
CHAPTER-1
INTRODUCTION TO ACCOUNTING

Topic-1 Basic Accounting Terms

Revision Notes

  Evolution of Accounting: The three phases: 
ll The first phase could be tracked three centuries ago when Kautilya wrote a book called 'Arthashastra'.
ll The second phase included the concept of double entry system of book-keeping.
ll The third phase emerged with 'Management Accounting' in the 20th century.

l Business Transactions : Business Transaction is an economic activity that changes the position of the business 
financially.
l Event : The result or the consequence of a transaction is called event.
ll The following are the examples of Events :
ln When the goods bought for ` 30,000 are sold for ` 32,000, the profit of ` 2,000 is the event.
ln Computation of capital, cash in hand, etc. are events.

ll In other words, we can say that an event is what a transaction does for the business entity.
l Voucher : A document that provides the authorisation and allows the transaction to be recorded in the books of 

accounts.
ll Every business transaction has a separate voucher.
ll It varies from entity to entity.
ll Each voucher is uniquely numbered.

l Trade Debtors : Debtors are the persons or firms to whom goods are sold for credit.
l Trade Creditors : Creditors are the persons or firms from whom the goods are purchased on credit
l Purchases : The goods bought for selling it and in which the business deals in.
ll In case of manufacturing firm, the goods will be raw materials.
ll In case of trading firm, the goods will be the manufactured goods bought to sale. For example, furniture will 
be a good for the furniture seller.
ll Goods purchased other than those to be resold are assets.
ll It includes both cash and credit purchases.

l Sales : The transaction which transfers the ownership of the goods or services to the customer for a price.
ll It involves transfer of ownership.
ll It is used for the sale of goods only and not of assets.
ll It includes both cash and credit sales.

l Assets : “Assets are valuable resources owned by a business which are acquired at a measurable money cost.” 
–Prof. R.N. Anthony

ll Tangible Assets : The assets that can be seen and touched, e.g., Land, Building, Computers, etc.
ll Intangible Assets : The assets that cannot be seen and touched but improves the working of the business, e.g., 
Goodwill, Patents, Copyright, etc.
ll Current Assets : Current Assets are the assets which can be converted into cash within a year, e.g., Cash in 
hand, Cash at Bank, Debtors, etc.
ll Fictitious or Nominal Assets : The assets that cannot derive any future benefit and cannot be realised in cash.
ll Wasting Assets : The assets that are consumed after being used, e.g. Oil wells.
ll Fixed Assets : These are long-term and will likely provide benefits to a company for more than one year, such 
as real estate, land or major machinery.

l Liability : Liability is a non-recurring amount that the firm owes to outsiders.
ll Internal Liability : It includes the capital that the proprietor or the partners have infused into the business.
ll External Liability : The liability that the business entity must pay to the outsiders.
ll Non-current liabilities : When the period for the payment of liability is relatively long.
ll Current Liabilities : The liabilities which need to be paid in the short span of time.
ll Contingent Liabilities : The liabilities that may occur depending on happening of certain events.
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l Stock : The value of goods purchased but not sold is stock.
l Inventory :
ll Inventory of Raw Material : It is the unused goods purchased as raw materials to produce another goods.
ll Inventory of Work-in-progress : It is the unused semi-finished goods which must go for further process of 
manufacturing.
ll Inventory of Finished Goods : The finished goods that are yet to be sold.
ll Inventory of Stock-in-trade : It includes the value of goods purchased for resale.

l Profit : It is the situation when the revenue is more than the expenses in any accounting period.
ll It increases the capital invested by the proprietor.
ll It needs to be paid back to the owner.

l Loss : It is the situation when the expenses are more than the revenue in any accounting period.
ll It decreases the capital invested.
ll They are not incurred to generate revenues.
ll Loss due to fire, theft or accident are some examples of losses. 

l Expenses : “Expense is the cost to use things or services for the purpose of generating revenue.” 
–Finney and Miller

ll They are incurred to generate revenue.
ll It includes : Cost of goods sold, depreciation and expenses like rent, wages, salaries, etc.

l Expenditure : The expenses incurred to acquire assets are called expenditure.
ll They are payments done for future benefits.

l Revenue : The amount received from any recurring accounting transaction is called revenue.
ll It includes :
ln Sale of goods or services.
ln Receipt of rent, commission, interest, etc.

ll It relates to the regular earning of the business entity.
l Income : The surplus of revenue over expense is called Income.

Income = Revenue – Expense
ll It is different from revenue as it is revenue minus the expenses incurred.
ll Revenue includes the income generated.
ll It gives the financial position of the business.

l Drawings : The amount withdrawn or the value of goods taken by the proprietor or partner for personal use is 
called drawings.
ll It decreases the capital.
ll It is like the payment made to the owner.

l Capital : The amount invested by the proprietor or a partner in the business is called capital.
Capital = Assets – Liabilities

l It is also called the Owner’s Equity or Net Worth or Net Assets.
l It is the amount that the business owes to the owner.

Key World
l Entry : The recording of a business transaction.
l Bad Debts : Irrecoverable amount from the debtors.
l Entity : The economic unit formed to earn profit.
l Investment : The introduction of new funds either to start or in an existing entity.
l Goods & Services Tax : GST is the merged indirect tax introduced in 2017.

Topic-2 Accounting Equation

Revision Notes

  Uses of accounting equations:
l Accounting Equation: It states that the assets are always equal to the sum of capital and liabilities.

Assets = Capital + Liabilities
ll It helps in the preparation of balance sheet.
ll It ensures the accuracy of the business transactions.
ll It remains balanced all the time.
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Key World

  Debit : The left side of an account.
l Credit : The right side of an account.

Topic-3 Meaning and Objectives of Accounting

Revision Notes

  Meaning of Accounting : Accounting is the language of business with books of accounts being its script and 
debit-credit its style i.e., the way of expressing it.
ll Definition of Accounting : "Accounting is the process of identifying, measuring and communicating 
information to permit judgement and decisions by the users of accounts." 

–American Accounting Association (AAA)
l Definition of Book-keeping : Book-keeping, often called record keeping, is the part of accounting that records 

transactions and business events in the form of journal entries in the accounting system. In other words, book 
keeping is the means by which data is entered into an accounting system.
l Accountancy : Accountancy is the practice of recording, classifying, and reporting of business transactions for a 

business. It provides feedback to management regarding the financial results and status of an organization.
l Cycle of Accounting :
ll Identification : It means selection of transactions to be recorded. Only those transactions are recorded which 
are related to the organization and considered as financial in character.
ll Measurement : The identified business transactions which can be quantified, estimated and measured in terms 
of money can only be recorded in the books of accounts.
ll Recording : Economic events are recorded in a chronological order and systematic manner after having been 
identified and measured in financial terms.
ll Communication : Communication of information is done through preparation and distribution of annual 
reports in prescribed format for use by management and other internal and external users.

l Subfields of Accounting :
ll Financial Accounting : It is a specific branch of accounting involving a process of recording, summarizing, and 
reporting the myriad of transactions resulting from business operations over a period of time.
ll Cost Accounting : It is a form of managerial accounting that aims to capture a company's total cost of production 
by assessing the variable costs of each step of production as well as fixed costs, such as a lease expense.
ll Management Accounting : It is the practice of identifying, measuring, analyzing, interpreting, and 
communicating financial information to managers for the pursuit of an organization's goals.

l Users of Financial Statements :
ll Internal Users:
ln Investors
ln Employees
ln Management
ln Owners

ll External Users:
ln Potential Investors
ln Government
ln Lenders
ln Competitors

l Relationship between Book-Keeping, Accounting and Accountancy:
ll Book-Keeping : Book-keeping is a primary and basic function in the process of accounting and concerned 
with recording and maintenance of books of accounts only. It involves identification of financial transactions, 
measurement, recording and classification of those transactions into respective ledger accounts.
ll Accounting : It is the secondary function and it starts where function of book-keeping ends. It involves 
summarization of transactions, analysis and interpretation of financial results and communication of the 
information to the concerned parties.
ll Accountancy : Accountancy refers to systematic knowledge of the principles and the techniques which are 
applied in Accounting.
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Key World

  Accounting Cycle : It is a step-by-step process of recording, classification and summarization of economic 
transactions of a business.

  Quantitative Information : The aspects of business that can be expressed in terms of money.
  Qualitative Information : The aspects of the business that cannot be expressed in monetary terms.

CHAPTER-2
JOURNAL, LEDGER AND TRIAL BALANCE

Topic-1 Double Entry System

Revision Notes

  Meaning : Double entry system means that every business transaction affects atleast two accounts.
l Definition of Double Entry System : "Every business transaction has a two-fold effect and that it affects two 

accounts in opposite directions and if a complete record were to be made of each such transaction, it would be 
necessary to debit one account and credit another account. It is this recording of the two-fold effect of every 
transaction that has given rise to the term Double Entry System." – J.R. Batliboi
l Principles of Double Entry System :
ll Atleast two accounts are affected by every business transaction.
ll Both personal and impersonal aspects of business are recorded.
ll Certain specified rules are followed while recording the transactions.
ll Arithmetical accuracy can be detected through Trial Balance.

l Classification of Accounts :
ll Personal Accounts : Accounts related to an individual, firm, company or institute.
ln Natural Personal Accounts : Accounts of human beings
ln Artificial Personal Accounts : Accounts of the firm, company or bank
ln Representative Personal Accounts : Outstanding expenses, prepaid expenses, accrued revenue and 

unearned revenue
l Real Accounts : The accounts of the things that can be measured in monetary terms and are the property of the 

business entity.
ll Tangible Real Accounts : Furniture A/c, Machinery A/c, Cash A/c, etc.
ll Intangible Real Accounts : Goodwill A/c, Patents A/c, Copyright A/c, etc.
ll Nominal Accounts : All the expenses and income are called nominal account, e.g., salaries paid, rent paid, 
commission received, etc.

l When any word (as a prefix or suffix) is added to the Nominal Account, it becomes a Personal Account. e.g., 
Outstanding Rent A/c, Prepaid Interest A/c, Outstanding Salaries A/c, Commission Received in Advance A/c.
l Golden Rules :
ll Personal Account : Debit the receiver, Credit the giver.
ll Real Account : Debit what comes in, Credit what goes out.
ll Nominal Account : Debit the expenses and losses, Credit the income and gains.

l Stages or Parts of Double Entry System :
ll The transactions are recorded in Journal.
ll The recorded transactions are transferred to Ledger.
ll The balances of Ledger are summarised in Trial Balance.
ll Trading and Profit & Loss A/c and Balance Sheet is prepared.

l Advantages :
ll It is scientific as transactions are recorded as per rules.
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ll It records all the business transactions.
ll Trial Balance can be used to check the arithmetical accuracy.
ll The gross profit and net profit can be easily calculated by preparing the Trading and Profit & Loss A/c.
ll Balance Sheet is useful in giving the information about the financial position of the firm.
ll As all the transactions effect two accounts, there is lesser possibility of fraud.
ll It enables the books of accounts to be used as a legal evidence.
ll It helps in comparative study.
ll It helps in decision making.
ll It is flexible and convenient.

l Disadvantages :
ll It is expensive.
ll Proper education and practical knowledge is needed.
ll It is not free from errors, which cannot be detected.

Topic-2 Books of Original Entry : Journal

Revision Notes

  Meaning of Journal : Journal is a date-wise record of all the business transactions giving the details of all the debit 
and credit along with the amount.
l Definition of Journal : The journal as originally used, is a book of prime entry in which transactions are copied 

in order of date from a memorandum or waste book. The entries as they are copied are classified into debits and 
credits, so as to facilitate their being correctly posted, afterwards in the ledger.  – Professor Carter
l Advantages of Journal :
ll Possibility of omission reduced.
ll Locating a transaction is easy.
ll Helps in Ledger posting.
ll Narration after each entry gives the details of the transaction.
ll Allows cross-checking of data if the Trial Balance doesn’t tally.
ll Classification of all transactions become easy.

l Format of Journal :
     Journal 

Date Particulars Ledger Folio (L.F.) Amount (`) Dr. Amount (`) Cr.

l Compound Journal Entry : One entry is passed to record the transaction relating to one particular account.
  For example; Ram bought goods worth ` 50,000 from Rahim and paid 50% in cash. In such a case instead of 

passing two  separate entries, it can be shown as a compound entry.

Date Particulars L.F. Amount (`) Dr. Amount (`) Cr.

Purchases A/c Dr.
 To Cash A/c
 To Rahim
(Being goods purchased from Rahim and 50% paid)

50,000
25,000
25,000

ll Opening entry is passed using Compound Journal Entry.

Key World

  Journal : The book of systematic record of day to day transactions.
l Ledger Folio : It records the page or folio number of the ledger where the journal posting has been made.
l Goods : Things bought for resale.
l Discount : The amount reduced normally as a percentage of the total amount while buying or selling a good.
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Topic-3 Accounting for Goods & Services Tax

Revision Notes

  Meaning of GST : Goods and Services Tax (GST) is the unified indirect tax levied on the supply of goods and 
services produced in a country following the principle of ‘One Nation one Tax’.

Excise
Duty

Octroi
and

Entry tax

Purchase
Tax

Custom
Duty

GOODS AND

SERVICE TAX

Taxes on
Lotteries

Service Tax
Luxury

Tax

Value
Added

Tax
Central

Sales Tax

Entertainment
Tax

l Types of GST :
ll Central GST (CGST)
ll State GST (SGST) or Union Territory GST (UTGST)
ll Integrated GST (IGST)

l Accounting Procedure :
ll In case of Intra State
ln For Purchase of Goods :

  Purchases A/c  Dr.
  Input CGST A/c  Dr.
  Input SGST A/c  Dr.
    To Bank/Creditor's A/c 
  (Being Goods purchased) 

ln For Sale of Goods
  Bank/Debtor's A/c  Dr.
           To Sales A/c 
    To Output CGST A/c 
    To Output SGST A/c 
  (Being Goods sold) 

ln For Purchase Returns :
  Creditor's A/c  Dr.
    To Purchase Returns A/c 
    To Input CGST A/c 
    To Input SGST A/c 
  (Being Purchases Returns) 

ln For Sales returns :
  Sales Returns A/c  Dr.
  Output CGST A/c  Dr.
  Output SGST A/c  Dr.
  To Debtor's A/c 
  (Being Sales returns) 

ln For Purchase of Fixed Assets :
  Fixed Assets A/c  Dr.
  Input CGST A/c  Dr.
  Input SGST A/c  Dr.
    To Bank A/c 
  (Being Purchase of Fixed Assets) 
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ln For Expenses :
  Expenses A/c   Dr.
  Input CGST A/c  Dr.
  Input SGST A/c  Dr.
    To Bank A/c 
  (Being Expenses incurred) 

ln For Income :
  Bank A/c   Dr.
    To Income A/c 
    To Output CGST A/c 
    To Output SGST A/c 
  (Being Income received) 

ln For goods withdrawn by the Proprietor for personal use :
  Drawings A/c  Dr.
    To Purchases A/c 
    To Input CGST A/c 
    To Input SGST A/c 
  (Being Goods taken for personal use) 

ln For goods given as free samples, loss of goods by fire or goods stolen :
  Advertisement A/c  Dr.
  Loss by Fire A/c   Dr.
  Loss by Theft A/c  Dr.
    To Purchases A/c 
    To Input CGST A/c 
    To Input SGST A/c 
  (Being Goods distributed as free samples, goods stolen, 
  and goods destroyed by fire)

ln For Payment of GST
  Output CGST A/c  Dr.
  Output SGST A/c  Dr.
    To Bank A/c 
  (Being Balance amount of output GST deposited with the government) 

ll In case on Inter State
ln For Purchase of Goods :

  Purchases A/c  Dr.
  Input IGST A/c  Dr.
    To Bank/Creditor's A/c  

ln For Sale of Goods :
  Bank/Debtor's A/c  Dr.
    To Sales A/c              
    To Output IGST A/c  

ln For Purchase of Assets :
  Asset A/c  Dr.
  Input IGST A/c  Dr.
    To Bank A/c   

ln For Expenses incurred Outside the state:
  Expenses A/c  Dr.
  Input IGST A/c  Dr.
    To Bank A/c

ln For Income earned from outside the state :
  Bank A/c  Dr.
    To Income A/c
    To Output IGST A/c
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Key World

  GST : The combined indirect tax levied.
l CGST : The central government’s share in GST.
l SGST : GST levied within the state.
l UTGST : GST levied within the union territory.
l IGST : GST levied on interstate transactions.

Topic-4 Cash Book 

Revision Notes

  Sub-Division of Journal :
ll Cash Transactions : Recorded in Cash Book.
ll Credit or Non-Cash Transactions : Recorded in Purchases Book, Sales Book, Purchases Returns Book, Sales 
Returns Book, Bills Receivable Book, Bills Payable Book and Journal Proper.

l Meaning of Cash Book : Cash book is the subsidiary book that records all the cash transactions of the business in 
a systematic and simplified manner.
l Types of Cash Book :
ll Single Column Cash Book :

  It records only the cash transactions and records the receipts in the left-hand debit side and payments in the 
right-hand credit side.

 Dr. Cash Book Cr.

Date Particulars
V.

No.
L.
F.

Amount
(`)

Date Particulars
V.

No.
L.
F.

Amount
(`)

To By

ll Double Column Cash Book :
ln Cash and Discount Column :

 Dr. Cash Book Cr.

Date Particulars V.
No.

L.
F.

Discount 
Allowed

(`)

Cash
(`)

Date Particulars
V.

No.
L.
F.

Discount 
Received

(`)

Cash
(`)

To By

ln Bank and Discount Column :
 Dr. Cash Book Cr.

Date Particulars
V.

No.
L.
F.

Discount 
Allowed

(`)

Bank
(`)

Date Particulars
V.

No.
L.
F.

Discount 
Received

(`)

Bank
(`)

To By

ln Cash and Bank Column :
 Dr. Cash Book Cr.

Date Particulars
V.

No.
L.
F.

Cash
(`)

Bank
(`)

Date Particulars
V.

No.
L.
F.

Cash
(`)

Bank
(`)

To By

ll Triple Column Cash Book :
 It records all the transactions of cash, bank and discount allowed or received.
 Dr. Cash Book Cr.

Date Particulars
V.

No.
L.
F.

Discount 
Allowed

(`)

Cash
(`)

Bank
(`)

Date Particulars
V.

No.
L.
F.

Discount 
Received

(`)

Cash
(`)

Bank
(`)

To By
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ll Petty Cash Book :
 It records all the cash transactions which are small and repetitive in nature.

Petty Cash Book

Dr .  Cr. Analysis of Payments

Amount
Received

(`)

Cash
Book
Folio

Date Particulars
V.

No.

Total
Payment

(`)

Postage & 
Courier

(`)

Wages
(`)

Conveyance 
(`)

Cartage
(`)

Stationery
(`)

Misc.
(`)

l Contra Entries : The transactions in the double column and triple column cash books which have dual effect on 
the two columns (cash and bank), that is debiting one and crediting the another. For example, depositing cash into 
bank, withdrawing cash from bank for office use.
l Analytical Petty Cash Book : The petty cash book containing the details of all the petty transactions in separate 

column. It ensures the analysis of the petty cash transactions in a classified manner.
l Imprest System : The system in which a fixed amount is given to the petty cashier at the beginning of a period.
ll Advantages of Imprest System :
ln As a small amount is given, misappropriation of funds is not possible.
ln It enables to control the petty cash system.
ln The chances of misuse of cash by the petty cashier is reduced.
ln It reduces the liability of the cashier.

Topic-5 Special Purpose Subsidiary Books

Revision Notes

  Purchases Book : This book records only credit purchases of stock, that is, the goods bought for resale.
ll Transactions not recorded in Purchases Book :
ln Cash Purchases
ln Purchase of assets

ll Format of a Purchases Book :
Purchases Book

Date
Particulars (Name of Suppliers)

(Accounts to be credited)
Invoice

No
L.F. Details 

Purchases
(`)

Total
Amt.

(`)

l Sales Book : This book records only credit sales of stock.
ll Transactions not recorded :
ln Cash Sales
ln Sale of Assets

ll Format of a Sales Book :
Sales Book

Date
Particulars (Name of Customers)

(Accounts to be debited)
Invoice

No
L.F. Details 

Sales
(`)

Total
Amt.

(`)

l Purchase Returns Book : The book is used to record the return of such goods as were purchased on credit basis.
ll Reasons for Returns :
ln Not according to sample or of inferior quality
ln Defective or damaged goods
ln Not matching with the agreed price
ln Late delivery
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ll Format of Purchases Returns Book :
Purchases Returns Book

Date
Particulars (Name of Suppliers)

(Accounts to be debited)

Invoice
No L.F. Details 

Purchase
Return

(`)

Total
Amt.

(`)

l Sales Returns Book : This book is used to record the return of such goods as were sold to the customers on credit 
basis.
ll Format of Sales Returns Book :

Sales Returns Book

Date
Particulars (Name of Customers)

(Accounts to be credited)
Invoice

No
L.F. Details 

Sales
(`)

Total
Amt.

(`)

l Journal Proper : Book that records all those transactions which do not find place in the above mentioned books 
and cash book.
ll Transactions Recorded in Journal Proper :
ln Opening Entries
ln Closing Entries
ln Transfer Entries
ln Adjustment Entries
ln Rectifying Entries
ln Purchase and sale of assets on credit
ln Writing off entries
ln Abnormal loss of stock
ln Drawings in goods, charity or free samples
ln Receiving, endorsing, dishonour or cancellation of Bills Receivables or Payables.

Key World

  Purchases Account : The ledger account that records all the cash and credit purchases.
l Sales Account : The ledger account that records all the cash and credit sales.
l Opening Entry : The entry passed in the last accounting year to close the accounts.
l Closing Entry : The entry to be passed this accounting year to close the accounts.
l Transfer Entry : The entry of some accounts which are transferred to other accounts.

Topic-6 Ledger

Revision Notes

  Meaning of Ledger : A book containing all accounts of a business enterprise is known as ledger and transferring 
transactions from the books of original entries to their respective ledger accounts is known as posting.
l Definition of Ledger : "The book which contains a classified and permanent record of all the transactions of a business is 

called the Ledger".        – L.C. Cropper
l Proforma of Ledger :

  Dr.  Name of the Account Cr.

Date Particulars J. F.
Amount

(`)
Date Particulars J. F.

Amount
(`)



Oswaal ISC Chapterwise & Topicwise Revision Notes, ACCOUNTS, Class-XI 11

l Classification of Ledger Accounts :
ll Under Traditional Approach :
ln Permanent Accounts : Real and Personal Accounts
ln Temporary Accounts : Nominal Accounts

ll Under Modern Approach :
ln Permanent Accounts : Assets, Liabilities and Capital
ln Temporary Accounts : Revenue and Expenses

l Rule of Posting :
ll All transactions relating to an account is entered at one place.
ll The word "To" is used in debit side and "By" is used in the credit side.
ll Debited accounts appear on the debit side and Credited accounts appear on the credit side.

l Balancing of Ledger Accounts : Balancing of an account is to total both debit and credit sides of an account and 
putting the difference on that side which is shorter.
ll Closing of Personal Accounts :
ln Debit Balance indicates the amount owing from.
ln Credit Balance indicates the amount owing to.

ll Closing of Real Accounts :
ln These accounts always show a debit balance.

ll Closing of Nominal Accounts :
ln The balances are directly transferred to the Trading and Profit & Loss Account.

l Ledger Posting of Cash Book :
ll Single Column :
ln The debit entries are posted to the credit side as By Cash A/c in the respective ledgers.
ln The credit entries are posted to the debit side as To Cash A/c in the respective ledgers.

ll Double Column (Bank Column) :
ln All debit entries are posted to credit side as By Bank A/c and credit entries to the debit as To Bank A/c in 

respective ledgers.
ln The Contra entries are ignored.

ll Triple Column (Discount Column) :
ln Both the discount columns are totalled and transferred to the respective Ledger Accounts, i.e., Discount 

Allowed A/c and Discount Received A/c.
l Ledger Posting of Subsidiary Books :
ll Purchase Book
ln The respective personal accounts of the creditors are credited by Purchases A/c.
ln The total of the Purchases book is posted in the Purchases A/c by ‘Sundries from Purchase Book’.

ll Sales Book
ln The respective personal accounts of the debtors are debited by Sales A/c.
ln The total of the Sales book is posted in the Sales A/c by ‘Sundries from Sales Book’.

ll Purchase Returns/Return Outwards Book :
ln The respective personal accounts of the creditors are debited by Purchase Returns A/c.
ln The total of the Purchase Returns Book is posted in the Purchase Returns A/c by ‘Sundries from Purchase 

Return Book’.
ll Sales Returns/Return Inwards Book :
ln The respective personal accounts of the debtors are debited by Sales Returns A/c.
ln The total of the Sales Returns Book is posted in the Sales Returns A/c by ‘Sundries from Sales Returns Book’.

Key World

  Ledger : The book containing the accounts in the classified way.
l J.F. : Journal Folio is the number that is assigned to the journal entry.
l Balance c/d : The balance of the account carried down from the previous accounting period.
l Balance b/d : The balance of the account pertaining to the present accounting period.
l Trial Balance : The statement of accounts used to see the arithmetic accuracy of the Ledgers.
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Topic-7 Trial Balance

Revision Notes

  Meaning : Trial balance is a statement of debit and credit balances taken out from all ledger accounts including 
cash book to find the arithmetic accuracy of the Ledgers.
l Definition : Trial Balance is the list of debit and credit balances, taken out from ledger. It also includes the balances 

of cash and bank taken from cash book.   – Carter
l Golden Rule : “Accounting equation remains balanced all the time” and “For every business transaction there is 

an equal debit and credit”.
l Objectives and Advantages of Trial Balance :
ll To ascertain arithmetical accuracy.
ll To facilitate detection of errors.
ll To summarise the Ledgers.
ll To facilitate preparation of financial statements.
ll To facilitate auditing.

l Limitations of Trial Balance :
ll Fails to assure that all transactions are recorded.
ll Fails to assure that it is free from all accounting errors.
ll It does not depict assets and liabilities separately.
ll It does not facilitate an analyst to analyse books of accounts.

l Proforma of Trial Balance :

Trial Balance as on ………………

Name of the Accounts L.F. Dr. Cr.

ll Balance Method of preparing Trial Balance : Under this method, debit and credit balances are to be extracted 
from all ledger accounts, including cash book and shown in this schedule.

Key World

  Error : The mistake that occurs in the books of accounts.
l Closing Stock : The value of stock at the end of a financial period.
l Suspense Account : Account opened when the trial balance does not tally.

CHAPTER-3
BANK  

RECONCILIATION STATEMENT

Revision Notes

  Meaning : A Bank Reconciliation Statement is a schedule showing the items of difference between the bank 
statement and bank column of cash book.
l Definition : Bank Reconciliation Statement is a statement prepared mainly to reconcile the difference between 

the ‘Bank Balance’ shown by the Cash Book and Bank Pass book.  – Patil
l Need for Bank Reconciliation Statement :
ll It locates errors or omissions.
ll It assures correctness of accounts.
ll It provides internal check.
ll It helps in prompt debt recovery.
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ll It is helpful in audit.
l Procedure of Preparing Bank Reconciliation Statement :
ll Dr. Balance (Favourable balance) as per Cash Book :

  Bank Reconciliation Statement As On ……………..

Particulars
Plus Items

(`)
Minus Items

(`)

Dr. Balance (favourable balance) as per Cash Book
Add :
1. Cheques issued or drawn but not yet presented for payment
2. Interest allowed by bank not recorded in Cash Book
3. Amount directly deposited by the customers in our bank account
4. Interest and dividends collected by bank on trader’s investments
5. Cheque paid into bank but omitted to be entered in the Cash Book
6. Any wrong credit given by the bank in the Pass Book

×××

×××
×××
×××
×××
×××
×××

Less :
1. Cheques paid into bank for collection but not yet credited by bank
2. Cheque paid into bank for collection but dishonoured by the bank
3. Direct payment made by the bank according to the standing instructions  
 of customers
4. Bank charges and commission charged by bank
5. Cheque issued but omitted to be recorded in the Cash Book
6. Any wrong debit given by bank in the Pass Book

×××
×××

×××
×××
×××
×××

××× ×××

Cr. Balance as per Pass Book ×××

ll Cr. Balance (Overdraft balance) as per Cash Book : In this case, only the balance as per the cash book is in the 
minus column instead of plus column and everything else remains the same.
ll Dr. Balance (Overdraft) as per Pass Book :

 Bank Reconciliation Statement As On ……………..

Particulars
Plus Items

(`)
Minus Items

(`)

Dr. Balance (unfavourable balance) as per Pass Book
Add :
1. Cheques paid into bank for collection but not yet credited by bank
2. Cheque paid into bank for collection but dishonoured by the bank
3. Direct payment made by the bank according to the standing instructions  
 of customers
4. Bank charges and commission charged by bank
5. Cheque issued but omitted to be recorded in the Cash Book
6. Any wrong debit given by bank in the Pass Book
Less :
1. Cheques issued or drawn but not yet presented for payment
2. Interest allowed by bank not recorded in Cash Book
3. Amount directly deposited by the customers in our bank account
4. Interest and dividend collected by bank on trader’s investments
5. Cheque paid into bank but omitted to be entered in the Cash Book
6. Any wrong credit given by the bank in the Pass Book

×××
×××
×××

×××
×××
×××

×××

×××
×××
×××
×××
×××
×××

××× ×××

Overdraft/Cr. Balance as per Cash Book ×××

ll Cr. Balance as per Pass Book :  In this case, only the balance as per the pass book is in the plus column instead 
of minus column and everything else remains the same.

l Preparation of BRS from extracts of Cash Book and Pass Book :
ll Item appearing on the debit and credit side of the Cash Book are compared with the credit and debit side of 
Pass Book respectively and the items which are appearing in both the books will be ticked.
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ll Remaining items on the debit side of the Cash Book indicate the cheques sent to the bank for collection but not 
yet credited by the bank.
ll Remaining items of the credit side of the Cash Book indicate the cheque issued but not yet presented for 
payment.
ll Remaining items on the credit side of Pass Book indicate interest credited by bank, interest and dividends 
collected by bank on our investments, amount directly deposited by customers in our account, etc.
ll Remaining items on the debit side of Pass Book indicate interest on overdraft, bank charges, commission, direct 
payment made by bank under our standing instructions, etc.

 Thereafter, a BRS (Bank Reconciliation Statement) is prepared on the basis of the differences noted above.
l Amended Cash Book : An Amended Cash Book is prepared to find correct bank balance. Under this, the 

transactions are recorded in Pass Book but not recorded in Cash Book. They are entered in the Cash Book and 
corrections are to be made in the Cash Book. Then, the Bank Reconciliation Statement is prepared with the correct 
bank balance as per Amended Cash Book.

Key World
l Pass Book : The statement of the bank account as per the bank records.
l Overdraft : The extra withdrawal from the bank account over the available balance.
l Over casting : The excess amount in either the debit side or the credit side of the cash book as compared to the 

pass book.
l Under casting : The less amount in either the debit side or the credit side of the cash book as compared to the 

pass book.

CHAPTER-4
DEPRECIATION

Revision Notes

  Meaning of Depreciation : Depreciation is the decrease in the value of an asset due to its constant use, as they 
have a definite life span. In other words, it is the process of allocating a cost to the value of fixed asset according 
to its life span.
l Definitions of Depreciation :
ll "Depreciation is the gradual and permanent decrease in the value of an asset from any cause."   – R.N. Carter
ll "Depreciation may be defined as the permanent and continuing diminution in the quality, quantity or the value of an 
asset."   – William Pickles

l Features of Depreciation :
ll It is a decrease in the value of fixed assets.
ll It is permanent.
ll It is a gradual and continuous process.
ll It is a process of allocation of cost to the fixed assets over its life span.
ll Only the book value is decreased.
ll It is used only for tangible fixed assets.
ll It is a non-cash expense.

l Causes of Depreciation :
ll Normal physical wear and tear
ll Expiry of time
ll Expiry of legal rights
ll Obsolescence
ll Accidents
ll Depletion
ll Fall in market price

l Objectives of Depreciation :
ll To show true income
ll To show true financial position
ll To have funds for the replacement of assets
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ll To ascertain true cost of production
ll To prevent the distribution of profit out of capital
ll To avoid Income Tax payment

l Methods of Charging Depreciation :
ll Fixed Instalment or Straight Line Method
ll Diminishing Balance or Written Down Value Method
ll Annuity Method
ll Depreciation Fund Method
ll Insurance Policy Method
ll Revaluation Method
ll Depletion Method
ll Machine Hour Rate Method

l Fixed Instalment or Straight Line Method : Under this method, the amount of depreciation remains the same 
over the estimated useful life of the asset. It is calculated by subtracting the scrap value from the original cost and 
then dividing it by the estimated life of the asset. It is also called Original Cost Method.

Depreciation = Original Cost of Asset Estimated Scrap Value
Estimated Lif

−
ee of the Asset

ll Merits :
ln It is simple to calculate depreciation.
ln It ensures that the burden of depreciation is equal every year.
ln Assets can be fully written off.
ln Availability of information of original cost and up-to-date depreciation.

ll Demerits :
ln As the depreciation on each machine is to be calculated separately, it makes it complicated.
ln It leads to an unequal charge against income as repairs keep on increasing.
ln There is undue pressure on later years.
ln The method completely ignores interest factor.
ln It is unrealistic.
ln It is difficult to estimate the scrap value when the asset is purchased.

l Diminishing Balance or Written Down Value Method : Under this method, the amount of depreciation declines 
as the book value of the asset reduces every year and the depreciation is charged at a fixed rate.
ll Merits :
ln It is easy to calculate even if new assets are purchased.
ln It allows equal charge against income.
ln There is no undue pressure in later years.
ln Balance of asset is never written off to zero.
ln Income Tax authorities approve this method.

ll Demerits :
ln Assets cannot be completely written off.
ln The interest factor is omitted.
ln As the rate of depreciation is not determined easily, it leads to over valuation of depreciation.
ln Unlike straight line method, it is not possible to know the original cost and up-to-date depreciation.

l Methods of Recording Depreciation : There are two methods by which depreciation can be recorded in the 
books of accounts :
ll Charging depreciation to Asset Account : Under this method :
ln Depreciation is directly credited to Asset A/c.
ln No Provision for Depreciation A/c is created.
ln Assets appear at the written down value.

ll Creating Provision for Depreciation Account : Under this method :
ln Depreciation is credited to the Provision for Depreciation A/c.
ln Assets appear at the original cost in the ledger.
ln When the asset is sold, the accumulated depreciation is transferred to Asset A/c with the help of the 

following entry :
     Provision for Depreciation A/c or Accumulated Depreciation A/c Dr.
                   To Asset A/c 

ln The balance of the Provision for Depreciation A/c indicates the accumulated depreciation on the assets.

Key World
l Repairs : The expense incurred to maintain the old asset.
l Overhauling : Examining the machinery for any damage.
l Obsolete : A machinery becomes obsolete when a new technology comes in.
l Scrap Value : The value that we get when an old machinery is sold.
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CHAPTER-5
BILLS OF EXCHANGE

Revision Notes

  Meaning : A bill of exchange is an instrument in writing containing an unconditional order, signed by the maker, 
directing a certain person to pay a certain sum of money only to, or to the order of, a certain person, or to the 
bearer of the instrument.

Specimen of a Bill of Exchange

Chandni Chowk,
Delhi-6

31 January, 2019
` 5,000
 Three months after date pay to me or order, the sum of 
Rupees Five Thousand only for value received.
To,
Shri V.K. Jain
Model Town,
Delhi-9 Subhash Gupta

Stamp

l Features :

ll It should be in writing.

ll It is an order to make payment.

ll It is an unconditional order to make payment.

ll It should contain a certain amount to be paid.

ll It should contain a date for the payment.

ll The amount must be payable either to a certain person or to his order or the bearer of the bill of exchange.

ll It should be paid either on the expiry of a fixed period of time or on demand.

ll It must be signed by the maker.

ll It must be signed by the acceptor.

ll It must be appropriately stamped.
l Parties to a Bill of Exchange :
ll Drawer : She/He is the person or party who draws the bill. She/He is the seller or creditor and has to receive 
the money from another person.
ll Drawee : She/He is the person or party on whom the bill is drawn. She/He is the debtor who has to pay the 
amount to the drawer.
ll Payee : She/He is the person or party to whom the bill is made payable. She/He is mostly the drawer until she/
he endorses the bill on another person who has been mentioned for payment in the bill.

l Advantages of Bills of Exchange :
ll It serves as an evidence of debt.
ll It is valid in the eyes of law and is legally binding.
ll The holder of the bill can discount it before the due date.
ll A bill of exchange can be endorsed easily from one person to another.
ll The hassles of reminding the debtor is done away with.
ll As the date of payment is known, the seller can plan the cash operations.
ll It performs the functions of money, as it can be circulated.
ll It helps the drawee to get some time for payment.

l Promissory Note : It is the note written by the debtor himself/herself and signed and given to the seller as a 
promise to pay. According to the Indian Negotiable Instrument Act, “A Promissory Note is an instrument in 
writing (not being a bank note or a currency note) containing an unconditional undertaking signed by the maker 
to pay a certain sum of money to, or to the order of, a certain person.” 
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2016, Maika Ganj,
Delhi-110 007
5th May, 2012

` 10,000.00
Three months after date, we promise to pay M/s Lakhmi Chand & 
Sons or their order a sum of Rupees Ten Thousand Only, for value 
received.

To,  For M/s Aggarwal Stores
M/s Lakhmi Chand & Sons, (Signed) Nakul Gupta
126, Chandni Chowk, (Nakul Gupta)
Delhi-11006 Partner

Stamp

SPECIMEN OF A PROMISSORY NOTE
ll Features :
ln It has to be in writing not oral.
ln It has to be a promise to pay.
ln The promise must be unconditional.
ln The amount must be specified.
ln It has to be signed by the maker.
ln It must mention the name of the payee.
ln It cannot be made payable to the bearer.
ln It needs to be stamped accordingly.

ll Parties to a Promissory Note :
ln Maker : The person who writes a promissory note and signs it.
ln Payee : The person who will get the payment.

l Date of Maturity : The date on which the bill is due for the payment is termed as ‘Due Date’ or ‘Date of Maturity’.
ll It is the date on which the duration of the bill ends.
ll The three days added to the days of the period of bill are called ‘Days of Grace’.
ll If the due date is in the month which has no corresponding date, it will be the last day of the month.
ll Bill at Sight : In such bill, the date of payment is not written and so it becomes payable on the date of presenting 
it.
ll Bill after Date : Such bills are payable at a fixed date which begins once the bill is drawn.
ll Bill after Sight : Such bills are payable after a fixed date after the bill is accepted.

l Negotiation of a Bill : When the bill is transferred to another person giving him/her the title of the bill and a right 
to get the amount from the concerned parties, it is called negotiation of the bill.
ll Modes of Negotiation :
ln Negotiation by delivery : In case of bill payable to bearer, negotiation is done by delivery.
ln Negotiation by endorsement and delivery : In case of bill payable to a specific person, negotiation is done 

by endorsement and delivery.
ll Endorsement of a Bill : When the bill is negotiated by signing the bill.
ln The holder’s sign needs to be at the back of the bill.
ln The endorser is the person who transfers the bill by signing it.
ln The endorsee is the person to whom the bill is transferred.

l Dishonour of the Bill : The bill of exchange is said to be dishonoured when the drawee becomes insolvent or 
refuses to pay the amount of the bill.
ll In such a case the holder can recover the amount from any of the endorsers.
ll The holder needs to give a notice of dishonour to the drawer and each prior endorser.
ll If the holder fails to do so, she/he loses the claim.
ll Noting : The act of noting down the reason for dishonour by the Notary Public after she/he has presented the 
bill and the acceptor has refused to pay.
ll Noting Charges : The fee charged by the Notary Public for the services rendered by him/her. This charge, 
though borne by the holder is ultimately paid by the acceptor.

l Renewal of the Bill : It is an agreement between the holder and the acceptor of the bill to pay the bill on a new 
date for which a new bill is drawn either in full amount or as the case may be.
ll In such cases, the drawer charges interest.
ll The entries are the same as in case of dishonour first and then the entry will be of the new bill.
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l Accounting Treatment :
ll When the bill is retained by the drawer in his possession till the date of maturity.

Transaction
Journal Entries in the books of

Drawer Drawee (Acceptor)

(i) When Drawer sold goods 
to Drawee

Drawee Dr.
           To Sales A/c
(Being goods sold on credit)

Purchases A/c Dr.
             To Drawer
(Being goods purchased on credit)

(ii) When Drawer received 
a bill duly accepted by 
Drawee

Bills Receivable A/c Dr.
           To Drawee
(Being acceptance received)

Drawer Dr.
             To Bills Payable A/c
(Being acceptance given)

(iii) When the bill is retained 
by the drawer till the date 
of maturity and the drawee 
pays the amount of bill on 
maturity

Bank A/c Dr.
           To Bills Receivable A/c
(Being amount of bill received on 
maturity)

Bills Payable A/c Dr.
           To Bank A/c
(Being amount of bill paid on 
maturity)

ll When the bill is discounted with the bank

Transaction
Journal Entries in the books of

Drawer Drawee (Acceptor)

(i) When Drawer discounts 
the bill from the Bank

Bank A/c Dr.
Discounting Charges A/c  Dr.
          To Bills Receivable A/c
(Being bill discounted)

No Entry

(ii) When Drawee pays the 
amount of the bill on the 
due date

NO ENTRY
Bills Payable A/c Dr.
         To Bank/Cash A/c
(Being amount paid)

ll Negotiation/Endorsement of a Bill

Transaction
Journal Entries in the books of

Drawer (Endorser) Drawee (Acceptor) Endorsee

(i) If the Drawer 
endorsed a bill 
in favour of 
endorsee

Endorsee Dr.
      To Bills Receivable A/c
(Being bill receivable 
endorsed to endorsee)

NO ENTRY

Bills Receivable A/c Dr.
       To Endorser 
(Being bill receivable 
received)

(ii) When Drawee 
pays the amount 
of the bill on the 
due date

NO ENTRY

Bills Payable A/c Dr.
         To Cash/Bank A/c
(Being amount paid on 
due date)

Cash/Bank A/c Dr.
   To Bills Receivable A/c
(Being amount received)

ll When the bill is sent to the Bank for Collection 

Transaction
Journal Entries in the books of

Drawer Drawee (Acceptor)

(i) When bill is sent for 
collection 

Bill Sent for Collection A/c Dr.
          To Bills Receivable A/c
(Being bill sent to bank for 
collection)

NO ENTRY

(ii) When the intimation of 
actual realisation of the bill 
is received

Bank A/c Dr.
           To Bill Sent for Collection A/c
(Being amount of bill collected by 
the bank)

NO ENTRY
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ll  Retiring of a Bill under Rebate 

Transaction
Journal Entries in the books of

Drawer Drawee (Acceptor)

When Drawee retires the bill 
before the due date

Bank A/c Dr.
Rebate on Bill A/c Dr.
           To Bills Receivable A/c
(Being amount received before due 
date and rebate allowed)

Bills Payable A/c Dr.
          To Bank A/c
          To Rebate on Bill A/c
(Being amount of bill paid before the 
due date and rebate received)

ll  When the dishonoured bill is held by the drawer until the date of maturity

Transaction
Journal Entries in the books of

Drawer Drawee (Acceptor)

(i) When the Drawee/Acceptor 
of the bill dishonours the 
bill on due date

Drawee Dr.
         To Bills Receivable A/c
(Being bill dishonoured or 
cancelled)

Bills Payable A/c Dr.
       To Drawer
(Being bill dishonoured or 
cancelled)

(ii) When Drawer pays the 
noting charges

Drawee Dr.
         To Cash A/c
(Being noting charges paid on 
Drawee’s behalf)

Noting Charges A/c Dr.
       To Drawer
(Being noting charges payable to 
Drawer)

(iii) The two entries can 
be merged with the 
compound entry

Drawee Dr.
    To Bills Receivable A/c
    To Cash A/c
(Being bill dishonoured and noting 
charges paid)

Bills Payable A/c Dr.
Noting Charges A/c        Dr.
        To Drawer
(Being bill dishonoured and noting 
charges paid)

ll When dishonoured bill is Renewed

Transaction
Journal Entries in the books of

Drawer Drawee (Acceptor)

(i) Cancellation of the Bill Drawee Dr.
         To Bills Receivable A/c
(Being bill cancelled)

Bills Payable A/c Dr.
       To Drawer
(Being bill cancelled)

(ii) When Drawee pays the 
interest charges

Cash A/c Dr.
         To Interest A/c
(Being interest received)

Interest A/c Dr.
       To Cash A/c
(Being interest paid)

(iii) When the interest charges 
are not paid in cash

Drawee Dr.
    To Interest A/c
(Being interest receivable)

Interest A/c Dr.
         To Drawer
(Being interest payable)

(iv) When new bill is received Bills Receivable A/c Dr.
         To Drawee
(Being new acceptance received)

Drawer Dr.
         To Bills Payable A/c
(Being new acceptance given)

ll When the bill discounted with bank is dishonoured 

Journal Entries in the books of

Drawer Drawee (Acceptor)

Drawee  (Amount of Bill + Noting charges)  Dr.
            To Bank A/c
(Being bill dishonoured and noting charges paid)

Bills Payable A/c Dr.
Noting Charges A/c Dr.
          To Drawer
(Being bill dishonoured and noting charges payable)
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ll When the bill is endorsed to a third party is dishonoured 

Journal Entries in the books of

Drawer (Endorser) Drawee (Acceptor) Endorsee

(i) Drawee                                               Dr.
(Amount of Bill + Noting Charges)
             To Endorsee
(Being bill dishonoured and the 
amount of bill paid to endorsee 
and noting charges receivable from 
drawee)

Bills Payable A/c Dr.
Noting charges A/c Dr.
           To Drawer
(Being bill dishonoured and 
noting charges payable to drawer)

Endorser                                     Dr.
      To Bills Payable A/c
       To Cash A/c
(Being bill dishonoured and 
noting charges paid in cash)

(ii)

NO ENTRY

Bills Payable A/c Dr.
         To Bank A/c
(Being amount paid on the due 
date)

Bank A/c                                    Dr.
   To Bills Receivable A/c
(Being amount received)

ll Insolvency of the Acceptor 

Transaction
Journal Entries in the books of

Drawer Drawee (Acceptor)

When part payment is made Bank A/c Dr.
Bad Debts A/c Dr.
           To Drawee
(Being amount received in full 
settlement)

Drawer Dr.
          To Bank A/c
          To Deficiency A/c
(Being amount of bill paid in full 
settlement)

Key World
l Term of the Bill : The period between the date of drawing and the due date.
l Honour of the Bill : When the bill is paid on the due date.
l Retirement of the Bill : When the bill is paid before the due date.
l Acceptance of the Bill : When the drawee signs the bill, indicating his acceptance of liability to pay on the due 

date.
l Noting charges : The fee charged by the Notary Public in case of dishonour of bill.

CHAPTER-6
ACCOUNTING STANDARDS AND CONCEPTS

Topic-1 GAAP and Basis of Accounting

Revision Notes

  Accounting Principles : Principles of Accounting are generally accepted laws or rules adopted or proposed as a 
guide to action, a settled ground or basis of conduct or practice.
ll These rules are called Generally Accepted Accounting Principles (GAAP)
ll They are accepted worldwide. 

l Characteristics of Accounting Principles :
ll They are uniform set of rules.
ll They are derived from experience.
ll They are not static.
ll It needs to satisfy relevance, objectivity and feasibility.

l Need of Accounting Principles :
ll To make the accounting information meaningful to both internal and external users.
ll To bring uniformity and consistency in accounting process.
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l Types of Accounting Principles : The principles based on assumptions, conventions, concepts, doctrines, 
postulates, etc. can be categorised into :
ll Accounting Concepts or Assumptions : The concepts on the basis of which the financial statements are 
prepared and are agreed upon by the accountants, acting as a foundation for accounting are accounting 
concepts. As per Accounting Standard-1 (AS-1), there are three fundamental concepts :
ln Going Concern Concept
ln Consistency Concept
ln Accrual Concept

ll Other Concepts
ln Business Entity Concept
ln Money Measurement Concept
ln Accounting Period Concept
ln Cost Concept or Historical Cost Concept
ln Matching Concept
ln Dual Aspect Concept
ln Objectivity Concept
ln Revenue Recognition Concept

ll Accounting Conventions : Accounting Conventions are the customs or general practices accepted by 
agreement or consent.
ln Convention of Full Disclosure
ln Convention of Materiality
ln Convention of Conservatism or Prudence

l Going Concern Concept : It assumes that the enterprise has neither any intention nor any necessity to close the 
business and will last for a long time.
ll It enables the firms to enter into long-term contracts.
ll It enables for the charge or depreciation on assets which have fixed life.
ll Due to this concept, prepaid expenses are treated as assets.
ll It helps in the classification of assets and liabilities.

l Consistency Concept : According to this concept, the accounting principles and methods should be consistent. It 
should not vary every year.
ll It enables to compare the financial stability of the business.
ll They need to be consistence in valuation of stock, depreciation and provisions, to enable better decision 
making by the management.
ll It doesn’t mean that the accounting methods should not be changed, but the nature, effect and the reason for 
change should be stated.

l Accrual Concept : According to this concept, the revenue and expenses are recorded at the time when they are 
made, not depending on whether the cash is received or paid or not.
ll Such revenues and payments need not be specifically mentioned.
ll It helps in ascertaining true profit or loss.

l Business (Separate) Entity Concept : The business is treated as an entity which is separate and distinct from its 
owners and other users.
ll Capital is treated as the amount that needs to be paid back to the owner(s).
ll Interest on Capital is treated as expense and Interest on Drawings is treated as revenue.
ll If this concept is absent, the true financial position of the business cannot be known.

l Money Measurement Concept : As per this concept, only those transactions are recorded in the books of accounts 
which can be expressed in monetary terms.
ll This enables to make accounting information relevant, simple, homogenous and understandable.
ll The worth of the business can be measured in a single term, i.e., money.
ll Non-monetary events are not recorded even if they are important for the business.

l Accounting Period (Periodic) Concept : As per this concept, the long life of business is divided into justifiable 
accounting periods so as to help the businessman to know the results of his investments during such periods. 
ll This period is known as Accounting Period and it may be either a calendar year or a fiscal year of the Government.
ll It helps the business to know its financial position at the end of every period.

l Historical Cost Concept : As per this concept, all assets except inventory and investment, are recorded in the 
books of accounts at their original cost.
ll The subsequent increase or decrease in value will not be shown in the records except the depreciation of the 
assets.
ll Justifications :
ln As it is from the actual transaction, it can be verified easily.
ln The going concern concept assumes that the business lasts for a long period.
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ln The market value varies a lot.
ln Valuation of each expert may be different.

ll Drawbacks :
ln The profits of the firm will be distorted due to inflation.
ln Information based on historical cost may not be useful to management, creditors, investors and other users.

l Matching Concept : According to this concept, it is necessary to charge all the expenses incurred to earn revenue 
during the accounting period against that revenue in order to ascertain the net income or trading results in 
business.
ll The expenses pertaining to a revenue, recorded in the Profit and Loss Account, whether paid or not needs to 
be recorded as well.
ll The expense pertaining to next year should be recorded under the asset side of the Balance Sheet.
ll The cost of goods unsold and the relating expenses are carried forward to next year.
ll Income receivables must be added, and advance incomes need to be deducted.

l Dual Aspect Concept : According to the Dual Aspect Concept, every accounting transaction impacts at least two 
accounts. 
ll It is underlying principle for Double Entry System.
ll Assets are always equal to the sum of Liabilities and Capital.
ll Every transaction will effect at least one credit account and one debit account.

l Revenue Recognition Concept : It determines the time and period in which revenue is realised. Revenue is 
deemed to be realized when the ownership of goods is transferred from the seller to the buyer.
ll It is not related with receipt of cash.
ll Revenue in case of incomes such as rent, interest, commission, etc. is recognized on a time basis.

l Objectivity Concept : Each transaction recorded in books should be supported by verifiable documents and 
vouchers as they provide the objective basis for verifying the transaction.
ll Objectivity cannot be adhered when assets are recorded on market value.
ll Transactions should be recorded in objective manner that should be free from biasness.

l Convention of Full Disclosure : This convention implies that the financial statements should disclose all the 
information which is required by the proprietor and other users to assess the final accounts of the business unit.
ll The items that are not recorded in accounting statements are recorded in balance sheet as footnotes, like :
ln Contingent liabilities
ln Change in the method of depreciation, valuation of stock or provisions
ln Market value of investment

ll It does not mean leaking out business secrets.
l Convention of Materiality : It emphasizes that only those transactions should be recorded in the books which 

are material in nature or relevant for the determination of income of the business. All non-material facts should 
be ignored.
l According to American Accounting Association, “An item should be regarded as material if there is reason to 

believe that knowledge of it would influence decision of informed investor.”
ll Materiality depends on the nature and type of the entity or transaction or account affected.

l Convention of Conservatism or Prudence : It requires that profits in anticipation should not be recorded but 
losses in anticipation should immediately be recorded even if there is a very remote possibility of occurrence of 
such losses.
ll Application :
ln Provisions are made for liabilities.
ln Valuation of closing stock at cost price or market price, whichever is less.
ln Insurance policy is shown at surrender value.

ll Effects :
ln Lower profit shown in Profit and Loss Account.
ln The assets will be understated, and liabilities will be overstated in the Balance Sheet.

l Basis of Accounting : On the basis of recognition of revenue and costs, three broad approaches of accounting 
have emerged.
ll Cash Basis : Under this basis, revenue is recorded in the books of accounts only when cash is actually received, 
and expenses are assigned to that period in which cash is actually paid by the business.
ln Advantages :

	 • It is simple and realistic.
	 •	 	No	estimation	and	personal	judgement	required.
	 •		Suitable	for	enterprises	having	mainly	cash	transaction.

ln Disadvantages :
 •		The	true	picture	of	profit	and	loss	is	not	shown.
	 •	The	matching	concept	is	not	followed.
	 •	Manipulation	of	profit	is	easy.
	 •	Profits	are	not	consistent	over	the	years.
	 •	Not recognised by Companies Act, 2013.
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ll Accrual Basis : Under this basis, revenue and expenses are recognized in the period in which they occur 
instead of when they are received or paid respectively.
ln Advantages :

 •	The	true	profit	or	loss	is	disclosed.
	 •	The	matching	principle	is	followed.
	 •	Computation	of	profit	is	consistent.
	 •	Companies	Act,	2013	recognises	it.

ll Disadvantages :
 •	It	is	not	as	simple	as	cash	basis	of	accounting.
	 •	Estimation	and	personal	judgement	play	a	bigger	role.

Key World
l Accounting Principles : Set of guidelines followed to prepare accounts.
l Consistency : The same set of principles and valuation methods followed.
l Historical Cost : The cost at which the asset is acquired, or liability is borne.
l Material : The item that hold some importance in a business transaction.
l Conservatism : Playing safe and recording losses and not profit in anticipation.
l Cash Basis Accounting : Only the cash transactions are recorded.
l Accrual Basis Accounting : All the transactions are recorded when they occur.
l Hybrid Basis Accounting : Uses both cash and accrual basis of accounting.

Topic-2 Accounting Standards and IFRS

Revision Notes

  Accounting Standards : Accounting standards are written statements consisting of rules and guidelines, issued 
by the accounting institutions, for the preparation of uniform and consistent financial statements and also for the 
other disclosures affecting the different users of accounting information.
l Advantages of Accounting Standards :
ll They make the financial statements more reliable and credible.
ll They make the financial statements consistent and comparable.
ll They are helpful in resolving any conflict related to finances.
ll The chances of fraud and manipulation are reduced to a great extent.
ll The auditors have a base to check the financial statements.

l The Accounting Standards have been issued by The Institute of Chartered Accountants of India (ICAI) :
ll There are 32 Accounting Standards.
ll Section 133 of the Companies Act, 2013 requires that the financial statements need to be on the basis of 
Accounting Standards.
ll Securities and Exchange Board of India (SEBI) makes it mandatory for the listed companies to comply with 
Accounting Standards.
ll Insurance Regulatory and Development Authority (IRDA) notified the insurance companies to comply with 
the Accounting Standards.
ll Section 44 AB of the Income Tax Act requires the accounts to be made as per the Accounting Standards.

l International Financial Reporting Standards (IFRS) : The IFRS are principles based, internally consistent 
and internationally converged set of standards, interpretations and framework adopted by the International 
Accounting Standard Board (IASB).
l Assumptions in IFRS :
ll The life of the entity is indefinite and will continue for a long period.
ll The accrual basis is adopted for accounting.
ll The assets and liabilities are shown at current price.
ll At the end of financial year, value of capital is to be adjusted for inflation.

l Need for IFRS :
ll The funds can be easily raised from the global market.
ll The global investors can easily compare the financial statements of different entities.
ll Transparency is improved.
ll They ensure true and fair value of assets and liabilities.
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ll Having rigid rules enables to make committing fraud difficult.
l Benefits of IFRS :
ll As they unify the worldwide accounting practice, the enterprises operating globally are benefitted.
ll The investors can easily study the financial report.
ll It makes obtaining the funds from abroad way easier.
ll If accounting is only done based on IFRS, it will reduce the cost of account preparation, as two sets of accounts 
are not maintained.

l Procedure for implementation :
ll Adoption : Countries can adopt IFRS as and how they are, without changing anything.
ll Convergence : Adopting the IFRS with modifications to suit the needs. 
ln The ICAI has used convergence and the converged Accounting Standards are called Ind-AS.

Key World
l GAAP : Generally accepted accounting principles are the guide on which accounting standards are based.
l Accounting Standards : Standardised norms for Accounting.
l ICAI : Institute of Chartered Accountants of India, the accounting regulating body.
l IFRS : International Financial Reporting Standards is the worldwide accepted accounting principles. 
l Cash Basis Accounting : Only the cash transactions are recorded.

CHAPTER-7
FINAL ACCOUNTS

Topic-1 Capital and Revenue Expenditure/Income

Revision Notes

  Capital and Revenue Expenditure :

ll Capital Expenditure : The amount incurred for acquiring or improving some assets, which would give benefit 
for more than one accounting year and not kept for resale in the ordinary course of business, is termed as 
Capital Expenditure.

ln Expenditure done to acquire a fixed asset.

ln Expenditure done to install, overhaul or erect a purchased Fixed Asset.

ln Expenditure for improvement or extension of purchased Fixed Asset.

ln Any expense incurred before the asset is used.

ln Expenditure for starting a business, issuing of shares, raising loan, etc.

ln Expenditure to reduce the working expenses.

ll Revenue Expenditure : The amount incurred on maintaining the earning capacity of the business, benefit of 
which is direct and would be in the same accounting year in which such expenditure is incurred.

ln Examples :

	 •	Expenditure for everyday running of business.

	 •	Expenditure	on	repairs	and	maintenance	of	fixed	assets.

	 •	Purchase	of	stock,	raw	material,	worn-out	part	of	fixed	asset.

	 •	Interest	paid,	depreciation	on	assets	and	loss	from	the	sale	of	fixed	asset.

ln Revenue Expenditure treated as Capital Expenditure :
	 •	Wages,	Cartage	and	Freight paid for incurring capital expenditure.
	 •	Brokerage	and	Stamp	Duty	paid for new fixed asset.
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	 •	Raw	Materials	and	Stores	used to make a fixed asset.
	 •	Repairs	on purchase of second-hand asset.
	 •	Legal	charges	on fixed assets.
	 •	Interest	on loan and capital paid during construction period.
	 •	Expenditure on formation and development of business, advertising of new products.
ln Deferred Revenue Expenditure : Sometimes a business enterprise may incur heavy revenue expenditure 

that the benefit of the same would last for number of years. In such case, the whole of such expenditure 
should be spread over the number of accounting years over which the benefit is likely to occur.
Examples :

	 •	Heavy advertisement expenditure.
	 •	Expenditure	on	research	and	development.
	 •	Relocation	of	business.
	 •	Heavy	repairs	on	fixed	assets.

l Capital and Revenue Profits :
ll Capital Profit : Capital profits are the profits that arise due to the sale of fixed assets or shares.

Examples :
ln Profit on the sale of fixed assets.
ln Profit on the sale of shares, debentures and other investment.
ln Premium on the issue of shares.

ll Revenue Profit : Revenue profits are the profits that are earned in the normal functioning of the business.
Examples :
ln Profit on sale of stock.
ln The surplus of revenue over expenditure.

l Capital and Revenue Loss :
ll Capital Loss : It includes losses that do not arise from day to day operations of the business.

Examples :
ln Any loss incurred in fixed asset or sale of fixed assets.
ln Loss on issue or sale of shares and debentures.

ll Revenue Loss : It includes losses that are incurred in the normal course of business.
Examples :
ln Loss due to theft, fire or sale of stock.
ln Bad and doubtful debts.
ln The surplus of expenditure over revenue.

Key World
l Capital Expenditure : Expenditure incurred for future long-term benefits.
l Revenue Expenditure : Expenditure incurred for daily running of business.
l Capital Receipts : Income earned by selling fixed asset or acquiring new capital. 
l Revenue Receipts : Income earned in daily business transactions.

Topic-2 Provisions and Reserves   

Revision Notes

l Meaning of Provisions : Provisions means setting aside a part of the profits for meeting a known future liability, 
the amount of which is not accurately known at the time of finalization of financial statements.
l Features of Provision :
ll It is made for meeting known future liability.
ll The amount of the liability cannot be determined accurately.
ll It is charge against profit reducing the profit.
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l Importance of Provision :
ll It helps in ascertaining the true net profit of the entity.
ll The true financial position can be determined adequately.
ll It helps in providing funds for the liabilities that may occur in future.
ll It helps in the proper allocation of expenses that are incurred over the time.

l Meaning of Reserves : Reserves means an appropriation of profits or other surplus to strengthen the liquid 
resources of the business enterprise and not for meeting any liability, contingency or any commitment of the 
business.
l Features of Reserves :
ll They are retained or undistributed net profit.
ll It is voluntarily done to strengthen the financial position of the firm.
ll It can be used for investing in outside securities.

l Importance of Reserves :
ll It helps in meeting any unforeseen expenses.
ll It strengthens the financial position of the firm.
ll It helps in equal distribution of profit.
ll It helps in providing funds to meet liability. 

l Types of Reserves :
ll Revenue Reserve
ll Capital Reserve
ll General Reserve
ll Specific Reserve
ll Secret Reserve

Key World

l Revenue Reserves : These are created out of profits which have been earned in the normal course of business. 
These are further classified into :
ll General Reserve
ll Specific Reserve

l Capital Reserves : These are the reserves created out of capital profits used to meet the future capital losses or for 
the purposes laid down by the Companies Act.
l General Reserve : These are the amount of profit kept in the business and not distributed to meet any future 

contingency.
l Specific Reserve : These are the amount of profit kept in the business for a specific purpose and used to meet that 

specified purpose only.
l Secret Reserve : The reserve created by showing the assets at a lower figure and liabilities at a higher value, and 

not disclosed in the Balance Sheet, is called Secret Reserve.

Topic-3 Final Accounts (Without Adjustments)

Revision Notes

l Meaning of Financial Statements : Financial Statements are the collective name given to Income Statement and 
Positional Statement of an enterprise which show the operating performance and financial position of a business 
concern in an organized manner.
ll Two basic financial statements are : 
ln Income Statement (Trading and Profit & Loss Account) 
ln Positional Statement (Balance Sheet)
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ll They are also called Final Accounts.
ll They are prepared at the end of the financial period.
ll They are prepared to ascertain the profit or loss and the financial position of the firm.

l Trading Account : The account prepared to calculate the gross profit or loss earned by the business entity through 
purchase and sale of goods.
ll According to J.R. Batliboi, “The Trading Account shows the result of buying and selling of goods. In preparing 
this account, the general establishment charges are ignored and only the transactions in goods are included.”
ll Need and Importance :
ln It gives the information about the gross profit or loss of the business.
ln It helps in the weightage calculation of the direct expenses.
ln Closing Stock can be compared easily.
ln The proprietor can save himself from future loss.

ll Preparation of Trading Account :
ln Items on the Debit Side : Opening Stock, Purchases and Purchases Return, Wages, Carriage Inward, Freight, 

Manufacturing Expenses, Stores Consumed, Dock Charges, and Royalty or any other direct expenses.
ln Items on the Credit Side : Sales, Sales Returns and Closing Stock.

ll Format :
Trading Account

Dr.    for the year ending ………….. Cr.

Particulars
Amount

(`)
Particulars

Amount
(`)

To Opening Stock
To Purchases ×××

  Less : Purchases Returns/Return  
     Outward ×××
To Wages/ Wages & Salaries
To Direct Expenses
To Carriage Inward/Carriage on 
     Purchases

×××

×××
×××
×××

By Sales ×××
      Less : Sales Returns/
      Return Inwards ×××
By Closing Stock
By Gross Loss (if any)
      transferred to Profit & Loss A/c
      (Balancing Figure)

×××
×××

×××

To Gas, Fuel and Power
To Freight and Cartage
To Manufacturing Expenses
To Factory Expenses
     (Factory Rent/Lighting)
To Dock/ Clearing charges
To Royalty
To Gross Profit (if any)
      transferred to Profit & Loss A/c
      (Balancing Figure)

×××
×××
×××
×××

×××
×××
×××

l Profit & Loss Account : The account prepared to know the net profit earned or net loss incurred due to the 
revenue expenses and income earned during the year.
ll According to Prof. Carter, “A Profit & Loss Account is an account into which all gains and losses are collected, 
in order to ascertain the excess of gains over the losses or vice-versa.” 
ll Need and Importance :
ln It gives the information about the net profit or loss.
ln It helps the management to compare the profits over years.
ln It helps to exercise control over expenses.
ln Without preparing Profit & Loss Account, Balance Sheet can’t be prepared.
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ll Format :
Profit & Loss Account

  for the year ending ………….
Dr.  Cr.

Particulars (`) Particulars (`)

To Gross Loss b/d 
    (transferred from Trading Account)
OFFICE EXPENSES :
To Salaries
To Salaries & Wages
To Rent, Rates & Taxes
To Printing & Stationery
To Postage
To Lighting of office
To Insurance Premium
To Telephone Charges
To Legal Charges
To Audit Fees
To Travelling Expenses
To Establishment Expenses
To Trade Expenses
To General Expenses
SELLING AND DISTRIBUTION 
EXPENSES :
To Carriage Outward (on Sales)
To Advertisement
To Commission
To Brokerage
To Bad Debts
To Export Duty
To Packaging Charges
To Delivery Van Expenses
To Stable Expenses

By Gross Profit b/d 
    (transferred from Trading Account)
By Rent (Cr.)
By Discount Received
By Commission Received
By Interest on Dividend
By Dividend on Shares
By Bad Debt Recovered
By Profit on Sale of Assets
By Income from Other Sources
By Miscellaneous Receipts
By Net Loss (if any)
    transferred to Capital A/c

MISCELLANEOUS EXPENSES :
To Discount Allowed
To Repairs
To Depreciation
To Interest (Dr.)
To Bank Charges
To Entertainment Expenses
To Conveyance Expenses
To Donation and Charity
To Loss on Sale of Assets
To Net Profit (if any)
   (transferred to Capital A/c)

ll Operating Profit : The profit earned before incorporating any non-operating expenses like tax, interest, etc., or 
non-operating income. It is also called Earnings before Interest and Taxes (EBIT).
ll Net Profit : The profit earned after incorporating the non-operating expenses or income.

l Balance Sheet : Balance Sheet is the statement prepared to know the exact financial position of the business, 
containing the value of all the assets and liabilities.
ll According to J.R. Batliboi, “A Balance Sheet is a statement prepared with a view to measure the exact financial 
position of a business on a certain fixed date.”
ll Need and Importance of Preparing Balance Sheet :
ln It helps in ascertaining the financial position of a firm.
ln It helps to know the nature and value of the assets and liabilities.
ln The amount of capital owed by the business can be known.
ln It helps to check the solvency of the business.
ln It helps in preparing the opening entries for the following year.
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ll Format :
Balance Sheet 
as at …………..

Liabilities Amount
(`) Assets Amount

(`)

CURRENT LIABILITIES :
Bank Overdraft
Bills Payable
Sundry Creditors
Outstanding Expenses
Unearned Income
NON-CURRENT LIABILITIES :
Long-term Loans

CURRENT ASSETS :
Cash in hand
Cash at Bank
Bills Receivables
Short-term Investment
Sundry Debtors
Closing Stock
Prepaid Expenses

RESERVES
CAPITAL
Add : Net Profit
Less : Drawings
Less : Income Tax
Less : Insurance Premium

Accrued Income
Long-term Investments
NON-CURRENT ASSETS :
Furniture
Loose Tools
Motor Vehicle
Plant and Machinery
Land and Building
Patents and Trademarks
Goodwill

l Marshalling of Assets and Liabilities : Marshalling means the proper order in which the assets and liabilities are 
arranged in the Balance Sheet.
ll In the Order of Liquidity : The assets and liabilities are arranged from the most liquid to the least liquid, that 
is they are arranged from them being easily convertible to least convertible to cash.
ll In the Order of Permanence : The assets and liabilities are arranged from the least liquid to the most liquid. As 
per the Companies Act, Joint Stock Companies have to use this method.

Key World
l Income Statement : Statement showing true and fair view of the operating performance of the enterprise.
l Gross Profit : It is the excess of sales over the cost of goods sold.
l Gross Loss : It is the excess of cost of goods sold over the sales.
l Cost of Goods Sold : It means cost directly related to manufacturing goods.
l Direct Expenses : Expenses directly attributable to the purchase of goods in the saleable condition.
l Profit & Loss Account : It is prepared to determine the net profit for an accounting year.
l Balance Sheet : It is a statement depicting the exact financial position of the enterprise.
l Fixed Assets : Purchased for the purpose of operating the business and not for resale.
l Current Assets : Assets kept for short-term and are required for daily business operations.
l Long-term liabilities : These are payable after a long period.
l Current Liabilities : These are to be met in near future.

Topic-4 Final Accounts (with Adjustments)   

Revision Notes

l Need for Adjustments : Adjustments are required to be passed for the following :
ll To show true income
ll To show assets and liabilities at their actual values
ll To record omissions
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ll To record all outstanding and prepaid expenses
ll To record all accrued and advance incomes
ll To create reserves and provisions

l Some Important Adjustment Entries :
ll Closing Stock : If the closing stock is shown outside the Trial balance it will be shown :
ln  On the credit side of Trading Account.
ln  On the Assets side of the Balance Sheet.
ln  Adjustment Entry :

  Closing Stock A/c Dr.
              To Trading A/c 
  (Being closing stock transferred to Trading A/c)
ll Outstanding Expenses : It will be :
ln Added to the concerned expenses in Trading or Profit & Loss A/c.
ln Shown on the Liabilities side of Balance Sheet. 
ln Adjustment Entry :

  Expenses A/c Dr.
              To Outstanding Expense A/c 
  (Being outstanding expense recorded)
ll Prepaid Expenses : It will be :
ln Subtracted from concerned expenses in Trading or Profit & Loss A/c.
ln Shown on the Assets side of Balance Sheet.

  Prepaid Expense A/c Dr.
              To Expense A/c 
  (Being prepaid expense recorded)
ll Depreciation : If not shown in the Trial Balance, it will be shown :
ln On the debit side of the Profit & Loss A/c.
ln Subtracted from the respective Asset in Balance Sheet.
ln Adjustment Entry :

  Depreciation A/c Dr.
              To Machinery/Furniture A/c 
  (Being depreciation charged)
ll Accrued Income : If not shown in the Trial Balance, it will be shown :
ln On the credit side of Profit & Loss A/c.
ln Assets side of the Balance Sheet.
ln Adjustment Entry :

  Accrued Income A/c Dr.
             To Income A/c 
  (Being income receivable)
ll Income Received in Advance : It will be :
ln Subtracted from the respective income in Profit & Loss A/c.
ln Shown on the liabilities side of the Balance Sheet.
ln Adjustment Entry :

  Income A/c Dr.
             To Advance Income A/c 
  (Being income received in advance)
ll Bad Debts : It will be :
ln Shown in the debit side of the Profit & Loss A/c.
ln Subtracted from Debtors in the assets side of Balance Sheet.
ln Adjustment Entry :

  Bad Debts A/c Dr.
              To Sundry Debtors A/c 
  (Being further bad debts written off)
ll Provision for Bad and Doubtful Debts : It will be :
ln Shown in the debit side of the Profit & Loss A/c
ln Subtracted from Debtors in the assets side of Balance Sheet.
ln Adjustment Entry :

  Profit & Loss A/c Dr.
              To Provision for Bad and Doubtful Debt A/c
  (Being creation of provision of bad and doubtful debt)
ll Provision for Discount on Debtors :
ln Shown on the debit side of the Profit & Loss A/c.
ln Subtracted from Debtors on the assets side of Balance Sheet.
ln Adjustment Entry :

  Profit & Loss A/c Dr.
              To Provision for Discount on Debtors A/c
  (Being provision for discount created)
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ll Abnormal Loss :
ln Adjustment Entry for Loss of Good :

  Loss by Accident A/c Dr.
              To Purchases A/c 
  (Being goods lost in accident) 
  Insurance Claim A/c Dr.
 Profit & Loss A/c Dr.
              To Loss by Accident A/c
  (Being loss by accident transferred to Profit and Loss A/c)
ln Adjustment Entry for Loss of Fixed Asset :
	 •	Loss will be shown on the debit side of Profit & Loss A/c
	 •	Subtracted from the value of respective Asset.
ll Charity in the form of Goods : It will be :
ln Subtracted from Purchases.
ln Shown on the debit side of Profit & Loss A/c.

ll Goods distributed as Free Samples : The treatment will be same as that as goods given for charity.
ll Drawings in Goods : It will be :
ln Subtracted from Purchases.
ln Subtracted from Capital.

ll Use of goods in Business : It will be :
ln Subtracted from Purchases.
ln Subtracted from respective asset.

ll Contingent Liabilities : They will be stated as a foot note in Balance Sheet.
ll  Manager’s Commission on Net Profit : It will be :
ln Shown on the debit side of the Profit & Loss A/c.
ln Shown on the liabilities side of Balance Sheet.
ln Calculation :

 •	On profit before charging such commission:

                Manager' s Commission = Net Profit  
Rate of Commission

100+Rate of Commission
×

 •	On profit after charging such commission :

                Manager' s Commission = Net Profit  
Rate of Commission

100 + Rate of Commission
×

ll Goods sold and despatched but omitted to be recorded :
ln It will be added to Sales.
ln It will be added to Debtors.

ll Goods purchased and included into stock but omitted to be recorded :
ln It will be added to Purchases.
ln It will be added to Creditors.

ll Dishonour of Bills Receivables :
ln It will be added to Debtors on the Assets side of Balance Sheet.
ln It will be subtracted from Bills Receivables on the Assets side.

ll Sale of Goods on Approval Basis :
ln It will be subtracted from Sales.
ln It will be subtracted from Debtors.
ln It will be added to the Closing Stock in both Trading Account and Balance Sheet.

ll Transfer to Reserves :
ln It is shown on the debit side of Profit & Loss A/c after net profits are brought down.
ln It is shown on the liabilities side of the Balance Sheet.

Key World
l Closing Stock : The amount of stock at the end of the year.
l Outstanding Expenses : The expenses related to the whole accounting year have not been paid in full.
l Prepaid Expenses : The expenses that are paid though not incurred during the accounting year.
l Accrued Income : The income which has been earned or arisen but not received during the accounting year.
l Advance Income : Income which though received has not yet been earned.



Oswaal ISC Chapterwise & Topicwise Revision Notes, ACCOUNTS, Class-XI32

CHAPTER-8
RECTIFICATION OF ERRORS

Revision Notes

l Types of Errors
ll Errors that do not affect the Trial Balance :
ln Error of Omission: When a transaction is not recorded at all, it will not affect the agreement of the Trial 

Balance. It is very difficult to detect such errors.
ln Error of Commission: When a wrong amount is posted in the books of original entry, it will not affect the 

Trial Balance’s agreement.
ln Compensating Error: Such errors neutralise the effect of another error, thus making the Trial Balance tally.
ln Error of Principle: Sometimes it is difficult to differentiate between revenue and capital items resulting in 

the wrong posting. Such errors are called Errors of Principle. There are two types of such errors:
	 •		Revenue Expenditure treated as Capital Expenditure.
	 •		Capital Expenditure treated as Revenue Expenditure.
ln Error of Posting in Wrong Account: When the amount is posted in the wrong account but on the correct 

side, it will lead to such errors.
ll Errors that affect the Trial Balance
ln Wrong casting in the Journal or any Subsidiary Books.
ln Posting to the wrong side.
ln Posting of wrong amount.
ln Omission of posting of one side of an entry.
ln Double posting in a single account.
ln Errors of totalling and balancing of accounts in the Ledger.

l Rectification of Errors:
ll It is not done by erasing or overwriting as it will reduce the authenticity.
ll If detected before it is posted to ledgers, the original entry can be crossed out and changed.
ll If the detection is done later, it is rectified by passing rectification entry.
ll Rectification of errors depend upon its time of detection:
ln Before the preparation of Trial Balance.
ln After the preparation of Trial Balance but Final Accounts have not been prepared.
ln After the preparation of Final Accounts.

l Rectification of Errors after the Trial Balance is prepared:
ll In case of Two-sided errors, the treatment is same as when they are detected before the preparation of Trial 
Balance.
ll In case of One-sided errors, the account will be debited or credited with the help of Suspense Account being 
used.

l Rectification of Errors after the Final Accounts are prepared :
ll Errors in Nominal Account: 
ln The rectification entry is passed with the help of Profit and Loss Adjustment Account.
ln Instead of debiting or crediting the Nominal Account, Profit and Loss Adjustment Account is debited or 

credited with that amount.
ln If both the accounts to be rectified are nominal, no rectifying entry is made.

ll Errors in Personal Account: The rectification is done by passing entry through the concerned accounts without 
involving the Profit and Loss Adjustment Account.
ll The amount of the Profit and Loss Adjustment Account is transferred to the Capital Account as Net Profit or 
Loss as the case may be.

l Suspense Account: It is a newly opened account to adjust the Trial Balance so that there is no delay in the Final 
Accounts preparation.
ll Features:
ln It is only opened when Trial Balance does not tally.
ln It makes the Trial Balance artificially agree.
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ln It is a temporary account.
ln Rectification of one-sided error is done through it.
ln It will be shown in the Balance Sheet if not already closed.

ll Objectives:
ln To tally the trial balance artificially.
ln To help in finding the location and rectification of one-sided errors.
ln To help in the timely preparation of Final Accounts.

ll It will be closed once all the errors are located and rectified.

Key World
l Rectifying Entry: The Journal Entry that rectifies the error in the books.
l Disposal of Suspense Account : When all the errors are located and rectified the Suspense Account stands 

disposed off.
l Trial Balance : Once posting of entries into the ledger is done, a statement is prepared showing the abstract of the 

balances (debit or credit) of various accounts in the ledger. This statement is known as Trial Balance.
l Complete Omission : When a transaction is completely omitted from recording in the books of original entry, it 

is a case of complete omission. E.g., goods returned by a customer but not recorded at all.
l Partial Omission : When a transaction is recorded in the books of original entry, but it is not posted into ledger, 

it is a case of partial omission. E.g., goods sold on credit to X recorded in purchases book, but posting is not made 
in the account of X.

CHAPTER-9
ACCOUNTS FROM INCOMPLETE RECORDS

Revision Notes

l Meaning : Accounting records which are not prepared strictly with the principles of accounting. Such type of 
accounting records are called incomplete records.
l Definition of Single Entry System : “Single Entry System is a method employed for recording of transactions, 

which ignore the two-fold aspect and consequently fails to provide businessman with the information necessary 
for him to be able to ascertain the financial position”.  – Carter
l Characteristics of Single Entry System:
ll It is based on estimates.
ll It is suitable only for very small business entities.
ll Only personal accounts are maintained.
ll Personal transactions are mixed with business transactions in the Cash Book which is maintained.
ll It is dependent on original vouchers.
ll It lacks uniformity, as every firm maintains it according to their need and convenience.
ll The final accounts cannot be prepared unless the available information is converted to double entry.
ll Statement of Affairs is prepared instead of Balance Sheet.

l Advantages of Single Entry System:
ll Simple and time saving.
ll Cost effective.
ll Convenient.
ll It is easy to calculate profit or loss of the firm.
ll Highly flexible.

l Limitations of Single Entry System:
ll Arithmetical accuracy cannot be determined as Trial Balance cannot be prepared.
ll Figures or profits cannot be relied upon as the system is incomplete and unscientific.
ll True and fair financial position of the business concern cannot be shown.
ll As real accounts are not maintained, it is difficult to prepare the Balance Sheet.
ll The proprietor cannot exercise any control over the assets.
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ll It is neither recognised by Income Tax Act nor by GST.
ll As the information revealed is incomplete, planning and decision-making is hampered.
ll There is no scope for comparing the profits or loss and financial position of the firm with that of previous years.
ll It is difficult to properly value the assets during the sale of business.
ll Errors and frauds are difficult to be detected.

l Ascertaining of Profit and Loss:
There are basically two methods of ascertaining profit and loss by incomplete records:
ll Statement of Affairs Method or Capital Conversion Method or Net Worth Method.
ll Conversion into Double Entry Method.

l Statement of Affairs Method : According to this method, the profits are calculated with adjusting the difference 
between the opening capital and closing capital.

STATEMENT OF AFFAIRS
as at …………..

Liabilities
Amount

(`)
Assets

Amount
(`)

Bank Overdraft Cash in hand
Bills Payable Cash at Bank
Sundry Creditors Bills Receivable
Outstanding Expenses Sundry Debtors
Income received in advance Stock
Capital (Balancing Figure) Prepaid Expenses

Accrued Income
Furniture
Fixed Assets

l Calculation of Profit:
Step 1 : Statement of affair at the beginning is to be prepared.
Step 2 : Statement of affairs at the end is to be prepared.
Step 3 : Closing Capital from Step 2 is adjusted with drawings and additional capital introduced.
Step 4 : Opening Capital from Step 1 is subtracted from the Adjusted Closing Capital as calculated in Step 3. 

Profit = Closing Capital + Drawings –Additional Capital – Opening Capital

l Difference between Statement of Affairs and Balance Sheet

Statement of Affairs Balance Sheet

(i) In case of statement of affairs, omission of an 
asset or liability is not noticed because capital is 
taken as the balancing figure.

(i) Balance sheet lists the balances of assets and 
liabilities drawn from accounting records based 
on the double entry system. If an asset or liability 
is omitted, balance does not tally, then error is 
detected.

(ii) It is considered less reliable because it is based on 
incomplete records, estimation and memory.

(ii) It is considered as highly reliable as it is based on 
actual accounting records of double entry system.

(iii) Here, capital account is not prepared. Excess of 
assets over liabilities is considered as capital.

(iii) Capital balance is taken from capital account in 
the ledger.

(iv) Trial balance is not prepared before preparation 
of final accounts.

(iv) Trial balance is prepared before preparation of 
final accounts.

Key World
l Single Entry System : The system of accounts which do not follow the principles of double entry and only cash 

book and personal accounts are maintained.
l Statement of Affairs : The statement showing the assets and liabilities of a business estimated by the proprietor.
l Opening Capital : Capital at the beginning of the financial year.
l Closing Capital : Capital at the end of the financial year.
l Adjusted Capital : Closing capital adjusted with drawings and additional capital introduced.
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CHAPTER-10
NON-TRADING ORGANISATION

Revision Notes

l Meaning of a Non-trading Organisation : The organisations whose basic aim is to serve the society instead of 
earning profit are called Non-trading or Not-for-profit organisations.

l Features : The basic features of these organisations are as follows:

ll Main aim is to provide services and public welfare

ll Profit is not the criterion

ll Surplus is not distributed among its members

ll Separate legal entity

ll Unique name connecting to their working

ll Management by elected members

ll Major funds from contribution and donation, etc.

l Financial Statements of Not-for-Profit Organisations : Non-Trading Organisations have to maintain the proper 
accounting records. Generally, these have to maintain the following statements compulsorily:

ll Receipts and Payments Account : It shows the summary of all cash and bank transactions occurred during 
the accounting year.

ll Income and Expenditure Account : It includes only those items which are revenue in nature.

ll Balance Sheet : It is prepared in the same manner as in the case of business enterprise to show the financial 
position of the organisation.

l Receipts and Payments Account : According to Willian Pickles, “Receipts and Payments Account is nothing more 
than a summary of Cash Book over a certain period, analysed and classified under suitable headings. It is a form 
of accounting most commonly adopted by the treasurers of society, clubs, associations, etc. when preparing the 
results of the year’s working.”
ll Features of Receipts and Payments Account :
ln It is a real account just like Cash Account.
ln It starts with the balances of cash and bank just like Cash Book.
ln The cash receipts are shown on the debit side irrespective of it being revenue or capital in nature.
ln The cash payments are recorded, irrespective of it being capital or revenue in nature, on the credit side.
ln The closing balance of cash and bank balances is shown in credit side.
ln The non-cash items are not recorded.
ln Its objective is to show the closing balance of cash in hand and at bank.

ll Proforma :
RECEIPTS AND PAYMENTS ACCOUNT

for the year ending …………….
Dr.                                                                                                                                                                                            Cr.

Receipts Amount (`) Payments Amount (`)

l Income and Expenditure Account: It is similar to Trading and Profit and Loss Account of a profit making entity. 
It is prepared to ascertain the surplus or deficit arising out of organisation’s activities.
ll Features :
ln It is a nominal account.
ln Only revenue items are recorded.
ln It is prepared in the same manner as the Profit and Loss A/c.
ln It records activities pertaining to current year only.
ln Its main purpose is to ascertain surplus or deficit.

ll Proforma :
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INCOME AND EXPENDITURE ACCOUNT
for the year ending …………….

Dr.                                                                                                                                                                                            Cr.

Expenditure Amount (`) Income Amount (`)

l Balance Sheet :
ll It is prepared to show the financial position of the organisation.
ll It contains only the capital items.
ll Consideration while preparing Balance Sheet :
ln Assets Side:

   Fixed assets from opening Balance Sheet need to be adjusted.
   Prepaid expenses, accrued income and investments are to be shown on the assets side.
   The closing balance of cash and debit balance of bank needs to be shown.

ln Liabilities Side :
   Net amount of loans and new loans are shown.
   Donations are shown.
   Outstanding expenses and prepaid incomes are shown.
   Surplus is added and deficit is subtracted from the Capital Fund.
l Important Items Relating To Non-Trading Organisations :
ll Subscription : It is the main source of income. The amount paid in a year is shown on the receipts side of the 
Receipts and Payments Account and the subscription pertaining to the current year is shown in the Income 
and Expenditure Account.
ln Subscription to be transferred to Income and Expenditure A/c:

 Subscription Received – Outstanding Last Year + Outstanding Current Year + Prepaid Last Year – Prepaid 
Current Year.
ll Life-Membership Fees : The fees paid by the members in lump sum pertaining to their life time membership. 
It is shown on the Receipts side of Receipts and Payments A/c and added to the Capital Fund on the Liabilities 
side of the Balance Sheet.
ll Endowment Funds : It is created from the bequest, legacy or gifts received in the non-profit organisations. The 
total amount received on such account is shown as receipts in the Receipts and Payments Account and amount 
of endowment funds shall be shown on the Liabilities side of the Balance Sheet.
ll Entrance or Admission Fee : The fee charged to the new member apart from the periodic subscription fees is 
called Entrance or Admission Fees. It is shown on the Receipts side of Receipts and Payment A/c and added to 
the Capital Fund on the Liabilities side of the Balance Sheet.
ll Specific Donation: Donation received for a particular purpose like building, swimming pool, rest room, etc, is 
called Specific Donation. It is shown on the Liabilities side of the Balance Sheet.
ll General Donation : Donations received not for any specific purpose are called general donations. Such 
donations can be of two types: 
ln Of Big Amount : It is shown on the Liabilities side of the Balance Sheet.
ln Of Small Amount : It is shown in the Income on credit side of the Income and Expenditure Account.

ll Legacy: Legacy is the amount received from the family of a deceased member as per the will. It appears on the 
Receipts side of Receipts and Payments Account and added to the Capital Fund on the Liabilities side of the 
Balance Sheet.
ll Sale of Old Asset : Shown on the Receipts side of Receipts and Payments Account. Profit or loss from the 
sale proceeds is shown in the Income and Expenditure Account, and the book value is subtracted from the 
respective asset sold.
ll Sale of old Newspaper and Sports Material : It is shown on the Receipts side of Receipts and Payments A/c 
and credit side of the Income and Expenditure A/c.
ll Payment of Honorarium: The payment made to persons who are not the organisation’s employee is called 
honorarium. It is shown on the Payments side of Receipts and Payments A/c and debit side of Income and 
Expenditure A/c.
ll Capital Fund : The difference between the asset and outside liabilities of the organisation is called Capital 
Fund.
ln It is like the Capital A/c of business entity.
ln Surplus from Income and Expenditure A/c is added and Deficit is subtracted from the Capital Fund.
ln It is also called General Fund.

ll Special Fund : Funds created for some specific purposes or requirement of contributions.
ln Income is added and expense is subtracted from the fund directly in the Balance Sheet.
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Key World

l Not-for-Profit Organisation : The organisation formed to serve the society.
l Receipts and Payments Account : The summary of the Cash Book.
l Income and Expenditure Account : The nominal account similar to the Profit and Loss Account.
l Subscription : The amount paid by the members to continue the service.
l Outstanding Subscription : The amount of subscription not received.
l Prepaid Subscription : The amount of subscription received in advance.
l Endowment Fund : Fund created from the bequest, legacy or gifts received in the non-profit organisations
l Capital Fund : The difference between the assets and outside liabilities of a non-trading entity.

CHAPTER-11
INTRODUCTION TO THE USE OF COMPUTERS  

IN ACCOUNTING

Topic-1 Introduction of Computers in Accounting

Revision Notes

l Meaning of Computers : A computer is an electronic device which can perform a number of arithmetic and 
logical operations as per given set of instructions. The set of instructions is computer program.
l Elements of a Computer System : The elements of a computer are as follows :
ll Input Unit
ll Central Processing Unit (CPU)
ll Output Unit.

l Application of Computers in Accounting :
ll The relevant business transactions are recorded systematically and regularly to have up-to-date accounting 
information.
ll Various ledger accounts can be prepared easily.
ll The payroll information can be easily processed.
ll The Trial Balance can be prepared to ensure the arithmetic accuracy of accounting information.
ll Final Accounts can be prepared and reconciled automatically.

l Information and Decision

                              Types of Information System at Various Organisational Levels
ll Executive Support System helps in making decisions through advanced graphics and communications at the 
strategic level.
ll Management Support System helps in planning, controlling and decision- making functions of management.
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ll Decision Support System helps to generate reports to support the decisions.
ll Transaction Processing System helps to perform the daily recording routine. 

l Accounting Information System : It is a system that identifies, collects, processes and communicates relevant and 
accurate accounting information about an economic entity to its variety of users in monetary terms.
ll Characteristics :
ln The accounting and financial transactions are handled and manipulated.
ln It generates reports for the outsiders.
ln Futuristic data can be produced in the form of budget forecast.
ln Accounting information can be maintained as per the guidelines of the law.

ll AIS Sub-system :

ln Input : The transactional, financial and accounting data is collected, arranged and made available. 
ln Process : The gathered information is processed.
ln Output : The processed information is produced in understandable format.
ln Control : It helps in controlling the AIS.

ll Purpose of AIS : The AIS serves six purposes :
ln Sales Order Processing.
ln Inventory Control.
ln Accounts Receivable.
ln Accounts Payable.
ln Payroll.
ln General Ledger.

l Management Information System : Management Information System is the Information System that generates 
accurate, timely and organised information to help in the decision-making, controlling and other managerial 
functions.
ll AIS is a part of MIS.
ll It links Human Resource System, Manufacturing Information System, Marketing Information System, 
Financial Information System and Accounting Information System.

l Designing of Accounting Reports : Accounting reports are the reports generated from the Accounting Information 
system based on the information required by the user.
ll Characteristics :
ln They need to be relevant.
ln They need to be accurate.
ln They need to be timely.
ln They need to be concise.
ln They need to be complete.

ll Steps in designing :
ln The objective needs to be defined clearly specifying the user type.
ln The report must be complete and of lucid style.
ln It should provide the relevant information to manipulate the database.
ln It needs to have analysed ending and suggestions.

ll Types of Reports :
ln Customer Report.
ln Supplier Report.
ln Summary Report.
ln Demand Report.
ln Exception Report.
ln Responsibility Report.

Key World

l Computer : An electronic device which processes data effectively.
l Payroll : The payment structure of an employee.
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