
UNIT 1: INTRODUCTION TO ACCOUNTING
Chapter-1 : Introduction to Accounting

Revision Notes
Accounting as a Source of Information

 Accounting is considered the language of business. It is used as a means of communication between a business 
 organization and its shareholders. The accounting process is a source of information, using business data and 
 processing it to produce relevant information.

 Accounting is the management information system of any organization and is concerned with providing the required 
 information to management, i.e. it is a source of information. All steps, involve in the accounts, include generation or 
 processing of accounting information. It serves as a means and an end to providing information to all stakeholders 
 who need information to make the right decision.

Entity

 Entity means a reality that has a definite individual existence. Business entity means a specifically identifiable 
 business enterprise like Super Bazaar, Hire Jewellers, ITC Limited, etc. An accounting system is always devised for a 
 specific business entity (also called accounting entity).

Revenue

These are the amounts of the business earned by selling its products or providing services to customers, called sales 
revenue. Other items of revenue common to many businesses are: commission, interest, dividends, royalties, rent 
received, etc. Revenue is also called income.

Advantages of GST

 1. Easy compliance: A strong and comprehensive IT system can be the foundation of the GST regime in India. 
Therefore, all taxpayer services such as registration, refunds, payments, etc. will be available to taxpayers online, 
which will make compliance easier and more transparent.

 2.  Uniformity of tax rates and structures: GST will ensure that indirect tax rates and structures are common across 
the country, thereby increasing certainty and ease of doing business. In other words, GST will make business in 
the country tax neutral, no matter where it operates.

 3.  Cascading Removal: A seamless tax credit system for all value chains, as well as for all State borders, can ensure 
that there is a minimum cascading of taxes. This will reduce the hidden costs of doing business.

 4. Improved competition: Reducing the cost of doing business will eventually lead to improved trade and industry 
competition. The World Bank believes that the introduction of the Goods and Services Tax (GST), coupled with 
dismantling of inter-state check-posts, is a significant step forward in improving the competitiveness of India's 
manufacturing sector.

 5. Gain to manufacturers and exporters: The imposition of central and state taxes in the GST, complete and 
comprehensive set-off of input goods and services and phasing out of Central Sales Tax (CST)  will reduce the cost 
of locally produced goods and services. This will increase the competition for Indian goods and services in the 
international market and give impetus to Indian exports. Uniformity in tax rates and procedures throughout the 
country will also go a long way in reducing the cost of compliance.

 6. Simple and easy to manage: GST has replaced many indirect taxes Central and State levels taxes. Supported by a 
strong IT end-to-end system, GST will be simpler and easier to manage than all other Central and State indirect 
taxes levied so far.

 7.  Income efficiency: GST is expected to reduce the cost of collecting Government taxes, and as a result, it will lead 
to better revenue performance.

qq
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UNIT II : ACCOUNTING PROCESS
Chapter-4 : Recording of Business Transactions-II

Revision Notes
Journal Proper

A book maintained to record transactions, which do not find place in special journals, is known as Journal Proper or 
Journal Residual. Following transactions are recorded in this journal: 

 1. Opening Entry

 2. Adjustment Entries

 3. Rectification entries

 4. Transfer entries 

 5. Entries for which there is no special Journal 

 6. Entries for rare transactions

Example:

Pass necessary entries in Journal Proper for the following transactions:

 1. Opening Balances:

  Cash A/c ` 20,000; Stock A/c ` 30,000; Debtors A/c ` 70,000; Machinery A/c ` 1,50,000; Creditors A/c ` 20,000; and 
Bills Payable A/c ` 20, 000.

 2. Transfer ` 3000 from the credit of X A/c to the credit of Y A/c.

 3. ` 600 repairs to building debited to Building A/c by mistake.

 4. Provide 10% depreciation on machinery.

 5. Rent unpaid ` 3,000.

Solution:

Date Particulars L.F. Amount (Rs.) Amount (Rs.)

Cash A/c                                                   Dr.
Stock A/c                                                   Dr.
Debtors A/c                                               Dr.
Machinery A/c                                            Dr.
 To Creditors A/c
 To Bills Payable A/c
 To Capital A/c (Balancing fig.)
(Being opening balances recorded)              
X To Y                                                      Dr.                 
(Being amount transferred from the credit of 
X A/c to the credit of Y A/c)
Repairs A/c                                            Dr.
       To Building A/c

20,000
30,000
70,000
1,50,000

3,000

600

20,000
20,000
2,30,000

3,000

600

     To Building A/c    
(Being repairs wrongly debited to Building 
A/c, now rectified)
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Depreciation A/c                                       Dr.
 To Machinery A/c
(Being provision for depreciation)

15,000

15,000

Rent A/c                                                  Dr.
     To Outstanding Rent A/c
(Being unpaid rent)

3,000
3,000

qq

UNIT 2 : ACCOUNTING PROCESS
Chapter-8 : Trial Balance and Rectification of Errors

Revision Notes
Rectification of Errors 
From the point of view of rectification, the errors may be classified into the following two categories :
 (a) errors which do not affect the trial balance. 
 (b) errors which affect the trial balance. 
Rectification of Errors which do not Affect the Trial Balance 
These errors are committed in two or more accounts. Such errors are also known as two sided errors. They can be 
rectified by recording a journal entry giving the correct debit and credit to the concerned accounts.
The rectification process essentially involves: 
  Cancelling the effect of wrong debit or credit by reversing it; and 
  Restoring the effect of correct debit or credit. 
For this purpose, we need to analyse the error in terms of its effect on the accounts involved which may be: 
 (i) Short debit or credit in an account ; and/or 
 (ii) Excess debit or credit in an account. 
Therefore, rectification entry can be done by : 
 (i) debiting the account with short debit or with excess credit, 
 (ii) crediting the account with excess debit or with short credit. 
Example
 (a) Credit sales to Rohan ` 20,000 were not recorded in the sales book.
Above error can be rectified just by passing a usual entry for credit sales.
Rohan                              Dr.               20,000 
     To Sales A/c                                                20,000
 (b) Credit sales to Rohan ̀  20,000 were recorded as ̀  2,000 in the sales book. It is an example of an error of commission. 
To rectify above error, Rohan’s account has to be given an additional debit of ` 18,000 and sales account has to be 
credited with additional amount of ` 18,000, rectification entry will be:
Rohan                                    Dr.               18,000 
     To Sales A/c                                                18,000
 (c) Credit sales to Rohan ` 20,000 were recorded as ` 24,000. 
Due to such error of commission, there is an excess debit of ` 4,000 in Mohan’s account and excess credit of ` 4,000 in 
sales account. 
Sales                                                             Dr.    4,000 
           To Mohan                                                            4,000
 (d) Credit sales to Rohan ` 20,000 was correctly recorded in the sales book but was posted to Shyam’s account.
In the above error, Shyam’s account has been debited with ` 20,000 instead of Rohan’s account. The rectification entry 

will be recorded as follows:
Rohan                                                             Dr.     20,000 
           To Shyam                                                                20,000
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Rectification of Errors Affecting Trial Balance
The errors which affect only one account can be rectified by giving an explanatory note in the account affected or by 
recording a journal entry with the help of the Suspense Account. Suspense Account is explained later in this chapter. 
Examples of such errors are error of casting; error of carrying forward; error of balancing; error of posting to correct 
account but with wrong amount; error of posting to the correct account but on the wrong side; posting to the wrong 
side with the wrong amount; omitting to show an account in the trial balance.

qq

UNIT 3 : FINANCIAL STATEMENTS OF SOLE
PROPRIETORSHIP

Chapter-9 : Financial Statements

Revision Notes
Opening Journal Entry

The balances of various accounts in balance sheet are carried forward from a previous accounting period to the new 
accounting period. Thus, balances of these accounts are recorded by an opening entry as the first entry. 

Example:

From the following information, pass the opening entry 

Balance Sheet of Ankit as at March 31, 2017

(in order of permanence)

Liabilities Amount ` Assets Amount `

Owners Funds
Capital                        12,000
Add Profit                    4,500
Non-Current Liabilities
Long-term loan
Current Liabilities
Creditiors

16,500

  5,000

15,000

Non Current Assets
Furniture
Current Assets
Debtors
Bank
Cash

15,000

15,500
  5,000
  1,000

36,500 36,500

Solution:

Furniture A/c                                    Dr.             15,000 

Debtors A/c                                       Dr.              15,500 

Bank’s A/c                                         Dr.                 5,000 

Cash A/c                                            Dr.                  1,000 

                To Capital A/c                                                          16,500

                To 10 % Long-term loan A/c                                    5,000 

                To Creditors A/c                                                      15,000
qq


