Sale of Furniture 600 Postage and Telegram 400

Commission Paid on Sales 300 Bad Debt 200

Freight Outward 400 Depreciation on Machine 400

Rent Received 4,000 Repair and Maintenance 400

Entertainment Expenses 400 Water and Electricity Charges 200

Sales Promotion Expenses 500 Telephone Expenses 400

Audit Fee 200 Income from Investment 2,000

Miscellaneous Expenses 400 Dividend Received on Shares 3,000

Fire Insurance Paid 500 Discount Received 500

Interest Paid 100 Commission Received 400

 

 

Solution: 

Profit and Loss Account 

For the year ended 

Particulars Rs Particulars Rs 

To Carriage Outward 700 Gross Profit 1,50,000

To Travelling Expenses 400 Rent Received 4,000

To Bank Charges 600 Interest Received 300
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To Loss by Fire 400 Income from Investment 2,000

To Loss on Sale of Furniture 600 Dividend Received  3,000

To Commission Paid on Sales 300 Discount Received 500

To Freight Outward 400 Commission Received 400

To Entertainment Expenses 400   

To Sales Promotion Expenses 500   

To Audit Fee 200   

To Salaries and Wages 700   

To Discount Allowed 500   

To Rent Paid 600   

To Printing and Stationary 300   

To Postage and Telegram 400   

To Bad Debt 200   

To Depreciation on Machine 400   

To Repair and Maintenance 400   

To Water and Electricity 200   

To Telephone Expenses 400   

To Miscellaneous Expenses 400   

To Fire Insurance Paid 500   

To Interest Paid 100   

To Gross Profit 1,50,400   

 1,60,200  1,60,200

 

 

8.5.3 BALANCE SHEET 

In Trading and Profit and Loss account all nominal A/cs balances are transferred and 

balances of all the personal and real accounts are grouped as assets and liabilities. 

Liabilities are shown on the left hand side of the balance sheet and assets on the right 

hand side of the balance sheet. Main purpose of preparing balance sheet is to 

ascertain the financial position of the business at a particular point of time. 
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Characteristics of Balance Sheet 

The balance sheet as distinct from other financial statements has the following 

characteristics. 

1. Although the balance sheet is a part of the final accounts and is prepared with 

the help of accounts, yet it is not an account but a statement. 

2. The balance sheet is prepared at the end of every accounting year. 

3. The balance sheet has no debit and credit sides. The sides of balance sheet are 

known as assets and liabilities. 

4. Te words “To” and “By” are not used before the name of accounts in balance 

sheet. 

5. The totals of the liabilities and assets are always equal. 

 

Uses of Balance Sheet 

1. It enables to ascertain the proprietary interests of a person. 

2. It helps in ascertaining the financial position of the business at the end of an 

accounting period by disclosing its assets and liabilities. 

3. It enables us to calculate the actual amount of capita employed i the business. 

4. It helps in ascertaining the solvency position of the business by showing the 

amount of total assets available to meet its total liabilities. 

5. Different ratios can be calculated from balance sheet. 

 

Limitations of Balance Sheet 

1. Fixed assets are shown in balance sheet at their original cost less depreciation. 

So it does not show the true financial position. 

2. Intangible assets, such as goodwill, are shown in the balance sheet at book 

value which have not relation with market value. 

3. A balance sheet may mislead untrained readers in a inflationary situation. 

4. A balance sheet cannot reflect the value of assets such as skill and loyalty of 

the employees. 

 

Grouping and marshalling of assets and liabilities : 

Grouping : means putting various assets and liabilities having the same nature under 

some common heading. e.g. the amount receivable from various customers will be 
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shown under heading ‘Sundry Debtors’. Similarly, under heading ‘Current Assets’ the 

balance of cash, bank, debtor, stock etc. will be shown. 

 

Marshalling : is the arrangement of various assets and liabilities in a particular order 

like (a) in the order of liquidity (b) in the order of permanence-exactly the reverse of the 

order of liquidity. 

(a) in the order of liquidity-More Liquid Assets→ less liquid → permanent 

Assets →Short term liabilities →medium term liabilities→ Long term liabilities 

 

Balance sheet of  _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ 

As on _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ 

 

Liabilities Rs Assets Rs 

Current Liabilities  Current Assets  

Outstanding Expenses  Cash in Hand  

Bills Payable  Cash at Bank  

Bank Overdraft  Marketable Securities  

Trade Creditors  Temporary Investments  

Short Term Loans  Bills Receivables  

Unearned Income  Trade Debtors  

    

Fixed Liabilities  Closing Stock  

Long Term Loans  Raw Material  

Mortgage  Work in Progress  

Deposits  Finished Goods  

  Prepaid Expenses  

Reserves and Surplus  Accrued Incomes  

Capital    

   Add Net Profits  Fixed Assets  

          Or   Loose tools  

   Less Net Losses  Live stock  

Less Drawings  Furniture and fittings  
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  Motor and vehicles  

  Plant and machinery  

  Buildings  

  Land   

  Patents and Trade Marks  

  Goodwill  

  Fictitious Assets  

  Losses and Expenses not 

written off 

 

 

(b) in order of permanence- More permanence assets→ less permanence 

→ liquid assets Long term liabilities→ medium term liabilities→ short term 

liabilities 

 

Liabilities Rs Assets Rs 

Capital  Fixed assets  

    Add net profit  Goodwill  

    Less net loss  Land and buildings  

    Less drawings  Plant and machinery  

Reserves and surplus  Motor vehicles  

  Furniture and fittings  

Fixed liabilities  Patents   

Mortgage loan  Live stock  

Long term loan  Loose tools  

Deposits    

  Current assets  

Current liabilities  Closing stock  

Unearned income      Raw material  

Short term loans      Work in progress  

Sundry creditors      Finished goods  

Bank overdraft  Prepaid expenses  

Bills payable  Accrued income  
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Outstanding expenses  Sundry debtors  

  Bills receivables  

  Temporary investments  

  Marketable securities  

  Cash at bank  

  Cash in hand  

  Fictitious assets  

 

The assets and liabilities can be divided into following categories 

Classification of Assets 

1. Fixed Assets - Fixed Assets are those assets that are acquired for continued 

use and are not meant for resale, though later it may be decided to sell a 

particular asset. They may be tangible like land, buildings, plant and 

machinery, furniture and fixtures etc., or intangible like goodwill, patents etc. 

Fixed Assets may be a. Tangible and b. Intangible 

Tangible Fixed Assets refers to those fixed assets which can be seen and 

touched, eg., Land and Building, Plant and Machinery, Furniture and Fixture, 

etc. 

 

Intangible Fixed Assets refer to those fixed assets which are not in a physical 

form ie., they can neither be seen or touched eg., goodwill of a firm or the know- 

how which it possess, patents, trade marks etc. 

 

Note: Fixed Assets are valued at cost less depreciation. Investments - 

Investments represent capital expenditure on purchase of shares, debentures, 

bonds etc., to earn interest, dividend and other benefits. Investment is shown 

separately in the Balance Sheet. 

 

2. Current Assets - These are those assets of the business which are kept 

temporarily for resale or for converting into cash. These are assets which are 

likely to be realized within a period of one year or during the normal operating 

cycle. A business earns profit by sale of these assets but not by keeping them in 

hand. Examples are - unsold finished goods, amount received from debtors, 
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bills receivables, bank balance, and cash in hand, etc. these assets are 

temporary and may change. These are also called 'floating or circulating assets'. 

These are those assets on which any trade depends for the payment of current 

liabilities. In current assets except closing stock, all the assets are called 'quick 

assets'. These include cash, bank balance, bills receivable, debtors and readily 

marketable securities. 

 

 

 

 

Liabilities are shown in the Balance Sheet on the left - hand side. They may be divided 

as follows- 

1. Long term Liabilities or Fixed Liabilities - these liabilities are not payable by 

the business in the next year. They mainly include long - term loans as even for 

ten or fifteen years or amount of debentures, etc. Funds from this source are 

used for purchase of fixed assets. 

 

2. Current Liabilities - These are liabilities payable by the business within a year. 

Examples are - trade creditors, bills payable, expenses outstanding, bank 

overdraft, etc. 

 

3. Owner's Funds - The amount owing to the proprietors as capital is a class by 

itself; it will include undistributed profits and reserves also. It is equal to the 

net assets of the business and is defined as the difference between assets and 

liabilities. 

 

4. Contingent Liabilities - A Contingent Liability is a liability that becomes 

payable on the happening of an event. In case, the event does not happen, no 

amount is payable. Such liabilities are not shown in the Balance Sheet; they are 

revealed by way of a note. The following are the examples of contingent 

liabilities. 
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Liabilities in respect of Bills Discounted - if the firm got its bills receivable 

discounted with the bank, the primary liability will be that of the acceptor. If the 

acceptor does not pay, then and only then is the firm liable. 

 

Guarantee for Loan - if the firm has stood surety for a loan, it may be liable to 

pay the amount if the other person fails to meet his obligation. 

Disputed claims - If some other party has lodged a claim against the firm, the 

firm will be liable to pay if the claim succeeds. 

 

 

 

 

 

Illustration 6: From the following trial balance prepare trading and profit and loss 

account for the year ended 31st march 2014. 

Particulars Rs Particulars Rs 

Debit Balances: Rent, rates and taxes 700

Sundry Debtors 1200 Salaries 2300

Stock on 1st April 4500 Drawings 2400

Lad and Building 8800 Purchases 9000

Cash in Hand 1400 Office expenses 1200

Cash at Bank 3500 Plant and machinery 4500

Wages 2500 Credit Balances:

Bills Receivables 1900 Capital 23000

Interest 100 Interest 600

Bad Debts 600 Sundry creditors 6700

Repairs 400 Sales 14000

Furniture and Fixtures 1300 Bills payables 3000

Depreciation 1000  

 

Closing stock on 31st march 2014 Rs 10,000. 
 

Solution: 
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Trading and Profit and Loss Account 

Particulars Amount Particulars Amount

To Opening Stock 4,500 By Sales 14,000

To Purchases 9,000 By Closing Stock 10,000

To Wages 2,500  

To Gross Profit 8,000  

 24,000 24,000

To Interest 100 By Gross Profit 8,000

To Bad Debts 600 By Interest 600

To Repairs 400  

To Depreciation 1,000  

To Rent, Rates and Taxes 700  

To Salaries 2,300  

To Office Expenses 1,200  

To Net Profit 2300  

 8600 8600

BALANCE SHEET 

As at 31st March 2014 

 

Liabilities Rs Assets Rs

Current Liabilities Current Assets

Sundry Creditors        6700 Cash in Hand 1400

Bill Payables               3000 9700 Cash at Bank 3500

 Bills Receivables 1900

Capital Sundry Debtors 1200

Opening Balance       23000 Closing Stock 10000

Less Drawings             2400  

                                 20600 Fixed Assets

Net Profit                     2300 22900 Furniture and Fittings 1300

 Plant and Machinery 4500

 Land and Buildings 8800

 32600 32600
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QUESTIONS 

 

1. Fill in the Blanks 

1. Salaries and wages will be transferred to ________________. 

2. Trading account reveals ___________ profit. 

3. Inventory is valued at cost price or market price which is ___________. 

4. Wages is an example of ____________ expenses. 

5. Interest paid is an example of _____________ expenses. 

6. Closing stock is credited to _____________ account. 

7. Goodwill is an example of _____________ asset. 

8. Closing stock is a _____________ asset. 

9. Land and building is _______________ asset. 

10. Creditors are ____________ liabilities. 
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2. Very Short Answer Type Questions 

1. What is capital expenditure? 

2. Write two examples of deffered revenue expenditure. 

3. Give two examples of revenue expeditures. 

4. What is capital receipt? 

5. Give two examples of revenue receipt. 

6. What is trading account? 

7. What are direct expenses? 

8. Give two examples of indirect expenses. 

9. Give two items that are shown on the debit side of P&L account. 

10. Give two items that are shown on the credit side of P&L account. 

 

3. Short Answer Type Questions 

1. Explain the objectives of preparing the P&L account. 

2. Explain the objectives of preparing the balance sheet. 

3. Write short note of contingent liability. 

4. Distinguish between current and fixed assets 

5. Write note on different type of assets with one example of each. 

 

 

 

 

PRACTICAL PROBEMS 

Q1: Prepare final accounts from the following particulars on 31st march 2014 

 

 Rs  Rs 

Capital  24,500 Loan  7,880

Drawings 2,000 Sales 65,260

General expenses 2,500 Purchases 47,000

Building 11,000 Motor car 2,000

Machinery 9,340 Reserve fund (cr) 900

Stock 16,200 Commission (cr) 1,320

Power 2,240 Car expenses 1,800
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Taxes and insurance 1,315 Bills payable 3,850

Wages 7,200 Cash  80

Debtors 6,280 Bank overdraft 3,300

Creditors 2,500 Charity 105

Bad debts 550  

 

Closing stock was Rs 23,500 

 

(Gross Profit – Rs 16,220, Net Profit – Rs 11,270, B/S total – 52,200) 

 

 

 

Q 2: From the following balances prepare trading and profit loss account and the 

balance sheet: 

 

 Rs  Rs 

Machinery 35,000 Rent 4,500

Debtors 27,000 Sundry expense 2,000

Drawings 9,000 Carriage 1,500

Purchases 95,000 Capital 1,00,000

Wages 50,000 Creditors 14,000

Bank 15,000 Sales 1,45,000

Stock 20,000   

 

Closing stock was Rs 6,000 

[Gross Loss: Rs 15,500, Net loss : Rs 22,000, Balance sheet: Rs 83,000] 

 

 

Q3: Prepare trading account, profit and loss account and balance sheet from the 

following particulars: 

 

 Rs  Rs 
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Capital 18,000 Cash at bank 1,900

Stock 3,720 Machinery 6,710

Bills payable 4,827 Buildings 5,290

Creditors 7,581 Commission (Cr) 390

Debtors 8,100 Insurance 119

Bill receivables 3,291 Postage 132

Sales 12,439 Discount (Cr) 627

Purchases 10,492 Salaries 1,400

Return inward 1,000 Carriage 400

Return outward 1,200 Wages 1,510

Cash in hand 400 depreciation 600

 

Closing stock  Rs 17,929 

 

[Gross Profit: Rs 14,446, Net Profit: Rs 13,212, B/S total: Rs 43,620] 

 

Q4: Prepare trading, profit and loss account and balance sheet on 31st march, 2014 

 

 Rs  Rs 

Machinery 27,000 Creditors 60,000

Sundry expenses 21,600 Bills payable 2,800

Drawings 2,700 Sundry creditors 1,400

Purchases 58,500 Sales 73,500

Wages 15,000  

Sundry expenses 600  

Rent and taxes 1,350  

Carriage inwards 450  

Bank 4,500  

Opening stock 6,000  

 

Closing stock Rs 22,400 

 

[Gross Profit: Rs 15,950, Net Profit: Rs 14,000, Balances Sheet: Rs 75,500] 
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Q5: From the following prepare trading and profit and loss account and balance sheet 

for the year ended march 31, 2014: 

 

 Rs  Rs 

Opening stock 15,310 Capital  2,50,000

Purchases 82,400 Drawings 48,000

Sales 2,56,000 Sundry debtors 57,000

Returns (Dr) 4,000 Sundry creditors 12,000

Returns (Cr) 2,400 Depreciation 4,200

Factory rent 18,000 Charity 500

Custom duty 11,500 Cash balance 4,460

Coal, gas and water 6,000 Bank balance 4,000

Wages and salaries 36,600 Bank charges 180

Discount (Dr) 7,500 Establishment expenses 3,600

Commission (Cr) 1,200 Plant 42,000

Bad debts 5,850 Leasehold building 15,0,000

Bad debts recovered 2,000 Sales tax collected 2,000

Apprenticeship premium 4,800 Goodwill 20,000

Production expenses 2,600 Patents 10,000

Administrative expenses 5,000 Trademark 5,000

Carriage 8,700 Loan (Cr) 25,000

 Interest on loan 3,000

 

The value of closing stock on 31st march was Rs 25,400 

 

[Gross Profit: Rs 98,690, Net Profit: Rs 76,860, B/S Total: Rs 3,17,860 
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Chapter – 9 

Final Accounts of Sole Proprietorship (With Adjustments) 

 

Learning objectives 

The chapter will enable you to understand: 

1. The need for adjustments in the final accounts. 

2. Main adjustment entries. 

 

 

9.1 Adjustments 

Some important and common items, which need to be adjusted at the time of 

preparing the final accounts are discussed below. 

1. Closing stock  

2. Outstanding expenses  

3. Prepaid Expenses  

4. Accrued incomes  

5. Incomes received in advance  

6. Depreciation  

7. Bad Debts  

8. Provision for bad and doubtful debts  

9. Provision for discount on debtors  

10. Provision for discount on creditors. 

 

Note : All adjustments are given outside the trial balance. 

 

9.1.1 Closing Stock 

The unsold goods in stock at the end of the accounting period is called as closing 

stock. This is to be valued at cost or market price whichever is lower. 
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Example: 

The value of closing stock shown outside the trial balance on 31.3.2004 is 

Rs.1,00,000. 

 

              Adjusting Entry 

Date Particulars 
 

L.F 
Debit Credit  

 
Rs. Rs. 

 
     
       

2014       
Mar 
31 Closing stock A/c Dr  1,00,000   
 To Trading A/c    1,00,000  
 (closing stock recorded)      
       

 

Value of closing stock will appear 

i) on the credit side of trading account and  

ii) on the assets side of balance sheet 

 

Trading account for the year ending 31st March, 2004 

Dr.   Cr.

Particulars Rs. Particulars Rs.

  By Closing Stock 1,00,000

 

Balance Sheet as on 31st March, 2004 

Liabilities Rs. Assets Rs.

  Closing Stock 1,00,000

 

1.1.2  Outstanding Expenses 

Expenses which have been incurred but not yet paid during the accounting period for 

which the final accounts are being prepared are called as outstanding expenses. 
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Example: Trial balance shows salaries paid Rs.22,000. Adjustment: Salary for March 

2004, Rs.2,000 not yet paid. 

 

Adjusting Entry 

 

Date Particulars 

 

L.F 

Debit Credit 

 

Rs. Rs.     

2004      

Mar 31 Salaries A/c Dr  2,000  

 To Salaries outstanding  A/c    2,000

 (March salary outstanding)     

 

Outstanding expenses will be shown 

i) on the debit side of Profit and Loss account by way of additions to the 

particular expenses and  

ii) on the liabilities side of the Balance Sheet 

 

              Profit and Loss account for the year ending 31st March, 2004 

Dr.     Cr. 

Particulars Rs. Rs. Particulars Rs. Rs. 

To Salaries A/c 22,000    

Add: Outstanding 2,000    

  

24,000

   

     

 

              Balance Sheet as on 31st March, 2004 

Liabilities Rs. Assets Rs. 

Outstanding Salaries 2,000  

 

1.1.3  Prepaid Expenses 

Expenses which have been paid in advance are called as prepaid (unexpired) 
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expenses. 

 

Example: Trial Balance for the period ending 31st March, 2004 shows Rs.15,000 as 

insurance premium. Adjustment: Prepaid Insurance premium Rs.7,500. 

 

               Adjusting Entry 

Date Particulars L.F 

Debit Credit 

Rs. Rs.    

2004     

Mar 31 Prepaid Insurance Premium A/c Dr  7,500  

 To Insurance Premium A/c   7,500

 (Insurance premium paid in advance)    

 

Prepaid expenses will be shown 

i) on the debit side of the Profit and Loss account by way of deduction from the 

particular expenses and  

ii) on the assets side of the Balance Sheet 

 

                      Profit & Loss Account for the year ending 31st March, 2004 

Dr.     Cr. 

Particulars Rs. Rs. Particulars Rs. Rs. 

To Insurance      

premium A/c 15,000     

Less: Prepaid 7,500     

  

7,500

   

     

 

                 Balance Sheet as on 31st March, 2004 

Liabilities Rs. Assets Rs. 

    

  Prepaid Insurance premium 7,500
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1.1.4 Accrued Incomes or Outstanding Incomes 

Income which has been earned but not received during the accounting period is called 

as accrued income. 

 

Example: Credit side of Trial Balance (31.3.2004) shows commission received 

Rs.8,000. Adjustment: Commission accrued but not yet received Rs.2,000. 

 

              Adjusting Entry 

Date Particulars 

 

L.F 

Debit Credit 

 

Rs. Rs.     

2004      

Mar 31 Accrued commission A/c Dr  2,000  

 To Commission A/c    2,000

 (commission earned but     

 not received)     

 

Accrued income will be shown 

i) on the credit side of Profit and Loss account by way of addition to particular 

income and  

ii) on the assets side of the Balance Sheet 

 

                          Profit & Loss Account for the year ending 31st March, 2004 

Dr.     Cr. 

Particulars Rs. Rs. Particulars Rs. Rs. 

   By Commission   

   received 8,000 

   Add: Accrued Comm   

   -ission 2,000 

     

10,000     
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                Balance Sheet as on March 31, 2004 

Liabilities Rs. Assets Rs.

  Accrued Commission 2,000

 

1.1.5  Incomes Received in Advance 

Income received during a particular accounting period for the work to be done in 

future period is called as income received in advance. 

 

Example: Trial Balance for the period ending 31st March, 2004 shows Rent received 

Rs.25,000. Adjustment: Rent received in advance Rs.5,000. 

 

Adjusting Entry 

Date Particulars 

 

L.F 

Debit Credit 

 

Rs. Rs.     

2004      

Mar 31 Rent received A/c Dr  5,000  

 To Rent received in advance A/c   5,000

 (rent received in advance)     

 

Incomes received in advance will be shown 

i) on the credit side of the Profit and Loss account by way of deducting from the 

particular income and  

ii) on the liabilities side of the Balance sheet 

 

Profit & Loss Account for the year ending 31st March, 2004 

Dr.     Cr.

Particulars Rs. Rs. Particulars Rs. Rs.

   By Rent received 25,000 

   Less: Rent received   

   in advance 5,000 

     20,000
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               Balance Sheet as on 31st March, 2004 

Liabilities  Rs. Assets  Rs. 

  

Rent received in advance  5,000    

 

1.1.10  Depreciation 

Depreciation is the reduction in the value of fixed assets due to its use or 

obsolescence. Generally depreciation is charged at some percentage on the value of 

fixed asset. 
 

Example: The Trial balance shows the value of furniture on 31.3.2004 as Rs.60,000. 

Adjustment: Furniture is to be depreciated at 10%. 

 

               Adjusting Entry 

Date Particulars 

 

L.F 

Debit Credit 

 

Rs. Rs.     

2004      

Mar 31 Depreciation A/c Dr  6,000  

 To Furniture A/c    6,000

 (10% depreciation on furniture)     

 

To bring depreciation into Profit and Loss account the following transfer entry is 

required. 
 

                Transfer Entry 

Date Particulars 

 

L.F 

Debit Credit 

 

Rs. Rs.     

2004 Profit & Loss A/c Dr  6,000  

Mar 31 To Depreciation A/c    6,000

 (10% depreciation on furniture     
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 transferred to P&L account     

 

Depreciation will be shown 

i) on the debit side of Profit and Loss account and  

ii) on the assets side of the Balance Sheet by way of deduction from the value of 

concerned asset 

 

Profit & Loss Account for the year ending 31st March, 2004 

Dr.   Cr. 

Particulars Rs. Particulars Rs. 

To Depreciation on Furniture 6,000   

 

 

               Balance Sheet as on 31st March, 2004 

Liabilities  Rs. Assets  Rs. 

  

  

Furniture                   60000 

Less Dep                      6000  54000 

 

 

1.1.11  Bad Debts 

Debts which cannot be recovered are called bad debts. It is a loss for the business. 

 

Example: The trial balance as on 31st March 2004 shows, Sundry debtors Rs.52,500. 

Adjustment: Write off Rs. 2,500 as bad debts. 

 

             Adjusting Entry 

Date Particulars 

 

L.F 

Debit Credit 

 

Rs. Rs.     

2004      

Mar 31 Bad debts  A/c Dr  2,500  

 To Sundry debtors A/c    2,500



F:\  2016-17 books\accountancy book-11th (final 2016-17).docx                                          282 
 

 (Bad debts written off)     

 

To transfer bad debts to Profit and Loss account the following transfer entry is 

required. 

 

               Transfer Entry 

Date Particulars 

 

L.F 

Debit Credit 

 

Rs. Rs.     

2004      

Mar 31 Profit & Loss A/c Dr  2,500  

 To Bad debts  A/c    2,500

 (Bad debts transferred     

 to Profit & Loss A/c)     

 

Bad debts will be shown 

i) on the debit side of Profit and Loss account and  

ii) on the assets side of the Balance Sheet by way of deduction from sundry 

debtors.  

 

Profit & Loss Account for the year ending 31st March, 2004 

Dr.            Cr. 

Particulars     Rs. Particulars    Rs. 

To Bad debts A/c     2,500        

 

Balance Sheet as on 31st March, 2004  

Liabilities Rs.    Rs.  Assets  Rs.   Rs. 

       Sundry debtors  52,500   

       Less: Bad debts      

       written off  2,500   

            

50,000            
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1.1.12  Provision for Bad and Doubtful Debts 

Every business suffers a percentage of bad debts over and above the debts definitely 

known as irrecoverable and written off as Bad (Bad debts written off). If Sundry 

debtors figure is to be shown correctly in the Balance sheet provision for bad and 

doubtful debts must be adjusted. This Provision for bad and doubtful debts is 

generally provided at a certain percentage on Debtors, based on past experience. 

 

While preparing final accounts, the bad debts written off given in adjustment is first 

deducted from the Sundry debtors then on the balance amount (Sundry debtors – Bad 

debt written off) provision for bad and doubtful debts calculated. 

 

Example: Provide 5% provision for bad & doubtful debts on Sundry debtors. 

 

                Adjusting Entry 

Date Particulars 

 

L.F 

Debit Credit 

 

Rs. Rs.     

2004      

Mar 31 Profit & Loss A/c Dr  3,000  

 To Provision for bad &     

 doubtful debts A/c    3,000

 (5% provision for bad and     

 doubtful debts )     

 

Provision for bad and doubtful debts will be shown 

i) on the debit side of Profit and Loss Account and  

ii) on the assets side of the Balance sheet by way of deduction from Sundry 

debtors (after Bad debts written off if any).  
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Profit & Loss Account for the year ending 31st March, 2004 

Dr.        Cr. 

Particulars   Rs. Particulars    Rs. 

To Provision for bad and        

doubtful debts A/c   3,000      

 

                        Balance Sheet as on 31st March, 2004    

Liabilities  Rs.  Rs. Assets Rs.   Rs. 

     Sundry debtors 60,000   

     Less: Provision for     

     bad and doubtful     

     debts 3,000   

        57,000 

 

 

Example : The Trial Balance as on 31st March 2004 shows the following: 

Sundry Debtors   Rs. 81,200 

 

Adjustment: Write off Rs.1,200 as bad debts. Create a provision for Bad and doubtful 

debts @ 5% on Sundry Debtors. 

 

                    Adjusting Entry 

Date Particulars 

 

L.F 

Debit Credit 

 

Rs. Rs.     

2004      

Mar 31 Bad debts A/c Dr  1,200  

 To Sundry debtors A/c    1,200 

 (Bad debts written off)     

’’ Profit and Loss A/c Dr  4,000  

 To Provision for Bad & doubtful debts    4,000 
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 (5% provision for bad & doubtful debts)     

 

Note: 5% should be calculated on Rs.80,000 (i.e. The amount ofSundry debtors after 

writing off Bad Debts). 

 

           Profit and Loss Account for the year ending 31st March, 2004 

Dr.     Cr. 

Particulars Rs. Rs. Particulars Rs. Rs. 

To Bad Debts A/c 1,200     

To Provision for Bad      

& doubtful debts A/c 4,000     

 

Balance Sheet as on 31st March, 2004 

 

 

Note: 

            Bad Debts Account 

Dr.   Cr.

    

Particulars Rs. Particulars Rs.

    

To Sundry Debtors A/c 1,200 By Profit & Loss A/c 1,200

    

Liabilities Rs. Rs. Assets Rs. Rs. 

   Sundry Debtors 81,200  

   Less: Bad debts   

   written off 1,200  

    80,000  

   Less: Provision   

   for Bad & Doubt-   

   -ful debts 4,000  76000 
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1.1.13  Provision for Discount on Debtors 

To motivate the debtors to make prompt payments, cash discount may be allowed to 

them. After providing provision for bad and doubtful debts, the remaining debtors are 

called as good debtors. They may pay their dues in time and avail themselves of the 

cash discount permissable. So a provision for discount on good debtors at a certain 

percentage may have to be created. 

 

Example: The Trial Balance as on 31st March 2004 shows the following: 

 

Sundry debtors 

Rs. 

45,000 

 

Adjustment: Create 2% provision for discount on Debtors. 

 

           Adjusting Entry 

Date Particulars 

 

L.F 

Debit Credit 

 

Rs. Rs.     

2004      

Mar 31 Profit and Loss Account Dr  900  

 To Provision for discount     

 on Debtors    900

 (2% provision for discount on Debtors)    

 

          Profit and Loss Account for the period ended 31st March, 2004 

Dr.     Cr. 

Particulars Rs. Rs. Particulars Rs. Rs. 

      

To Provision for      

discount on debtors 900     
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                    Balance Sheet on 31st March 2004 

 

Liabilities Rs. Rs. Assets Rs. Rs. 

   Sundry Debtors 45,000  

   Less: Provision for   

   discount on debtors 900 44100 

 

 

Example: The trial balance shows on 31.03.2004, 

 

Sundry debtors Rs. 85,000 

 

Adjustments: Bad debts written off Rs. 5,000. Provide @ 5% provision for bad and 

doubtful debts and @ 2% provision for discount on debtors. 

 

Note:  

 Rs. 

Debtors as per Trial Balance 85,000

Less: Bad debts 5,000

Amount for which Bad & doubtful debts 

 

 

is to be calculated 80,000

Less: 5% Provision for bad and doubtful 

debts 4,000

Estimated value of good debtors 76,000

Less: 2% Provision for discount on 

debtors 1,520

 74,480
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              Adjusting Entries 

Date Particulars 

 

L.F 

Debit Credit

 

Rs. Rs.      

2004       

Mar 31 Bad debts A/c Dr 5,000  

  To Sundry debtors A/c    5,000

  (Bad debts written off)     

       

’’ Profit and Loss A/c Dr  4,000  

  To Provision for bad and     

  doubtful debts A/c    4,000

  (5% Provision for bad and     

  doubtful debts)     

 

’’ Profit and Loss A/c Dr  1,520  

 To Provision for discount on     

 debtors A/c    1,520

 (2% Provision for discount     

 on debtors)     

 

Provision for discount on debtors will be shown 

i) on the debit side of Profit and Loss account and  

ii) on the asset side of the Balance sheet by way of deduction from Sundry 

debtors (after deducting bad debts written off and provision for bad and 

doubtful debts).  
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            Profit and Loss Account for the year ended 31st March, 2004 

Dr.   Cr. 

Particulars Rs. Particulars Rs. 

To Bad debts A/c 5,000   

To Provision for Bad and    

doubtful debts A/c 4,000   

To Provision for    

discount on debtors 1,520   

    

 

            Balance Sheet as on 31st March, 2004 

 

Liabilities Rs. Rs. Assets Rs. Rs. 

        

   Sundry Debtors 85,000   

   Less: Bad debts 5,000   

        

     80,000   

   Less: Provision for    

   bad and doubtful    

   debts 4,000   

        

     76,000   

   Less: Provision for    

   discount on debtors 1,520  74880 
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Note : 

 

              Transfer Entry 

Date Particulars 

 

L.F 

Debit Credit 

 

Rs. Rs.     

2004      

Mar 31 Profit & Loss A/c Dr  5,000  

 To Bad debts  A/c    5,000

 (Bad debts A/c closed by transfer    

 to Profit & Loss A/c)     

 

                    Bad Debts Account 

Dr.     Cr.

Date 

 

Particulars Rs. Date Particulars 

 

Rs.  

        

2004    2004    

Mar 31  To Sundry Debtors A/c 5,000 Mar 31 By Profit & Loss A/c  5,000

        

   5,000    5,000

 

 

1.1.14  Provision for Discount on Creditors 

 

Similar to cash discount allowed to debtors, the firm may have a chance to receive 

the cash discount from the creditors for prompt payment. Provision for discount on 

Creditors is calculated at a certain percentage on Sundry Creditors. 

 

Example: The Trial balance for the year ended 31st March, 2004 shows Sundry 

Creditors Rs.50,000. 
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Adjustment: 

 

Create a provision for discount on creditors @ 2%. 

 

                  Adjusting Entry 

Date Particulars  L.F Debit Credit

2004      

Mar 31 Provision for discount on     

 creditors A/c Dr  1,000  

 To Profit and Loss A/c    1,000

 (2% Provision for discount     

 on creditors)     

 

Provision for discount on creditors will be shown 

i) on the credit side of Profit and Loss account and  

ii) on the liabilities side of the Balance sheet by way of deduction from Sundry 

creditors.  

 

            Profit and Loss Account for the year ended 31st March, 2004 

Dr.   Cr.

Particulars Rs. Particulars Rs.

  By Provision for discount  

  on Creditors 1,000

 

                 Balance Sheet as on 31st March, 2004 

Liabilities Rs. Rs. Assets Rs. Rs. 

Sundry creditors 50,000    

Less: Provision for      

discount on      

creditors 1,000    

  49,000   
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Trading and profit & loss account 

For the year ending …………………. 

Dr.       Cr.
 

        
 

Particulars Rs. Rs. Particulars Rs. Rs.
 

          

To Opening stock  xxx By Sales xxx  
 

To Purchases xxx   Less: Sales returns xxx  
 

Less: Purchases returns xxx
       

xxx
 

     
 

   

xxx
 

By Closing Stock
 

xxx
 

To Wages xxx
  

 

      
 

Add: Outstanding wages xxx       
 

   

xxx
      

To Factory rent xxx
     

 

      
 

Less: Prepaid Factory rent xxx       
 

   

 
xxx

       

       
 

To Gross Profit c/d  xxx     
 

(Transferred to Profit &        
 

Loss A/c)        
 

         

  xxxx    xxxx
 

To Salaries xxx   By Gross Profit b/d  xxx
 

Add: Outstanding Salaries xxx   (Transferred from   
 

  xxx Trading A/c)   
 

Insurance premium xxx   By Commission received xxx  
 

Less: Prepaid Insurance    Add: Commission   
 

Premium xxx   accrued but not yet   
 

  xxx Received xxx  
 

To Interest on Capital 
   

xxx
    

xxx
 

     
 

To Interest on loan xxx   By Rent received xxx  
 

Add: Interest on loan    Less: Rent received in   
 

Outstanding xxx   Advance xxx  
 

    

xxx
    

xxx
 

      
 

    By Interest on drawings  xxx
 

To Depreciation on:  xxx  By Discount received  xxx
 

Fixed Assets,    By New provision for   
Buildings, Machinery,    discount on creditors xxx  
Furniture etc.    (given in adjustment)   

    Less: Old provision xxx  
To Bad Debts xxx

 

  
 

xxx
 

       
 

Add: New Bad Debts xxx     
 

(given in adjustment) 
  

   
 

 xxx     
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Dr.       Cr.
 

        
 

Particulars Rs. Rs. Particulars Rs. Rs.
 

      
 

Add: New Provision for     
 

bad & doubtful debts xxx     
 

(given in adjustment)      
 

 xxx     
 

      
 

Less: Old Provision xxx     
 

  
xxx    

 

To Discount allowed  xxx    
 

To New Provision for      
 

discount on debtors xxx     
 

(given in adjustment)      
 

Less: Old Provision xxx     
 

  xxx    
 

     
 

To Net profit  xxx    
 

(Transferred to      
 

Capital A/c)      
 

  xxx   Xxx 
 

 

 

Balance Sheet 

As on ………………… 

 

Liabilities Rs. Rs.  Assets Rs. Rs.
    

Capital xxx   Cash in Hand  Xxx
Add: Net Profit xxx   Cash at Bank  Xxx
(or)  Sundry debtors xxx  
Less: Net Loss  Less: Bad debts   
 xxx written off xxx  
       

     xxx  
Less: Drawings xxx   Less: Proision for Bad &   
Interest on drawings xxx   doubtful debts xxx  
       

     xxx  
    Less: Provision for   
Less: Income tax    discount on debtors xxx  
  

xxx
   

xxx
Sundry Creditors    Land and Buildings xxx  

       
Less: Provision for   Less: Depreciation xxx  

Discount on Creditors  
 

 
  

xxx
  xxx  Plant & Machinery xxx  
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Liabilities Rs. Rs.  Assets Rs. Rs.
Loan    Less: Depreciation xxx  
Add: Interest on loan      xxx

outstanding   Furniture xxx  
  

xxx
 

Less: Depreciation xxx 
 

       
Outstanding Expenses  xxx  

  
xxx

       

Incomes received in    Goodwill xxx  
Advance  xxx  Less: Written off xxx  

      
xxx

       

    Closing stock  xxx
    Prepaid expenses  xxx
    Accrued Commission  xxx
       

  xxxx    xxxx
 

 
 
 
Illustration : 1 
 
 
 

From the following trial balance of a trader, make out a Trading and Profit and Loss account 
and Balance Sheet as on 31

st
 March, 2000.  

Particulars 

 

Debit
 

Credit
 

 
 

Rs.
 

Rs. 
 

  
 

      

Sales   4,20,000
 

Purchases 1,05,000   
 

Printing Charges 2,500   
 

Wages 77,500   
 

Salaries 12,500   
 

Opening Stock 2,25,000   
 

Carriage Inwards 8,800   
 

General Expenses 26,250   
 

Trade Marks 5,000   
 

Rates and Taxes 2,500   
 

Capital   1,74,800
 

Discount received   1,250
 

Loan   1,75,000
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Particulars 

 

Debit
 

Credit 
 

Rs.
 

Rs. 
 

  
 

      

Buildings 2,00,000   
 

Furniture 25,000   
 

Machinery 50,000   
 

Cash 1,000   
 

Bank 30,000   
 

  
 

  

 7,71,050  7,71,050
 

 

 

Adjustments:  
1. The closing stock was valued at Rs.3,20,000.   
2. Outstanding Salaries Rs.10,000.   
3. Prepaid rates & taxes Rs.500.  

 
Solution:  
               Trading and Profit and Loss Account for the year ending 31

st
 March, 2000 

Dr.     Cr.
      

Particulars Rs. Rs. Particulars Rs. Rs.
      

To Opening Stock  2,25,000 By Sales  4,20,000

To Purchases  1,05,000 By Closing Stock  3,20,000

To Wages  77,500   
      

To Carriage inwards  8,800   
To Gross Profit c/d  3,23,700   
(Transferred to Profit      
and Loss A/c)      
    

 
 

  7,40,000  7,40,000
      

To Printing charges  2,500 By Gross Profit b/d  3,23,700
To Salaries 12,500 (Transferred from   
Add: Outstanding 10,000 Trading A/c)   
  

22,500 By Discount  
 

      
To General expenses  26,250 received  1,250
To Rates and Taxes 2,500    
Less: Prepaid 500    
  

2,000
   

      
To Net Profit  2,71,700   
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Dr.     Cr.
      

Particulars Rs. Rs. Particulars Rs. Rs.
      

(Transferred to      
Capital A/c)      
      

  3,24,950  3,24,950
      

 

 

                         Balance Sheet as on 31
st
 March, 2000  

Liabilities Rs. Rs. Assets Rs. Rs.
 

        

Outstanding Salary  10,000 Cash  1,000
 

Loans  1,75,000 Bank  30,000
 

Capital 1,74,800  Closing Stock  3,20,000
 

Add: Net Profit 2,71,700 4,46,500 Prepaid rates &   
 

    

taxes
 

500
 

    
 

   Building  2,00,000
 

   Furniture  25,000
 

   Machinery  50,000
 

   Trade Marks  5,000
 

      
 

  6,31,500   6,31,500
 

 

 

Illustration : 2 
 

The following Trial Balance has been extracted from the books of Mr.Bhaskar on 
31.03.2003. 
 

Trial Balance 
 

Particulars 
Debit Credit

 

Rs. Rs.  

 
 

    

Machinery 40,000  
 

Cash at Bank 10,000  
 

Cash in Hand 5,000  
 

Wages 10,000  
 

Purchases 80,000  
 

Stock (01.04.2002) 60,000  
 

Sundry debtors 40,000  
 

Bills Receivable 29,000  
 

Rent 4,000  
 

Interest on Bank Loan 500  
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Commission received  3,000
 

General Expenses 12,000  
 

Salaries 7,500  
 

Discount received  4,000
 

Capital  90,000
 

Sales  1,20,000
 

Bank Loan  40,000
 

Sundry Creditors  40,000
 

Purchase returns  5,000
 

Sales returns 4,000  
 

    

 3,02,000 3,02,000
 

 

 

Adjustments:  
1. Closing Stock Rs.80,000   
2. Interest on Bank loan not yet paid Rs.400   
3. Commission received in advance Rs.1,000  

 
Prepare Trading and Profit and loss Account for the year ended 31.03.2003 and Balance 

Sheet as on that date after giving effect to the above adjustments. 
 
Solution:  

Trading and Profit and Loss Account of Mr.Bhaskar for the year ending 31
st
 March, 

2003  
Dr.       Cr.

 

       

Particulars  Rs.  Rs. Particulars Rs. Rs.
 

            

To Opening Stock   60,000 By Sales 1,20,000  
 

To Purchases 80,000   Less: Returns 4,000 1,16,000
 

Less: Returns 5,000 75,000
 

By Closing stock
 

80,000
  

 
 

To Wages 
  

10,000
      

     
 

To Gross Profit c/d   51,000    
 

(Transferred to Profit        
 

and Loss A/c)        
 

   1,96,000   1,96,000
 

To Rent 
      

By Gross Profit b/d
    

   4,000  51,000
 

To Interest on Bank     (Transferred from   
 

Loan 500   Trading A/c)   
 

Add: Outstanding 400   By Commission   
 

    

900
 

received 3,000
   

     
 

To General Expenses   12,000 Less: Received in   
 

To Salaries   7,500 advance 1,000  
 

T N t P fit
  

32 600
   

2 000
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(Transferred to     By Discount   
 

Capital A/c)     received  4,000
 

          

   57,000   57,000
 

 

 

Balance Sheet as on 31
st
 March, 2003 

Liabilities Rs. Rs. Assets Rs. Rs.
 

     

Sundry Creditors  40,000 Cash in hand  5,000
 

Bank Loan 40,000  Cash at Bank  10,000
 

Add: Outstanding   Bills receivable  29,000
 

interest on loan 400  Sundry debtors  40,000
 

  

40,400 Closing Stock
 

80,000
 

   
 

Commission received   Machinery  40,000
 

in advance  1,000   
 

Capital 90,000     
 

Add: Net Profit 32,600     
 

  

1,22,600

    

     
 

      
 

  2,04,000   2,04,000
 

 

 

Illustration : 3 
 

From the Trial Balance of Mr.Raghuraman as on 31
st
 March, 2003 prepare Final accounts. 

 

Particulars 
Debit Credit

 

Rs. Rs.  

 
 

    

Capital  3,60,000
 

Drawings 6,400  
 

Stock (1.4.2002) 18,000  
 

Purchases 1,29,000  
 

Sales  2,38,000
 

Sales Returns 4,000  
 

Wages 32,000  
 

Insurance Premium 3,000  
 

Packing Expenses 4,000  
 

Postage 200  
 

Advertisement 2,000  
 

Carriage outwards 16,000  
 

Bad debts 600  
 

Commission received  1,000
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Bills Payable  18,000
 

Bank overdraft  6,000
 

Land & Buildings 2,61,000  
 

Plant & Machinery 1,80,000  
 

Sundry Debtors 50,800  
 

Sundry Creditors  84,000
 

   
 

 7,07,000 7,07,000
 

 

 

Adjustments:  
  Closing Stock on 31.03.2003, Rs.15,000.  

 
  Write off bad debts Rs.800 and make provision for Bad & doubtful debts @ 5% on 

Sundry debtors.   
  Commission accrued but not received Rs.2,000.  

 
Solution: 
 

Trading and Profit and Loss Account of Mr.Raguraman for the year ending 31
st
 March, 

2003 
Dr.       Cr.

 

        
 

Particulars  Rs. Rs. Particulars Rs.  Rs.
 

           

To Opening Stock   18,000 By Sales 2,38,000  
 

To Purchase   1,29,000 Less:Sales   
 

To Wages   32,000 Returns 4,000  
 

To Packing Expenses 
  

4,000
      

     2,34,000
 

To Gross Profit c/d   66,000 By Closing stock  15,000
 

(Transferred to        
 

Profit & Loss A/c)        
 

          

   2,49,000   2,49,000
 

To Insurance   3,000 By Gross Profit b/d  66,000
 

To Postage   200 (Transferred from    
 

To Advertisement   2,000 Trading A/c)    
 

To Carriage outwards   16,000 By Commission    
 

To Bad debts 600  received 1,000  
 

Add: Bad debts    Add: Accrued   
 

written off 800  Commission 2,000  
 

   1400   3,000
 

To Provision for bad        
 

& doubtful debts   2,500     
 

To Net Profit   43,900     
 

(Transfered to        
 

Capital A/c)        
 

   69,000   69,000
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Balance Sheet of Mr. Raguraman as on 31
st
 March, 2003 

 
Liabilities Rs.  Rs. Assets Rs. Rs.

 

          

Sundry Creditors  84,000 Sundry Debtors 50,800  
 

Bills Payable  18,000 Less: Bad debts  
 

Bank Overdraft  6,000 written off 800  
 

Capital 3,60,00    50,000  
 

Add: Net Profit 43,900   Less: Provision   
 

     

for Bad &
    

 4,03,900    
 

Less: Drawings 6,400   Doubtful debts 2,500 47,500
 

    

3,97,500 Closing Stock
 

15,000
  

    
 

    Accrued Commission  2,000
 

    Land & Buildings  2,61,000
 

    Plant & Machinery  1,80,000
 

         

  5,05,500   5,05,500
 

 

Illustration : 4 
 

Prepare Trading, Profit and Loss A/c and Balance Sheet as on 31.3.2005 from the following 
Trial Balance of Mr.Imran. 
 

Particulars 
Debit Credit

 

Rs. Rs.  

 
 

    

Capital  1,50,000
 

Bank Overdraft  25,200
 

Sales  9,03,000
 

Furniture 30,600  
 

Business Premises 1,20,000  
 

Creditors  79,800
 

Opening Stock 1,32,000  
 

Debtors 1,08,000  
 

Rent  6,000
 

Purchases 6,60,000  
 

Discount  2,400
 

Insurance 16,000  
 

Wages 24,000  
 

Salaries 54,000  
 

Advertisement 13,200  
 

Carriage on Purchases 10,800  
 

Provision for bad and doubtful debts  7,000
 

Bad debts 800  
 

Income tax 4,000  
 

    

 11,73,4000 11,73,400
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Adjustments:  
1. Closing Stock on 31.03.2005 was Rs.1,20,000   
2. Make a provision of 5% on Sundry debtors for bad and doubtful debts.   
3. Rent received in advance Rs.2,000   
4. Provide 10% depreciation on Furniture and Business   

Premises.  
Solution:  

Trading and Profit and Loss Account of Mr.Imran  
for the year ending 31

st
 March, 2005  

Dr.        Cr.
 

             

Particulars  Rs. Rs. Particulars Rs.  Rs.
 

             

To Opening Stock    1,32,000 By Sales  9,03,000
 

To Purchases    6,60,000 By Closing stock  1,20,000
 

To Wages    24,000     
 

To Carriage on         
 

Purchases    10,800     
 

To Gross Profit c/d    1,96,200     
 

(Transferred to         
 

Profit & Loss A/c)         
 

    10,23,000   10,23,000
 

            

To Insurance    16,000 By Gross Profit b/d   1,96,200
 

To Salaries    54,000 (Transferred from    
 

To Advertisement    13,200 Trading A/c)    
 

To Depreciation on:     By Rent 6,000   
 

Furniture 3060  Less: Received    
 

Business Premises 12,000  in advance 2,000   
 

    15,060   4,000
 

To Net Profit    1,05,140 By Discount  2,400
 

(Transferred to     By Provision for bad   
 

Capital A/c)     & doubtful debts    
 

     Old Provision 7,000   
 

     Less: Bad debts 800    
 

     New Provision 5400 6,200   
 

     

800       
 

             

    2,03,400   2,03,400
 

        

 

Balance Sheet of Mr.Imran as on 31
st
 March, 2005 

 
Liabilities Rs.  Rs. Assets Rs.  Rs.

 

          

Sundry Creditors  79,800 Sundry Debtors 1,08,000   
 

Bank Overdraft  25,200 Less: New Provision    
 

Rent received in    for bad and doubtful    
 

Advance  2,000 debts 5,400   
 

Capital 1,50,000
     

1,02,600
 

    
 

Add: Net profit 1,05,140   Closing Stock  1,20,000
 

       

 2,55,140   Furniture 30,600   
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Less: Income Tax 4,000   Less: Depreciation 3,060   
 

  

2,51,140
   

27,540
 

    
 

    Business Premises 1,20,000   
 

    Less: Depreciation 12,000   
 

       

1,08,000
 

      
 

        
 

  3,58,140   3,58,140
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QUESTIONS 
 
I. Objective type: 
 
a) Fill in the blanks:  
1. Net Profit is transferred from Profit and loss account to ________   

account.   
2. Closing stock is valued at Cost Price or ________ price whichever is lower.   
3. Outstanding expenses are shown on the ________ side of the balance sheet.   
4. Prepaid expenses are shown on the ________ side of the balance sheet.   
5. Income accrued but not received will be shown on the ________   

side of the Balance sheet.   
6. Income received in advance will be shown on the ________side of the Balance sheet   
7. Interest on capital is debited in ________ account   
8. Interest on drawings is credited in ________ account.   
9. Interest on loan borrowed unpaid is shown on the ________ side of the Balance 

sheet.   
10. Depreciation is deducted from the concerned ________ in the Balance sheet.   
11. Provision for Bad and Doubtful debts is deducted from ________   

in the Balance sheet.   
12. Provision for discount on creditors is deducted from ________in the Balance sheet.   
13. Debts which are not recoverable from Sundry debtors are termed as ________.   
(Answers: 1. Capital, 2. Market, 3. Liabilities, 4. Assets, 5. Assets, 6. Liabilities, 7. 

Profit & Loss A/c., 8.Profit and Loss Account, 9. Liabilities, 10. Fixed asset, 11. 

Sundry debtors, 12. Sundry creditors, 13. Bad debts). 

 

b) Choose the correct answer: 
 
1. Returns inwards are deducted from   

a) Purchases b) Sales c) Returns outward 
 
2. The Profit and Loss account shows a) Financial position of 

the concern  

b) Net profit or Net loss c) Gross profit or Gross Loss  
3. Rent outstanding is   

a) a liability b) an asset c) an income  
4. Closing stock is shown in   

a) Profit and loss account   
b) Trading account and Balance sheet   
c) None of the above.  

 
5. Opening stock is shown in   

a) Balance sheet b) Profit and Loss account  
c) Trading account  
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6. Gross Profit is transferred to   
a) Capital account b) Profit and loss account  
c) None of the above   

7. Interest on capital is added to   
a) Expense A/c b) Income A/c c) Capital A/c  

8. Interest on drawings is deducted from   
a) Income A/c b) Capital A/c c) Expense A/c 

 
9. Outstanding interest on loan borrowed is to be added to   

a) Asset A/c b) Income A/c c) Loan A/c  
10. All the items given in the adjustment will appear at _________ in the Final 

accounts.   
a) Three  places b) Two places c) One Place 

 
(Answers: 1. (b); 2. (b); 3. (a); 4. (b); 5. (c); 6. (b); 7. (c); 8. (b): 9. (c); 10. (b)) 

 

II. Other Questions : 
 
1. What is outstanding expense?  
 
2. What is prepaid expense?   
3. What is accrued income?  
 
4. What is income received in advance?   
5. What is bad debt?  
 
6. Write notes on Provision for bad and Doubtful debts.   
7. Write notes on Provision for discount on Debtors.   
8. Write notes on Provision for discount on Creditors.  
 
9. What is adjusting entry?   
10. Write notes on   

a) Trading Account  
b) Profit and loss account 
c) Balance sheet. 

 

 

 

 

 

 

Practical Questions 

 
1. The following is the Trial Balance extracted from the books of Mr.Kumar as on 

31.3.96.  
 



F:\  2016-17 books\accountancy book-11th (final 2016-17).docx                                          305 
 

Prepare Trading and Profit and Loss account and Balance sheet on 31.3.96.  
 

Debit Balances 
 

Rs. Credit Balances
 

Rs.  
      
Buildings  30,000 Capital  40,000
Machinery  31,400 Purchase returns  2,000
Furniture  2,000 Sales  2,80,000
Motor Car  16,000 Sundry Creditors  9,600
Purchases  1,88,000 Discount received  1,000
Sales returns  1,000 Provision for bad and   
Sundry Debtors  30,000 doubtful debts  600
General Expenses  1,600    
Cash at Bank  9,400   
Rates and Taxes  1,200    
Bad Debts  400    
Insurance premium  800    
Discount allowed  1,400    
Opening stock  20,000    
      
  3,33,200   3,33,200
      
 
Adjustments:  

i) Outstanding rates and taxes Rs.1,600.  

ii) Insurance Premium Prepaid Rs.200 

iii) Maintain Provision for bad and doubtful debts at 5% on debtors.   
iv) Depreciate Motor car by 10%., Furniture by 4% and Buildings by 3%.   
v) Stock on 31.3.96 Rs.20,000.  

  
(Answer: G.P. Rs. 93,000; N.P. Rs. 83,720; B/s Rs. 1,34,920) 

 

2. From the undermentioned Trial Balance of Mr.Saleem as on 31.3.2001, prepare 
Trading and Profit and Loss Account and Balance sheet as on that date.  

 
Trial Balance 

 
Debit Balances Rs. Credit Balances Rs.

    
Cash in Hand 1,500 Capital 80,000
Purchases 1,20,000 Bank loan @ 4% 20,000
Opening stock 40,000 Bills payable 25,000
Sundry Debtors 60,000 Sundry Creditors 25,000
Plant and Machinery 50,000 Sales 2,00,000
Furniture 20,000 Provision for bad &  
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Bills Receivable 15,000 doubtful debts 1,500
Rent and Taxes 10,000 Interest 1,000
Wages 16,000  
Salaries 20,000  
    
 3,52,500 3,52,500
    
 

Additional information supplied:  
i) Closing stock Rs.50,000.   
ii) Provide for outstanding liabilities.   

Rent and taxes Rs.2,000. 
Wages Rs.3,000. 
Salaries Rs.4,000. 

iii) Depreciation on Plant and Machinery @5% and on furniture @ 10%.  
 

iv) Provide 4% interest on Bank loan.  
 

v) Write off bad debts Rs.2,000.  
 
 

(Answer: G.P. Rs. 71,000; N.P. Rs.30,200; B/s Rs. 1,90,000) 
 

 

3. Trial Balance of Anuradha Agencies as on 31.03.2001: 
 

Debit Balances Rs. Credit Balances Rs.
    
Drawings 1,800 Capital 80,000
Buildings 15,000 General Reserve 20,000
Furniture & Fittings 7,500 Loan from Hari@6% 15,000
Computer 25,000 Sales 1,00,000
Interest on loan 900 Commission received 7,500
Loose tools 6,100 Sundry Creditors 10,000
Purchases 75,000   
Stock on 1.4.2000 25,000   
General Expenses 15,000   
Freight inward 2,000   
Freight outward 1,000   
Sundry Debtors 28,000   
Bank 20,200   
Goodwill 10,000   
    
 2,32,500  2,32,500
    
 
Adjustments:  
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i) Closing stock is Rs.32,000.   
ii) Depreciate Computer @10%.; Buildings @ 5%.; Furniture and Fittings @ 10%   
iii) Provide for bad and doubtful debts @ 5% and for discount on debtors @2%.  
iv) Provide interest on drawings @6% and on Capital @ 8%. 

v) Prepare final accounts for the said period after giving effect to the adjustments. 
 

                                            (Answer: G.P. Rs.30,000; N.P. Rs.8,376; B/s Rs. 
1,37,868) 

 

4. Trial Balance of Mr.Velu as on 31st March 1994. 
 

Particulars 
Debit Credit

Rs. Rs. 
   

Capital  2,00,000 

Drawings 3,600  

Buildings 30,000  

Furniture & Fittings 15,000  

Computer 50,000  

Loan from Mr.Ravi at 6%  30,000 

Interest on Loan 1,800  

Sales  2,00,000 

Loose tools 32,200  

Purchases 1,50,000  

Stock on 1.4.94 50,000  

General Expenses 30,000  

Freight inward 4,000  

Freight outward 2,000  

Commission received  15,000 

Sundry Debtors 56,000  

Bank 40,400  

Sundry Creditors  20,000 
   
 4,65,000 4,65,000 
Adjustments:  

i) Closing stock Rs.64,000.   
ii) Depreciate computer at 10%; Buildings at 5%,; Furniture and Fittings at 10%   
iii) Provide for Bad and doubtful Debts at 5% and for Discount on Debtors at 2%.   
iv) Provide interest on Drawings at 6% and on Capital at 6%.  

 
Prepare Trading and profit and Loss Account and Balance sheet as on 31st 
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March, 1994. 
 

(Answer: G.P. Rs. 60,000; N.P. Rs.17,552; B/s 
Rs.2,75,736) 

 

 

5. The Trial Balance of Mrs.Kalpana shows the following balances on March 31, 
2001.  
 

Debit Balances Rs. Credit Balances Rs. 
    
Purchases 1,40,000 Capital 2,40,000
Sales Returns 10,000 Sales 3,00,000
Opening Stock 40,000 Discount received 2,000
Discount allowed 4,000 Commission received 8,000
Bank charges 1,000 Sundry Creditors 58,000

Salaries 9,000   
Wages 10,000   

Freight inwards 8,000   

Freight outwards 2,000   
Rent, Rates & Taxes 10,000   

Advertising 12,000   

Cash in hand 2,000   

Plant & Machinery 1,00,000   
Sundry Debtors 1,20,000   
Cash at Bank 1,40,000   
    
 6,08,000  6,08,000

 
Adjustment: The Closing stock was valued at Rs.60,000. 

 
You are required to prepare the Profit and Loss Account for the year ending 31st 

March 2001 and the Balance Sheet as on that date. 
 
(Answer: G.P. Rs. 1,52,000; N.P. Rs. 1,24,000; B/s Rs.4,22,000) 
 

 

6. From the following Trial Balance of Mr.Joseph, prepare Trading and Profit and 
Loss Account for the year ended 31st March, 2003 and a Balance Sheet as on that 
date.  
 

Trial Balance 
 

Particulars 
Debit Credit

Rs. Rs. 
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Capital  1,20,000 

Sales  75,000 

Purchases 45,000  

Salaries 6,000  

Rent 4,500  

Insurance Premium 900  

Drawings 15,000  

Machinery 84,000  

Bank 13,500  

Cash 13,500  

Stock (1.4.2002) 15,600  

Sundry Debtors 7,500  

Sundry Creditors  10,500
   
 2,05,500 2,05,500 
 

Adjustments required:   

1. Stock on 31.3.2003 Rs. 14,700

2. Salaries unpaid Rs. 1,000
3. Rent paid in advance Rs. 750  
4. Create 5% Provision for bad and   

doubtful debts on Sundry debtors.   
(Answer: G.P. Rs. 29,100; N.P. Rs. 17,075; B/s Rs. 1,33,575) 

 

 

7. The following balances are extracted from the books of Mr.Venugopal as on 31st 
March 2004. Prepare Trading, Profit and Loss Account and the Balance Sheet.  
 

Particulars 
Debit Credit 

Rs. Rs.  
   

Capital  1,20,000 

General expenses 16,500  
Drawings 16,000  

Commission  11,000 

Bank Overdraft  25,000 

Cash in Hand 2,500  
Stock (1.4.2003) 1,00,000  

Furniture 80,000  

Purchases 3,00,000  
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Sales  5,00,000 
Wages 50,000  

Insurance Premium 1,000  

Salaries 15,000  

Sundry Creditors  50,000 
Sundry Debtors 1,50,000  

Bills Payable  25,000 
   
 7,31,000 7,31,000 
   
 
 
 
Adjustments:  

1. Closing Stock Rs. 1,00,000  
2. Write off bad debts Rs. 20,000 
3. Create provision for Bad and doubtful debts @ 5%   
4. Create provision for discount on debtors @ 2%   
5. Create provision for discount on creditors @ 2%  

 
(Answer: G.P. Rs.1,50,000; N.P. Rs.1,00,530; B/s Rs. 
3,03,530) 

 

 

8. The following are the balances extracted from the books of Mrs.Nandhini as on 
31.03.2002.   

Debit Balances Rs. Credit Balances Rs.
    
Drawings 40,000 Capital 2,00,000
Cash in Hand 17,000 Sales 1,60,000
Cash at Bank 65,000 Sundry Creditors 45,000
Wages 10,000   
Purchases 20,000   
Stock (1.4.2001) 60,000   
Buildings 1,00,000   
Sundry Debtors 44,000   
Bills Receivable 29,000   
Rent 4,500   
Commission 2,500   
General Expenses 8,000   
Furniture 5,000   
    
 4,05,000  4,05,000
        
Adjustments:  
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1. Closing stock Rs.40,000   
2. Interest on Capital at 6% to be provided.   
3. Interest on Drawings at 5% to be provided.   
4. Wages yet to be paid Rs.1,000   
5. Rent Prepaid Rs.900  

 
Prepare Trading and Profit and Loss Account and Balance sheet as on 31.3.2002. 

 
(Answer : G.P. Rs. 1,09,000; N.P. Rs.84,900; B/s Rs. 3,00,900) 

 

 

 

 

 

9. From the following Trial Balance of Mr. Ravi, prepare Trading and Profit and 
Loss Account for the year ended 31st March, 2002 and a Balance Sheet as on that 
date.  
 

Trial Balance 
 

Particulars 
Debit Credit

Rs. Rs. 
   

Capital  40,000 
Sales  25,000 
Purchases 15,000  
Salaries 2,000  
Rent 1,500  
Insurance 300  
Drawings 5,000  
Machinery 28,000  
Bank Balance 4,500  
Cash 2,000  
Stock (1.4.2001) 5,200  
Debtors 2,500  
Creditors  1,000 

   
 66,000 66,000 
   
Adjustments required:   

a) Stock on 31.3.02 Rs. 4,900

b) Salaries unpaid Rs. 300
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c) Rent paid in advance Rs. 200

d) Insurance prepaid Rs. 90
 

(Answer: G.P. Rs.9,700; N.P. Rs.5,890; B/s Rs. 42,190) 
 

 

10. From the following Trial Balance, Prepare Trading, Profit and Loss Account for 
the year ended 31.3.1981 and a Balance Sheet as on that date.  

Trial Balance 
    

Debit Balances Rs. Credit Balances Rs.
    
Purchases 11,870 Capital 8,000
Debtors 7,580 Bad debts recovered 250
Return inwards 450 Creditors 1,250
Bank deposit 2,750 Return Outwards 350
Rent 360 Bank Overdraft 1,570
Salaries 850 Sales 14,690
Travelling expenses 300 Bills payable 1,350
Cash 210   
Stock (1.4.1980) 2,450   
Discount allowed 40   
Drawings 600   
 27,460  27,460
 
Adjustments: 
 

a) The closing stock on 31.3.81 was Rs.4,200.  
 

b) Write off Rs.80 as bad debts.  
 

c) Create a provision for bad and doubtful debts at 5% on Sundry debtors.  
 

d) Rent outstanding Rs.120.  
 

(Answer: G.P. Rs. 4,470; N.P Rs. 2,595; B/s Rs. 14,285) 
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Chapter -1 

(Introduction to Computerised Accounting System) 

 

Before understanding the concept of 

Computer Accounting System, we need to 

understand what is computer? The word “Computer” 

is derived from the word ‘Compute’ which means to 

calculate. So computer is a electronic device which 

performs all operations accurately at enormous speed. 

According to Oxford Advanced Gini Electronic 

Dictionary “Computer is an electronic machine that can 

store, organize and find information, do calculation 

and control other machines”.So computer can convert 

raw data into meaningful information.  

      If we think about the uses of computer in 

Computerised Accounting System, then different types 

of questions arise in our mind as (1) Are we able to use 

computer in the field of Computerised Accounting 

System?  (2) Do computers simplify all work of 

Computerised Accounting System? (3)Can we use 

computer in Accounting process and for preparation of 

other related records?  

 In this way number of questions arise and 

when we try to relate computer with computer 

accounting syatem then we think to ease every aspect of Accounting System with Computer. 

 

Learning Objectives 

In this chapter you will read 
Computers in Accounting. It is the first 
chapter of this unit.After studying this 
chapter students will be able to 
understand information mentioned below 
and we are sure that new syllabus will be 
very beneficial to understand the concept 
of Computerized Accounting System.At 
the end of this chapter you will be able to: 

 Describe concept of Computer 
Accounting System. 

 State components of Computer 
Accounting System. 

 Describe features of Computer 
Accounting System. 

 Structure of Computerised 
Accounting System. 

 Highlight the advantages and 
limitations of Computer 
Accounting Systerm. 

 Highlight the disadvantages of 
Computer Accounting Systerm. 

 Grouping of Account. 
 Comparison of Accounting process 

in manual and Computerized 
Accounting
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  In modern days, the role of computer is very important in the field of business and industy. 

The most important impact of computer in this field is how a data is stored and processed within a 

business organisation.In the past, data was processed manually to keep the record of an organization 

but modern Management Information System would be impossible without the use of computers.  

          The main objective of accountancy is to enter the different types of business transactions in 

different books like Journal, Ledger, Trial Balance and Final Accounts etc. and prepare financial reports. 

Traditionally, the bookkeeper used to maintain books of Accounts such as Cash books, Journal, Ledger, so 

as to prepare summary of transactions and final account manually. Now a days, the advancement of the 

technology led to the development of the various machines like Billing Machine, Digital Computer etc. 

which are capable of performing a variety of accounting functions.   With substantial increase in the 

number of transactions and with the increasing use of information system in organization, transaction 

processing systems have started playing an important role in business operations. Every transaction 

processing system has three components: Inputs, Processing and Output. In this chapter we shall discuss 

the need for the use of computer in Accounting and nature of Accounting Information System. 

 

1.1 Concept of Computerized Accounting System    

 

 Financial or accounting information is maintained by every business organisation which is  related 

to their business activities.In this system there are number of processes, from simple to complex.But 

with the expansion of the business,such organiastions need new customers, new markets to keep pace 

with constant changes in Information Technology. Business organisations need to maintain highly 

accurate and up-to-date accounting, inventory and statutory records. With a substantial increase in the 

volume of accounting transactions, there was a need for a system, which could store and process 

accounting data with increased speed, storage, and processing capacity. This led to the development 

and introduction of Computer Accounting System or Accounting Software Packages. Accounting 

Software is a set of computer programs that execute Accounting process. Accounting Software is an 

application software that records and processes accounting transactions within functional modules such 

as accounts payable, accounts receivable, payroll, and trial balance.When the whole Accounting System 

is to be run on a computer with the help of these software packages, the system is called Computerised 
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Accounting System. Therefore a Computerized Accounting System records accounting transactions using 

a Computer and accounting software. 

 Computerised Accounting System means to prepare accounting record with the help of 

computer. It is an accounting information system that processes the financial transactions. There are 

two aspects of Accounting System, one is Manual and another is Computerized. Mannual system works 

under different principles called Accounting principles. Computerised Accounting System is a user-

defined system which maintains records and generates reports. A Computer Accounting System works 

with hardware and software whose software functions include sales, purchases, recievables, payables, 

cash receipts and disbursements, and payrol which store and process the data and to generate financial 

statements. Benefits of this system is that typically data is entered only once in the computer and many 

human errors are eliminated. A  Computerised Accounting System is one of the database-oriented 

applications where the transaction data is stored in well- organized database. Database Management 

System defines as a “set of computer programes that manage and organize data effectively and provide 

access to the record data by the application programmes”. The user works on such database using the 

required interface and also takes the required reports by suitable transformations of stored data into 

information. Therefore, the basics of Computerised Accounting System consist of all the basic 

requirements of any database-oriented application in computers. It helps to make all the business 

processes simpler, incorporate, and more efficient. All the business processes, cost-effectively and easily 

and helps presents the true picture of all the business activities to users of financial reports.. There are 

two basic requirements for computerized Accounting System;  

1) Accounting Structure: It consists of a set of principles. 

2) Operating System: It is a well defined operating procedure which suits the operating 

environment of the organiastion. 
The computerized Accounting System is based on the database applications wherein the 

transaction data is stored in well organized database. The user works with desired interface 

on such database and and obtain the desired reports by suitable transformation of stored 

data into information. Therefore computerized Accounting System is combination of 

different phases like accounting process, recording, classification, and summarizing which 

are done with the help of computers. We can describe computerized Accounting System 

with the help of the following equation:-             

    Computers                                    +                                     Accounting            
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    (Automation)                                                                (Rule and procedure for                                                                                 

                                                                                              maintaining books of account) 

With the change in technology, many small business organizations prefer to track financial 

transactions with computerized software and also keep the records of all financial transactions manually 

through the use of a physical ledger. The advancements in information technology have ultimately led to 

the introduction of Computerised Accounting Systems to help produce relevant and accurate 

representative financial information for both management and external users for decision making. In 

computerized Accounting System accounting software and digital spreadsheets are used to keep records 

of a business or client's financial transactions. It has not only modernized the traditional paper methods 

of accounting, but it has also created new types of accounting applications for business. Now a day 

every Company has created entire accounting information systems that integrate all business 

operations, including external suppliers and vendors. Computerized Accounting Systems have replaced 

manual-based Accounting System in all organizations. It means in computerized Accounting System we 

use different accounting software packages in computer instead of manual sytem to prepare different 

accounts. In the field of accounting, computers play a vital role and prepare different software which 

eases the system of accounting. Thses softwares are prepared according to the rules, regulations and 

principles of accounting process. There is also a need to understand that computer make the work of 

accountant simple but it cann’t be replaced by accountant. Computers are tools for accountants. 

Accountant enters accounts related data on data screen in computer and instruct for further processing. 

  So, computerized Accounting System automates the accounting process improving efficiency 

and cutting down costs. Computer can do all work of accounting process from simple ledger to 

complicated accounting statements. It has the capacity to store large amount of data and so there is no 

need to write traditional big ledgers.This system tends to be more accurate, faster to use, and less prone 

to error than its manual counterpart. So therefore this system is established in order to facilitate 

decision making. It is associated with a numbers of benefits like speed of carrying out routine 

transactions, timeliness, quick analysis, accuracy and reporting. 

In this system accountant enters data once in the computer and remaining process of 

accounting is automatically completed by the computer within seconds. In manual Accounting System 

we use to spend days to prepare Profit & Loss account and Balance sheet whereasr in computerized 

Accounting System we can do it within seconds. In this system we can also find errors easily.  
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1.2 Components of Computerised Accounting System 

 The functional components of Computerised Accounting System consisst of the 

following three units: 

1. Input Unit 
2. Processing (Central Processing System) 
3. Output Unit 

All these components of a computer are interconnected in this way that these constitute 

the essential building blocks of a computer system. The data which we enter into the 

computer, passes through three different units Now let us explain these units:- 

 

1.2.1 Input 

Different types of transactions take place in business organisation.These transactions could be 

internal or external. When a material is supplied from one department to another department then 

internal transaction is said to be occurred. However, when an organization purchases materials from a 

supplier, then an external transaction takes place. Due to the occurence of large number of transactions 

in an organization, accounting related data is generated. This data is related with different documents 

called Source Documents.These documents are the proof of any transaction and with the help of these 

documents we can find any transaction that occurred at any time. These documents could be invoices, 

cheque received & issued, sale order, credit note, and debit note etc .Data which is generated from 

these documents is entered into the computer through the most common input devices such as key-

board and mouse.  Besides, there are other inputs devices like optical scanner, bar code reader, smart 

card reader, magnetic tape, magnetic disc etc. This process is same as with manual system. When we 

enter acconting data in the computer, it is ready for processing. Important aspect of this computerized 

Accounting System is that it is processed keeping in mind the different rules and regulations of 

accounting.These rules and regulations are implemented by installing Accounting Software in the 

Computer.   Accounting Software is a class of computer programs that perform accounting operations. 

Accounting Software is an application software that records and processes accounting transactions 

within functional modules such as accounts payable, accounts receivable, payroll, and trial balance. 

Thus, these software packages allow the whole Accounting System to be run on a computer according to 
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the different rules and regulations. Hence accountant only enters the data into the computer and rest 

whole process of accounting is completed by computer itself in seconds. 

 

1.2.2 Processing 

When data is entered into the computer, then it is processed by the the Accounting Software 

according to the instruction it receives. At this level, flow of data is controlled by Central Processing 

Unit. Accountant enters data only once and computer place the data into the memory, retrieves the 

same as and when needed and directs the output of data according to a set of stored instructions. In 

manual system accountant used to completed his work for long hours whereasr computer processes the 

entered data with accounting software in seconds. This is because computer require less time than 

human being in performing tasks. So data processing is a sequence of actions that are taken to convert 

the data into useful information. Computer processes tha data according to the rules and regulations of 

the accountancy. In this way computer has completed accounting process from Journal to Final Account 

within seconds 

 

1.2.3 Output 

     

   When the processing of data is completed by the computer then the information is produced 

according to a set of instructions in form of trading, profit and loss account and balance sheet. In manual 

system it takes some days but in computerized Accounting System such accounts can be prepared as 

and when required. All these accounts will be generated by the computer automatically within seconds 

on the request of the user. There is one more characteristic of this system is that computer uses result 

of one activity as input for other acivities. The most commonly output devices are external devices like 

monitor, printer, graphic plotter and internal devices like magnetic storage devices. 

We can present these three steps of computerized Accounting System through given below Figure-1.1 
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Figure 1.1 

1.3 Features of computerized Accounting System 

 

Computer plays a vital role in the field of Accounting. It eases the work of an accountant. With a 

substantial increase in the volume of accounting transactions there was a need for a system which could 

store and process accounting data with increased speed, storage, and processing capacity. In 

Computerised Accounting System we use different types of Accounting Software Packages to prepare 

different accounts. It eases the system of accounting. Now we can complete accounting process within 

seconds. Computerised Accounting System is based on the concept of databases. So there is no need to 

prepare and maintain journal and ledger and other books manualy. To understand the concept of 

computerised Accounting System there is need to understand features. Following are the main features 

of this system: 

 

1.3.1   Automation of Accounting Process By Computerized Accounting System  

 

In Computerised Accounting System data is entered once through data screen and computer does the 

remaining work of processing of transaction automatically. Through this process lot of time is saved. In 

large business organization accounting related work and transactions are quite large so the possibility of 
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errors is also high.In this system the chances of errors are eliminated by programming a computer. In 

Computerised Accounting System we can work on different accounts simultaneously whereas we cann’t 

do it in manual system. So through this system we can generate different reports which are not possible 

in manual nsystem. 

 

1.3.2    Computerised Accounting System Fasting Accounting Process 

 

Computerised Accounting System fastens the process of acoounting.If an accountant maintains and 

prepares books of account manualy, then he will take days to complete whole process. But in 

Computerised Accounting System, accountant enters data on Data Entry Screen only once and 

remaining process of accounting will be completed by the computer automatically. Therefore this sytem 

due to their speed and accuracy offered instant reports like Trial Balance, Trading and Profit Loss 

Account, Balance Sheet, Return, Payroll Reports etc. 

 

1.3.3    Computerised Accounting System Prepare Accounting Report 

 

In Computerised Accounting System preparation of reports is very simple. In manual system lot of time 

is taken to prepare reports but in mentioned system, many reports can be prepared simultaneously any 

time by clicking a mouse button. With this system, we can prepare reports without disturbing Internal  

Accounting Process.So through this system with the help of accounting software different reports like 

trading, profit & loss account, balance sheet, inventory reports etc can be automatically generated. 

Computer saves these reports on hard disc and updates it regularly. 

 

1.3.4   Computerised Accounting System Maintain Secrecy And Security of Accounting Data  

 

The most important characteristic of computerised Accounting System is that we can maintain secrecy 

and security of accunting data with the help of seting a password. In this way only those personshave 
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access to data who are authorized to use password. So anybody can’t delete or replace data from the 

computer unless he is not an authorized visitor. 

 

1.3.5 Accounting System Provides Final Accounts at Any Time  

 

With the help of Computerised Accounting System, we can prepare final accounts any time. Computer 

prepares these accounts automatically with this system. In this system, any kind of report can be easily 

presented and saved on the hard disk. Saved reports can be updated by the computer any time which 

may be used by the manager any time he requires. 

 

1.3.6   Rectification of Error is Easy Through  Computerized Accounting System 

 

In Computerised Accounting System, rectification of errors is easy. These errors can be eliminated by 

programming the computer. In large business organization, where accounting transactions and 

accounting work is quite voluminous, there will be a possibility of errors. In Manual Accounting System, 

we prepare trial balance to check the accuracy of the accunts. Later on we trace the errors.But in 

computerised Accounting System software automatically trace the errors which can be eliminated by 

programming. 

 

1.3.7    Reliability 

 

Computers are highly reliable, as compared to human beings, especially in error making because it can 

perform the same task repeatedly and with the same accuracy, without getting tired and fatigue. Since 

computerised Accounting System relies more on computers. This system is more reliable than manual 

Accounting System. 
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1.3.8   Online input and storage of accounting data 

 

Computerised Accounting System provides online input and storage of accounting data facility. With this 

system we can process transaction data so as to recover information to produce and view accounting 

reports. 

1.3.9   Codification of accounts and transactions 

 

Codification is the process of forming a legal code.In Computerised Accounting System transaction is 

assigned a unique code. 

 

1.3.10 High speed 

 Computerised Accounting System has the ability to perform accounting process at a greater speed than 

that of human’s.  This is because computers requires far lesser time than human beings in performing a 

task.Computer can perform complex calculation related to accounting in seconds. 

 

1.3.11 Economical  

 

With computerized Accounting System financial statements are generated at a comparatively lower cost 

than manual Accounting System 

 

1.3.12 Lesser Paper work 

 

As compare to the manual system, computerized system reduces the uses of paper work. Because all 

accounting work is done in computer system therefore there is no need of paper for calculation and 

maintaining of books of accounts. Paper is used only for generating accounting reports. 
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1.3.13   Improved Business Performance 

 

Computerized accounting is a highly integrated application which helps the company to access 

information faster and takes quicker decisions. Computerized accounting also guarantees real-time 

optimization of operations and enhanced communication. 

 

1. 4 Structure of Computerized Accounting System 

 

1.4.1 Transaction Analysis 

 

   First step of computerized Accounting System is to analyse the transactions of accounting work. It is 

the beginning of computer in accounting field. Main objective of transaction processing system is to 

improve and fasten the daily activities of organizations.In computerized accounting process the source 

of data may be electronical.          

 

1.4.2 Recording Data 

 

After transaction analysis, second main next major step of transaction Accounting System is to record 

the data in computer system. Main source of data are source documents, cutomer order, sale slips, 

invoices, purchase order etc. All data is entered and stored in data base. We can enter data in system by 

optical scanner, with input devices or by hands.   
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Structure of Computerized Accounting System 

Figure 1.2 

1.4.3 Database 

In database management system, data files are those files which are stored in the database information. 

It is Computerised Accounting System in which data files are organized in this way that computer 

program or software select the required data in seconds and update the single records likeworksheet, 

trial balance, balance sheet and financial statement. On the basis of data sotage and retrieval function of 

computerized Accounting System we can search and store the required data with the help of computer 

program. Apart from this function of system there are many more funtions that are used by data users 

like: 

  To enter new files in database. 

  To enter any data in existing files. 

  To retrieve the data from existing files. 

  To delete the data from existing files. 

  To remove files from database. 

1.4.4 Reports  
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It is last step of Computerised Accounting System .Under this system we can present 

different types of reports like financial statements, operational reports, management 

specialization reports etc by pressing one button.  

 

 

1.5   Advantages of computerised Accounting System 

1.5.1 Automatic updation of General Ledger 

In computerised Accounting System only one time accounting records are enterd in subsidiary ledger and 

result the General ledger gets automatically updated. For example when we debt some enteries through 

the purchase account Ledger there is an automatic entry made to the general ledger. This means if all 

entries are recorded in different ledger account, the general ledger will be automatically updated. 

Computerised systems create a trial balance from general ledger automatically which produce a Profit and 

Loss Statement and a Balance Sheet in seconds. 

 

1.5.2 Accounts follows Double Entry System 

 

In Computerised Accounting System, computer programs or softwares work on the principle of Double 

Entry System. Under this Dual concept, the total assets are always equal to total equities. The 

Computerised Accounting System accounts are always in balance.  It means for every debit entry there is 

a corresponding credit entry made. 

 

1.5.3 Automatic generations of Accounts and Calculations 

 

Computerised Accounting Systems automatically generate different accounting documents like invoices, 

cheques, statement of account, Credit notes, purchase orders, printing statements and Payroll etc. The 

accounting reports such as Cash book, Trial balance, Statement of accounts are obtained just by a click. 

Computerised Accounting System makes calculations automatic, and therefore, there is a lesser chance of 

making mistakes in calculating invoices. Once the data is fed into the system, all the calculations, 

including additions and subtractions, are done automatically by software. 

 

1.5.4 Accuracy 
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In Computerised Accounting System, computer programs or softwares are designed so that it is to be 

accurate to the minutest detail and the possibility of errors are eliminated because accouting related  

entries are entered once for each transaction for preparing the accounting reports. In manual system due to 

the repetitions of basic data chances of errors are high during preparing the accounting reports. 

 

1.5.5 Speed  

 

Computerised Accounting System is faster and efficient in processing of information because it requires 

far less time than human being in completing a task. In this system we can eneter data into the coputer 

through softwares far more quickly than manual system. Due to the enormous speed of processing of 

computer statements and reports can be generated instantly at the click of a button. Using accounting 

software, the entire process of preparing accounts becomes faster. Furthermore, Managers do not have to 

wait for hours, even days, to lay their hands on an important report. 

 

1.5.6 Reliability 

 

In computerized accounting process whole process of accounting relies upon computer so it is more 

reliable than manual Accounting System. Computers are highly reliable than human beings so the 

calculations are so accurate and the financial statements prepared by computers are highly reliable. 

 

1.5.7 Up-to date Information 

 

In Computerised Accounting System, when data is entered, the accounting records are automatically 

updated and so account balances will always be up-to-date. Therefore up to date information related to the 

account is reflected in accounting statements that are produced. 

 

1.5.8 Scalable 

 

 Computerised Accounting System is highly scalable. With computerized accounting, everything is kept 

straight forward because examining and sorting data using software is easier than done manually. With 

the help of this system, we can reduce the additional cost of processing additional transactions. 

 

1.5.9 Availability and access of information  
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Through a network of computers, mostly automated Accounting Systems are interlinked with each others 

through internet and networking. Therefore the data is instantly available and can be made available to 

different users in different locations at the same time. Under this system using different accounting 

software it becomes much easier for different individuals to access accounting data any where outside of 

the office, securely.  

 

1.5.10 Legibility  

 

In Manual Accounting System, due to untidy or messy written figures, the chances of errors are always 

high. But Computerised Accounting System computerized accunting system standard fonts are used in 

writing, therefore the onscreen and printed data should always be legible. So this system will avoid errors 

caused by poor figures. 

 

1.5.11 Efficiency 

 

 Computerised Accounting System ensures use of better resources and time in accounting process 

therefore work will be done faster and time will be saved. Result will be timely information can be 

produced and many types of useful reports can be generated for management to make decisions. 

 

1.5.12 Cost-effective 

 

In computerized Accounting System with the availability of user-friendly accounting software package 

and the larger reductions in the cost of hardware and software, it is relatively cheaper then maintaining 

a manual Accounting System. Computerized accounting programs reduce staff time doing accounts and 

reduce audit expenses as records are neat, up-to-date and accurate 

 

1.5.13 Security  
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Through this system the latest accounts related data can be saved and stored in external and web drive 

locations so it is safe from natural and man-made disasters like earthquakes, fires, floods and terrorist 

attacks. In case of a disaster, the system can be quickly restored on other computers.  

 

1.5.14 Management information Reports  

 

The Computerised Accounting System facilitates the production of useful reports for management to 

make decisions and control the business. The reports generated by this system are highly objective and 

can be relied upon.These reports can be used by the manager any time anywhere. In manual Accounting 

System these reports are produced in long time and may not be accurate. 

 

1.5.15 Staff Motivation and Reducing Frustration  

 

Computerised Accounting System is based on sophisticated computerized accounting packages which 

generally require trained staff that can use new skills. This type of skill makes employees feels motivated 

which develop interest in the job. Therefore this type of environment and job satisfaction reduces stress 

level. 

 

1.6. Disadvantages of computerised Accounting System 

 

1.6.1 Expensive 

 

The hardware and software purchased for proper functioning of In Computerised Accounting System are 

very expensive. To make computer capable of running accounting software, updation of computer is 

must.But the maintenance cost of hardwre is vey high.With the changes in Software new versions are to 

be purchased. Some softwares require updates for additional features. Therefore it is a costly system 

because it require number of capabilities which are very expensive and are not affordable for small 

organizations. 

 

1.6.2 Training 

 

For efficient and effective use of computerized Accounting System updation of accounting software is 

must. When we bought new system, new versions are released with changes. Therefore to understand the 
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use of hardware and software extra training is must to concerned staff. As a result to get a new 

Accounting System, there is always time, energy and huge costs spent in training. Accountants, who used 

manual accounting sustem, need more training to switch over to software usage, which can delay 

accounts processing. 

 

1.6.2 Dependency on Computer 

 

 Computerised Accounting System is wholly dependent upon hardware and software. Its working is must. 

Because, we are totally dependent on computer system therefore accounting data files can be corrupted 

which means you will have to re-enter information unless you've back up of your files or until the 

problem is fixed. This also means you won't have access any entered data until the computer is running 

again. In addition, if there's a power failure, your system will shut down unless ups is arranged.] 

 

1.6.3 Security Risks Involved 

 

In computerized Accounting System, fraud and embezzlement with data are usually committed by 

alteration of programme.Therefore if precautions are not taken, including installation of anti-virus 

software and securing of office network by password, there is a security risk of losing data due to hacking 

and spying via Internet. So proper security arrangement should be managed otherwise accounting data 

will be changed or lost.In manual system it is easy to detect the tempering data but in computerized 

Accounting System tempering of data cannot be located easily. As a result, there is an increased need for 

internal auditors to check for any data inaccuracies. 

 

1.6.4 Additional Software 

 

Most accounting software requires you to have additional software in order to view reports. For instance, 

some programs allow you to export data as a PDF file or an Excel spreadsheet. This allows users without 

the accounting program to view the data. However, the viewing software may pose an additional expense 

to the user. 

 

1.6.5 Human Error 

 

While it is easy to write down numbers incorrectly, it is even easier to mistype a number. Entering data 

into accounting software too quickly may result in serious errors. With the program performing 
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calculations, it can be more difficult to trace the cause of the problem. Spreadsheets, digital ledgers or 

written ledgers make tracking simpler and faster. 

1.6.6 Loss of work time 

 

When an organization switches over to computerized Accounting System the accounting process suffer a 

significant loss of work time. This is due to the change in working environment. After adopting this 

system many accountants find that it takes more time to enter data into accounting software than it does to 

write it or type it into a spreadsheet. Due to step-by-step screens, the process often takes longer, especially 

for those who don't use the software often or are still new to using the program.  

 

1.7. Grouping of Account: 

 

In Computerised Accounting System for grouping of account coding is must. There are many accounting 

softwares available which support a non-coded Accounting System. In a large organization where there 

are several accounts heads and maintainance of accounting records is very complicated there, a coded 

Accounting System will be more beneficial. This system will reduce the complexity of the Accounting 

System and possibility of the repetitions of same account due to spelling mistakes or abbreviations used. 

In the manual system accounts codes are rarely used. 

    The major groups or heads could be Assets, Liabilities, Revenue Receipts, Capital Receipt, 

Revenue Expenditure, and Capital Expenditure.The Codes are classified to each section and grouping of 

accounts can be done effectively. A proper codification requires a systematic grouping of accounts. The 

sub-groups or minor heads could be "Cash" or "Receivables" or "Payables" and so on. The grouping and 

codification is dependant upon the type of organization. The main unit of classification in accounts 

should be the major head which should be divided into minor heads, each of which should have a 

number of subordinate heads, generally shown as sub-heads. The sub-heads are further divided into 

detailed heads.Sometimes major heads may be divided into 'sub-major heads' before their further 

division into minor heads.The Major heads, Minor heads, Sub-heads and Detailed heads together may 

constitute a four tier arrangement of the classification structure of Accounts. (See Figure 1.3)  
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Figure 1.3 

 

1.8. Comparison of Accounting Process in Manual and Computerised Accounting 

 

 

Sr 

no. 

Basis of 

Difference 

Manual Accounting Computerised Accounting 

1 Definition Manual accounting is the system in 

which we keep physical register of 

journal and ledger for keeping the 

records of each transaction. 

In computerised Accounting 

System, we use computer and 

different accounting software for 

digital record of each ransaction. 

2 Recording In manual accounting financial 

transactions are recordedis through 

books of original entry. 

In this system transactions related 

data is stored in well designed data 

base. 

3 Time In manual Accounting System all the 

accounting activities are carried out 

on paper manually and evidently, it 

takes much time.  

Computerized accounting saves a 

lot of time where in, the employee 

has to record the transactions and 

all the other calculations would be 

carried out by the software either 
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automatically or by a request. 

4 Speed In this system maintaining accounting 

records is a very slow process. 

Caculation are done mannualy 

through this system and chances of 

errors are always high. 

In computerized system 

calculations are done automatically 

in software programs. In this 

system chances of errors are 

minimum. Once data is input in the 

system you can create reports 

literally by pressing a button. 

Accounting  software processes 

data and creates reports much 

faster than manual systems 

5 Accuracy Chances of accounting errors 

occurring in manual system are very 

high. This happens due to repeated 

posting of same set of original data 

many times during preparing of 

different accounts.  Therefore, 

human errors could emerge as a 

result of manual data processing. 

Computerized Accounting System is 

not only speedy but also accurate. 

With a computer collected data is 

changed into accurate and 

meaningful information that is used 

by management to make timely 

and effective decisions. 

6 Security With the manual Accounting System, 

every record is on paper and in case 

of any uncertainties such as heavy 

floods, landslides and fire outbreaks, 

the useful data may all be lost, 

. 

With the computerized Accounting 

System and the introduction of 

internet and networks in the 

information technology world, an 

easy backup and restoration 

system as well as the use of 

passwords to avoid unauthorized 

parties from accessing the data, 

keeps the information secure. 

7 Cost Manual accounting with paper and 

pencil is much cheaper than a 

In computerized Accounting System 

machine and software are required 
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computerized system. to prepare accounts and a huge 

amount is involved in it. Other 

expenses associated with 

accounting software include 

training and program maintenance. 

Expenses can add up fast with costs 

for printers, paper, ink and other 

supplies. 

8 Backup In manual system you cannot save 

and back up data with paper records, 

unless you make copies of all pages 

which is a long and inefficient 

process. 

In case of fire or other mishap we 

can save and backed up the 

accounting transaction with 

computerized Accounting System. 

Therefore computerized system 

ease the backup process 

9 Level of Output In manual system transactions are 

handled one at a time and even 

needs much time to do so. There are 

many chances of mistakes in 

calculations due to human errors 

which may eventually affect the final 

output of information and hinder 

effective decision making. 

Computerized Accounting System 

can actually handle thousands of 

calculations simultaneously and 

accurately.  

10 Calculation Inn manual Accounting System all 

calculation of adding and subtracting 

are done manually. For example, we 

find the balance of any ledger 

account. We will calculate the debit 

and credit side and then we will find 

its difference for showing balance. 

In computerized accounting, our 

duty is to record the transactions 

manually in the database. All the 

calculations are done by computer 

system. We need not to calculate 

each account's balance, it is 

calculated automatically by 

computerized Accounting System 
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11 Classification Transaction data which is entered 

manually in the books of account is 

classified into different ledger by 

posting. There are many chances of 

data duplication. 

In computerized Accounting 

System transaction data which is 

saved into the computer programe 

is processed and classified in 

different ledger account 

automatically. There are no 

chances of data duplication. 

12 Ledger Accounts 

 

 

 

 

 

 

In manual accounting, we check the 

journal and then we transfer figures 

to related accounts' debit or credit 

side through manual posting.

 

 

Computerized Accounting System 

will automatically process the 

system and will make all the 

accounts ledgers because we have 

pass the voucher entries under its 

respected ledger account.

 

13 

 

Trial Balance 

 

In this system of accounting, we have 

to collect the information of the 

balances of all accounts in our ledger, 

on this basis, we prepare the trial 

balance manually. 

Our computerized Accounting 

System will produce trial balance 

automatically. 

 14 

 

 

 

 

Adjustment 

Entries Record 

Both adjustment journal entries and 

its posting in the ledger accounts will 

be done manually one by one.

 

 

Only adjustment entries will pass in 

the computerized Accounting 

System, posting in the ledger 

accounts will be done 

automatically. 

15 Financial 

Statements 

 

 

 

We have to make the financial 

statements manually by careful 

transferring trial balance's figures in 

income statement and balance sheet. 

We need not prepare financial 

statement manually, financial 

statements are generated 

automatically. It will also change 

after each voucher entry in the 

system which facility is not 
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 available in the manual Accounting 

System. 

16 Closing the Books After preparation of income 

statement and balance sheets, 

closing enteries are posted as 

opening balance for next accounting 

period by the accountants manually. 

In computerized Accounting 

System it is a automatic year end 

process and computer program 

create and store opening balance 

of accounts in database. 

 

1.9. Accounting Software 

 

Traditionally, people used to use accounting books to maintained account records 

manualy.Many small businesses still use printed books to maintain the accounting records and used 

traditional methods of bookkeeping. However, manual methods of maintaing accounts record can take a 

significant amount of a business' time and it is easy to make mistakes. But now a days many companies 

use differnt types of software as per their needs and requirements. Therefore, accounting software is an 

invaluable resource for modern business. Accounting softwares is not only used by a company and 

busineess but, individuals too can use them for personal use. These softwares can help enhance the 

compliance, increase staff productivity, improve date accuracy, and reduces errors. This all results in 

increased profits and higher revenue. 

 

1.9.1 Different types of Accounting Software Packages 

 

There are different types of softwares that are designed to fulfill the requirements of different 

businesses and practices. As per the requirements of a company custom-made software will be more 

beneficail that is compatible with business process of comany. The different types of softwares can be 

classified on the basis of their characteristics and by their applications that are suitable for a particular 

industry, organization, or an individual. Different types accounting softwares can be selected on the 

basis of the requirement of business. Accounting packages are categorized according to their size, need 

and approach of business and these can be divided as:  
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1) Software for Personal Use 

2) Readymade Accounting System 

3) Customized Accounting System 

4) Tailor Made Accounitng System 

 

1.9.1.1 Software for Personal Use 

 

           This type of accounting softwares are used to manage house hold budget and finances.You can 

download these software from internet on your personal computer. Such type of accounting software 

meet all the basic accounting requirements such as, budget planner, accounting spreadsheet, charts, 

bookkeeping, automate upgrades, and wealth monitor, etc These softwares are very simple and user 

friendly.  

 

1.9.1.2 Readymade Accounting System 

 

         If organization is small and transactions like deposits, withdrawal, and invoices are very few in a 

month, then Readymade Accounting Softwares are used as accounting software. Spread sheet package 

like Microsoft Excel can be used as Readymade Accounting Software.This software fulfills the accounting 

needs of small businesses, such as generating invoices, financial reporting, e-commerce, merging 

accounts and managing payrolls, etc. Spreadsheet softwares can be utilised to generate accounting 

reports.  

Advantages of Readymade Accounting Syatem:  

1. It is simple to use and easy to understand. 

2. Cost of software installation is generally low. 

3.  Ready to use software is relatively easy to learn e.g.most of the common functions like 

doing calculations, setting formulas, macros, replication of cell contents, etc can be easily 

done in a spreadsheet software.  

4. These softwares can be installed on any computer of any interface. 

5. Lesser time is required for training. 
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6. User can print various types of reports through Readymade Softawares. These reports can 

be presented in various forms including graphical presentations like bar diagram, histogram, 

pie-chart, etc.   

7.  Basic protection like restricted access and password protection can be used to give security.   

 Disadvantages of Readymade Accounting Syatem:  

1. It has data limitations. Depending upon the package they can accept data only up to a 

specified limit.  

2. These softwares offer little scope of linking to other information system. 

3. Readymade Softawares have limited uses and it is useful only in small business organizations 

only. Big business organizations cannot rely upon these softwares. 

4. Readymade Accounting Softawares have low level of security privilege. 

5.  Simultaneous access code data on a network or internet may not be possible.  

6.  Double entry is not automatically completed. Formulas or other means have to be adopted 

to complete the double entry.  

7.  Reports are not automatically formatted and generated but have to be user controlled.  

 

1.9.1.3 Customized Accounting System 

 

  The software which is developed on the basis of prerequisite specifications provided by the 

organization is called customised accounting software. If prepackaged accounting software does not 

fulfill  the computerized desired covering financial module of a business than an organization can go for 

a customised accounting software. These softwares are easy to use, relatively inexpensive and readily 

available and have a number of applications. They are available in a CD or floppy that can be used to 

install on personal computer. These software can be accessed from anywhere. They are generally used 

in big corporations functioning in multiple states or countries. Generaly some popular Customised 

accounting softwares are Sage, Tally 6.3, and Tally ERP 9, Wings 2000 or, FACT or any other billing 

software. 

 

Advantages of a Customised Accounting System  
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1. The functional areas which are not in pre-packaged software covered gets computerised.  

2.  Customised software is suitable for large and medium sized business organizations. 

3. It can be linked to other information systems. 

4. The reports can be generated as per the specification of the organisation. Many additional 

MIS reports can be included in the list of reports. 

5. Data and softwares are secured and can be maintained in customized software. 

6. Bar-code scanners can be used as input devices suitable for the specific needs of an                 

Individual organisation.  

Disadvantages of a Customised Accounting System:  Requirement specifications are incomplete or 

unclear resulting in a defective or incomplete system.  

1. High cost of installation and maintenance. 

2.  Frequent changes made to the system with inadequate change management procedure 

resulting in system compromise.  

3. Difficult to learning and training costs are high. 

4. Delay in completion of the software due to problems with the vendor or inadequate project 

management.  

   

1.9.1.4 Tailor Made Accounting System 

 

     For big or growing fast business organisation Tailor made Accounting softwares are used for 

accounting purpose. These softwares are developed according to the business requirements. Tailor 

made Accounting System packages have great security privilege on networking and internet.These 

softwares are designed for special purpose and specific requirements of users. These softawres can be 

used by small and big business organization and can be accessed by any users. 

 Advantages of a Tailor-Made Accounting System 

1. Standardised processes and procedures: A tailor-Made package covers most of the common                     

Functions of any specific module. It provides facilities to maintain the accounts according                  

business requirements 
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2. Standardised reporting: Majority of the desired reports are available in Tailor Made 

Accounting                     package. These reports are standardised across industry and are 

generally acceptable to the                   users.  

3. Greater Security Privilege: Tailor-Made Accounting System provide great security privilege. 

This system provides various access rights to different users.  

4. Better Information and full access: Greater information is available through the package and 

full access is provided to different users according to the requirements of business.  

5. Flexibility: Tailor-Made Accounting Software can be changed according to changing business                    

needs. 

6.  Data Accessibility:  This system provides facility of accessibility through networking or 

internet of large database to which it support.  

 Disdvantages of a Tailor-Made Accounting System 

1. Need Specialised Training: To maintaining the accounts according to this system specialized 

training is needed to the users. 

2. Requirements of Skilled person:  For the proper implementation of this system skilled 

persons like system analyst, programmer are required to maintaining and changing the 

system. Specilaist occupied for this purpose are appointed on a very large salary packages. 

Such skilled peoples are master of their field and they have developed the software in their 

specialized programming language.   

3.  Very expensive: Tailor-Made Accounting System is very expensive. Its cost of 

installation and maintenanace is very high which is often beyond the reach of small and 

medium sized organisation.  

4.  Complexity of the software: Generally Tailor-Made Accounting System is a complex 

software and ordinary users face difficulty to maintain the accounts. Therefore the parameter 

settings and configuration makes it complex for the common users. 

 

 1.9.1.5   Consideration before sourcing accounting software 
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Accounting packages can be used for all the important financial transactions in your business and you can 

rely on it to give you critical information about the health of your business. In order to make the right 

choice, you need to consider a number of different issues. 

1. Size of business operation: Size of the business operations should be in consideration before 

sourcing the software.If the size of the operation is small or medium the organisation can opt 

for a prepackaged accounting package. However, if the size is big, the organisation may decide 

upon customised software or an ERP package.  

2. Business requirements: Your business requirements do affect the software choices.To get the 

right package for your business, you need to define your business requirements and then match 

them to the available packages. A good way to do this is to decide on the overall requirements 

first, then consider the more detailed requirements within that framework. 

3. Statutory requirements: Legal aspect of the software should be keep in mind before buying the 

software.Your package must meet all the statutory (legal) requirements that apply to your 

business and must continue to do so in the future, by, for example, submitting annual accounts 

that meet defined accountancy standards.  

4. Flexibility: Another consideration before buying accounting software is flexibility.It should be 

flexible and easily upgradable.It should be compatible with variety of operating systems and 

hardware. 

5. Cost of installation and maintenance: Cost consideration could also be a deciding factor for the 

choice of particular software. Cost benefit analysis of the available options and finanacing 

opportunities available to the business organization should be consider taking 

decision.Therefore the cost of installation and maintenanace to be taken into account before 

buying the software. 

6. Usage of accounting package: How many people will use the accounting package at the same 

time? If you only have one person who do all the accounts work then you can use a simple low-

cost package. If you need to have several people entering transactions at the same time then 

you will need something more sophisticated. 

7. Training on regular basis:The software must be user friendly and capable of attracting users.The 

staff who work with the accounting package on a day-to-day basis should ideally have some 

formal training in the use of the package.Complex software required intensive training on 

regular basis and software should be able to motivate its potential users for training.  
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8.  Maintenance level of secrecy: Most important feature of software is security feature that 

should be consider before buying accounting software.Software should have great security 

privilege which prevent any unauthorized users or hackers from accessing. 

9. Reputataion of vendors: Reputation and capabilities of vendors should be keep in mind before 

buying software. Vendor’s experience in software development, level of support mechanisms, 

how long has he been in business of software development etc. are some consideration should 

be taken before sourcing software. 

 

1.9.2 Tally 7.2 

 

Tally 7.2 is an Integrated Enterprise Solution with Complete Accounting, Inventory and 

Reporting capabilities. Tally is versatile and massive software package. It provides a total solution that 

helps you to manage your accounts and inventory. Its vast array of management reports puts you on top 

of your operations be it a small business or a large one or even a non-profit organization. It is used by 

various types of trade and industry. Tally is user friendly software used to solve all the complicated 

accounting structure. Tally Software business was set up in 1986 by late S.S. Goenka, who was the 

founder of the company Peutronics Private Limited., Bangalore. He guide and motivate his son Bharat 

Goenkar in creating software that would handle the financial accounts for his business. Bharat Goenkar 

spends a lot of months to develop path breaking technology. Bharat Goenkar is the original architect 

and programmer of the Tally Accounting Systems. 

 

1.9.2.1 Tally user’s classification: 

Tally 7.2 provides two specific classification Licensing. They are 

 

a)      Tally Silver for Single–User  

b) Tally Gold for Multi-User  

 

1.9.2.2 Tally silver for single-user  
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The single-user Licensing allows the use of Tally on only one computer with an option of activating 

it online or offline. If you have an internet connection, you can activate the licence using the online 

option available in F12: Configure →Licencing→Online.  Your Tally programme will connect to the Tally 

Internet Srvices sever and available your registration information and activate the licence. However, you 

can use the same Tally license on another computer, by granting the license activated on the first and 

reactivating it on the other. 

 If you are an Offline user, you do not have an internet connection, you can activate the licence 

using the offline option available F12: Configure →Licencing→Offline.   

 

1.9.2.3 Tally gold for multi-user 

 

If a company runs on a local area network (LAN) and requires that Tally be installed on all the 

computers connected to the network then you need to activate Multi User Licencing of the Tally. In this 

process one computer is designated as the Licence Server and all other as Licence Clients.  Thre Licence 

is installed on the Licence Servr. However, the method of activation is no different from the one 

followed in Single User licensing system. After the successful installation of multi- user license on the 

License server, you can have Tally start when Windows starts and run as a service in the background.  

 

1.9.2.4 System Requiremnents  

 

 To install Tally 7.2, your system must meet the following minimum requirements: 

 Processor    :   Intel Pentium and above 

 Memory    :   64 MB RAM or more 

 Free Hard Disk Space   :  20 MB minimum 
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1.9.2.5 Tally activation form for single and multi-users 

 

 The first time you run Tally after installation, the Activation Form dialog window will be displayed in 

both Single User and Multi User licensing systems as shown in the Figure 1.4. 

 

 

Figure 1.4 

1.9.2.6 General features  

1. Synchronisation: Tally helps you transfer data between two or more locations. 

2. E-mail reports: You can e-mail reports and documents directly from Tally. It is only the postage 

cost that you have saved; you save on so much of your valuable time. 

3. Published and summarized reports:  Through Tally you can publish reports on HTML. on Web or 

Internet and share them with suppliers, customers or own staff. All the profitability reports, 
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invoice wise reports, item wise reports, godown wise reports are summarized easily. 

4. Rapid Implementation: Tally requires low start-up cost with lowest training requirements of any 

Accounting System in the world. 

5. User friendly environment: Using the Tally Defined Language, we customize the user 

friendly environment to the organization.  

6. Display different statements: Display all vouchers for a grouping method. Income and 

expenditure statement also available to view Profit and loss account. 

7. Real Time Processing:  Tally updates all your books, ledgers and reports as soon as a transaction 

is accepted. 

8. Blazing Speed:  With Tally you can get information fast. It generates reports within seconds. 

9. Availability on windows: Tally is available on windows 95, 98, XP, 2000, 2003 NT and Linux. 

This software is run on single personal computer, LAN and WAN. If on a Network supports 

access via any combination of platforms.  

10. Unlimited Companies and Period of Accounting:  Tally handles the accounts of more than on 

company simultaneously if desired. 

11. Comprehensive Print Capabilities:  You can print Quotataions, Orders, Invoices, Vouchers and 

Cheques, all through Tally. You can also Print preview reports and their layout, from within 

Tally. 

 

1.9.2.7 Accounting feature  

 

Tally provides a total solution for managing your accounts and stocks. Accounting has been defined as 

the art of recording, classifying and summarizing monetary money transaction in a significant manner. 

Tally maintain ledger wise balance and display net debit or credit balance for a ledger. Using Reverse 

journal to make transient journal vouchers to get intermediate Profit and Loss and Balance sheet.  

   1. Comprehensive Accounting System 

 

Tally is complete Accounting System. It handles different types of vouchers, for example, Payments, 

Receipts, Journals, Debit Notes, Sales, Purchase, Delivery note and etc. Tally provides complete bill wise 



F:\  2016-17 books\accountancy book-11th (final 2016-17).docx                                          346 
 

information of amounts receivable as well as payable either Party wise or Group wise. Tally instantly 

obtain your Balance Sheets, Profit & Loss Statements, Cash and Fund Flows, Trial Balance and others. 

 

2 Complete book keeping 

 

 Tally proveds a complete range of book-keeping facilities. Recording of all types of transactions 

including Reciepts, Payments, Income and Expenses, Sales and Purchases, Debit Notes, Credit Notes, 

Adjutment Journals etc. 

 

 3 Categorization of accounts 

 

Tally allows the user to define account heads as per his requirements. Tally offers 28 predefined widely 

used Groups. Of these 28 predefined groups 15 groups are Primary groups and the remaining 13 are sub 

groups. Among the 15 predefined groups 9 Groups are Balance Sheet items and the remaining 6 groups 

are Profit and Loss items.  

 

4 Accounting without codes: The only sensible way to do accounts is to do it without account codes, 

just regular names. 

 

   5 Ledger group administrations 

 

Tally maintains details of all ledgers that are defined by the user. You can define your chart of accounts 

that is maintain groups, ledger etc. Ledger reports can be used for scrutiny of accounts. Tally follows the 

concept of single ledger systems, which includes both Personal and Nominal accounts. 
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   6 Audit trail and drill down display 

 

Tally allows users to Drill Down from any report to lower levels of reports till the voucher. For example, 

user can view a Balance sheet and then select the required group in the Balance Sheet and drill down till 

the vouchers.  

 

7 Extracting reports 

 

Tally allows users to select any report for a particular date or for any range of dates. Once you have 

selected a Report, press F2 (F2 in case of Day Book) and specify the date range (From and to). You can 

also do simultaneous comparison side by side for any two selected periods including across financial 

years. All reports from Tally are generated based on the transaction date rather than the date of actual 

entry and hence Tally ensures that information is always represented accurately. Tally provides 

columnar reports in Sales register, Purchase Register and Journal registers as well as Ledgers and Cash / 

Bank Books. 

 

8 Bank reconciliation 

 

Tally provides the user a facility to reconcile bank accounts with his bank passbook statement and hence 

providing the user with information regarding transactions, which haven't been cleared as yet by the 

bank.  

1.9.2.8 Inventory features 

 

Tally provides you the basic feature and quotations through optional voucher system. 
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1 Stock category classification 

 

Like accounts Ledger, Stock Items take part in all inventory Transactions. For better organization of 

the hundreds & thousands of Stock items that may be stocked & traded in an organization, you may 

organize them in stock groups and stock Categories. The relationship between stock item and stock 

group is similar to that of Accounts Ledger and Accounts groups.For that, Tally provides a build up a 

parallel method of organizing the items in stock categories. 

 

2 Comprehensive Recording of Stock movements: 

 

Tally provides stock journal voucher to move items from one Godown to another, dismantle an 

item into its components or to assemble the components. All sorts of inventory transactions can be 

recorded using the inventory vouchers from that inventory recording very easy and comprehensive. 

Vouchers include Goods Reciepts Notes, Delivery Notes, Stock Transfer Journals, Manufacturing Journals 

as well as Physical Stock Journals. 

 

3 Multiple stock evolutions 

 

For multiple stock valuations Tally provides multiple methods for stock items like Average unit cost, 

LIFO (Last in First Out), FIFO (First in First Out), Average price etc. Default valuation methods can be 

specified at the time of creation of stock items. You can get final accounts with stock valued in selected 

valuation method. 

 

4 Multiple rate price lists 
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Tally allows creating multiple price lists with alternative rates (retail, wholesale) and you can 

specify rates and discounts for each item for each type of price list with quantity slabs. 

 

5 Tracking through receipts and delivery notes 

 

In many businesses, goods are dispatched first and invoices are sent later or vice versa. In such 

cases stocks should not be updated along with the accounts. Tally tracks such situation with the help of 

tracking nos. you can receive /dispatch goods first and receive or send invoices later or invoices first and 

material later. Receipt/Delivery notes updates inventory but will not affect accounts. Tally track pending 

tracking document and displays in Profit and Loss as apart of purchases and sales as sales / purchase as 

bills to make. 

 

6 Batch-Related Stock Reports  

 

 In Tally Batch-wise reciepts and expiry date based details will enable stock control to be exercised to the 

level of batches. 

 

1.9.2.9   Starting Tally environment 

 

After install the tally software. We are ready to work with the Tally environment. The following 

methods are used to activate the tally screen. 

Method 1 
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Start � Programs �Tally ies 7.2 � Tally 7.2 

(At start menu, select program > Tally ies 7.2>Tally 7.2 or Explore the Tally Program folder 

(either through Windows Explore or My Computer), double click the program file (Tally 

7.2) 

 

Method 2 

 

Double click the Tally shortcut icons on Desktop 

 

Method 3 

 

Select Run from Start Menu; enter the Drive, path and the executable File Name. 

(The exe file for Tally ies 7.2 is tally72. for example, “D:\tally72.exe”) 

 

1.9.2.10 Tally screen classification  

The Gateway of Tally screen can be divided into 4 parts as marked in the below Figure1.5. 
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Figure 1.5 

 

 

(1) Product Info, (2) Work Area, (3) Calculator, (4) Button Bar 

 

1. Product information  

 

Product info displays information about Software Version & Release, Developer Company, System 

Day and Date, Product brand Name, Single or multi user indicator, Software serial number, and System 

time. Every time a new release of Tally is made, it is identified with a different release name. Tally would 

rewrite data created in earlier release to make it compatible with the current release of software. 

 

2. Work area 

 

The work area at Gateway is broadly separated into two sections. The right hand side contains the 
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menu, where you would select your instructions to Tally and left hand side displays List of Selected 

Companies, Current Period and Current Date you are working with tally screen.In current date option 

have not the calendar date but the date you worked last during the current period. In list of selected 

companies displayed the name of all selected or loaded companies with last date voucher entry 

information. Suppose you select more than one company, the active company is shown at top of list in 

bold letters and others appear next in normal font. 

 

3. Calculator 

 

Working with Tally, at any moment you can either work at Work Area (where menu, reports and 

entry screens etc appear) or with Calculator. By default work Area becomes active (Teal colour band 

appears at top of this section) and Calculator remains inactive. Press Ctrl+N to activate Calculator 

(colour and would move to top of calculator). You can enter values and operators e.g.,+.-,/,*, on 

pressing Enter, computed results would be displayed in next line. To return to Work Area, press Ctrl+M. 

 

 4. Button bar 

 

Button Bar consisting of numerous buttons appears at right of the screen. Buttons provide quick 

access to different options, which varies from screen to screen. Active buttons are shown in solid colour 

and inactive buttons are showed in grayed colour. 

 

1.9.2.11 Invoking Buttons 

 

You will find many buttons name starts with Function key (e.g., F1: Select Company) which means you 

have to press the function Key (appears at topmost row of keyboard). Some buttons have a character to 

key single or double underline which means you have to press the character/Function key in conjunction 
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with Alt or Ctrl key respectively. You can of course launch by clicking it. 

Action Button Name Hot key Combination 

 Web Browser Press <Alt> + <W> 

 Upload Press <Alt> + <O> 

 E-Mail Press <Alt> + <M> 

 Export Press <Alt> + <E> 

 Print Press <Alt> + <P> 

 F3 : Company Press F3 Function Key 

 F3: New Cmp Press <Alt> + <F3> 

 Groups Press <Ctrl>+G 

 Ledgers Press<Ctrl>+L 

 Voucher Types Press <Ctrl>+V 

 Currency Press <Ctrl>+e 

 F11 : Features Press F11 Function Key 

 F12 : Configure Press F12 Function Key 

Alt : (Press Alt Key & character/function key with single underline) 

Ctrl : (Press Ctrl key & character/function key with  double underline) 

 

1.9.2.12 Switching between screen areas 

 

When Tally first loads, the Gateway of Tally area is available. To toggle between this and the 

Calculator/ODBC Server area at the bottom of the screen, press [Ctrl] + [N] or [Ctrl] + [M] as indicated 
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on the screen. The active area of the screen is highlighted by a green bar. At any numeric fields, you can 

activate Calculator by pressing Alt+C. upon entering value & operators, on pressing Enter, calculated 

result would be pasted to the numeric field. You can return to Work area by pressing Ctrl+M. The 

Calculator follows BDMAS rule where execution sequence is Bracket, Division, Multiplication, Addition, 

and Subtraction. 

 

1.9.2.13   Mouse & Keyboard interaction 

 

While working in Tally, please use the following conventions: 

 

Mouse / Keyboard Conventions 

 

Do Action 

 

Click Press the left mouse button 

 

Double-Click Press and release the left mouse button twice, without moving 

the 

 

Mouse pointer off the item 

 

Press Ready to activate the Keyboard keys combination 
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Press <Alt> + <M> 

 

Press <Ctrl> + <L> 

 

Press F12 key in keyboard 

 

1.9.2.14 Buttons bar hotkey combination 

 

Help button <ALT> + <H> 

 

This button launches Tally reference manual. This manual is compiled HTML Help File method. 

Contents would be displayed to select the topic you wish to view.  

Web browser button <ALT> + <W> 

 

Using this option, you can browse any website or view any file in web format. This button launches 

the web browser and on clicking this button, the internet explorer would appear at the work area within 

the Tally Screen.  

Upload button <ALT>+<O> 

 

Uploading is the process of transferring files from the user’s computer to the web server where 

you wish to publish the web page or wish to store your file.  

 

E-mail button <ALT> + <M> 
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Working with Tally ies 7.2, any report can be e- mailed by entering recipients email address. Even 

Invoice, Reminder, Letter, Statement of Accounts can be sent over e-mail instead of printing and sending 

by post. To send and Invoice via email, on completing the invoice entry click email button. 

 

Export button <ALT>+<E> 

 

In Tally ies 7.2, you would get 2 formats for export, namely ASCII (Comma delimited export data 

format) and SDF (System Data Format). In this integrated enterprises solution have some more export 

data format namely HTML (web publishing) and XML (Data Interchange). These formats provide you 

tremendous flexibility to work with the Tally data in many applications. 

 

Print button <ALT>+<P> 

 

To change the style and format of Balance sheet or to tag schedule reference in the balance sheet 

printed from tally, on storing output report to a ASCII text file. 

 

1.10   Chapter at a Glance 

 

Concept of Computerized Accounting System  

 

Computerised Accounting System means that to prepare accounting record with the help of computer. 

We can describe computerized Accounting System with the help of the following equation:-             

    Computers                                    +                                     Accounting            
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    (Automation)                                                                (Rule and procedure for              

                                                                                              maintaining books of account) 

Components of Computerised Accounting System 

 

The functional components of compureised Accounting System consist of the following three units: 

(1)  Input Unit    (2)  Processing (Central Processing System)  (3)  Output Unit 
 

Features of computerized Accounting System 

 

(1) Automation of Accounting Process By Computerized Accounting System  (2)  Computerised 

Accounting System Fasting Accounting Process   (3)   Computerised Accounting System Prepare 

Accounting Report  (4)  Computerised Accounting System Maintain Secrecy And Security of Accounting 

Data  (5)  Accounting System Provides Final Accounts At Any Time  (6)  Rectification of Error is Easy 

Through  Computerized Accounting System  (7)  Reliability   (8)  Online input and storage of accounting 

data  (9)  Codification of accounts and transactions  (10)  High speed  (11)  Economical  (12) Lesser Paper 

work  (13)  Improved Business Performance 

 

Structure of Computerized Accounting System 

 

(1)  Transaction Analysis (2) Recording Data (3) Database (4) Reports 

 

Advantages of computerised Accounting System 
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(1)  Automatic updation of general ledger     (2)  Accounts follows Double Entry System   (3)  Automatic 

generations of accounts and calculations (4) Accuracy  (5) Speed  (6) Reliabilty  (7)  Up-to date 

Information 

(8) Scalable (9)  Availability and access of information  (10)  Legibilty   (11)  Efficeincy  (12)  Cost effective  

(13)  Security  (14)  Management information Reports  (15)  Staff motivation and reduce frustration 

Disadvantages of computerised Accounting System 

 

(1) Expensive (2) Training (3) Dependency on Computer (4) Security risk involved (5) Additional Software 

(6) Human error (7) Loss of work time 

 

Grouping of Account 

 

In computerised Accounting System for grouping of account coding is must. The major groups or heads 

could be Assets, Liabilities, Revenue Receipts, Capital Receipt, Revenue Expenditure, and Capital 

Expenditure.The Codes are classified to each section and grouping of accounts can be done effectively. 

 

Comparison of Accounting Process in Manual and Computerised Accounting 

 

Manual accounting is the system in which we keep physical register of journal and ledger for keeping the 

records of each transaction. In computerised Accounting System, we use computer and different 

accounting software for digital record of each ransaction. Other point or basis of difference are: 

(1)  Recording  (2) Time  (3) Speed  (4)  Accuracy  (5) Security  (6)  Cost  (7)  Backup  (8) Level of Output  

(9) Cllasification  (10)  Calcualtion  (11)  Ledger Account  (12)  Trial Balance  (13)  Adjustment enteries 

record  (14)  Financial Statements  (15)  Closing the Books  
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Accounting Softwares  

(1)   Software for Personal Use (2) Readymade Accounting System (3) Customized Accounting System (4) 

Tailor Made Accounitng System 

 

Tally 7.2  

 

(1) Tally user’s classification (2) Tally Silver for Single Users  (3) Tally Gold for Multi- Users  (4) 

SystemRequirements  (5) Tally Activation form (6) General Feature  (7) Accounting Feature  (8)  

Inventory Feature (9)  Start Tally environment  (10) Tally screen classifications  (11)  Invoking Buton  (12) 

Switching between screen areas  (13) Mouse and Keyboard Interactions  (14) Button Bar hockey 

combinations 

 

EXERCISE 

True/ False type questions: 

 

1. The word computer derived from Computer. 

2. In Manual Accounting System, we prepare trial balance to check the accuracy of the account. 

3. Computerised Accounting System has the ability to perform accounting process at a lower speed 

than human being. 

4. Account follows double entry system. 

5. Readymade Accounting System used to manage household budget and finance. 

6. Customized software is suitable for small sized business organization. 

7. Computerised Accounting System helps to produce relevant & accurate information 

8. Keyboard as output component of Computerised Accounting System. 

9. Manual Accounting System is expensive than Computerised Accounting System. 

10. In readymade Accounting System, Double entry is automatically completed. 

11. Accuracy is disadvantage of Computerised Accounting System. 

12. The coded Accounting System is more complex than non-coded Accounting System. 
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13. Tally is user friendly software used to solve all the complicated accounting structure. 

14. You can’t e-mail reports and documents directly from Tally. 

15. Tally proveds a complete range of book-keeping facilities. 

16. The Gateway of Tally screen can be divided into 5 parts. 

[Ans: 1. True   2. True   3. False   4. True   5. False   6. Falser   7. True   8. False   9. False   10. False   

11. False   12. False  13. True  14. False  15. True  16 False ] 

 

 

 

Fill in the Blanks: 

1. Accounting Software is a set of _________________ . 

2. Accounting Software is used to perform __________________________. 

3. DBMS stands for __________________. 

4. In Manual Accounting System ______________ & ________________ used for keeping the 

records. 

5. There are __________ types of accounting software packages. 

6. ____________ converts raw data into meaningful information. 

7. Secrecy of accounting data can be maintained through _________ Accounting System. 

8. Trial balance maintained automatically in __________ Accounting System. 

9. ___________ type of accounting software is most suitable to monitor wealth. 

10.  Tally ERP9 is ___________ accounting software. 

11. Tally 7.2 provides _______specific classification Licensing. 

12. Working with Tally, at any moment you can either work at Work Area or with_________. 

13. Tally provides the user a facility to reconcile___________ with his bank passbook statement. 

14. Tally provides a total solution for managing your_______ and_______. 

15. In Tally Button Bar consisting of numerous buttons appears at_______ of the screen. 

[Ans.  1. Computer Programme   2. Accounting Process   3. Database Management System   4. 

journal & ledger   5. Four   6. Computer   7. Computerised   8. Computerised   9. Software for 

Personal use   10. Customised  11. Two  12. Calculator  13. Bank accounts  14.Accounts, Stocks   15. 

Right ] 
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Multiple choice questions: 

1. Spreadsheet software can be utilized to generate  

a) Record. 

b)  Worksheet. 

c)  Ledger. 

d)  Report 

2. Customised accounting is suitable for  

a) Large Sized business organization 

b) Medium Sized business organization 

c) Small Sized business organization 

d) Both A and B 

3. Record is a collection of 

a) Reports 

b) Items 

c) Fields 

d) None of these 

4. In Computerised Accounting System flow of data is controlled by 

a) Users 

b) Central Processing Unit 

c) Organization 

d) Memory Units 

5. Types of Accounting Software packages are_____. 

a) 6 

b) 3 

c) 4 

d) 2 

6. How many aspects of Accounting System. 

a) 2 

b) 3 

c) 4 

d) 5 

7. Which one is not component of computerised Accounting System 

a) Input unit 
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b) Processing 

c) Output unit 

d) Ledger 

8. Computer complete accounting process within  

a) Months 

b) Days 

c) Hours 

d) Seconds 

9. The advantage of computerised Accounting System is 

a) Accuracy 

b) Speed 

c) Reliability 

d) All of above 

10. _________ can be used as readymade accounting software. 

a) Microsoft word 

b) Microsoft excel 

c) Microsoft access 

d) Microsoft power point. 

11. Through Tally you can publish reports on 

a) HTML. on Web or Internet 

b) On Access 

c) Paint. 

d) On all of above. 

12. Total predefined widely used Groups offered by Tally are 

a) 15 

b) 13 

c) 28 

d) 25 

13. Who is the programmer of the Tally Accounting Systems? 

a) S.S. Goenka 

b) Bharat Goenkar 

c) Sharad Goenkar 

d) B.S Goenkar 

14. To install Tally 7.2, what is the minimum requirement of RAM 
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a) 128 MB RAM 

b) 256 MB RAM 

c) 64 MB RAM 

d) 512 MB RAM 

15. Product info displays information about 

a)  Software Version & Release 

b)  Developer Company, 

c)  System Day and Date, Product brand Name 

d) All of above 

[Ans.  1. (d)     2. (d)     3. (a)     4. (b)    5. (c)     6. (a)     7. (d)     8. (d)     9. (d)    10. (b)   11.(a)     12. (c)    

13.(b)    14. (c)    15. (d) ] 

 

 

 

 

Match the columns 

                   Column I                Column II 

1. Central processing unit a) Manual accounting 

2. Database b) Customised accounting software 

3. Physical ledger c) Components of computerised Accounting 

System 

4. Wings 2000 d) Tailor made accounting software 

5. The most complex Accounting System e) Structure of computerised Accounting 

System 

6. To generate accounting report f) Non-coded Accounting System 

7. Complicated accounting records 

8. In Tally the active area of the screen is 

highlighted  

9. The single-user Licensing allows the use of 

g) Spreadsheet software 

h) online or offline  

i) by a green bar 
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Tally on only one computer with an option 

of activating it. 

[Ans. 1.(c)   2. (e)   3. (a)   4. (b)   5. (d)   6. (g)   7. (f)    8. (i)   9. (h) ] 

Name the followings:- 

1. Accounting System turns to be best solution 

2. Most expensive Accounting System. 

3. Device which convert raw data into meaningful information 

4. Components of transaction processing system 

5. Components of computerised Accounting System convert journal to final account within seconds 

6. Any popular customised Accounting System 

7. Type of Accounting System software fulfils the accounting needs of small business. 

8. Write names of windows on which Tally 7.2 is available. 

9. Write short cut key to activate calculator in Tally 7.2. 

10. Write the name of two claasifications provided by Tally 7.2. 

Short answer type questions:- 

1. How rectification of error is easy through computer Accounting System? 

2. What is database? 

3. What is report? 

4. List disadvantages of readymade Accounting System? 

5. What is customized Accounting System? 

6. Write down advantages of tailor made Accounting System? 

7. Explain pre packaged accounting software? 

8. Define the objective of accountancy? 

9. What is record? 

10. What is DBMS? 

11. What do you understand by the term Data duplication? 

12. State two basic requirements of computerised Accounting System? 

13. Give any four examples of input devices in computerised Accounting System? 

14. Write basic difference between Tally for Single user and multi-users? 

15. What are the basic requirements to install Tally 7.2? 

16. Explain the method to activate the Tally screen from Start menu? 

17. Write two general features of Tally 7.2 
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18. Name the different parts of Gateway of Tally screen. 

Long answer type questions:- 

1. Write down difference between manual and computerized accounting? 

2. What are advantages and disadvantages of computerized Accounting System? 

3. Explain different types of accounting software package? 

4. Explain Components of computerised Accounting System? 

5. State Features of Computerised Accounting System? 

6. Lay down parameters must be considered before sourcing accounting software? 

7. Explain basic structure of computerised Accounting System? 

8. Explain Accounting features of Tally 7.2? 

9. Describe Inventory features of Tally 7.2? 

10. Explain Tally screen classification? 

11. State general features of Tally 7.2? 

12. Explain different hotkey combination of Button Bar? 

 

 

 

 

 

 

 

 

Chapter-2 

(Application of Computers in 

Accounting) 

 

 

The goal of our Accounting and Computer 

Applications program is to give students the skills, 

 

Learning Objectives 

In this chapter we will study about 
applications of Computers in Accounting. 
It is a second chapter of this unit. After 
studying this chapter, students will be able 
to understand below mentioned topics. In 
this chapter, we shall discuss the need for 
the use of computer in accounting and 
nature of accounting information system. 
At the end of this chapter you will be able 
to: 

 Describe the meaning and 
elements of Computer 
Accounting System. 

 Role of computer in Accounting 
and components of Computer 
Accounting Software. 

 Components of Computerized 
Accounting Software 

 Automation of Accounting 
Process. 

 Transaction Processing System. 
 Basic requirements of Computer 

Accounting System 
 Designing of Accounting Reports. 
 Understand concept and 

functions of Accounting 
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necessary to work in the accounting career field. Our up-to-date curriculum will provide students with 

fundamentals of practical accounting and popular accounting software. An application of computers in 

accounting programme also provides Accountants with a professional level of competence in key areas 

of Information Technology related to Accounting. When an accountant acquires full knowledge of this 

technology, he will be perfect in different types of skills like; in Spreadsheets for Accounting, - Word 

Processing for Accounting related documentation and - Internet, Email & Other Web tools 

 

2.1 Meaning of Computer 

 

Computer is a fast data processing electronic machine that can perform a variety of operations in 

accordance with a set of instructions, called Programme. When the data is entered by the users with 

input devices, it converts the data into information and gives the desired result. Therefore, we may 

define computer as a device that convert the input data into desired information.  

2.2 Elements of Computer Accounting System 

2.2.1 Basic Elements of Computer System 

 Computerized Accounting Systems are installed on computers with the capacity to run the systems. 

Large-scale Accounting Systems consists of numerous modules and commonly require computers with 

fast processors and large storage capacity. A basic element of a computer system consists of physical 

components like Mouse, Keyboard, monitor, memory, CPU, motherboard, Hard Disk, Speakers, Modem, 

power supply and processor. These are hardware parts of Computer System. Other hardware 

components that are essential in a Computerized Accounting System include printing and scanning 

devices. Let us explain the important elements of computer system: 

(i) Mouse: Mouse is used for operating the system. Nowadays, optical mouse is more popular as 

compared to simple mouse.  

(ii) Keyboard: Keyboard is used to input data in to the system so that the system gives output to 

the user. Therefore, the keyboard is an integral part of the input system. A computer is 

essentially incomplete without a keyboard.  
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(iii) Monitor: Monitor, which again is a very essential part of the computer system, displays the 

actions that the computer performs on our command.  

(iv) Motherboard: Motherboard again a necessary element of the computer system contains 

different elements as memory, processor, and modem, slots for graphic card and LAN card.  

(v) Hard Disk: Hard disk is used to store data permanently on computer. 

(vi) Modem: Modem is used to connecting to the Internet. Two types of modems are widely 

used. One is known as software modems and the other is known as hardware modems.  

(vii) Speakers: Speakers are also included in basic elements of a computer. We use them to for 

multiple purposes. 

  

2.2.2 Software 

 

   Software is the central part of a Computerized Accounting System. The software module consists of 

smaller programs. Each individual program performs a different function. In accounting process the 

software’s can include production, customer, general ledger, human resources, asset management, 

financial management, or purchasing and inventory management programs. These programs are linked 

and share data with each other. Let us explain some basic software’s of computer system: 

 

2.2.2.1 PC Software’s (Application Software) 

 

Application software is the type of programs that you use once the operating system has been loaded. 

(i) Word Processing Software: Word processing software is used for creating documents. Drafts, 

letters, reports, essays, write-ups etc can be created using word processing software. The most 

commonly used word processing package in the world is Microsoft Word 

(ii) Spreadsheet: Spreadsheet is a computer application that simulates a paper worksheet. It 

displays multiple cells that together, make up a grid consisting of rows and columns, each cell 

containing either alphanumeric text or numeric values. Spreadsheets are frequently used for 

financial information because of their ability to re-calculate the entire sheet automatically after 
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change to a single cell is made. 

(iii)  Microsoft Excel: Starting in the mid 1990s and continuing through the present, Microsoft Excel 

has dominated the commercial electronic spreadsheet market. 

(iv) Presentation Programme:  Microsoft PowerPoint is a presentation program developed by 

Microsoft. It is part of the Microsoft Office suite and runs on Microsoft Windows computer 

operating systems. PowerPoint is widely used by business people, educators, students and 

trainers. Beginning with Microsoft Office 2003, Microsoft revised the branding to emphasize 

PowerPoint's place within the office suite, calling it Microsoft Office PowerPoint instead of just 

Microsoft PowerPoint.  

(v) Graphic Programme: Computer graphics are graphics, which are created with the aid of 

computers and the representation and manipulation of pictorial data by a computer. It is also 

easier to understand and interpret many types of data simultaneously. 

 

2.2.2.2 Operating systems software:  

 

The operating system is a special type of program that loads automatically when you start your 

computer. The operating system allows you to use the advance features of a modern computer without 

having to learn all the details of how the hardware works. It create a link between the hardware and 

you. 

 

2.2.3. Personnel 

 

In computerized Accounting Systems skilled person are required to interact with computer. These 

types of people enter the financial data in system, which is then worked on by the computerized system. 

People in a computerized Accounting System include Programmers, Database Managers, Security 

Personnel, Operators, System Analysts and Managements etc. Collectively, these people or professionals 

work to ensure the smooth functioning of the Computerized System and have capabilities to solve the 

problems when arises. 

2.2.4. Procedures and instructions 
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The procedure and instructions in a Computerized Accounting Systems are the various methods 

that are adopted to achieve the desired objective. Procedures include collecting, storing, retrieving and 

processing data. These procedure will be both manual and automated. Now a days, no one likes to read 

instructions. However, hardware and Accounting Systems software require thoroughly trained and 

support staff. They need to learn how to use the software. Procedure provides detail of the different types 

of the hardware.  

 

2.2.5 Data 

 

            Data is a symbol or character which we input into the computer. Computer performs further 

operation on input data and produce information according to pre-determined instructions. In computer 

Accounting System accounts related data is entered into the system. After this data can then be used to 

prepare accounting statements and reports such as accounts receivable, depreciation, trial balance, profit 

and loss, and so on. Having all this data in one place in the accounting information system it facilitates a 

business's recordkeeping, reporting, analysis, auditing and decision-making activities. For the data to be 

useful, it must be complete, correct and relevant. 

 

2.3 Components of Computer 

 

A computer system consists of mainly four basic units; namely input unit, storage unit, central 

processing unit and output unit. Central Processing unit further includes Storage unit, Arithmetic logic 

unit and control unit, as shown in the Figure 2.1. A computer performs five major operations or functions 

irrespective of its size and make. These are 

• Data is entered through input units, 

• Computer stores data and instruction, 

• Data is processed by the computer as per the instructions, 

• Computer controls all operations, 

• Computer gives results in the form of output. 



F:\  2016-17 books\accountancy book-11th (final 2016-17).docx                                          370 
 

 Figure 2.1 

 

2.3.1 Input Unit  

 

Data and programs are entered into the computer system through this unit with input devices by 

the user for processing. There are many input devices, but the two most common ones are keyboard and 

mouse. Every key you press on the keyboard and every movement or click you make with the mouse 

sends a specific input signal to the computer. Other input devices are light pen, scanner, bar code reader, 

magnetic disk and devices which respond to voice and physical touch etc. 

 

2.3.2 Storage Unit 

 

The storage unit is used for storing data and instructions before and after processing. Stored data 

is further processed according to set of instructions. 

 

2.3.3 Output Unit 

 

Output device receives information from the CPU and presents it to the user in the desired form. 

Therefore output unit is used for storing the result as output produced by the computer after processing. 

The processed data, stored in the memory of the computer is sent to the output unit, which then converts it 

into a form that can be understood by the user. The output is usually produced in one of the two ways – 

on the display device, or on paper (hard copy).The commonly used output devices are monitor, printer, 

sound card speaker and plotter etc. 
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2.3.4 Processing 

 

 The Central Processing Unit (CPU) is the main part of the computer that takes data and 

instructions from the storage unit and makes all sorts of calculations based on the instructions given and 

the type of data provided. The task of performing operations like arithmetic and logical operations is 

called processing. CPU includes Arithmetic logic unit (ALU) and control unit (CU) 

 Arithmetic Logic Unit: The ALU is one component of the CPU (central processing unit). All calculations 

and comparisons, based on the instructions provided, are carried out within the ALU. It performs 

arithmetic functions like addition, subtraction, multiplication, division and also logical operations like 

greater than, less than and equal to etc. 

 2.3.5 Control Unit 

 

A control unit is the part of a CPU that directs its operation. A control unit can be thought of as a 

finite state machine.  Controlling of all operations like input, processing and output are performed by 

control unit. It takes care of step by step processing of all operations inside the computer. 

 

2.4 Role of computers in accounting 

 

Traditionally in accounting process, different books of Accounts such as Journal, Cash Book, 

Special purpose books, and ledger and so on are maintained manually. Different types of financial 

statements and accounting reports are prepared by accountant manually. Manual system is a time 

consuming system. In modern technology, with substantial increase in the number of transactions, 

computers were developed which could store and process accounting data in no time. Such machine 

increases speed of work. It has large storage, and processing capacity which leads to number of growing 

successful organizations. As a result, the maintenance of accounting data with computer became almost 

essential. Therefore, now maintaining accounting records become more convenient with the computerized 

Accounting System. Computerized accounting provides instant, up-to-date and accurate financial 

information to managers and users within organizations to allow them to monitor and control business 

operations. This system uses the concept of database management system.  

                    A growing number of business organizations routinely use computer accounting software to 

record transactions rather than relying on a manual bookkeeping system. Different types of accounting 

software’s like Tally, Cash Manager etc. are used to implement Computerized Accounting System. These 

are the basic softwares which allow access to the data contained in the data base management system. Far 
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more popular than computerized accounting software, is the computerized spreadsheet, which has become 

an all-purpose computer package for many organizations. With its grid of columns and rows, and facility 

to use formulae and functions to carry out calculations, the spreadsheet appears to be an ideal medium for 

storing and presenting accounting information digitally. Data stored on a spreadsheet can easily be 

changed, and the immediate updating of totals makes the spreadsheet ideal. Database software is far more 

powerful than the database facility on a spreadsheet. Databases have many uses in an organization, and 

despite the presence of computerized accounting software and spreadsheets, they can be invaluable in the 

accounting environment. Organizations can make effective use of presentation software to communicate 

facts and figures in an interesting, dynamic and even exciting manner. Computerized presentations can 

incorporate pictures, sounds and moving images to convey information or a message. 

 

2.5 Components of Computerized accounting software 

 

2.5.1 Preparation of basic accounting documents and vouchers 

 

Different types of accounting documents like Cash Memo, Bills and invoices etc., and accounting 

vouchers are prepared with the help of Computer. 

 

2.5.2 Recording of transactions with assigning unique code 

 

Different types of business transactions are recorded by assigning unique code with the help of 

accounting software. This is the first step in grouping of accounts. By assigning unique code to every 

account and transaction and grouping of account we can simplify the work of recording the transactions. 

This is possible with computer only. 

 

2.5.3 Preparation of Accounting Statements 

After assigning codes and recording of different transaction, the data is transferred into Ledger account 

automatically by the computer. Trial Balance is prepared by the computer to check accuracy of the 
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records. With the help of trial balance the computer can be programmed to prepare different 

accounting statements like Trading, Profit and Loss account and Balance Sheet.  

 

2.6 Automation of accounting Process  

 

To automate the accounting process of a business, there are several factors that should be 

considered by the user. The user should make sure that the accounting records are reconciled and in 

good shape before converting to an automated Accounting System. Accounting program or software 

provider should be an experienced person and having knowledge in computerized accounting programs. 

Before selecting accounting software, the user should be able to enter a few transactions from different 

source documents like month-end reports etc. and print them. After selecting a program, a 

Computerized Accounting System and Manual System should be regularly updated correspondingly. 

Parallel updation make sure that all the information is recorded, printed out, and agrees with the 

original system’s output. The user should perform processing until computer data can be relied on.  This 

can take from one to several accounting periods. The user should convert one module at a time.  Many 

companies convert all the modules at once and have a difficult time.  If there is an error in one module it 

will be automatically integrated to the General Ledger. Automating one module at a time allows the 

user to learn the program and make full use of its features with limited errors.  . 

           Despite these, there are some other factor which should be considered to automate the 

accounting process as follows: 

(i) Number of manual tasks would be benefited to a company by automating them. 

(ii) Number of errors or productivity cause loss in accounting cycle. 

(iii)  Negative impacts of these errors or productivity losses. 

(iv)  Information to make strategic decisions. 

(v) Information to accurately forecast and control cash flow. 

(vi) Information for the company’s accounts receivables and inventory. 

Therefore to automate an accounting process look at the rules involved in determining the 

calculation. Then look at the sources of the data and the number of systems used to provide 

information. Then look at extracting the information into one data source. Excel is an excellent way to 
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automate tasks. 

 

2.6.1 Concept of automated Accounting System 

 

Let us try to understand the concept of automated Accounting System with some examples: 

We find that daily foreign exchange rates are automatically updated into our computer system. Doesn't 

yahoo.com offer this information for free? It's free and shouldn't take internal staff more than two 

hours to updating it. 

When we purchase any product online, then we can pay through e-payment which is an automatic 

accounting e-payment system. Internet businesses are also becoming more numerous. Their E-Payment 

Integrator includes support for all major payment gateways for credit card and electronic check 

processing. N Software also offers a PayPal Integrator to provide access to PayPal merchant services. 

 

2.6.2 Benefits of automated Accounting System:  

 

Automated Accounting System will be very beneficial if a company will improve the speed and 

efficiency of accounting operations. Companies who have automated their accounting processes they 

have greatly improved cash flow, more accurate information, as well as improved, more concise 

decision making. Here are some of the most powerful automation features usually available in today’s 

accounting packages: 

 

2.6.2.1 Prepare and distribute reports automatically 

 

Many financial management applications can be organized with Microsoft software Accounting 

Systems to produce reports automatically at scheduled intervals and then e-mail them to a preset list of 

recipients. 
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2.6.2.2 Make recurring payments online 

 

Paying the gas bill, phone bill or insurance premium, each month is a time-consuming task. But 

with net-banking financial system we can pay online bills. Therefore we can process recurring payables 

automatically. 

 

2.6.2.3 Receive automatic notice of impending problems 

 

Many Accounting Systems have alerts technology facility. This facility is very beneficial for 

concerned manager to warn about a potential trouble before it happen. With Microsoft software 

solutions facility we can send alerts to an employee’s e-mail inbox, desktop, or even to an intranet home 

page. 

 

2.6.2.4 Transfer data from spreadsheets electronically 

 

Spreadsheets software is used for budgeting and other financial processes. If accounting data 

from spreadsheet is transferred manually, it is a very time consuming, slow and inaccurate process. To 

save time and reduce errors, use the import facility which is available in most accounting packages to 

download financial data from spreadsheets. 

 

2.6.2.5 Automatically reconcile ledgers and Account Statements 

 

With accounting software and bank account online reconciliation facility, we can reconcile bank 

statements automatically. Otherwise reconciling general ledger reports is such a tedious work.  
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2.7 Transaction processing system (TPS)  

Transaction processing systems is concerned with financial transactions only. It is the first stage 

of Computerized Accounting System that performs and records the daily routine transactions necessary 

to conduct the business. It is that information system which support business processes, mainly 

accounting & finance transactions, with some sales, personnel, & production activities as well. Main 

functions of any TPS is to collect, record and process, validate and store transactions that occur in 

various functional areas of a business. These functions work for subsequent retrieval and usage. In a 

Manual Accounting System, only human resources are used and in computerized Accounting System 

only computer resources are used but in computer based system both human and computer resources 

are used. 

 

2.7.1 Steps involved in Transactions Processing System 

 

2.7.1.1 Direct Data Entry: 

 

Transaction processing systems rely on electronic data interchange. With input devices like 

keyboard, mouse etc. data is directly entered into the system before processing. Transaction data sent 

over telecommunications networks. Transaction processing system provide computer-to-computer 

communication without repeated data entry. This system serves the need of intercompany 

communication.  

 

2.7.1.2 Data Validation  

 

At this stage, typical validation tests are conducted which include checking for missing data 

items, valid codes, and valid values. It ensures the accuracy and reliability of input data. This validation is 

made by the ‘Error Detection’ and ‘Error Correction’ procedures. The control mechanism, wherein actual 

input data is compared with predetermined norm is meant to detect errors while error correction 
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procedures make suggestions for entering correct data input. More extensive validation may involve 

authorization of the transaction based on the customer’s record and available inventory. 

 

2.7.1.3 Processing Steps  

 

Depending on the nature of the transaction and on whether the system operates in on-line or batch 

mode, the following processing steps may be performed: 

(i) Classification: Incoming transactions are classified by the system for further processing 

steps. 

(ii) Sorting: In order of the value of the data items transaction records are sorted and arranged 

in that way so that they can uniquely identify each of them. 

(iii) Data Retrieval:  The purpose of an inquiry transaction is retrieval of data from the database.  

(iv) Calculation: The calculations required depending on the nature of the transaction. 

(v) Summarization: At this step computer summaries across all or some of the transactions. 

 

2.7.1.4 Storage  

 

 After transactions other than inquiries, system files or databases must be updated. This makes 

it absolutely clear that only valid transactions are stored in the database. The data accumulated by TPSs 

thus serve as a source of detail for management oriented components of information systems. 

 

2.7.1.5 Information  

 

TPS offer certain querying ad simple reporting capabilities. With DBMS the stored data is 

processed making use of the Query facility to produce desired information. Most queries produce a 

screenful of information. However, reports are also often produced as a result of inquiries. 

 

2.7.1.6 Reporting   
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Unlike management reporting systems, TPSs typically provides a limited range of preplanned 

reports. Reports can be prepared on the basis of the required information content according to the 

decision usefulness of the report. The content and format of such reports are programmed into the TPS 

software and the reports are produced on schedule. The TPS reports are often quite long. Different 

types of reports are produced by TPS as follows: 

(i) Transaction Logs - are listings of all transactions processed during a system run and include 

purchase order manifests or sales registers. 

(ii) Error (Edit) Reports - error reports list transactions found to be in error during the processing. 

They identify the error and sometimes also list the corresponding master file or database records. 

(iii) Detail Reports - detail reports are extracts from the database that lists records satisfying 

particular criteria. 

 

2.8. Basic requirements of the computerized Accounting System 

 

The basic requirements of any computerized Accounting System are the followings: 

 

2.8.1 Accounting framework  

 

It is the application environment of the computerized Accounting System. A healthy accounting 

framework in terms of accounting principles, coding and grouping structure is a pre-condition for any 

computerized Accounting System.  

 

2.8.2 Operating procedure  
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A well-conceived and designed operating procedure blended with suitable operating 

environment of the enterprise is necessary to work with the computerized Accounting System. The 

computerized accounting is one of the database-oriented applications wherein the transaction data is 

stored in well- organized database. The user operates on such database using the required interface and 

also takes the required reports by suitable transformations of stored data into information. Therefore, 

the fundamentals of computerized accounting include all the basic requirements of any database-

oriented application in computers. 

 

2.9 Designing of Accounting Report  

 

Many accounting documents and reports are routine: invoices, statements, sales analyses, 

monthly sets of financial statements of business organization. Accounting reporting is the process of 

preparing and distributing financial information to users in various forms. Formal accounting report is 

designed in the most common format called Financial Statements. These are prepared in accordance 

with strict standards. Therefore accounting statements are formal record of the financial activities of a 

business and financial reporting is largely an effort to assess financial performance. Financial reporting is 

considered a part of accountability for financial decisions. Financial decisions include raising and 

spending money as well as making promises that have financial consequences. The quality of accounting 

reporting depends upon how the financial data is handled right from the point of data collection to the 

processing stage that leads to the production of meaningful financial information in terms of reports. 

 

2.9.1 Characteristics of quality of accounting reports 

 

Understandable: Accounting reports should be understandable. Reports should be designed in 

such a way that it can guide and provide meaningful information to the professionals or 

nonprofessionals. Therefore information contained in the report can only be useful to end users if they 

are able to understand it. 

 



F:\  2016-17 books\accountancy book-11th (final 2016-17).docx                                          380 
 

2.9.1.1 Relevant 

  

Accounting report should be relevant to the decisions that those users have to make. Relevancy 

is the capacity of information to make a difference in a decision. Since financial statements are for users 

to make economic decisions so that the information must be relevant. Therefore it is concluded that 

economic decisions are affected by the information and relevancy is effected by the nature of 

information.  

 

2.9.1.2 Reliable 

 

Reliability is one of the main quality of accounting reports. Because users take decisions on the 

basis of information of accounting report so to make sure that facts and figures in the reports should be 

true. It must be verifiable and free from errors.  

 

2.9.1.3 Comparable & Consistent 

 

 Accounting reports should be comparable with those of other similar companies accounting 

reports. Without comparability the accounts would be of little use. If an accounting statement from one 

company that was prepared differently from other companies in the industry, it is possible that the 

users will not be able to compare the statements among companies and over time. Therefore 

comparability adds a degree of transparency to accounting statements by allowing comparisons over 

time and among entities. Comparability is affected by consistency of presentation. 

 

2.9.1.4 Objectivity  
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 Information contained in accounting reports should be unbiased. Therefore accounting reports 

should meet all the requirements of the users. The accounts should always show a true and fair view of 

financial statement. 

 

2.9.2 The Influence of Computerized Accounting System on Accounting Reporting 

 

The influence of computerized Accounting Systems on financial reporting has been linked to the 

benefits of applying computer systems while generating financial reports. It can be explained as: 

(i)  Accounting report can be presented, generated, simplified and prepared at regular interval 

easily with computer. 

(ii)   With the application of computerization, financial reports can be easily updated on a timely 

basis. 

(iii)   Computerization saves time on transaction hence leading to quality of financial reporting.  

With computerized systems for instance timely, accurate and reliable information can be 

generated.  

(iv)   Computerized Accounting Systems have also been credited for their quick processing speed 

and large storage capacity. Using computerized Accounting Systems ensure up to date. Account 

balances which are available at any time to aid management in decision making. 

(v)  The influence of computerized Accounting Systems depends on the end users satisfaction. A 

computerized Accounting System provides reliable accounting information to users. 

 

2.9.3 Types of accounting reports 

 

There are several common accounting statements, which are prepared on the same accounting 

data for different reasons in order to show various perspectives of the company’s financial health and 

performance. The most important accounting reports are called the financial statements. So 

the financial statements are simply financial reports. The financial statements are prepared from the 

information in the trial balance. Computerized Accounting System can generate different types of 
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financial reports quickly needed by management for instance profit and loss reports etc. Accounting 

reports come in various formats and all provide different information. However, they all have one thing 

in common: they give useful information about various aspects of a business to the users. Due to fast 

data processing and analysis by computerized Accounting System , accounting reports can be generated 

quickly, from which an authority can instantly access different information which leads to easy and quick 

decision making. The specific stated purpose of the financial statements is to show the user the financial 

position, financial performance and cash flow of a business.  Basically, there are four different types of 

financial statements indicate the different activities occurring in a particular business house which are 

given below: 

  Balance Sheet 

  Income statement 

  Statement of capital 

  Statement of cash flow or Cash flow statement 

 

2.9.3.1 Balance Sheet 

 

Accounting is based upon a double entry system - for every entry into the books there has to be 

an opposite and equal entry. The net effect of the entries is zero, which results your books being 

balanced. The proof of this balancing act is shown in the balance sheet when Assets = Liabilities + Equity. 

The balance sheet shows the health of a business from day one to the date on the balance sheet. 

Balance Sheets are always updated on the late day of the reporting period. In computerized Accounting 

Systems, trial balance is a statement that can be automatically derived as and when needed. 

Additionally, this trial balance provides the balance sheet. Therefore we can receive a balance sheet and 

other accounting reports with a computer at a moment’s notice. 

 

2.9.3.2 Income Statement  

 

  With a computer, you can request and receive an income statement, or other accounting 

reports when you have required. An income statement shows how well a company has performed over 
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a period of time, usually by month, quarter or year. It reveals the financial performance of a company by 

categorizing the sources of income and expenses. Income statements are important to business owners 

because they represent the bottom line. 

 

2.9.3.3 Statement of Capital  

 

             Statements of capital typically are prepared after the income statement. The statement of capital 

shows changes in owners' capital accounts over time.  

 

2.9.3.4 Statement of cash flow 

 

The cash flow statement represents an analysis of all the transactions of the business and 

reporting where the firm obtained its cash and what it did with the cash. The statement of cash flow shows 

the ins and outs of cash during the reporting period. For a given period the cash flow statement provides 

the information like source of cash, uses of cash and change in cash balance. 

 

2.9.4 MIS Reports  

 

The output of most management information systems is a collection of reports that are 

distributed to managers accounting related outputs of an MIS as reports include: scheduled reports, 

key-indicator reports, demand reports, exception reports, and drill-down reports which are given below: 

 

2.9.4.1 Scheduled Reports 

 

 Scheduled reports are produced from time to time, or on a schedule, such as daily, weekly, 

 or     

  Monthly e.g. a weekly summary report that lists total payroll costs of a company. 
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2.9.4.2 Key-Indicator Report 

 

 A key-indicator report reviews the earlier day’s critical activities and that is used  typically for the 

beginning of each workday e.g. include inventory levels, production activity, and sales volume.  

 

2.9.4.3 Demand Report 

 

Demand reports are produced on a request of managers. For example are: total hours worked by a 

particular employee, total sales to date of product, bad debt report and so on. 

 

2.9.4.4. Exception Reports 

 

Exception reports that are automatically produced according to the condition or when a situation is 

unusual or requires management action. For example, Inventory recorded report for items whose 

stock goes below a predetermined number, over stock status etc. 

 

2.9.4.5 Summary Report 

 

Summary report presents the all activities of a business organization. This report aggregate the data 

of accounting periods. Final accounts like balance sheet, trial balance etc are the examples of 

summary report. 

 

2.9.4.6 Customer Report  
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 This report which is associated with customers Accounting Statement, reminder letters, Discount, 

Interest etc are called customer report. Management prepare this report according to their 

requirements. 

 

2.9.4.7. Supplier Report 

 

Supplier report is an important external validation of a business accounting record. Supplier 

statement with the statement of outstanding invoices, Purchase Analysis, less credit notes and 

payments on account, listed on the supplier statement report on your system etc are some 

example of supplier report. 

 

2.9.4.8. Responsibility Report 

 

MIS is responsible to generate and distribute management reports in accurate and timely 

manner. It is the responsibility of MIS to provide recommendations to update current system to 

improve reporting efficiency and consistency and provide customer support and assistance in 

issuing troubleshooting and resolution. 

 

2.10 Accounting Information System  

 

Accounting information systems (AISs) stand at the intersection of two disciplines: ‘‘accounting’’ 

and ‘‘information systems.’’ It is a collection of various resources like people, equipments, data and 

processing procedures which are designed to transform financial information or creates needed 

information for its users. Thus an accounting information system is a structure that a business uses to 

collect, store, manage, process, retrieve and report its financial data so that it can be used by 

accountants, consultants, business analysts, managers, auditors and regulatory and tax agencies. Before 
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understanding the concept of accounting information system we’ll examine each of the words in the 

term ‘‘accounting information systems’’ separately. 

 

2.10.1 Accounting 

 

We know that the accounting field includes financial accounting, managerial accounting, and 

taxation. Accounting information systems are used in different areas such as payroll, accounts 

receivable, accounts payable, inventory, and budgeting. In addition, accounting information systems 

help accountants maintain general ledger information, create spreadsheets for strategic planning, and 

distribute financial reports. The challenge for accountants is to determine how best to provide the 

information required to support business and government processes. For example, in making a decision 

to buy office equipment, an office manager may require information about the sources of such 

equipment, the costs of alternate choices, and the purchasing terms for each choice. Where can the 

manager obtain this information? That’s the job of the Accounting Information System. AISs don’t just 

support accounting and finance business processes. They often create information that is useful to non-

accountants. 

 

2.10.2 Information 

 

Figure 1-3 illustrates a model for this—a three stage process in which (1) raw and/or stored data 

serve as the primary inputs, (2) processing tasks process the data, and (3) meaningful information is the 

primary output.  These are components of modern accounting information system. Data or information 

is input, processed, and output as information for planning, decision-making, and control purposes. So, 

information system performs this transformation whether they are essentially manual system or 

thoroughly computerized. 

 

2.10.3 System 
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Within the accounting profession, the term ‘‘Systems’’ usually refers to ‘‘Computer Systems.’’ 

Now a days for most modern accounting information system’s businesses are automated ones and thus 

the term ‘‘processing procedures’ ‘could be replaced by the term ‘‘computerized processing’’ So, it is 

convenient to understand or conceptualize an accounting information system that it is a set of 

components that collect accounting data, store it for future uses, and process it for end users. Data 

inputs, storage, processing, and outputs applies to almost all the traditional accounting processing which 

is a simple way of conceptualizing and understanding an accounting information system. Customers, 

investors, suppliers, financial analysts etc. are the end users of accounting information system they are 

not accountant. 

 

2.11 Concept of Accounting Information System 

 

           The information system is the set of formal procedures by which data are collected, stored, 

processed into information, and distributed to users. Figure 1-2 shows the information system of an 

organization which is broadly divided into two subsystems: the Accounting Information System (AIS) and 

the Management Information System (MIS). More often, MIS and Accounting Information System 

functions are integrated in this way that objective of an organization can be achieved in an efficient way. 

The distinction between accounting information system and MIS centers on the concept of a 

transaction. The information system accepts input, called Transactions, which are converted through 

various processes into output information that goes to users. Transactions fall into two classes: financial 

transactions and nonfinancial transactions. Sales of products to customers, purchases of inventory from 

vendors, and cash disbursements and receipts are examples of financial transactions. Every business 

organization is legally bound to correctly process these types of transactions. Adding a new supplier of 

raw materials to the list of valid suppliers is an event that may be processed by the enterprise’s 

information system as a transaction is an example of non-financial information and the firm has no legal 

obligation to process it correctly. Financial transactions and nonfinancial transactions are closely related 

and are often processed by the same physical system. 

          Subsystems of accounting information system process financial transactions and nonfinancial 

transactions that directly affect the processing of financial transactions. For example, changes to 

customers’ names and addresses are processed by the accounting information system to keep the 
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customer file up to date. The accounting information system is composed of three major subsystems: (1) 

the transaction processing system which supports daily business operations with number of reports, 

documents, and messages for users throughout the organization; (2) the general ledger/financial 

reporting system which produces the traditional financial statements, such as the income statement, 

balance sheet, statement of cash flows, tax returns, and other reports required by law; and (3) the 

management reporting system  which provides internal management with special-purpose financial 

reports and information needed for decision making such as budgets, variance reports, and 

responsibility reports. 

 

2.11.1 Components of an Accounting Information System 

 

Accounting information systems generally consist of six main parts: people (the system users), 

procedures and instructions (methods for retrieving and processing data), data (information pertinent to 

the organization's business practices), software (computer programs used to process data), information 

technology infrastructure (hardware used to operate the system) and internal controls (security 

measures to protect sensitive data). Let's look at each component in detail.  

 

2.11.2 People  

 

The people in an accounting information system are simply the system users. People included in 

this system are professionals like accountants, consultants, business analysts, managers, chief financial 

officers and auditors who may need to use an organization's accounting information system. So the 

people who are authorized to access the accounting information system within an organization can get 

any type of information. This system should be designed to meet the needs of the people who are the 

part of accounting information system. 

 

2.11.3 Procedure and Instructions 
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The procedure and instructions of accounting information system are the methods. These 

methods are used for collecting, storing, retrieving and processing data. These methods will be both 

manual and automated, and the data can come from both internal sources (e.g., employees) and 

external sources (e.g., customers' online orders). Procedures and instructions will be coded into 

accounting information system software  

 

2.11.4 Data 

        

All the financial information related to the business organization in an accounting information 

system is termed as data. The data included in an accounting information system will depend on the 

nature of the business. It may consist; sales orders, customer billing statements, sales analysis reports, 

purchase requisitions, vendor invoices, check register, general ledger, inventory data payroll and tax 

information. This data can then be used to prepare accounting statements and reports such as accounts 

receivable trial balance, profit and loss, and balance sheet etc.  So the data which is compiled at one 

place in the accounting information system facilitates a business's recordkeeping, reporting, analysis, 

auditing and decision-making activities 

 

2.11.5 Software 

     

  In an accounting information system the software are the computer programs used to store, 

retrieve, process and analyze the company's financial data. Traditionally accounting information systems 

were manual and paper-based systems, but today, most companies are using computer software as the 

basis of the accounting information system. Small businesses might use Microsoft's Small Business 

Accounting and small to mid-sized businesses might use SAP's Business One. Mid-sized and large 

businesses might use Microsoft's Dynamics GP and Tally software etc. To make accounting information 

system software more effective; quality, reliability and security are the major factor. So in an 

organization high quality information is must to make a sound decision which is based upon an effective 

software. We can modify accounting information system software according to the needs of a business 
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organization. If an existing software does not meet a company's needs, software can also be developed 

in-house with the help of a different outsourcing company. 

  

2.11.6 Information Technology Infrastructure  

   

 The hardware which is required and used to operate the accounting information system is 

termed as Information Technology Infrastructure. Hardware items which are mostly used for this 

purpose are personal computers, servers, printers, routers, storage media, and possibly a backup power 

supply. There are some major factors like speed, storage capability, cost and up gradation which should 

be kept in mind in selecting hardware. Perhaps most importantly, the hardware selected for an 

accounting information system must be compatible with the intended software. 

  

2.11.7 Internal Controls 

 

The internal controls of an accounting information system are the security measures that are 

applied to protect sensitive data. These can be as simple as passwords or as complex as biometric 

identification. An accounting information system contains confidential information belonging not just to 

the company but also to its employees and customers. This data may include Social Security numbers, 

salary information, credit card numbers, and so on. So an accounting information system must have 

internal controls to protect against unauthorized computer access. Its access should be limited to 

authorized users which include some users inside the company. An accounting information system also 

needs internal controls that protect it from computer viruses, hackers and other internal and external 

threats to network security. Furthermore, it must be protected from natural disasters and power surges 

that can cause data loss 

 

2.12 Functions of Accounting Information System 

2.12.1 Collection and Storage Data 
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Collection and storage of data is a prime function of accounting information system. According 

to this function data of a business organization activities and transactions is collected and stored in 

efficiently with effective way. Accounting information system received data on source documents, 

transactions data is recorded which is posted from journals to ledgers.  

 

2.12.2 Supply Information 

 

According to this function of an accounting information system, useful information is provided 

for making business decisions. This information usually contains financial statements and managerial 

reports. 

 

2.12.3 Provide Controls 

 

Accounting information system makes sure controls to ensure the accurate recording and 

processing of data. So the system assures that the output come in the form of information which of is 

reliable, accurate, efficient and helpful in achieving business organization’s objectives. 

 

2.13 The main characteristic features of accounting information systems are 

(i)   Deals with financial transactions:  Accounting information system deals with transactions 

which are of financial nature and can be expressed in terms of money. 

(ii)   Provides information to the users: Accounting information system provides minimal 

problem solving information to external and internal users according to their needs. The external 

users include customers, vendors, shareholders, investors, statutory authorities, stock exchanges, 

trade promotion bodies, etc. The internal users are the managers at various levels who make use 

of accounting information, both for planning and control. This information is presented in the 

form of income statement and balance sheet. 
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(iii) Simple and well-structured information system: It is a simple and well-structured 

information system. The principles and procedures involved in processing of accounting data are 

defined by professional bodies. 

(iv) Prime focus on historical data: The accounting information systems use mainly the   

historical data but may also include future data in the form of budgets and forecasts. 

(v) Source of data: The source of data is mainly internal to the enterprise and thus, databases are 

well-defined and integrated, and controlled. This data is used by different users with different 

orientations and purposes. 

(vi) Need for greater control: Accounting information systems are subject to greater degree of 

risks of security and are more prone to computer crimes. Therefore, there is a need for greater 

control over accounting information system. 

(vii) Focus of accounting information: In the past, accounting information systems were designed 

primarily for reporting to statutory bodies such as tax authorities, regulatory authorities and 

investors. Very little information was generated to meet the information needs of managerial 

decision making. The focus of accounting information has changed. It focuses more on 

generation of information for use in managerial decision making process. 

(viii) Helpful to make decisions:  Accounting information system is very useful for a accountant. 

He must be clear about whom the information is being prepared and for what purpose the 

information will be used. So accounting information system is very useful to make decisions. 

 

2.14 Data Exchange with other information system 

 

The information system is the set of formal procedures by which data are collected, stored, 

processed into information, and distributed to users. In this system different elements like hardware, 

software, data, people and procedures are compiled to generate information. An accounting information 

system is collection of people, practices and information technologies. AIS is responsible for receiving 

and keeping data about the activities and transactions, so that the organization is able to evaluate what 

happened. After this data is converted into information that is useful for decision making and helps 

management for planning, implementation and monitoring of activities. AIS set-up the suitable controls to 

protect the assets and financial data of the organization. 

 

2.14.1   Accounting information system and Management information system 
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Management information system is a combination of computer software and hardware, databases 

and manual methods. This system is a model for analyzing, planning, controlling and for decision making. 

Therefore management information system is an information system that generates accurate, timely and 

organized information so managers and other users can make decisions, solve problems, supervise 

activities, and track progress.  This system is a set of data which is designed with minimal costs to provide 

timely and accurate information. 

                   AIS is one of the subsystems of MIS. The main reason for this relationship is that the AIS just 

provides financial information and processes the business transactions while the MIS encompasses a 

wider range and includes non-financial information. AIS consist of both financial Accounting System and 

management Accounting System. Management Accounting System just provides services for managers 

and other internal users and financial Accounting System provides services for shareholders and other 

external users. Therefore, it is concluded that MIS is a part of AIS since AIS will cover more users. The 

responsibility of MIS is to provide in-formation to managers for decision making. This information could 

be financial in nature or information related to changes in the productivity or stock.  

 

2.14.2    Accounting information system and Manufacturing Information System  

 

A Manufacturing Information System is a computer-based system that works in conjunction with 

other functional information systems to support the firm's management in solving problems that relate to 

the production of goods that the business sell. This system provides services to support the manufacturing 

function. Manufacturing activities are divided into two categories; 

 

 2.14.2.1 Primary manufacturing activities  

It includes activities related to shape and assemble raw materials into finished products 

 

 2.14.2.2 Production support activities 

 

 These activities ensure that primary manufacturing activities operate efficiently and effectively. 

These activities are: 

(i) Material requirements planning in production which requires information about the status of 

sales orders, raw materials inventory, finished goods inventory, machine and labor 

availability. 

(ii) Effective quality control detects problems early to facilitate corrective action. 

(iii) Maintenance of firm’s machinery and other manufacturing facilities.                     



F:\  2016-17 books\accountancy book-11th (final 2016-17).docx                                          394 
 

(iv) Inventory control issue. 

(v) Sale chain management. 

In AIS accounting captures and records the financial effects of the economic events that constitute 

the firm’s transactions. The following accounting functions contribute directly to business operations: 

inventory control, cost accounting, payroll, accounts payable, accounts receivable, billing, fixed asset 

accounting, and the general ledger. Every information related to manufacturing information system is 

share with other management information system in organization. 

2.14.3 Accounting information system and Marketing Information System 

            The marketplace needs to know about, and have access to, a firm’s products. The 

marketing function deals with the strategic problems of product promotion, advertising, and market 

research. On an operational level, marketing performs daily activities such as sales order entry. In 

marketing information systems, the information of sales and costs are provided by AIS and information 

about products, competitors, customer characteristics and their preferences should be obtained from the 

business environment. Therefore marketing information systems is subsystem of MIS and it deals with 

sales, customer preferences, competitors’ prices, and market size and provide information about 

forecasting sales.  

           MIS shared useful data related to marketing information system with specific sections of the 

organization to prepare needed information for individuals or group of individuals. 

 

2.14.4 Accounting information system and Personnel Information System 

In a Personnel segment of business organization, competent and reliable employees are a valuable 

resource to a business. The objective of the personnel function is to effectively manage this resource. A 

well-developed personnel function includes recruiting, training, continuing education, counseling, 

evaluating, labor relations, and compensation administration. Personnel information system is sub-system 

of MIS and include total payments, awards lists, tables of salaries etc of personnel. This system provide 

information regarding Payment analysis, estimates of personnel needed to other sections of the 

organizations. 

 

2.14.5 Accounting & Financial Information Systems 

  Accounting  and  financial  information  systems  cater  for  the  needs  of Accounts & 

Finance  Department. 

These  are  responsible  for  managing  financial  assets  in  order  to  maximize  return  like Cash, Stocks, 

Bonds, Other  investments, Financial  liabilities etc .Financial Information system like other information 

system should cater for information requirements at each level for instance.  As we know MIS is a part of 
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AIS and financial MIS provides financial information for managers to make daily decisions on operations 

within the organization. A financial MIS often has a number of subsystems, depending on the type of 

organization. 

 

Figure 2.2 

Relationship between AIS and MIS sub-systems 
Therefore, it can be said that if MIS involves all the organization, then AIS is a sub-system of MIS 

(Figure 2.2) and the main goal of MIS is effective use of organization’s information systems. 

Management information system consists of several smaller information systems that support 

specific activities performed in the functional area and exchange data with each other. Hence with 

the help of computerized Accounting System financial data is transformed into meaningful 

information which is used for decision making 

 

2.15 Chapter at a Glance 

Meaning and Elements of Computer Accounting System 

(1)  Basic elements of computer system (2) Application Software (3) Operating System Software (4) 

Personals (5) Procedures and Instructions (6) Data   

Components of Computer  

(1)  Input unit (2) Storage unit (3) Output unit (4) Processing (5) Control Unit 
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Role of computers in accounting 

Maintaining accounting records become more convenient with the computerized Accounting System. 

Computerized accounting provides instant, up-to-date and accurate financial information to managers 

and users within organizations to allow them to monitor and control business operations. This system 

uses the concept of database management system. 

Components of Computerized accounting software 

(1) Preparation of basic accounting documents and vouchers (2) Recording of transactions with assigning 

unique code (3) Preparation of Accounting Statements  

Automation of accounting Process  

To automate the accounting process of a business there are several factors that should be considered by 

the user. The user should make sure that the accounting records are reconciled and in good shape 

before converting to an automated Accounting System. 

Benefits of automated Accounting System 

(1)  Prepare and distribute reports automatically (2) Make recurring payments online 

 (3) Receive automatic notice of impending problems (4) Transfer data from spreadsheets electronically 

(5) Automatically reconciling ledgers and account statements 

Transaction processing system (TPS)  

Transaction processing systems is concerned with financial transactions only. It is the first stage of 

computerized Accounting System that performs and records the daily routine transactions necessary to 

conduct the business. 

Steps involved in Transactions Processing System 

(1)  Direct Data Entry (2) Data Validation (3) Processing Steps (4) Storage (5) Information (6) Reporting 

Basic requirements of the computerized Accounting System 

(1) Accounting framework (2) Operating procedure  

 Designing of Accounting Report  
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Many accounting documents and reports are routine: invoices, statements, sales analyses, monthly sets 

of financial statements of business organization. Accounting reporting is the process of preparing and 

distributing financial information to users in various forms. Formal accounting report is designed in the 

most common format called financial statements. 

Characteristics of quality of accounting reports 

(1) Relevant (2) Reliable (3) Comparable & Consistent (4) Objectivity  

The Influence of Computerized Accounting System on Accounting Reporting 

 

The influence of Computerized Accounting Systems on financial reporting has been linked to the 

benefits of applying computer systems while generating financial reports. 

Types of accounting reports 

(1) Balance Sheet (2) Income statement (3) Statement of capital (4) Statement of cash flow or Cash flow 

statement 

MIS Reports  

(1) Scheduled Reports (2) Key Indicator Report (3) Demand Report (4) Exception Reports  

(5) Summary Report (6) Customer Report (7) Supplier Report (8) Responsibility Report 

 Accounting Information System  

Accounting information systems are used in different areas such as payroll, accounts receivable, 

accounts payable, inventory, and budgeting. In addition, accounting information systems help 

accountants maintain general ledger information, create spreadsheets for strategic planning, and 

distribute financial reports. 

Components of an Accounting Information System 

(1) People (2) Procedure and Instructions (3) Data (4) Software (5) Information Technology 

Infrastructure (6) Internal Controls 

Functions of Accounting Information System 
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(1) Collection and Storage Data (2) Supply information (3) Provide control 

The main characteristic features of accounting information systems 

(1) Deals with financial transactions (2) Provide information to the users (3) Simple and well-structured 

information system (4) Prime focus on historical Data (5) Source of data (6) Need for greater control (7) 

Focus of accounting information (8) Help to make decision  

Data Exchange with other information system 

(1) Accounting information system and Management information system 

(2) Accounting information system and Manufacturing Information System 

(3) Accounting information system and Marketing Information System 

(4) Accounting information system and Personnel Information System 

(5) Accounting & Financial Information Systems 

EXERCISE 

Fill in the blanks: 

1. Formal accounting report is designed in the most common format called______________. 

2. MS Excel started in ________________. 

3. Information system is divided into___________ and ______________. 

4. Transaction falls in to two classes____________&______________transaction. 

5. __________ is symbol or character which we input in the computer. 

6. ___________ sheet shows the health of business from day one to date on the sheet. 

7. MIS stands for ________________. 

8. Computer System consists mainly______________ basic unit.  

9. Accounting related output of MIS, ________________reports produced time to time. 

[Ans:  1.Financial statement 2. MS Office 3. MIS & AIS 4. Financial & Non-Financial 5. Data 6. Balance 

7. Management of Information System.  8. Four   9. Scheduled.] 

Expand following terms:- 

1. TPS 

2. CPU 

3. CU 

4. ALU 
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5. TPS 

6. AIS 

Multiple choice question: 

1.  How many parts consists of accounting information system? 

a) 4 

b) 7 

c) 6 

d) 2 

2. Word processing software is not used for creating 

a) Documents 

b) Essays 

c) Draft letter 

d) Spread sheet 

3. Name software enable you to express data on spread sheet 

a) Microsoft word 

b) Microsoft excel 

c) Microsoft power point 

d) Microsoft access 

4. Which one is not input unit:- 

a) Keyboard 

b) Scanner 

c) Magnetic tape 

d) CPU 

5. Which one is used to store and present accounting information digitally:- 

a) Microsoft word 

b) Microsoft excel 

c) Microsoft power point 

d) None of above 

6. Following is not characteristics of quality report 

a) Secure 

b) Relevant 

c) Reliable 

d) Objective 
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7. Which one is not accounting related output of management information system 

a) Key indicator report 

b) Summary report 

c) Profit report 

d) Demand report 

8. Customer report is related with customer accounting statement like – 

a) Reminder letter 

b) Discount 

c) Interest 

d) All of above 

9. Accounting field does not include- 

a) Financial accounting 

b) Discount 

c) Interest 

d) Managerial accounting 

[ Ans:  1.(c)   2.(d)    3.(b)   4. (d)    5.(a)    6. (d)    7. (a)    8. (d)    9. (b) ] 

 

 

Match the columns: 

               Column I            Column II 

 

1. Balance sheet a) Hard disc 

2. Reports produced on request of managers b) Microsoft word 

3. Tally c) Demand report 

4. Device used to store data permanently in 

computer 

d) Monitor 

5. Word processing software e) Type of accounting report 

6. Output unit of computer f) Software 

[ Ans:  1. (e)   2. (c)   3. (f)   4. (a)   5. (b)   6. (d) ] 

True/False: 
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1. Processed data is called information. 

2. Management prepare customer report according to customer requirements. 

3. In accounting information system, data is posted from journals to ledgers. 

4. Transaction data can’t sent over telecommunication network. 

5. Various set of instructions are called program. 

6. Balance sheet is type of financial statement. 

7. The hardware required to operate accounting information system termed as information 

technology infrastructure. 

8. Collection of data is prime function of AIS. 

9. Manufacturing activity is divided into three categories. 

10. Microsoft PowerPoint is presentation program. 

11. Control unit part of CPU performs arithmetic functions 

[  Ans: 1. True   2. True  3. True   4.False  5. True  6. True  7. True  8. True  9. False  10 True  11. False ] 

Short questions: 

1. Define computer? 

2. State major function performed by computer. 

3. What is customer report? 

4. How will you define data? 

5. What is balance sheet? 

6. In brief explain MIS? 

7. Define some factors which should be considered to automate the accounting process? 

8. What are the Benefits of Automated Accounting System? 

9. What is Data Validation? 

10. What is information technology? 

11.  Define Data? 

12.  What are storage units with example? 

13.  What are the components of computer system? 

 Long questions: 

1. Explain role of Computer in accounting? 

2. Explain Characteristics features of Accounting Information System? 

3. What is software? Explain types of software with example? 

4. Define Types of Accounting Report? 
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5. Define transaction processing system? Which steps involved in transaction processing system? 

6. Explain basic units of computer system? 

7. Explain steps involved in transaction processing system? 

8. With help of examples explain benefits of automated Accounting System? 

   

 

 

 

 

 

 

 

 

 

Chapter-3 

(Microsoft Excel) 

 

3.1 Spreadsheet 

          Microsoft Excel is an electronic spreadsheet which 

is used for storing, calculating and maintaining data. A 

Spreadsheet consists of grids made of column and rows. 

It is used to perform a variety of mathematical 

calculations with ease. With a spreadsheet you can 

specify a formula for performing calculations. Moreover, 

data stored in a worksheet can be represented in form of 

 

Learning Objectives 

Microsoft Excel is an important part of 
Microsoft Office. Microsoft Excel is 
also called as Excel. Excel gives you 
the opportunity to learn and strengthen 
skills as you gather data, create 
worksheets, analyze and chart the 
results, and integrate your findings into 
reports and assignments. This chapter 
shows you how Excel 2003’s features 
help you to work better. At the end of 
this chapter you will be able to: 
 Start Microsoft Excel and Create 

a work book 
 Enter data in worksheet  
 Create a series of values 
 Insert and resize rows and 

columns 
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graphs and charts, which make it easier to understand and analyze the data.  

3.2 Starting Excel 

       To create a workbook in excel, you first need to start Excel. To start Excel: 

  Click Start 

  Point to All Programs 

  Point to Microsoft Office 

  Click  Microsoft Excel 2003 

     When you will start Excel, it will opens with blank worksheet as shown in Figure 3.1. It contains three 

worksheets: Sheet 1, Sheet2 and Sheet3 .The worksheet is by default named Book 1.Common interface 

elements that appear in all Microsoft Office applications are title bar, menu bar, toolbar, task pane, and 

status bar as shown in the Figure 3.1.Excel has a few other interface elements, such as active cell, name 

box, formula bar and sheet tabs as shown in the Figure 1.3. 

 

  Figure 3.1 

3.2.1 Elements of Spreadsheet: To describe the elements of a spreadsheet, understanding of the 

following terms is must:-  

(i)  (Cell):  A cell is the intersection of row and column.  
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(ii) (Row): A row is horizontal group of cells. Up to 65,536 rows can be entered in an Excel 

worksheet. At the left side of the worksheet row number or row heading is used to identify a 

row.  
(iii) (Column):  A column is a vertical group of cells. Up to 256 cells can be entered in an Excel 

worksheet. The letter or numbers that appear at the top of the columns are called column 

headings; column range from A to Z and the 27th to 52nd column range from AA to AZ. 

Thereafter, the column headings are labeled BA, BB, and BC and so on up to IV.  
(iv) (Label): A label is text that identifies information in a worksheet. For example, in Figure 3.2, the 

cell contents of column. A identify the students names, and the cell contents of row 1 identify 

the subjects. Hence, the cell contents of row 1 are called labels.  
 

 

Figure 3.2 

(v) (Value): Value refers to an individual piece of data in a worksheet. In Figure 3.2, the name Ajit 

and the number 78 in row 2 are examples of values. 
(vi) (Cell address):  A cell address identifies a cell and is composed of column letter followed by the 

row number. A1 is the cell address of label Student. 
(vii) (Cell Range):  A cell range is a group of adjacent cells. For example, A1:A4 is a cell range.  
(viii) (Active cell): When you entered data, it is entered in the active cell. Only one cell is active at a 

time. Therefore, active cell is the cell in which you are currently working. In Figure 3.1, A1 is 

active cell. 
(ix) (Name box):  Name box display the cell address of the active cell. 



F:\  2016-17 books\accountancy book-11th (final 2016-17).docx                                          405 
 

(x) (Formula bar): Formula bar displays the contents of the active cell. The Formula bar sits below 

the Standard toolbar and allows you to enter or edit values or formulas in cells or charts. 

(xi) (Sheet tab): Sheet tab appear above the status bar and display the name of the worksheets. 
(xii) (Title bar): The title bar is at the top of the screen and displays the application name (Excel) and 

the filename of the workbook. When you first open Excel the filename will be Book1. 
(xiii) (Menu bar): Below the title bar is the menu bar. The menu bar gives you access to various 

commands throughout Excel. When you click on a menu a drop down list will appear showing 

you icons and keyboard shortcuts for various commands. 

(xiv) (Standard Toolbar): Just below the menu bar lies the standard toolbar. The Standard 

toolbar allows access to commands, such as new, open, and save, as well as cut, copy and paste. 

(xv) (Formatting Toolbar): The Formatting toolbar in Excel 2003 holds a variety of buttons for 

commonly used formatting operations on your average spreadsheet, like changing text size or 

style, formatting numbers, and placing borders around cells. 

(xvi) (Status Bar): Status bar displayed several different statistics about your selection. Right-click the 

status bar and you should see a Context menu appear that offers choices such as Average, 

Count, Date, Time etc. 

3.3 Creating a New Workbook  

If Excel is already open, you can create a new workbook. To create another new workbook, you need 

not to start Excel. You can create a new workbook while the existing workbook is open. 

To create a new workbook: 

1. Click File menu, File menu drop down window will appear as shown in the Figure 3.3. Click New. 
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                   Figure 3.3               Figure 3.4    Figure 3.5 

2. The New Workbook task pane appears at the right side of the screen as shown in Figure 3.4. 

3. Click Blank Workbook. A new workbook appears. By default, Sheet1 is the active worksheet and 

A1 is the active cell. 

3.4 Entering Data 

1. After creating a workbook, you can start entering data. To organize the data in your worksheet, 

you can add label to row or column before you enter the actual data. For example, you can give 

the label Name List that contains a name list. To do so: 

2. Type Name List in cell A1. 

3. You will notice that label appears in the formula bar and that the name box displays the address 

of the active cell, A1 as shown in the Figure 3.5. 

4. Press ENTER. 

5. If you want to enter data in another cell, click the cell, and then enter the data. 

6. Three type of data is entered in Excel;  

 1) Number (0 to 9) and Symbol (+,-) 

 2) Text (a to z & A to Z) 

 3) Formula (start with =) 
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3.5   Selecting Cell: 

To insert or delete a cell, row or column, you must first select the appropriate cells. For Example enter 

the name data under column label Name List. To select the Name List, click column heading A. All the 

cells in the column are selected which is shown as in the Figure 3.6 

             

Figure 3.6     Figure 3.7 

There are various way of selecting a cell or range of cells which is explained as: 

1) Single cell:  To select a single cell; Click the cell or Type the cell address(For Example ‘A20’) in 

name box and press ENTER.  

2) A range of cells: Click the first cell and drag the pointer to the last cell in the range. 

3) An entire row or column: Click the row or column heading. 

4) Adjacent row or column: Select the first row or column, hold down the SHIFT key, and then 

select the last row or column. 

5) All the cells on a worksheet: Click the Select All button that appear at the top left at the 

intersection of row and column headings as shown in the Figure 3.7. Or Press CTRL+A 

3.6 Inserting Rows and Columns 
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If you want to number the rows of your Name List, you need to insert a column before the Name List. 

3.6.1 To insert a column: 

2) Rest the mouse pointer over the heading of the column before which you want to insert a new 

column. The shape of the mouse pointer change to   

3) Click the column heading to select the column as shown in the Figure 3.8. For example, to insert a 

column for adding serial numbers before the Name List column, select the Name List column. 

4) On the Insert menu, click Columns as shown in the Figure 3.9. 

5) A column is inserted; label is Serial Number (See Figure 3.10). All the cells have shifted one column 

right. 
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Figure 3.8   Figure 3.9    Figure 3.10 

3.6.2 To insert a row:  
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1) Rest the mouse pointer over the heading of the row above which you want to insert a new row. 

The shape of the mouse pointer change to  

2) Click the row heading to select the row as shown in the Figure 3.11. 

3) On the Insert menu, click Rows as shown in the Figure 3.12. 

4) A row is inserted and the existing row moves down after the new row (See Figure 3.13). 
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                    Figure 3.11        Figure 3.12          Figure 3.13 

 

3.6.3 Alternatively, to insert a row or a column: 
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1. Right-click any cell in the row above which you would like a new row inserted and then click 

Insert. The Insert dialog box appears as shown in the Figure 3.13. The available options are: 

                                       

 Figure 3.13 

2.   Shift cells right: insert cell by shifting the selected cell to right. 
3.  Shift cells down: insert cell by shifting the selected cell to down. 
4. Entire row: insert an entire row. 
5. Entire column:  insert an entire column. 
6. Click the option you want and click OK. 

 

3.7 Creating s Series: 

To create a series of numbers: 

1) Type the numbers 1 and 2 in adjacent cells. 
2) Select the two cells, then select the adjacent cells in which you want to create the series. For 

example, if you want to number the cells up to 10 select 8 cells below the two cells in which 

you typed the values. (See Figure 3.14). 
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 Figure 3.14       Figure 3.15 

3) On the Edit menu, point to Fill, and then click Series (See Figure 3.15). 
4) The Series Dialog box appears as shown in the Figure 3.16. 
5) Under Series in, click Column.  
6) Under Type, click Autofill and click OK. (See Figure 3.16). 
7) The selected cells are filled with the rest of the values upto 10 numbers as shown in the 

Figure 3.17. 
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  Figure 3.16      Figure 3.17 

 

 

3.7.1 Alternatively, to create a series: 

1. Type the first two values in adjacent cells as shown in the Figure 3.14. 

2. Select the cell. The fill handle  is the small black square at the bottom 

corner of the selection. When you point to the fill handle the pointer changes to . 

(See Figure 3.18) 
3. Drag the fill handle to the last cell of the series. 
4. The values are entered automatically.  
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 Figure 3.18 

5. You must enter the first two values to create a number series. If you enter only one 

number and then try to create a series, all the selected cells will contain the same 

number. However you can generate a series of dates, weekdays, or months by entering 

the first two value only. 

3.8 Resizing Rows and Columns: 

3.8.1 To resize a column: 

1. Rest the mouse pointer on the column boundary on the right side. 

2. The shape of the mouse pointer change to . 

3. Drag the boundary until the required width is obtained. (See Figure 3.19). 

3.8.2 Alternatively, Changing the Column width: 

1. Click the column you want to change the width. 

2. On the Format menu click Column   and then Column width. (See Figure 3.20). 

3. Enter the width value in Column width box (See Figure 3.21) 

4. Click OK button. 
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  Figure 3.19   Figure 3.20    Figure 3.21 

3.8.3   To change the row height: 

1.  Rest the mouse pointer at the edge of the row boundary. 

2.  The shape of the mouse pointer change to   . 

3.  Drag the boundary until the required height is obtained. (See Figure 3.22). 

3.8.3.4 Alternatively, Changing the Row Height: 

1. Click the row you want to change the height. 

2. On the Format menu click Row   and then Row Height. (See Figure 3.23). 

3. Enter the height value in Row Height box. (See Figure 3.24) 

4. Click OK button. 
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   Figure 3.22   Figure 3.23    Figure 3.24 

3.9 Editing Data 

If the data in a cell is incorrect, you can easily edit it. Suppose you find that in one of the cells you have 

entered the name Hardeep instead of Kuldeep. 

To edit the data: 

1. Click the cell you want to edit. 

2. Retype the name Kuldeep, and then press ENTER as shown in the Figure 3.25. 

3. Alternatively, to edit data in a cell, press F2. 

4. You can also edit part of the cell; Double click the cell you want to edit. 

5. The insertion point appears within the cell. 

6. Delete the part of the data that you do not wish to keep. 

7.  Retype the data, and then press ENTER as shown in the Figure 3.26. 
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  Figure 3.25       Figure 3.26 

3.10 Deleting the cell, Row or Column: 

3.10.1 Deleting the cell: 

1. Click on the cell A5 from Column A, having data ‘4’. Now we want to delete it. 
2. From the Edit menu bar click Delete as shown in the Figure 3.27. Another window will open as 

shown in Figure 3.28. 

      

   Figure 3.27    Figure 3.28 

3. Click on required option.  If you want to shift cells up, then click Shift cells up as shown in the 

Figure 3.24. 

4. Click OK. Cell will delete. Figure 3.29 and Figure 3.30  shown the data before and after deleting 

the cell 
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       Figure 3.29 (Before deleting the cell)          Figure 3.30 (After deleting the cell) 

3.10.2   Deleting the Row: 

1. Click on the row which you want to delete. 
2. From the Edit menu bar click Delete as shown in the Figure 3.27. Another window will open as 

shown in Figure 3.28. 
3. Click on Entire row. 
4. Click OK. Row will delete. Figure 3.29 and Figure 3.30 also shown before and after deleting the 

row. 
3.10.3 Deleting the Column: 

1. Click on the column which you want to delete. Suppose we want to delete column A having data 

Serial Number. 
2. From the Edit menu bar click Delete as shown in the Figure 3.27. Another window will open as 

shown in Figure 3.28. 
3. Click on Entire column. 
4. Click OK. Column will delete. Figure 3.31 and Figure 3.32 also shown before and after deleting 

the column. 
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       Figure 3.31 (Before deleting the column)   Figure 3.32 (After deleting the column) 

3.11 Hiding the Column or Row: 

If you want not to show column to others, you can hide it, which is called Hide.  If you show hidden 

row/column, you can Unhide it. 

3.11.1 Hiding the Column: 

1. Click on the column to which you want to hide it. 

2. On the Format menu click Columns and then Hide. (See Figure 3.33). 

3. Column will hide. 

3.11.2 Hiding the Row 

1. Click on the row to which you want to hide it. 

2. On the Format menu click Row and then Hide. (See Figure 3.34). 

3. Column will hide. 

Note : You can Unhide column/rows by clicking Format > Column/Row>Unhide. 
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                             Figure 3.33     Figure 3.34 

3.12 Clearing Data  

Sometimes entered data in cell is not correct and you want to delete it, in such cases you can delete the 

data. Deleting data is also referred as clearing data. 

To clear data: 

1. Click the cell or range of cells you want to clear. 
2. On the Edit  menu, point to Clear, and then click All (See Figure 3.35) 
3.  The data is deleted. 

      

  Figure 3.35  

3.13 Formatting Data  

Changing the style or appearance of data in a worksheet is called formatting. It enhance the appearance 

of the worksheet and make it more presentable and readable. You can format the data in a worksheet 

by: 
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1. Changing the position of data in a cell. 
2. Changing the font, size, style and colour.  

3.13.1 Alignment of Data  

The manner in which worksheet data is positioned in a cell with respect to the cell border is called 

alignment. By default, any text in the cell is aligned to the left and any value or number you enter is 

aligned to the right. 

 To change the default alignment, you can use the alignment button on the Formatting toolbar. 

(See Figure 3.36) 

   

  Figure 3.36 (alignment button) 

The alignment button are as follows: 

1) Align Left:  It aligns the text or number in the selected cell to the left margin of the cell. By 

default text data, such as names and address are left aligned. 

2) Center: It aligns the text or number in the selected cell to the centre  of the cell. 

3) Align Right:  It aligns the text or number in the selected cell to the right margin of the cell. By 

default numeric values used for calculations are aligned to the right. 

4) Merge and Center: Merge and center combines two or more adjacent cells to form a single 

cell. 

Suppose you want to align the heading (Registration Data’s sheet of Students) to the centre 

of the data sheet (See Figure 3.37) 
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   Figure 3.37 

To place the heading in the centre of the mark list, merge the cells in the range A1:E1 

To merge cells: 

1. Select the cells to be merged. 
2. On the Formatting toolbar, click the Merge and Centre button . 
3. The cells are merged and the headings is now centered (See Figure 3.38). 
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  Figure 3.38 

3.13.2 How to align data vertically, wrap text and shrink text? 

To do so: 

1. On the Format menu click Cells (See Figure 3.39). The Format Cells dialog box appears as shown in 

the Figure 3.40. 
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           Figure 3.39    Figure 3.40 

2.  Click the Alignment tab. 
3. Click the alignment command in Horizontal list to change the horizontal alignment of the cell 

content and in the Vertical list to change the vertical alignment of the cell contents. 
4. Select the Wrap text check box to divide the text into multiple lines in cell depending on the width 

of column and length of the cell contents. 
5. Select the Shrink to fit check box to reduce the size of the text to automatically fit the width of the 

column. 
6. Select the Merge cells check box to merge multiple cells into a single cell. 

3.14.1 Renaming a Worksheet 
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                   By Default, the worksheets are named Sheet1, Sheet2 and Sheet3. However, you can change 

the default names of the tabs. For example, you can assign the name Name List to the worksheet that 

holds the mark list data. 

To rename a worksheet tab: 

1. Right-click the sheet tab. 

2. Click Rename. 

3. Type the new name. 

4. The name of the worksheet is changed to Name List as shown in the Figure 3.41. 

 

  

 Figure 3.41 

3.15 Sorting Data  

Sorting is arranging data in an ascending or descending order on the basis of one or more columns. In 

this case suppose you want to identify the top-scoring students in the class, simply sort data in Name 

List based on the total. 

To sort data: 
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1.  Select the columns to be sorted. In this case select the cell range A3:A12. (See Figure 3.42). 

2. On the Data menu, click Sort.   

3. The Sort dialog box will appears. 

 

Figure 3.42 

4. Under Sort by, click Total. The selected data is sorted based on the values in the Total column. 

5. Click Descending and the click OK .(See Figure 3.43) 
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Figure 3.43 

When you sort a column containing text and numeric values the text data is sorted first, followed 

by the numeric data (See Figure 3.44) 

 

Figure 3.44 

3.16 Filtering Data  
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Filtering is a quick and easy way to find and work with specific set of data from a list. In this case if 

you want to display the five highest scoring students in English, you would filter the worksheet to 

corresponding rows. 

To view the five highest-scoring students in English: 

1. Select the range of the cells to be filtered. In this case you need to select the cells that contain 

the English marks. 

2. On the Data menu point to Filter, then click AutoFilter. (See Figure 3.45). 

3.   A small arrow appears next to the label English.( See Figure 3.46) 

  

Figure 3.45 

 

Figure 3.46 
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4. Click the arrow. A list appears ( See Figure 3.47) 

 

Figure 3.47 

5. Click (Top 10…) in the list. The   Top 10 AutoFilter dialog box appears as shown in the Figure 

3.48. Enter 5 in the box, and then click OK. 

 

Figure 3.48 

6. The row containing the top five scores in English appears (See Figure 3.49) 



F:\  2016-17 books\accountancy book-11th (final 2016-17).docx                                          431 
 

 

Figure 3.49 

3.17 Chapter at a Glance 

Spreadsheet  

Microsoft Excel is an electronic spreadsheet which is used for storing, calculating and maintaining data. 

A Spreadsheet consists of grids made of column and rows. 

Starting Excel 

Click Start → All Programs → Microsoft Office → Microsoft Excel 2003 

Elements of Spreadsheet  

(1)  Cell   (2)  Row   (3) Column   (4) Label   (5)  Value   (6) Cell Address   (7) Cell Range  (8) Active Cell  (10)  

Name Box  (11) Formula bar  (12)  Sheet Tab  (13)  Title Bar  (14) Menu Bar  (15) Standard Toolbar  (16) 

Formatting Tool Bar  (17)   Status Bar   

Components of Computerized accounting software 

(1) Preparation of basic accounting documents and vouchers (2) Recording of transactions with assigning 

unique code (3) Preparation of Accounting Statements  

Creating a New Workbook  

Click File → New →New Workbook →Blank Workbook 
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Entering Data 

After creating a workbook, you can start entering data. To organize the data in your worksheet, you can 

add label to row or column before you enter the actual data. 

Selecting all Cell:  

Click the Select All button that appear at the top left at the intersection of row and column headings 

.Inserting Rows and Columns 

 On the Insert menu, click Columns 

On the Insert menu, click Rows 

Creating s Series  

Type the first two values in adjacent cells. Select the cell. The fill handle  is the small black 
square at the bottom corner of the selection. When you point to the fill handle the pointer changes to

. Drag the fill handle to the last cell of the series. 

Resizing Rows and Columns 

On the Format menu click Column   and then Column width. 

On the Format menu click Row   and then Row Height. 

Deleting the cell, Row or Column 

Click Cell, Row and column which you want to delete 

From the Edit menu bar click Delete   

 

Hiding the Column or Row: 

Click on the row or column to which you want to hide it. 

On the Format menu click Row or Columns and then Hide. 

Formatting Data  

Changing the style or appearance of data in a worksheet is called formatting. 
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Alignment of Data  

The manner in which worksheet data is positioned in a cell with respect to the cell border is called 

alignment. The alignment button are; Align Left, Center, Align Right and Merge & Center 

Sorting Data  

Sorting is arranging data in an ascending or descending order on the basis of one or more columns. 

Filtering Data  

Filtering is a quick and easy way to find and work with specific set of data from a list. 

Exercise 

A. Fill in the blanks: 

1. _________ is known as electronic spread sheet. 

2. _________ no. of cells can be entered in a worksheet. 

3. By pressing __________ functional key we can edit data in a cell. 

4. The tool bar containing ‘Cut’ and ‘Paste’ options is called _____________. 

5. By default spread sheet file has ____________ sheets. 

6. A cell range is a group of ___________ cells. 

7. A small black square at the bottom corner of the cell selection is known as _______. 

8. By default, any text in the cell is aligned to the________and any value or number you enter is 

aligned to the______  

[Ans.  (1) Microsoft Excel   (2) 256   (3) F2   (4) Standard Toolbar (5) Three (6) adjacent (7) Fill 

handle (8) left, right]  

 

B. Match the column: 

1. Function   a)  data in cell can be aligned from here 

2. Workbook  b) Predefined formula 

3. Format Cell  c) Collection of worksheets. 

4. Format cell  d)  cell with dark rectangular box 

 [Ans.  (1) b)   (2) c) (3)   a)   (4)   d)   ] 

C. True and false type questions:- 

1. You can enter data only in Active cell. 

2. The average (15, 30, and 45) will return value 30. 
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3. By Default the worksheet are named Sheet1, Sheet2 and Sheet3. However you can’t change 

the default names of the tabs. 

4. The auto fill tool helps in automatic generation of data series. 

5. The intersection of row and column is called data. 

6. Collection of cells in consecutive order, either from left to right or from top to bottom is 

called Cell Range. 

 [Ans.  (1) True (2) True   (3) False   (4) True (5) False (6) True] 

D. Multiple choice questions. 

1. Which one used as symbol of division:- 

a) D 

b) / 

c) \ 

d) * 

2. The active cell in spread sheet indicated by 

a) Dotted border 

b) Blinking border 

c) Dark border 

d) Without border 

3. The three types of data found on spread sheet:- 

a) Text, formula, number 

b) Equation,  date,  number 

c) Word,  number,  labels 

d) Date, word, number 

4. Type of software containing rows and columns is:- 

a) Drawing 

b) Data base 

c) Spreadsheet 

d) Word processing 

5. The cell referencing for a range of cells that start in cell B4 and goes to column D and down 

to row 9 is 

a) B4:D9 

b) B4;D9 

c) B4-D9 

d) B4,D9 
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6. The cell G9 refers to 

a) Row 9 column G 

b) Row G column 9 

c) Formula =G*9 

d) Functional key G9 

7. The cell labeled as H7 refers to: 

a) Row H and column 7 

b) Column H and Row 7 

c) Cell 7 of row1 

8. The following types of fonts can be used to enter data in spread sheet :- 

a) Times New Roman 

b) Times New London 

c) Tomes New India 

d) Times New France 

9. When we start Excel it will open with blank worksheet contains:- 

a) Two worksheets 

b) Three worksheets 

c) Four worksheets 

d) Five worksheets 

10. Text that identifies information in worksheet known as :- 

a) Menu Bar 

b) Status Bar 

c) Label 

d) Title Bar 

[Ans: (1) b   (2) c    (3) a    (4) c    (5) a    (6) a    (7) b    (8) c   (9) a    (10) b   (11) c] 

E. Very short answer type questions 

1. How many rows and columns can be entered in Excel worksheet? 

2. By default what is name given to Excel file? 

3. Name three types of data can be entered in Excel? 

4. What is quick way of formatting cell content? 

5. In spread sheet what does A3:B5 indicates? 

6. How value displayed in Cell E2 changed when:- 

a) Content in cell C2 changed to 75. 

b) Content in cell B2 deleted. 
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7. How can you align text in cell to left, centre or right? 

F. Long answer type questions 

1. Differentiate between… 

a) Cell and cell range 

2. How can you insert following in given worksheet:- 

a) Column. 

b) Row. 

G. Guided Practice: 

1. Start Excel, Create a new workbook. Add the label Student Record. Enter the Student Name, 

Sections, and Marks for the subjects Business Studies and Accountancy. Save the workbook 

as Student Result in your folder. Create a new folder called My Files. Save a copy of the 

workbook in the folder. Close all the files and exit Excel. 

2. Create a new workbook and create the series using the AutoFill feature: (i) The series of 

months. (ii) The series of weekdays (iii) The series that contains only the number 8 (iv) The 

series containing the odd number from 41 to 79 (v) The series of the dates from June 1 to 

July 17. Save the workbook. 

3. Start Excel and open the Student Result workbook in your folder. Align and format data in a 

worksheet. Centre the heading across the worksheet. Change the heading to font 22 and 

italicize it. Change the font colour of the heading to the Dark Green. Insert the current date 

in the worksheet. Save and close the worksheet. 

4. Start Excel and open the Student Result workbook from your folder. Copy the workbook you 

have created to Shhet3 of the same workbook. Change the name of the Shhet3 tab to 

Student Results. Save and close the workbook. Exit Excel.  
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Chapter-4 

 (Microsoft Word)  

 

4.1 Introduction 

         Its ease of use has made Word one of the most widely 

used word processing applications currently on the market. 

Therefore, it's important to become familiar with the various 

facets of this software, since it allows for compatibility across 

multiple computers as well as collaborative features. Word is a 

fairly simple program to use for completing simple tasks. 

However, it may be more difficult to learn how to explore the 

more advanced possibilities of Word.  

 

4.2 Opening Microsoft Word 

 

To run Word on your computer: "Start" >> "Programs" >> 

"Microsoft Office" >> "Microsoft Office Word 2003." If there is 

an icon of Microsoft Word available on your desktop, you can 

open up the program by double-clicking it, as well. (See Figure 

4.1) 

 

 

Learning Objectives 

MS-Word is an essential tool 
for the creation of documents. 
This is given with MS-Office 
package. This chapter is 
designed for students who are 
new to Word or have little 
experience using Word for 
creating documents. Word has 
a vast number of functions and 
tools. This chapter will focus 
on only those functions and 
tools which are necessary to 
completing tasks like writing 
letters and essay. This chapter 
shows you how MS-Word 
features help you to work 
better. At the end of this 
chapter you will be learn to 
how: 
 Introduction and 

Opening Microsoft 
Word 

 Screenshot of the 
Microsoft Word 
Application  

 Terminology (The 
Standard Toolbar and 
The Formatting Toolbar) 

 Making a New Blank 
Document (Opening and 
Saving a Documents)  

 Cut, Copy and Paste  
 Creating Table  
 Margin, Fonts, Single and 

Double Spacing  
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                                                                    Figure 4.1 

 

4.3 Screenshot of the Microsoft Word Application: 
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Figure 4.2 

4.4 Terminology 

4.4.1 The Standard Toolbar:  

Word allows all toolbars to be customized, so you may not find all options listed here.  There are several 

buttons that may or may not appear immediately in your version of Word.  Use the following graphic as 

a guide to the Standard Toolbar (Figure 4.2 and Figure 4.3). 

 

 

Figure 4.3 

1.  New Blank Document:  

To begin a new document, click on the New Blank Document icon, shaped like a blank sheet of 

paper.  

2.  Open:  

Clicking on this icon opens up a previously saved document on your computer.  

3.  Save:  
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Clicking on the Save icon saves the document you are currently working on. If you are saving a 

document for the first time, you can click on this button. However, if you want to save a new file 

from a preexisting document, then you must go to the menu bar and select "File" >> "Save As" and 

give the file a new name. When working on any document, you should be sure to save frequently, so 

that you don't lose any work.  

4.  Permission:  

Not generally used.  

5.  Print:  

Clicking on the Print icon automatically prints the document currently active in “Word”. If you wish 

to explore more print options, then go to the menu bar and select "File" >> "Print."  

6.  Print Preview:  

To get an idea of the appearance of your document in print before you actually print it out, you 

can click on this icon to view your document from a zoom-out distance.  

7.  Spelling and Grammar:  

Clicking begins a review of your document in search of spelling and grammatical errors that may 

need to be corrected.  

8.  Copy:  

Copy the current selection to the clipboard, which can then be pasted elsewhere in the document, 

or into a completely separate program/document.  

9.  Paste:  

Clicking on the Paste button inserts the text that has been most recently added to the Clipboard (the 

text would have been added there by Cutting or Copying). With Paste, you can either insert the 

copied text into a document or replace selected text.  

10. Undo Typing:  

The Undo Typing button goes back and removes the last addition or change made to your 
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document.  

11. Insert Hyperlink:  

You may find that you want to make links to a particular web site, web page, or some other kind of 

online file in your Word document. Using the Insert Hyperlink button, you can turn selected text into 

hyperlinks. When the icon is clicked, a window will appear that will allow you to insert the URL (web 

address) of the web page you want to link to. You can type in the URL yourself or insert a preexisting 

bookmark. Once the link is inserted, the link in your Word document can be clicked and the web 

page will open up in a web browser.  

12. Insert Table:  

When this icon is clicked, a small window will appear in the form of a grid of squares. Use this 

window as a guide to indicate how many rows and columns you would like your table to contain. 

Once selected, a table will automatically appear in Word. Clicking the Tables and Borders button will 

allow you to modify the table. To modify an aspect of the table, select, or place the cursor in, the 

area and apply changes such as borders and colors.  

4.4.2 The Formatting Toolbar:  

Word allows all toolbars to be customized, so you may not find all options listed here.  There are 

several buttons that may or may not appear immediately in your version of Word.  Use the following 

graphic as a guide to the Formatting Toolbar. (Also See Figure 4.2 and Figure 4.4) 

    

 

Figure 4.4 

1.  Style:  

Styles in Word are used to quickly format portions of text. For example, you could use the "Normal" 

or "Default Paragraph Font" for the body text in a document. There are also three preset styles made for 

headings. These are Heading 1, Heading 2 and Heading 3. 
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2.  Font:  

Font is a simple but important factor in Word documents. The choice of font (the style of the text 

itself) can influence the way others view documents, either on the screen or in print. For example, Arial 

font looks better on screen, while Times New Roman is clearer in print. To apply a font to text, select 

desired text with your cursor, and choose a font from the font drop down menu. Example are Times 

New Roman, Arial etc. 

3.  Font Size:  

You may encounter times in which you need to display some text larger or smaller than other text. 

Selecting desired text with the cursor and choosing a font size from the drop down menu changes the 

size of text. Example are font size 12, 14, 16 etc. 

4.  Bold:  

Places the text in bold. Example word ‘text’ will look like as ‘text’ after bold. 

5.  Italic:  

Places the text in italics. Example word ‘text’ will look like as ‘text’ after Italic. 

6.  Underline:  

Underlines the text. Example word ‘text’ will look like as ‘text’ after Underline. 

7.  Align Left:  

Aligns the selection to the left of the screen/paper.  

8.  Center:  

Aligns the selection to the center of the screen/paper.  

9.  Align Right:  

Aligns the selection to the right of the screen/paper.  

10. Justify:  

Aligns the selection to both the left and right of the screen/paper.  
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11. Line Spacing:  

Adjust the line spacing (single-spaced, double-spaced, etc.)  

12. Numbering:  

Create a numbered list.  

13. Bullets:  

      Create an unordered, bulleted list.  

14. Decrease Indent:  

       Decreases the indentation of the current selection (to the left).  

15. Increase Indent:  

      Increases the indentation of the current selection (to the right).  

16. Outside Border:  

      Places a border around the current selection; click the drop-down for a wide selection of bordering   

options.  

17. Highlight:  

      Highlight the current selection; default color is yellow.  

18. Font Color:  

Change the font color; the default/automatic color is black.  

4.5 Making a New Blank Document:  

When Word is opened, a new blank document should automatically open. If not, then you can begin a 

new blank document in a variety of ways. First, find the "New Blank Document" icon, which looks like a 

blank sheet of paper, located underneath the menu bar in Word in what is called the "standard toolbar." 

Click on the icon to bring up a new blank document. (See Figure 4.5) 
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Figure 4.5 

Also, you can go to the menu bar and select File >> New   To begin typing, just click the cursor 

anywhere within the new blank document.  

4.5.1 Opening a Document:  

To open to view, edit, or print a document, you must first open up that file in Word. You can open a file 

by clicking on the "Open" folder icon (with a picture of a folder) located in the standard toolbar. Or, you 

can use the menu bar and navigate to File >> Open   (See Figure 4.6) 

 

 

Figure 4.6 

4.5.2 Saving a Document:  

In Word, there are numerous options for saving documents in a variety of file types. To save a new, 
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unsaved document, you can click on the Save icon, shaped like a disk located on the standard toolbar. 

Or, you can go to the menu bar and select File >> Save  (See Figure 4.7). A dialogue box should appear, 

offering you a number of options. Be sure to save documents to any of the following: My Documents 

folder, Desktop, USB Drive (if you have one). 

 

 

 

Figure 4.7 

To save a completely new document using previously existing (and opened) text, you use the Save As 

option. Open the document that you wish to save as an entirely new file, go to the menu bar, and click 

on File >> Save as. In the file name text box, give your document a new name. (See Figure 4.8) 
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Figure 4.8 

4.6. Cut, Copy and Paste  

4.6.1. Cut & Paste  

To remove a particular segment of text from a particular position and place it elsewhere involves CUT 

and PASTE operations. How to select the segment of text to be cut and click on EDIT. Select CUT from 

the drop-down menu. (See Figure 4.9) 
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Figure 4.9 

Now place the cursor in the Target position (the Target position is the position in the document where 

the text needs to be copied or moved). Now click on EDIT and select PASTE from the drop-down menu. 

(See Figure 4.10) 

 

Figure 4.10 

4.6.2. Copy & Paste  

To duplicate a part of the text in some other part of the document involves using COPY and PASTE 

operations. How to select the segment of text to be copied and click on EDIT. Select COPY from the 

drop- down menu. Now place the cursor in the Target position (the Target position is the position in the 

document where the text needs to be copied or moved). Now click on EDIT and select PASTE from the 
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drop-down menu.  (See Figure 4.11) 

 

 

Figure 4.11 

4.7 Creating Table:  

There are different methods you can use to insert a table into your Word document: 

1) Insert Table Method 

2) Draw Table Method  

4.7.1 Insert Table: 

If you are less experienced with tables, then you might want to consider using the "Insert Table" option. 

In your document, place your cursor where you wish to insert a table. Then, go to the menu bar and 

select Table >> Insert >> Table. After you make this selection, the "Insert Table" window will pop up as 

seen in the Figure 4.12 
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Figure 4.12 

Input the necessary information needed to create your table. Decide on a number of rows and columns. 

"AutoFit" refers to the space that the table takes up in your document. For your initial table, you might 

want to set the "Fixed column width" to "Auto." This sets the width to all of the columns in your table to 

an equal amount, and the table itself will take up the entire width of the document. When you have 

decided on all of your table options, click on the "OK" button (See Figure 4.13). The table will then be 

automatically inserted into your document. 

 

Figure 4.13 

4.7.2 Draw Table: 
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If you'd like to draw your own table for scratch, go to the menu bar and select "Table" >> "Draw Table." 

(See Figure 4.14) Once this option is selected, the "Tables and Borders" toolbar will pop up as shown in 

the Figure 4.15.  

 

 

 

                                 Figure 4.14      Figure 4.15 

Click on the first icon on this toolbar, the "Draw Table" tool (looks like a pencil drawing a line), to begin 

drawing a table. Then, navigate to the location in your document where you want to draw your table. 

Using the "Draw Table" tool, click and drag to form the outside border of the table, determining its 

width. When you are finished, let go of the mouse button so that the outside border of the table can be 

rendered (See Figure 4.16) 

 

Figure 4.16 
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You can draw rows and columns by using the "Draw Table" tool to draw vertical lines to create columns, 

and horizontal lines to form rows. Continue to draw your table as you see fit. Now that you have the 

initial table inserted into your Word document (either by using the "Insert Table" or "Draw Table" 

method), you can begin to modify your table as needed. 

4.8 Margins:   

To set the Top, Bottom, Left and Right margins for your page, click on FILE and select PAGE SETUP. A 

dialog box appears where you can manipulate all the margins for the page by clicking on the up and 

down arrows to increase and decrease the margin size. To change the margins for part of the document, 

select the text, and then set the margins you want. In the dialog box for the Apply to drop-down option, 

click WHOLE DOCUMENTS (See Figure 4.17) 

 

Figure 4.17 

4.9 Fonts:  

You can change the look and feel of your document by changing the font size and the font type. You can 

highlight a particular section or heading by changing the font color and font style.  

To change the font properties for a particular section of text, select the particular text with your mouse. 

Then click on FORMAT and select FONT. A dialog box opens which will give you the option to change the 

Font Size, Font Style (Bold, Italic and Underlined), Font (Times New Roman, Verdana etc.) and Font 

Color. (See Figure 4.18)  
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Figure 4.18 

 

4.10 Single and Double Spacing:  

You can change the spacing between the lines or the spacing before or after each paragraph to make 

the particular text easily readable.  All documents are generally single-spaced. If you want to change the 

spacing on the documents, click on FORMAT and select PARAGRAPH. The dialog box which appears has 

a section on Spacing where you select the line spacing as "Single", "1.5 lines" or "Double" from the 

drop-down menu. (See Figure 4.19) 
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Figure 4.19 

4.11 Format Painter 

If you do not know what formatting has been used on a particular part of the text, which you wish to 

replicate in some other part of the document, you can use the Format Painter on the Standard toolbar 

to apply some basic graphic formatting, such as borders, fills, and text formatting. First, select the part 

of the text with the desired formatting. Then click on the Paintbrush icon in the Standard toolbar at the 

top of the application (This saves the formatting of the source text). Next, with the cursor, select the text 

for which you want to change formatting. (This will apply the saved format to the destination text) (See 

Figure 4.20) 
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Figure 4.20 

 

 

 

 

Exercise  

True false type question: 

1. The New option is used to open existing document. (F) 

2. Ctrl+U command is used to make text Bold (F) 

3. Red wavy line in the word document indicates grammatical error (F) 

4. Bold button is available in formatting tool bar. (T) 

5. Merging cells is reversed of splitting cells. (T) 

6. Times New Roman is the default font style of the system. (T) 

7. Blinking vertical line is called cursor. (T) 

8. Table menu is use to convert text to table and vice-versa. (T) 

9. Merge cells is used to break a cell into multiple. (F) 

10. Merging cells is reverse of splitting cells. (T) 

Fill in the blanks: 

1. ……………… is used to scroll the page. (scroll bar) 

2. In MS Word …………. Is used to adjust margins and tabs. 

3. ………. Is used to save file with same existing name. 

4. ………………….. bar displays the documents name followed by program name. (title) 

5. ……………………. Shortcut key is used for ‘Find and Replace’ tool. (Ctrl+F) 

6.  …………………. Shortcut key is used to justify the text. (Ctrl+J) 

7. ……………………. key is used to run spelling and grammar check. (F7) 

8. Bold button is available in ………………. Tool bar. (formatting) 

9.  Default size of font size in MS word is ……………. (12) 

10. Inter word spacing is adjusted in ………………… alignment. (justify) 
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Very short answer type question: 

1. How will you open MS word? 

2. Can we make changes in the existing documents? If yes, how? 

3. Name any two toolbars? 

4. What is difference between scroll bar and ruler? 

5. How will you close MS word? 

6. Give shortcut command to make text bold and italic. 

7. For what purpose we use ‘copy & paste’ method? 

8. What is difference between “Find and Find all” options? 

9. Name any two options of file menu? 

10. Name four types of alignments? 

Distinguish between: 

1. Print and print preview 

2. Left and right alignment 

3. Sentence case and upper case 

4. Save and save as 

5. Cut-paste and copy-paste 

Short answer type questions: 

1. Distinguish between print layout and full screen? 

2. Write the steps to split a cell into four cells? 

3. How will you move text from one place to another within documents? 

4. What is border? Why is it useful? 

5. What difference is between save and save as options? 

6. What is difference between standard toolbar and Formatting Toolbar? 

7. How will you preview the document? 

8. How do you insert a table into your document? 

9. How can you change spacing between the lines? 

10. Write various steps to be followed to open a document? 

Long answer type questions: 

1. Distinguish between ‘Cut and Paste’ and Copy and Paste methods. Write steps to copy the text. 

2. Write steps followed to take printout of your documents. 

3. Write steps to take printout of your document. 
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4. How will you change the size and color of text in the document? Write down steps? 

5. What are tables? Why are they useful? 

6. What is alignment? Explain various types of alignments? 

7. Distinguish between ‘cut and paste’ and ‘copy and paste’ methods. Write the steps to copy the 

text. 

 

 

 

 

 

 

 

 

Chapter - 5 

(Introduction of DBMS) 

 

5.1 Database-management system (DBMS) 

 

 DBMS is a collection of interrelated data and a set of 

programs to access those data. It is a collection of programs 

that enables user to create and maintain a database. In other 

words it is general-purpose software system that allows users 

to define, create and maintain a data and provides controlled 

access to the data. 

 

5.2 Concept of DBMS 

 

 

Learning Objectives 

Every business organization 

deals with large amount of data. 

To manage such type of data,  

there is a need of powerful 

tools. DBMS is such type of 

tool which can manage data in 

informatics ways. The primary 

goal of a DBMS is to provide a 

way to store and retrieve 

database informationwhich is 

convenient as well as efficient. 

By data, we mean “some 

known facts that can be 

recorded and that have implicit 

meaning”. In this chapter we 

will discuss basic of DBMS. At 

the end of this chapter you will 

be able to understand the 

following: 

 Concept of DBMS. 
 Data Processing Cycle 
 Data Models 
 Elements of Database 
 Database Structure 

Technique 
 Characteristic of 

DBMS 
 Advantages of DBMS. 
 Disadvantages of 

DBMS
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  A Database is a collection of data related to a particular topic or purpose. The collection of data, 

usually referred to as the database, contains information relevant to an enterprise. For example, consider 

the names, telephone numbers, and addresses of the people you know. You may have recorded this data 

in an indexed address book, or you may have stored it on a diskette, using a personal computer and 

software such as Microsoft ACCESS, or EXCEL. A unit of data is a symbol or a set of symbols which is used 

to represent something. Information is generated with relationship between symbols. Hence, information 

is data interpreted, which is supplied with semantics. Database systems are designed to manage large 

bodies of information. Management of data involves both defining structures for storage of information 

and providing mechanisms for the manipulation of information. In addition, the database system must 

ensure the safety of the information stored, despite system crashes or attempts at unauthorized access. 

If data are to be shared among several users, the system must avoid possible anomalous results. Because 

information is so important in most organizations, computer scientists have developed a large body of 

concepts and techniques for managing data. Computerized library system, Flight reservation system and 

Automated teller machines are some main examples of database applications. A database management 

system is a piece of software that provides services for accessing a database, while maintain all the 

required features of the data. Commercially available Database management systems in the market are 

dbase, FoxPro, IMS and Oracle. 

These systems allow users to create, update, and extract information from their database. Compared to a 

manual filing system, the biggest advantages to a computerized database system are speed, accuracy and 

accessibility. 

5.3   Data Processing Cycle: 

5.3.1 Data collection 

 

   Data Collection is the first operational stage in the information system. The objective is to ensure that 

event data entering the system are valid, complete, and free from material errors. In many respects, this 

is the most important stage in the system. Two rules govern the design of data collection procedures: 

relevance and efficiency.  
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Figure 5.1 

The organization’s database is its physical repository for financial and nonfinancial data. We use the term 

database in the generic sense. The term could apply to a filing cabinet or a computer disk. Regardless of 

the database’s physical form, business data are organized in a logical hierarchy. The levels in the data 

hierarchy—attribute, record, and file—are illustrated in Figure 5.1. 

 

5.3.2 Data Attribute 

 

 An attribute is a logical and relevant characteristic of an entity about which the firm captures 

data. It is the most elemental piece of potentially useful data in the database. The attributes shown in 

Figure 6.1 are logical because they all relate sensibly to a common entity—accounts receivable (AR).  
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5.3.3 Record 

 

  A record is a complete set of attributes for a single occurrence within an entity class. For example, a 

particular customer’s name, address, and account balance is one occurrence (or record) within the AR 

class. To find a particular record within the database, we must be able to identify it uniquely. Therefore, 

every record in the database must be unique in at least one attribute. The key for the AR records in Figure 

6.1 is the customer account number. This is the only unique identifier in this record class. 

 

5.3.4 File.  

 

 A file (or table) is a complete set of records of an identical class. For example, all the AR records of the 

organization constitute the AR file. Similarly, files are constructed for other classes of records such as 

inventory, accounts payable, and payroll. The organization’s database is the entire collection of such files. 

 

5.3.5 Processing in Database Management 

  

  Database management involves three fundamental steps: storage, retrieval, and deletion. In the first 

step keys are assigned to new records and stores them in their proper location in the database. Retrieval 

is the second step in which records are located and extracted from an existing record from the database 

for processing. After processing is complete, the storage task restores the updated record to its place in 

the database. The processed data can be directly presented in the form of a report. 

 

 

 

5.4   Data Models  
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Data model is a collection of conceptual tools for describing data, data relationships, data semantics, 

and consistency constraints.  

To illustrate the concept of a data model, we outline two data models in this section: the entity-

relationship model and the relational model. Both provide a way to describe the design of a database at 

the logical level and relationship set, respectively. 

 

 5.4.1   The Entity-Relationship Model  

 

The entity-relationship (E-R) data model is based on a perception of a real world that consists of 

a collection of basic objects, called entities, and of relationships among these objects, attributes, 

identifiers and relationships that are used to express a reality for which a database is to be designed. 

Various types of symbols are shown in the Figure which are used in ER Diagram to describe the model. 

To constructing ER Diagram we used the following symbols: 

 

Elements Type Symbols 

Entity Rectangular Box  

Relationship Diamond shaped box  

Weak entity Double lined rectangular 

box 

 

Identifying 

relationship 

Double Diamond shaped 

box 
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Attribute Ovals and attached 

straight lines 

 

Key attribute Ovals and attached 

straight lines 

 

Multi valued Double Ovals and 

attached straight lines 

 

Derived 

Attribute 

Dashed Ovals and 

attached straight lines 

 

E2 in R 

relationship 

E1  :  E2  in R  

 

 

 

Figure 5.2 

5.4.1.1 Entity 

 

    An entity is a "thing" or "object" in the real world that is distinguishable from other objects. For 

example, each person is an entity, and bank accounts can be considered as entities. Entities are 

described in a database by a set of attributes. For example, the attributes account-number and balance 

may describe one particular account in a bank, and they form attributes of the account entity set. 

Similarly, attributes customer-name, customer- street address and customer-city may describe a 

customer entity.  

5.4.1.2 Relationship 

 A relationship is an association among several entities. For example, a depositor relationship 

associates a customer with each account that she/ he has as shown in the Figure. The set of all entities of 

the same type and the set of all relationship of the same type termed an entity set and relationship set 

   E1   R    E2 
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respectively. 

 

 

 

       

           Figure 5.3 

 

5.4.1.3 Weak Entity 

 Weak Entity types are represented by double rectangular box as shown in the Figure 6.2. These 

are those entity types which do not have own key attributes or identifier. These entity are identified by 

being related to specific entities from another type in combination with some of their attribute values. 

Weak entity cannot be identified without its owner entity. For example during opening a account of a 

employee application form may be accompanied by a set of support documents such as address proof, 

identity proof etc. Such Support document entity type which is used to keep track of support documents 

attached to each application form via 1: N relationship, is a weak entity as shown in the Figure 6.4. 

 

 

 

 

 

 

 

 

 

 

 

                                                               

 

 

Figure 5.4 

Customer Depositor Account 

Customer Depositor Account 

Support 

Support 
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5.4.1.4 Identifying Relationship 

  Identifying relationship is represented by double lined diamond shaped box. In case of weak 

entity types, the relationship type that relates a weak entity type to its owner is called identifying 

relationship of the weak entity. 

 

5.4.1.5 Attribute 

 

An entity has various properties which we may wish to record such as color, monetary value or 

name. We commonly maintain a record about each entity and records about similar entities are grouped 

into entity record sets. The records refer to attributes of the entities and contain values of these 

attributes. The attributes recorded about a house might include its address, number of rooms, land 

areas, the date it was built and so forth. Attribute names enclosed in ovals and attached to their entity 

type by straight lines as shown in the Figure 6.2. If we compared composite attribute with simple 

attribute then composite attribute can be further divided into sub parts to represent some more basic 

attributes with independent meanings, whenever simple attributes cannot be further sub-divided. Let 

explain it with the help of example; employee record is further divided into employee ID, Father’s name, 

Mother’s Name and address is a composite attribute (See Figure 6.5). Height of employee is a simple 

attribute as it is not further divided. 

                                                                                                                    

                                                                       

                                                          

 

                                                                       

                                                                 

                                                                                       

Figure 5.5                                        

Employee  Record

Employee 
ID

Father’s 
Name

Mother’s 
Name

Address 
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5.4.1.6 Key Attribute  

 

 Key Attribute represented by attribute names enclosed in ovals and attached to their entity type 

by straight lines as shown in the Figure 6.2. To identify the entity instance: every entity type has one of 

its attribute that contain unique values called key attribute. For example in case of student record Roll 

No. is a unique attribute has a unique values through which a student can be identified as shown in the 

Figure 6.6. Sometimes two or more such attribute together may constitute such distinct values called 

composite key. 

                                                                                                                           

                                                                       

                                                          

 

                                                                       

                                                                 

                                                                                       

                                                                  Figure 5.6 

                                                                          

 

                                                                    

5.4.1.7 Multi-valued Attribute 

 

  Multi-valued attribute is represented by double ovals as shown in the Figure 6.2.An attribute 

with single value for an entity is multiple values. For example weight of a person is single- valued while 

qualification is multi-valued attribute. 

Student Record

Roll No. Father’s 
Name

Mother’s 
Name

Name 
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5.4.1.8 Derived Attribute  

 

 Derived attribute is represented by dashed line ovals as shown in the Figure 6.2. Two or more 

attributes may be related with each other in such a way that one or more attribute become basic while 

the other becomes dependent on that basic attribute. For example date of birth is basic attribute and 

age is derived attribute. 

 

5.5 Elements of Database  

 

Following are some elements of database: 

 Primary Key 

 Secondary Key 

 Schema  

 Subschema 

 Relationship 

 Constraints 

 

5.5.1 Primary Key  

 

 A data item or combination of data items used to uniquely one record or group. 

 

5.5.2 Secondary Key 
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  A key or data item which does not identify a unique record or tuple but which identifies all those with 

certain property is referred as secondary key. A value of the attribute COLOR may be used as secondary 

key to identify those entities which are blue or those tuples for which the data item COLOR has the value 

BLUE. 

5.5.3    The Schema  

 

  It is to describe the organization of data in a formal manner. The overall logical data-base description is 

referred as a Schema or an overall model of the data or a conceptual model or conceptual schema. A 

Schema is a chart of the types of the data that are used. It gives the names of the entities and attributes 

and specifies the relations between them. It is a framework into which the values of the data items can 

be fitted. 

 

5.5.4    The Subschema 

 

  This refers to an application programmer’s view of the data he uses. Many different Subschema can be 

derived from one schema. The application programmer need not know about the entire data base 

schema. He is only concerned with his particular applications and the records which he requires. 

Database systems have several schemas, partitioned according to the levels of abstraction.  

 

5.5.4.1 The physical schema 

 

  It describes the database design at the physical level or a chart of the physical layout of the data on 

the storage devices. 

 

5.5.4.2 The logical schema 
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  It describes the database design at the logical level or a chart of the entire logical data base. This is 

overall view of the data seen by the data-base administrator or those system analysts who see the 

entire data base. 

 

5.5.4.3   The Subschema  

 

  A database may also have several schemas at the view level, sometimes called subschemas that 

describe different views of the database. 

 

5.5.5    Relationship 

 

  A Relationship represents an association between two or more entities. An example of a relationship 

would be: Employees are assigned to projects, Projects have subtasks, Departments manage one or 

more projects. Relationships are classified in terms of degree, connectivity, cardinality, and existence.  

 

5.5.6 Constraints 

 

   A constraint in a database is a rule that is programmed into the database,                             

which ensures that everything entered into the database is as accurate as possible and not subject to 

human error. If phone numbers are entered into a database for example, it would be possible to use a 

constraint to ensure that they are entered correctly. The computer would be told that the 

phone number must have a certain amount of digits and will begin with a 0. This means that if someone 

tried to enter a phone number incorrectly, the database would alert them of the error and they would 

then have the opportunity to fix it. A common constraint used in databases is 'Unique'. This is a 

constraint put on the cells of a database which ensures that the same information is not entered into 
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the database more than once. If customers had unique numbers then this constraint would be 

particularly useful because it would mean that two customers could not be assigned the same number.  

 

5.5 Other Data Models  

 

5.6.1 The object-oriented data model  

 

It is another data model that has captured attention. The object-oriented model can be seen as 

extending the E-R model with notions object- oriented data model.  

 

5.6.2 The object-relational data model  

 

 This model combines features of the object-oriented data model and relational data model. Semi-

structured data models permit the specification of data where individual data items of the same type 

may have different sets of attributes. This is in contrast with the data models mentioned earlier, where 

every data item of a particular type must have the same set of attributes. 

  We classify the data base into 3 categories according to the data structures and associated 

operators the system supports. We refer to these categories as three data models or the three approaches 

to the data base structures. These three models or approaches are 

1. The Hierarchical data model---------------------Tree Structures 

2. The Network data model -------------------------Plex Structures 

3. The Relational data mode---------------------Normalized Structures. 

 

5.6.3. The Hierarchical Model  

  

               The hierarchical model is the oldest of the three record-based data models. The hierarchical 
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model uses the tree as its basic structure. A tree is a data structure that consist of a hierarchy of nodes, 

with single node, called the root at the highest level. A node may have any number of children, but each 

child node may have only one parent node on which it is dependent. The parent-to-child relationship in a 

tree is thus a one-to-many relationship, but the child-to-parent is one-to-one. Parent-child relationship 

are shown in Figure 6.7. A node that has no children is called leaf, leaves can occur on different levels. 

Nodes that are children of same parent are called siblings. For nay node, there is a single path, called the 

hierarchical path., from the root to the node. The nodes along this path called that node’s ancestors. 

Similarly for a given node along a path from that node to leaf is called descendent.  The height of a tree is 

the number of nodes on the longest hierarchical path from the root to a leaf.                        

   

Figure 5.7 

 If we construct the hierarchical model with customer as root node than tree structure will be shown as 

in the Figure 6.8. 
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Figure 5.8 

 

5.6.4   The Network data model 

 

The network model uses the network or plex structure as the basic structure. A network is a directed 

graph consisting of nodes connected by links or directed arcs. The nodes correspond to record types and the 

links to pointers. The network data structure looks like a tree structure, except that a dependent node called a 

child or member, may have more than one pare3nt or owner node as shown in the Figure 6.9. A network data 

base consists of any number of named record types whose structure are completely described in the schema. A 

record consists of any number of data items or fields. A data item is the smallest unit of data. Each data item 

corresponds to an attribute and the record corresponds to an entity. The model allows data items to be grouped 

within a record. A record may consist of elementary data items which are single valued fields and/or data 

aggregates which are named groups of elementary data items. 
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Figure 5.9 

We can present students and the subjects which they have selected by network model as shown in the 

Figure 6.10. In this model there are three students and five subjects. First student select Physics, Math 

and Computer Science. Second student select Physics, Chemistry and Math. Third student select Physics, 

Chemistry and Bio. 

       

Figure 5.10 

5.6.5 Relational Model  
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The relational model uses a collection of tables to represent both data and the relationships 

among those data. Each table has multiple columns, and each column has a unique name. The data is 

arranged in a relation which is visually represented in a two dimensional table. The data is inserted into 

the table in the form of tuples (which are nothing but rows). A tuple is formed by one or more than one 

attributes, which are used as basic building blocks in the formation of various expressions that are used 

to derive a meaningful information. There can be any number of tuples in the table, but all the tuple 

contain fixed and same attributes with varying values. The relational model is implemented in database 

where a relation is represented by a table, a tuple is represented by a row, an attribute is represented by 

a column of the table, attribute name is the name of the column such as 'identifier', 'name', 'city' etc., 

and attribute value contains the value for column in the row. Constraints are applied to the table and 

form the logical schema. In order to facilitate the selection of a particular row/tuple from the table, the 

attributes i.e. column names are used, and to expedite the selection of the rows some fields are defined 

uniquely to use them as indexes, this helps in searching the required data as fast as possible. All the 

relational algebra operations, such as Select, Intersection, Product, Union, Difference, Project, Join, 

Division, Merge etc. can also be performed on the Relational Database Model. Operations on the 

Relational Database Model are facilitated with the help of different conditional expressions, various key 

attributes, pre-defined constraints etc. 

For example, consider the following table named Account of ABC. The table has rows and columns called 

tuple and attribute respectively as shown in the Figure 6.11 and 6.12. 

Account ABC 
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      Figure 5.11 

ACCOUNT ABC (Code, Name, and Type) has relation with Attribute 

ACCOUNT ABC is name of the relation which has three attributes 

 The data type describing the types of values (such as text value, numeric values, date values, currency 

values etc.) that can appear in each column is called domain. 
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Figure 5.12 

5.7 Characteristics of DBMS 

 

 The database approach has some very characteristic features which are discussed in detail below: 

  

5.7.1 Concurrent Use  

 

 Main characteristic of a database system is that it allows several users to access the database at the 

same time as. Such concurrent use of data increases the economy of a system. For example in flight 

reservation system travel database is used to book the flights concurrently by the users. Each travel agent 

sees on his interface if there are still seats available for a specific journey or if it is already fully booked.  

 

5.7.2 Complete Definition and Description Data 

 

 A fundamental feature of the database approach is that the database systems does not only contain 

the data but also the complete definition and description of these data. These descriptions are basically 

details about the extent, the structure, the type and the format of all data and, additionally, the 

relationship between the data.  

 

5.7.3 Separation of Data and Applications  

 

 An application software does not need any knowledge about the physical data storage like encoding, 

format, storage place, etc. It only communicates with the management system for a database (DBMS) via 

a standardized interface with the help of a standardized language. In this way all the applications can be 



F:\  2016-17 books\accountancy book-11th (final 2016-17).docx                                          475 
 

totally separated from the data. Therefore database internal reorganizations or improvement of 

efficiency do not have any influence on the application software.  

 

5.7.4 Data Reliability  

 

 Data reliability is a byword for the quality and the dependability of the data of a database system. In a 

broader sense data integrity includes also the protection of the database from unauthorized access and 

changes.  

5.7.5   Transactions  

 

 A transaction is a bundle of actions which are done within a database to bring it from one consistent 

state to a new consistent state. A transaction is minute what means that it cannot be divided up any 

further. Within a transaction all or none of the actions need to be carried out. Doing only a part of the 

actions would lead to an inconsistent database state. 

   

5.7.6   Data Perseverance  

 

Data perseverance means that in a DBMS all data is maintained as long as it is not deleted clearly. The 

life span of data needs to be determined directly or indirectly be the user and must not be dependent 

on system features. Additionally data once stored in a database must not be lost. Changes of a 

database which are done by a transaction are persistent. When a transaction is finished even a system 

crash cannot put the data in danger. 

  

5.8   Advantages of DBMS 
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Using a DBMS to manage data has many advantages: 

5.8.1 Data independence 

 

 Application programs should be as independent as possible from details of data representation 

and storage. The DBMS can provide an abstract view of the data to protect application code from such 

details. 

 

5.8.2    Sharing of data:  

 

The data base belong to entire organization unlike files which are owned by the department 

whose applications they serve. 

 

5.8.2 Efficient data access:  

 

A DBMS utilizes a variety of sophisticated techniques to store and retrieve data efficiently. This 

feature is especially important if the data is stored on external storage devices.  

 

5.8.3 Control of redundancy 

 

  Unlike processing system, information is integrated so that several copies of the same data are 

not stored. Some limited redundancy is permitted to keep logical connections among the data items or 

to improve performance, but the system is usually aware of which items are stored twice. 

 

5.8.4 Data reliability and security 
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  If data is always accessed through the DBMS, the DBMS can enforce reliability constraints on 

the data. For example, before inserting salary information for an employee, the DBMS can check that 

the department budget is not exceeded. 

 

5.8.5 Data Consistency:  

 

Effect of eliminating or controlling redundancy is that the data is consistent. If the data items 

appears only once, any update to its value needs to be updated only once. 

 

5.8.6 Data administration 

 

When several users share the data, centralizing the administration of data can offer significant 

improvements. Experienced professionals who understand the nature of the data being managed, and 

how different groups of users use it, can be responsible for organizing the data representation to 

minimize redundancy to make retrieval efficient.  

 

5.8.7 Improved data standard:  

 

 The data administrator who is responsible for the designing and maintaining the database, must 

define and enforce organization wide standards for the representation of the data in the data base 

which will result in uniformity of the entire data base as well as usage. 

 

5.8.8 Concurrent access and crash recovery:  

 

A DBMS schedules concurrent accesses to the data in such a manner that users can think of the data as 

being accessed by only one user at a time. Further, the DBMS protects users from the effects of system 
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failures. 

 

5.8.10. Reduced application development time: 

 

 Clearly, the DBMS supports many important functions that are common to many applications 

accessing data stored in the DBMS. 

 

5.9 Disadvantages of a DBMS  

5.9.1 Not Suitable for small business:  

 

For small and simple applications for single users a database system is often not advisable.  

 

5.9.2 Complexity: 

 

A database system creates additional complexity and requirements. The supply and operation of 

a database management system with several users and databases is quite costly and demanding.  

 

5.9.3 Qualified Personnel 

  

The professional operation of a database system requires appropriately trained staff. Without 

a qualified database administrator nothing will work for long.  

 

5.9.4 High Cost of DBMS: Through the use of a database system new costs are generated for the 

system itself. Complete DBMS is very large and sophisticated piece of software, it is expensive to purchase 

or lease.  
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5.9.5     Lower Efficiency  

 

A database system is a multi-use software which is often less efficient than specialized software 

which is produced and optimized exactly for one problem.  

 

5.9.6 High hardware costs 

 Additional memory and processing power may be required to run the DBMS, resulting in the need to 

upgrade the hardware. 

 

5.9.7 High conversion costs: 

 

 When an organization converts to a data base system, data has to be removed from files and loaded 

into the data base which may be difficult and time consuming process. 

 

5.9.8 Slower processing in some applications: 

 

Although integrated data base is designed to provide better information, certain application 

may be slower due to the integrated of data. 

 

5.9.9 Increase vulnerability 

 

Since all applications depend on data base system, the failure of any component can bring 

operations to a standstill. 
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5.9.10 More difficult recovery 

 

  The recovery process after a system failure is more complicated because the system must 

determine which transactions were completed and which were in progress at the time of failure. 

 

5.10 Chapter at a Glance 

Database-management system (DBMS) 

 DBMS is a collection of interrelated data and a set of programs to access those data. It is a collection of 

programs that enables user to create and maintain a database. 

Concept of DBMS 

A Database is a collection of data related to a particular topic or purpose. The collection of data, usually 

referred to as the database, contains information relevant to an enterprise. 

Data Processing Cycle 

(1) Data collection (2) Data Attribute (3) Record (4) Files (5) Processing in Database Management. 

Data Models 

 The Entity-Relationship Model (1) Entity (2) Relationship (3) Weak Entity (4) Identifying relationship (5) 

Attribute (6) Key Attribute (7) Multi-valued Attribute (8) Derived Attribute. 

Elements of Database 

(1) Primary Key (2) Secondary Key (3) Schema (4) Subschema (5) Relationship (6) Constraints. 

Other Data Models 

(1) The object- oriented data model (2) The object-relational data model (i) The Hierarchical data model 

(ii) The Network data model (iii) The Relational data mode. 

Characteristics of DBMS 
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(1) Concurrent Use (2) Complete Definition and Description Data (3) Separation of Data and Applications 

(4) Data Reliability (5) Transactions (6) Data determination. 

Advantages of DBMS 

 (1) Data independence (2) Sharing of data (3) Efficient data access  (4) Control of redundancy (5) Data 

reliability and security (6) Data Consistency (7) Data administration (8) Improved data standard (9) 

Concurrent access and crash recovery (10) Reduced application development time 

Disadvantages of a DBMS  

 (1) Not Suitable for small business (2) Complexity (3) Qualified Personnel (4) High Cost of DBMS (5) 

Lower Efficiency (6) High hardware costs (7) High conversion costs (8) Slower processing in some 

applications (9) Increase vulnerability (10) More difficult recovery 

Exercise  

 

Fill in the Blanks: 

1. The organization data base is physical responsibility for ___________ & _________ data. 

2. The levels of data hierarchy are attribute, ____________ & ______________. 

3. The processed data represented on form of ________________. 

4. _____________ is collection of conceptual tools for describing data. 

5. In data model ___________ is thing or object in real world that distinguishable from other 

objects. 

6. In data model _____________ is represented by double lined diamond shaped box. 

7. In database ___________ is used to describe the organization of data in formal manner. 

8. The hierarchical model uses ______ as basic structure. 

9. ________________ is the smallest unit of data. 

10. Database system is ___________ efficient. 

 [Answers 1. Financial & non financial   2.record & data   3.report    4.data model    5.   Entity    

6.identifying relationship    7.the schema    8.tree    9.data item   10.low] 

Multiple choice type question answers: 

1. The biggest advantage of Data Base Management System is:- 
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a) Accuracy 

b) Speed 

c) Accessibility 

d) All of above 

2. Data Base Management System in market are 

a) Dbase 

b) FoxPro  

c) Tally 

d) Oracle 

3. Two rules to govern design of data collection procedures are 

a) Number & speed 

b) Relevancy & efficiency 

c) Area & access 

d) Validity & errors 

4. Data Base Management System involves _________ fundamental steps. 

a) 2 

b) 3 

c) 4 

d) 5 

5. __________ types represented by Double Rectangular Box 

a) Entity 

b) Relationship 

c) Double entity 

d) Attributes 

6. Two or more attribute constitute distinct value called _________. 

a) Primary key 

b) Composite key 

c) Secondary key 

d) None of these 

7. The data model name element represented by dotted oval 

a) Derived attribute 

b) Multi valued attribute 

c) Key attribute 

d) Attribute 
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8. Which one is not element of database 

a) Primary key 

b) Secondary key 

c) Composite key 

d) Relationship 

9. The network data model uses ______ as basic structure. 

a) Tree 

b) Plex 

c) Normalized 

d) Dotted oval structure 

10. The logical schema describe database design at __________ 

a) Physical level 

b) Logical level 

c) Manual level 

d) None of above 

[Answers   1.d     2c       3a       4b       5c       6b       7a        8c        9d        10b] 

True of false type 

1. A unit of data is symbol or set of symbols. 

2. The physical Schema describe database design at logical level. 

3. Automatic teller machine is main example of Data Base Management System. 

4. Record in database must be unique in at least one attribute. 

5. In data model relationship is represented in form of rectangular box. 

6. Information is generated by collection of data. 

7. The network data model is oldest data model. 

8. In relational table attribute represented in form of rows. 

9. Data model is collection of conceptual tools for describing data 

10. Data Base Management System is not suitable for small business. 

[Answers 1.True      2.False       3. True      4.True      5.False        6.True      7.False     8.False    9.True    

10.True]      

Match the columns 

Column A           Column B 
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1. Thing distinguishable from other world a) Tuple 

2. In data model element represented by Ovals and 

attached straight lines 

b) Attribute 

 

3. Frame work in which values of data can fitted c) Database 

 

4. It represent row in relational model. d) Primary key 

5. Element of data base e) Concurrent use 

6. The characteristic of data base to show many user 

can access database simultaneously 

f) Entity  

7. Collection of data g) Relational data model 

8. The data model having normalized structure h) The schema 

[Answers      1(f)   2(b)    3(h)    4(a)    5(d)    6(e)    7(c)    8(g)] 

Short answers type questions 

1. What do you understand by term Data Base Management System? Also write concept of Data 

Base Management System. 

2. In Entity relationship model write down all elements and type of symbol by which these elements 

represented?  

3. Explain in brief  the elements of database? 

4. Write short note on the Hierarchical data mode? 

5. What are characteristics of Data Base Management System? 

6. Write down disadvantages of Data Base Management System? 

7. How Network Data model differs from relational model? 

8.  Explain Data Processing cycle in brief? 

9. State elements of data base? 

10. What are advantages of Data Base Management System? 

Long answers type questions 

1. Explain the Entity-Relationship Model? 

2. Explain Hierarchical Model? 

3. What are advantages and disadvantages of Data Base Management System? 

4. Write short note on characteristics of Data Base Management System? 

5. Briefly explain the Network data model and Relational Model? 
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Chapter-6 

 (Income Tax)  

 

6.1 Introduction 

         Income-tax  is  a  tax  of  Central  Government  

which  is  collected  by taxing  income  earned  by  the  

persons.  For the purpose, the Central Government has 

passed a separate Act i.e. Income-Tax Act, 1961 under 

which the procedures of taxing the incomes of the persons 

and collection of income-tax has been envisaged. For the 

proper administration and collection of income-tax has 

formed a separate department known as Department 

which is solely responsible for collection of income-tax and 

completing procedures in this regards. Government  has  

to  play an  important  role  in  all  round  development  

of society in the  modern  era.   It has not only to 

 

Learning Objectives 

The word 'Tax' originated from the 

'Taxation.' which mean 'Estimate.' Hence, 

'Income Tax' mean 'Income Estimate,' 

which helps the government to know the 

actual economic strength of a person. It is 

also a way to set up an economic standard 

for general people. It helps the 

Government to know the distribution of 

money among country's people. This 

chapter is designed for students and 

teachers who are not well known about the 

basics of income tax. This chapter will focus 

on only those functions and tools which are 

necessary to complete tasks like calculating 

Income tax offline and online. At the end of 

this chapter you will be able to learn: 

  Introduction of Income Tax 

 Characterized of Income Taxes  

 Indian Tax System 

 Scheme of Income Taxation of 

Income in India  

 Offline computation of Income 
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perform its traditional functions (defense,  maintenance  of  law  and  order)  but  also  to  

undertake  welfare  and development activities such as health, education, sanitation, rural 

development, water supply etc. It has also to pay for its own administration. All these functions 

require huge public finance. Taxes constitute the main source of public finance whereby 

government raises revenue for public spending.  

6.2 Characterized of Income Taxes:  

 Taxes have been broadly categorized into direct and indirect taxes: 

1. Direct Taxes 

2. Indirect Taxes 

1. Direct Taxes: Direct taxes include those taxes which are paid by the person on whom these are levied 

like income tax, wealth tax etc.  

2. Indirect Taxes: Indirect taxes are levied on one person, but paid by another e.g. sales tax, excise 

duty, custom duty etc.  

 Income  tax  is  the  most  important  of  all  direct  taxes  and  with  the application  of  

progressive  rate  schedule,  provision  of  exemption  limit  and incorporation  of  a  number  of  

incentive  provisions.  It helps in bringing distributional justice through higher rate of tax on the rich class 

of the society. It may also act as a tool for controlling inflation.  Due to all these factors, income tax has 

assumed great importance in the structure of Direct taxation.  Therefore, all politically advanced 

democracies impose some form of personal taxation, generally based on income.  

 

6.3 Indian Tax System  

 

India has a well-developed three tier tax structure. It comprises of the Central Government, the 

State Governments and Local Bodies (includes Gram-Panchayat, Municipal Corporations, and    

Corporations). In accordance with the provisions of Indian Constitution, the power to levy and collect 

taxes is entrusted to these bodies.  Accordingly these bodies are empowered to levy and collect 
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following taxes.  

1)   Central Government  -  

o Income-Tax (except agricultural income-tax)  

o Corporate Tax  

o Custom Duties  

o Central Excise Duty  

o Sales Tax 

- Value Added Tax (on inter-state sale of goods)  

- Service Tax 

o Tax on Capital Gain  

o  Securities Transaction Tax  

       2.) State Governments -  

o Sales Tax (on inside state sale of goods)  

o Land Revenue  

o Taxes on Agricultural Income  

o Stamp Duty (on transfer of property)  

o State Excise (on manufacture of alcohol)  

o Duty on Entertainment  

o Profession Tax  

3.) Local Bodies -  

o Property Tax or Building Tax  

o Octroi  

o Tax on Markets  

o Tax or user charges for utilities (e.g. water supply, drainage, etc.)  

 

6.4 Scheme of Income Taxation of Income in India  

 

The constitution authorizes the Central Government to levy and collect tax on income other 
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than agricultural income under Income Tax Act, 1961. The proceeds of income tax are shared between 

the Union and the State Governments as   per   the   recommendations   of   the Finance   Commission.   

Income   tax   is chargeable  on  the  total  income  of  the  previous  year  of  a  person  at  the  rates 

prescribed by Finance Act every year.  

Income Tax can be classified in two parts viz. Personal Income Tax and Corporate Tax.  Income  

tax  levied  on  individuals,  hindu  undivided  families (HUFs), firms, association of persons (AOPs), body 

of individuals (BOIs), local authorities  and  artificial  juridical  persons  is  called  Personal  Income  Tax  

and income tax levied on companies is called Corporate Tax.   The incidence of tax on any person 

depends upon the place of origin of income and the residential status of the taxpayer. According to their 

residential status, persons have been classified into three broad categories:  

1.  Resident  

2.  Resident but not ordinarily resident  

3.  Non-Resident  

The residential status of an assesse is ascertained with reference to each previous year.  A  non-resident  

is  required  to  pay  tax  in  respect  of  income received or deemed to be received in India and accrued 

or deemed to accrue to him in India. A resident of India is charged to tax in respect of all the income i.e. 

received or deemed to be received in India or outside India, accrued or deemed to accrue in India or 

outside India during the relevant previous year.  However, the total income of a resident but not 

ordinarily resident is not to include income which  accrues  to  him  outside  India,  unless  it  is  derived  

from  a  business  or profession controlled in India. For the purpose of computing total income and 

charging  tax  thereon,  income  from  various  sources  is  classified  under  the following heads:  

1.  Income from salary  

2.  Income from house property  

3.  Profits & Gains of business or profession  

4.  Capital gains  

5.  Income from other sources  

These five heads of income are mutually exclusive.  If  any  income  falls under  one  head,  it  
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cannot  be  considered  under  any  other  head.  Income under each head has to be computed as per 

the provisions under that head. Aggregate of  assessable  income  of  all  heads,  after  giving  effect  to  

the  provisions  for clubbing of income and set off and carry forward of losses, is called the gross total 

income (GTI). Out of GTI, deductions under chapter VI-A are allowed and the balance amount left is 

called total income.  Gross  amount  of  income  tax payable  is  calculated  on  total  income  according  

to  the  rates  prescribed  by the Finance  Act  for  the  relevant  assessment  year  and  the  rates  

prescribed  under different  sections  of  the  Act.  From the gross tax payable, tax rebate under Section 

88E and relief under Section 89(1) is to be deducted. The balance is the net tax liability subject to any 

advance tax paid or tax deducted or collected at source.  

Every individual and HUF has to furnish the return of his income if his total income before   

allowing deduction under Chapter VI-A   exceeds   the maximum amount which is not chargeable to 

income tax.  An essential feature of the Indian Income Tax law is that it provides various tax incentives 

to ensure savings, development of particular industry and areas, exports etc. in the desired manner. 

Income tax is levied at a flat rate in case of corporate, firms and body of individual assesses. Income tax 

is levied on slab system in case of individuals and HUFs assesses.    Thus, the income tax system is 

progressive i.e.  The applicable tax rate increases as total income increases. 

 

6.5 Income Tax Return (ITR) 

 By law it’s compulsory to file income tax return by Individual/ HUF or any company whose 

earning in any form, without exemptions under section 80C exceeds basic exemptions limit. Basic 

exemption limit changes from year to year. For example in assessment year 2015-16 the basic 

exemption limit is two lacs. 

6.5.1 Types of ITR: Different types of ITR on basis of nature source of income are as per following:  

1. ITR-1(SAHAJ) for individuals having income from salary and interest only. 

2. ITR-2 for individual or Hindu Undivided Families (HUFs) not having income from business or 

profession. 

3. ITR-2A for individual or HUFs not having income from business or profession, capital gain or 

foreign assets. 
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4. ITR-3 for individual or HUFs partner in any firm but not doing any business under any 

proprietorship. 

5. ITR-4 for individual or HUFs doing business under any proprietorship. 

6. ITR-4S(SUGAM) For individual or HUFs having income from presumptive business. 

7. ITR 5 for persons other than (i) individual (ii) HUF (iii) company and (iv) person filling form 

ITR-7 

8. ITR-6For companies other than companies claiming exemption under section 11 

9. ITR-7For persons including companies required to furnish return under section 139(4)A or 

section 139(4)B, section 139(4)C, section 139(4)D, or section 139(4)E,  

 

6.6 Methods to file income tax return: 

 Income tax department of India makes it very easy to file income tax return. There are two ways to 

file income tax return. 

1. Online income tax return 

2. Offline income tax return 

6.6.1 Online income tax return: By following given steps we can easily file income tax return:  

a) To file online income tax return first of all type https://incometaxindiaefiling.gov.in address bar. On 

right side windowpane click login. Figure 6.1 will display on screen. 
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Figure 6.1 

b) In given space type your user ID. It is none other than your PAN number. Then type rest of your 

detail like password, date of birth and number in given image in separate space provided for each 

above item.  After that click on Login. 

 

Figure 6.2 

 

c) A new window will appear. Select prepare and submit online return in menu bar under heading e-file. 

d) After selection new window will appear where your PAN number already displayed in given space. 

Fill rest of the detail like ITR form detail, assessment year and address. If you have digital signature 

then click on Yes, otherwise keep it on No. then click on Submit. As shown in figure 6.2 

e) After submission mew window will appear having different slides. 

(i) First slide shows instructions while filling online return. (See below) 

(ii) Second slide deals with your personal information like name, date of birth, address, email, phone 

number etc. Among all these entries the most important one are entries linked with filling status as 

shown in Figure 6.3 These entries linked with employer status like either you are employee of 

government or Public Sector undertaking etc. similarly you have refundable tax, payable tax or nil tax 

balance etc. 
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Figure 6.3 

(iii) Third slide linked with your income detail.  In this slide you have to fill your gross income, savings 

under section 80C. Then automatically total tax is computed on rest of your taxable income. 

(iv) Forth slide linked with tax detail. In this slide detail of tax mentioned that you have already 

deposited to the income tax department in form of TDS1 and TDS2 as shown in Figure 6.4 
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Figure 6.4 

(v) Fifth slide linked with the tax paid and verification. This slide covers three important aspects. The 

first part will let you know that you have tax refundable or anything else like tax payable or nil tax 

balance. As shown in Figure 6.5 

 

Figure 6.5 

Second part covers bank detail like IFSC code, name of the bank, Account number, nature of the account 

like current or saving etc. as shown in Figure 6.6  
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Figure 6.6 

 

Last and third part of this slide linked with verification. Fill rest of the detail in provided space and click 

on submit. As shown in Figure 6.7  

 



F:\  2016-17 books\accountancy book-11th (final 2016-17).docx                                          495 
 

 

Figure 6.7 

After submission of your online ITR, open your email id, where you will get mail form income tax 

department. Download ITR5 and post it on prescribed address after signing at provided space. This is 

how you can file your online income tax return. 

f) Instructions for SAHAZ:  
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  (Source Income Tax Department) 

6.6.2 Offline income tax return: to file offline income tax return first of we have to go to the 

regional income tax department to get ITR form. It is exactly replica of online return ITR form. It has 

different pages as that of different slides in online ITR form. 

a) First page offline income tax return form is known as ITR5. It covers detail regarding your 

gross income, savings and tax detail. 

b) Second page deals with your personal information. 

c) Third page deals with your income tax detail. 

d) Fourth page shows tax detail and verification. 

e) Fifth page deals with the donations made by you in given financial year. 

 After filling all columns in the prescribed form, should be submitted to the regional income tax 

office. It should be clear that if you have tax refundable then you can’t file offline return. Only 

the online return is the way out to refund tax.                          

 

 

 

 

 

 

 

 

 

 

 

 



F:\  2016-17 books\accountancy book-11th (final 2016-17).docx                                          501 
 

 



F:\  2016-17 books\accountancy book-11th (final 2016-17).docx                                          502 
 

 



F:\  2016-17 books\accountancy book-11th (final 2016-17).docx                                          503 
 

 



F:\  2016-17 books\accountancy book-11th (final 2016-17).docx                                          504 
 

Exercise 

True false type  

1. The word 'Tax' originated from the 'Taxation.' which mean 'Estimate. (T) 

2. Income tax is an example of Indirect Tax. (F) 

3. Income tax acts as a tool for controlling inflation. (T) 

4. State government is empowered to collect Custom Duties. (F) 

5. State government is empowered to collect building tax. (F) 

6. Income tax is also imposed Agriculture income. (F) 

7. Income Tax classified in two parts viz. Personal Income Tax and Corporate Tax. (T) 

8. Local bodies empowered to levy Securities Transaction Tax. (F) 

9. Income from, capital gain is not considered as source of income. (F) 

10. There are three ways to file income tax return. (F) 

Fill in the blanks: 

1. Sales tax is an example of ……………………… tax. (Indirect) 

2. India has a well-developed ………… tired tax structure. (three) 

3. …………… government is empowered to collect Land Revenue. (state) 

4. …………… government is empowered to collect Corporate Tax. (central) 

5. There are ………………… exclusive heads of Income. (five) 

6. Under ……………. Act, Constitution authorizes the Central Government to levy and collect tax 

on income. (Income Tax)  

7. According to their residential status, persons have been classified into …………..broad 

categories. (three) 

8. Chapter ……… linked with deductions while calculating balance taxable income. (VI-A) 

Match the followings: 

COLUMN A COLUMN B 

1. ITR1 a) For individual or HUFs having income from presumptive business. 

2. ITR2 b) For individual or HUFs not having income from business or profession, 

capital gain or foreign assets 

3. ITR2A c) For individual or HUFs doing business under any proprietorship. 

4. ITR3 d) For persons including companies required to furnish return under section 

139(4)A or section 139(4)B, section 139(4)C, section 139(4)D, or section 
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139(4)E 

5. ITR4 e) For individual or Hindu Undivided Families (HUFs) not having income 

from business or profession. 

6. ITR4S f) For individuals having income from salary and interest only 

7. ITR5 g) For companies other than companies claiming exemption under section 11 

8. ITR6 h) For individual or HUFs partner in any firm but not doing any business 

under any proprietorship. 

9. ITR7 i) For persons other than (i) individual (ii) HUF (iii) company and (iv) person 

filling form ITR-7 

 

{1(f); 2(e); 3(b); 4(h); 5(c); 6(a); 7(i); 8(g); 9(d)} 

Very short answers type questions 

1. What do you understand by Indirect tax? Give examples. 

2. What do you understand by Direct tax? Give examples. 

3. Write five exclusive heads of income? 

4. What do you understand by income tax return? 

5. In how many types income tax has been classified? Name each type. 

Short answer type Questions: 

1. Write a brief note on Indian Tax system. 

2. Expand.- 

i) HUFs  

ii) AOPs 

iii) BOIs 

iv) GTI 

3. Briefly Classify residential status of taxpayers? 

4. How tax is categorized?  

5. Explain briefly income tax system? 

6. Name any five types of taxes levied by central government of India? 

7. Name any five types of taxes levied by state government? 

Long answer type questions: 

1. Explain various steps to be follow to file online income tax return. 
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2. Explain various steps to be follow to file offline income tax return. 

3. Explain Scheme of Income Taxation of Income in India  

4. What do you understand by the term income tax return?  How many types of ITR are? Write few 

words about each type of ITR. 

 


