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I HAVE MADE NOTES ON ACCOUNTING SOLUTIONS KEEPING IN MIND FOR THOSE COMMERCE STUDENTS WHO FIND DIFFICULTY IN SOLVING ACCOUNTING PROBLEMS.
Features:
· Better understanding of concepts.
· Easy to read…
· Problems also will solved on my What Sapp No.
· Useful for competitive exams of commerce background.
· This book consists only basic knowledge of accounting.
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	            HAPPY READING AND BEST WISHES!
HISTORY of Accounting

The history of accounting or accountancy is thousands of years old and can be traced to ancient civilizations. 
The early development of accounting dates back to ancient 
Mesopotamia, and is closely related to developments in writing, 
Counting and money and early auditing systems by the ancient 
Egyptians and Babylonians.
The name that looms largest in early accounting history is Luca Pacioli, who in 1494 first described the system of double-entry bookkeeping used by Venetian merchants in his Summa de Arithmetica, Geometria, Proportioniet Proportionalita.
 Of course, businesses and governments had been recording business information long before the Venetians. 
But it was Pacioli who was the first to describe the system of debits and credits in journals and ledgers that is still the basis of today's accounting systems.

				Need of Accounting

At the end of the year ,all the businessman want to know how much they have gained or lost during the year; how much capital is invested in the business at the end of the year ; how much amount they are liable to pay and to whom they owe it; how much is owed to them and by whom etc.
In order to attain such information, it is essential to keep a complete and systematic record of each and every business transaction entered into during the year. 





Meaning of Accounting 

It starts where book keeping ends. The process of identifying, measuring, recording, classifying, summarizing, interpreting, communicating etc. is termed as accounting.


Accountancy
It refers to systematic knowledge of the principles and the techniques which are applied in accounting. 
· It explains us how to maintain book of accounts, how to summarize them and how to analyze and communicate it to users. 
· Accountancy refers to the entire body of the theory and practice of accounting.

Functions of Accounting 
· Maintaining complete & systematic record.
· Communicating the financial results to various parties.
· Protecting assets of the business.
· Compliance of legal names.
· Fixing responsibilities.


Objective of Accounting
· To keep systematic record of the business transaction.
· To calculate Profit & Loss.
· To know exact reason leading to net profit or loss.
· To ascertain the financial position of business.
· To ascertain the progress of business.



Characteristics of Accounting
· Accounting is an art as well as science.
· Recording of financial transactions only.
· Recoding in terms of money.
·  Classifying.
· Summarizing.
· Interpreting.
· Communicating.
· To prevent or detect error or fraud.
· To provide information to interested parties. 


Users of Accounting Information  
(A) Internal Users:
Internal Users are the persons who are directly involved in managing and operating the business enterprise such as directors and partners, managers and officers.

(B) External Users:
Individuals or organizationswho have present or future interest in the business enterprise but are not part of the management. The external users are owners, potential investors, creditors, lenders, employees, government etc. 

AccountingPolicies
I. Accounting policies are the specific accounting principles, rules and procedures ,
II. Implemented by a Company's management team and 
III. Are used to prepare its Financial Statements. 
Examples:
i. Valuation of inventories
ii. Valuation of investments
iii. Method of depreciation etc.

Change in Accounting Policies
When – 
i. It is required by some statute or for compliance with accounting standards.
ii. Change would result in more appropriate presentation of financial statements.

Method of Accounting
There are two recognized method of accounting.
1. Mercantile or Accrual Method of Accounting[Credit basis]
2. Cash Methodof Accounting

System of Accounting 
1. Cash System – Cash system of Accounting is used in those concerns where only cash transactions place and the object of the concern is not to make profit.

2. Single Entry System – One aspect is recorded while in case of some transactions  both the aspects are recorded 
And some transactions are not at all recorded.

3. Double Entry System– Both the aspects transactions are recorded according to prescribed rules.

4. Indian System of Accounting – Long ‘Bahis’ are used in this system.

Book-keeping Accounting

It is an art of recording in books of accounts, the monetary aspects of commercial or financial transaction.
(Arrangement of books in a systematic order.)


Book-keeping includes
· Identifying the transaction of financial nature.
· Measurement in terms of money.
· Recording the measured transaction.
· Classifying them into ledger.


Accounting Process










 (
BOOK KEEPING
)[image: ]













Structure of Book- Keeping







DIFFERENCE
BETWEEN BOOK-KEEPING & ACCOUNTING


	BOOK- KEEPING
	ACCOUNTING

	1. Process concerned with recording of transactions.
	Process concerned with 
Summarizing of recorded transaction.

	2. Base for accounting
	Language 

	3. Financial Statement does not form part of this process.
	Financial Statement is the part of this process.

	4. Managerial decisions cannot be taken with the help of these records.
	Management takes decisions on the basis of these records.

	5. There are no sub-fields of bookkeeping.
	It has several sub-fields like financial accounting , mgmt accounting etc.

	6. Financial position cannot be ascertained.
	Financial position is ascertained on the basis of accounting reports.

	7. It is never discloses results 
Of the business.
	It shows the net result of business.






AccountingPrinciples
Accounting principle is a general law or rule adopted or professed as a guide to action. 

Accounting Postulates
Accounting postulates are basic assumption which generally accepted as self evident truths and which do not require any evidence to prove them.

Concept of Double Entry System

A system of Accounting in which both the aspects of each transaction are recorded as per prescribed rules is called Double Entry System.
Two aspects i.e., Debit and credit.
Debit means that “due for that”.
Credit means that “due to that”.
Debit and credit is affected in such a way which leads to the satisfaction of the accounting equation i.e.Assets = Liabilities + Capital.

Meaning of an Account 

Transaction of a similar nature when recorded at one place is known as Account.




Types of Account
The accounts can be classified as under –
(1) Traditional Accounts
(2) Accounts Based on Accounting Equation

Traditional Accounts
The classification of accounts as per traditional approach – 

(1) Personal Accounts:-
It related with real persons, artificial persons and representative persons.
(Individuals, Firms, Companies, Bank, Corporations, Statutory Authorities etc.)

(i) Real Persons Accounts- Name of living persons (Sudhir’s A/c, Sushi’s A/c, Kamala’s A/c etc.).
Both males and females are included in it.

(ii) Artificial Persons Accounts – Relate to persons (Firm’s/c, Limited Companies A/c, Educational institution A/c etc.). 

(iii) Representative Accounts- Outstanding expenses and accrued or prepaid incomes etc.

(2) Real Accounts:
It related to the tangible and intangible assets of the business.
(Assets- Such as Cash, Land, Building, Patents, Goodwill, etc.)

(i) Tangible Real Accounts – Have physical existence, can see, touch and feel.
(Building, Furniture, Cash and Machineryetc.).

(ii) Intangible Real Accounts –
No physical shape, cannot be touched 
(Trademarks, Patents, Goodwill etc.).

(3) Nominal Accounts:
 It related to the expenses, losses, profit and gains of the 
Business.
(Wages, Salary, Commission, Rent etc.).
Note- In Simple Words-
All Expenses, Losses =Debit side.
All Incomes, Gains= Credit Side.

Accounts Based on Accounting Equation
1. Accounts related with Capital: Rule of debit and Credit in this connection is – Decrease in Capital is debited to Capital A/c 
                                                And 
                            Increase in capital is credited to Capital A/c.
2. Accounts related with Assets: Rule of debit and Credit in this connection is-
Decrease in Assets is credited to the concerned asset A/c 
And
Increase in assets is debited to the concerned asset A/c.
3. Accounts related with Liabilities: Rule of debit and Credit in this connection is-
Decrease in liabilities is debited to the concerned liability A/c 
                                             And
Increase in liabilities is credited to the concerned liability A/c.

4. Accounts related with Revenues: Rule of debit and Credit in this connection is- 
Decrease in income is debited to the concerned income or gain A/c                                       And 
Increase in income is credited to the concerned income or gain A/c.

5. Accounts related with Expenses: Rule of debit and Credit in this connection is- 
Decrease in expenditure or loss is credited to the concerned expenditure or loss A/c 
                                                  And 
Increase in expenditure or loss is debited to the concerned expenditure or loss A/c.



Rules of Debit and Credit: Journal

Journal is a basic book of original entries. It is professional records and produces all the business transaction date-wise at one place.
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Aims of Journal Entry
Journal entry gives the answer of following two facts:
(i) What has been done?
(ii) Why was it done?





Types of Journal Entries
Journal has two types of entries on the basis of transaction.
(1) Simple Journal Entry:
When only two A/c – one A/c is debited and another is credited.
(2) Compound Journal Entry: 
At least two debits and at least one credit or at least one debit and two or more credited items.

There are also six types of journal entries in the process of accounting.
(1) Opening Entry:
In this entry all the assets of the business are debited and all the liabilities along with owner’s capital of business are credited.
(2) Transfer Entry:
In entry is through which amount of an account is transferred to another necessary account. In case of wrong posting, transfer entry is used to rectify the mistake.
(3) Closing Entry: 
Balances of revenues and expenses are closed by transferring their balances to the Trading A/c or Profit &Loss A/c.
(4) Rectifying Entry:
Entry which is passed to make some creations in the books of originals entry.
(5) Adjustment Entry:
 Entry through which assets and liabilities are recorded at their true values and revenues are matched with the 
expenses.
(6) Contra Entries:
Any entry recording both the aspects of the same book i.e., debit or credited.
Golden Rules of Journal
Traditional Approach
(1) Personal A/c: 
DEBIT THE RECEIVER & CREDIT THE GIVER
(2) Real A/c: 
DEBIT WHAT COMES IN & CREDIT WHAT GOES OUT
(3) Nominal A/c: 
DEBIT ALL EXPENSES AND LOSSES &
CREDIT ALL INCOMES AND GAINS.


Sub Division of Journal: CASH BOOK 

A cash book is a special subsidiary book which primarily records all cash receipts and cash payments.


Different between Cash Book and Cash Account

	Serial No.
	Basis of Difference
	Cash book
	Cash Account

	
	
	
	

	1.
	Accounting Process
	Cash receipts and 
	Cash receipts and 

	
	
	Cash payment are
	Cash payment are

	
	
	Directly recorded
	At first  recorded

	
	
	Into Cash book
	Into Journal.

	


	
	
	After that posting inCash Account. 

	2.
	Nature
	It is separated book 
	It is account opened 

	
	
	Maintain for recording 
	In ledger.

	
	
	Cash transaction.


	

	 3.
	Substitute
	If cash transactions are 
	If cash transactions are 

	
	
	Recorded in cash book 
	In Journal, then it is  

	
	
	No need to open Cash 
Account in the ledger.
	Necessary to open
Cash a/c in ledger.

	
	
	
	



Kind of Cash Book

(1) Simple Cash Book: Having only Cash column
(2) Two Column Cash Book: 
(i) Cash and Discount Column
(ii) Bank and Discount Column 
(iii) Cash and Bank Column
(3) Three Column Cash Book: Having cash, bank of discount column 
(4) Petty Cash Book: (i) Simple Petty Cash Book
(ii) Analytical or Columnar Petty Cash Book

Purchase Book

The book of original record in which only credit purchases are recorded in this book.

Difference between Purchase Book and Purchase Account

Purchase Book

It is a part of Journal.
It is a record of only credit purchases.
Total of Purchase Book posted to the Purchase A/c

Purchase Account
It is a part of a ledger.
It is a record of cash as well as credit purchases.
Total of Purchase A/c is transferred to the Trading A/c

Sales Book
Credit sales are recorded in a book of original entry. 
Sales Book is also known as Sales Journal, Sales Day Book.

Difference between Sales Book and Sales Account
Sales Book
It is a part of Journal.
It is a record of credit sales.
Total of the Sales Book is posted to the Sales A/c.

Sales Account
It is a part of ledger.
It is a record of cash as well as credit sales.
Balance in the account is transferred to the Trading A/c.

Purchases Returns Book

The goods which arepurchased on credit,may be returned by the purchaser if he finds them defective or if they are not according to sample or description. Such returns are recorded in Purchases Returns Book. This book is also known as Returns Outward Book.

Sales Returns Book
After the goods have been sold, they may be returned by the purchaser due to some valid reason or other, these goods are recorded in a book.

Bills Receivable Book
Money which is owed to a company by a customer for products and services provided on credit.

Bills Payable A/c
A bill payable is a document which shows the amount owed for goods or services received on credit.

Journal Proper
Journal proper is a book of original entry in which only those transactions are that cannot be recorded in specials journal.

Ledger
Principal book of account is Ledger.

Proforma of Ledger
The ledger A/c is conventionally in “T” shape.
	 Date
	Particulars
	J.F.
	Amount
	Date
	Particulars
	J.F.
	Amount

	     1
	        2
To Name of the Credit A/c
	   3
	      4
	    1
	        2
By Name of the Debit A/c
	   3
	      4





Trial Balance
Trial Balance is a statement in which debt and credit balances of all the accounts of ledger including cash and bank balances are shown to the test the arithmetical accuracy of the book of accounts.
Characteristics: -
I. Trial balance is a summary of all the debit and credit balances of ledger accounts.
II. The total of debit side and credit side of trial balance should be matched.
III. Trial balance is prepared on the last day of the accounting        cycle.
IV. With the help of that, we can draw financial reports of an organization.


Proforma of Trial Balance
	          Particulars
	Dr
	     Cr

	 Cash & Cash equivalent
	-
	

	 Inventories (Stock)
	-
	

	 Trade Receivables(Debtor +B/R)
	-
	

	 Advance to parties 
	-
	

	Fixed Assets (Tangible+Intangible)
	-
	

	 Investments
	-
	

	 Capital
	
	-

	 Profit 
	
	-

	 Reserves 
	
	-

	 Provisions 
	
	-

	 Any loans
	
	-

	 Debentures
	
	-

	 Trade payables(Creditors +B/P)
	
	-

	 Outstanding
	
	-

	 Prepaid
	-
	

	 Advances From Parties
	
	-

	 Opening stock
	-
	

	 Purchases
	-
	

	 All Expenses
	-
	

	 Sales
	
	-

	 Purchase Returns
	
	-

	 Sales Returns
	-
	

	Any Incomes
	
	-




Suspense A/c

If the totals do not tally, then the amount of difference transferred temporarily to an account known as Suspense A/c.
Capital and Revenue-

Capital: - The amount needed for commencement of business is known as Capital.
Revenue: - Collection of money through the business.
Difference 
between Capital Expenditure and Revenue Expenditure
	MEANING
	The expenditure incurred in acquiring a capital asset or improving the capacity of an existing one, 
Resulting in the extension in its life years.
	Expenses incurred in regulating day to day 
Activities of the business.


	TERM
	LONG TERM
	SHORT TERM

	BENEFIT
	MORE THAN 1 YEAR
	CURRENT A/C PERIOD

	CAPITALIZATION
	YES
	NO

	PLACED
	INCOME STATEMENT&BALANCE SHEET
	INCOME STATEMENT

	NATURE
	NON RECURRING
	RECURRING



Final Accounts
              [Trading and Profit & Loss Accounts, Balance Sheet]

FINANCIAL STATEMENT-
· Financial statements are prepared to ascertain the profit or loss of the business.
· And to know the financial position of the company.
· Trading, Profit & Loss accounts ascertain the net profit for an accounting period and
· Balance sheet reflects the position of the business.

Trading, Profit & Loss A/c

· A combined account in which both gross and net profits are calculated.
A summary of a firm’s trading and operational performance for a given period of the time
This a/c is prepared on the basis of Accrual concept & As Per Nominal a/c.

Trading Account
This account is prepared to find out gross profit or gross loss on the basis of purchases and sales.



Specimen of Trading Account
(Forthe year ending………..)
	To Opening Stock
To Purchases
Less: Return Outward OrPurchase Return
To Wages
To Carriage
To Fuel
To Motive Power
To Octroi
To Import Duty
To Clearing Charges
To Dock Charges
To Stores Consumed
To Royalty based on Production 
To Manufacturing Expenses


To Gross Profit c/d (Balancing Figure) 



	
	By Sales
Less: Return Inward Or Sales Return

By Closing Stock













By Gross Loss c/d (Balancing Figure)

	



Profit & Loss Account
It is prepared to find out net profit or net loss.
Format of Profit & Loss Account
	  Particular
	Amount
	  Particular
	Amount

	To Gross Loss b/d
To Salaries & Wages
To Rent, Rates & Taxes
To Printing & Stationery
To Postages & Telegram
To Insurance Premium
To Office Light
To Repairs & Maintenance
To Depreciation
To Audit Fees
To Bank Charges
To Legal Charges
To Discount Allowed
To Carriage Outward
To Freight Outward
To Advertisement
To Bad Debts
To Entertainment Exp.
To Travelling Expenses
To Interest on Loan
To Interest on Capital 
To Sales Promotion Exp.
To Loss by Theft
To Loss by Fire
To Packaging Expenses
To Misc. Expenses

To Net profit transferred to Capital Account 


	
	By Gross Profit b/d
By Interest Received
By Rent Received
By Commission Received
By Discount Received
By Profit on Sale Of Investment
By Profit on Sale Of Assets
By Misc. Income


















By Net transferred to Capital Account 



	


Balance SheetBalance Sheet is a statement which represents financial position of a business at a prescribed date.
ProForma of Balance Sheet
	                    Liabilities
	                        Assets

	CAPITAL A/C   -                      
OPENING BALANCES            ***
Add-NET PROFIT                  ***
LESS-NET LOSS                     ***
LESS-DRAWINGS                  ***
CLOSING CAPITAL                ***

2.LONG TERM LIABILITIES-
I. BANK LOAN
II. DEBENTURES
	1.FIXED ASSETS-
I. LAND & BUILDING
II. FURNITURE & FIXTURE
III. PLANT & MACHINERY
IV. VEHICLE
V. GOODWILL
VI. OTHER ASSETS(FIXED NATURE)

	3.CURRENT LIABILITIES ,LOANS &ADVANCES-
I. SUNDRY CREDITORS
II. BILLS PAYABLES
III. OUTSTANDING EXP
IV. PROVISIONS
V. PROPOSED DIVIDEND
VI. UNPAID LIABILITY
VII. BANK OVERDRAFT
	2.INVESTMENTS-
I. FIXED DEPOSITES
II. INVESTMENT IN SHARES
III. OTHER INVESTMENTS.

	
	3.CURRENT ASSETS,LOANS & ADVANCES-
I. SUNDRY DEBTORS
II. CLOSING STOCK
III. BILLS RECEIVABLES
IV. PREPAID EXPENSES
V. ACCRUED INCOMES
VI. CASH IN HAND 
VII. CASH AT BANK



                    DISCOUNT
	   Basis 
	       TRADE DISCOUNT
	         CASH DISCOUNT

	MEANING
	A discount given by the seller to the buyer as a deduction in the list price of the commodity is trade discount.
	A deduction in the amount of invoice allowed by the seller to the buyer in goods or services is cash discount.


	PURPOSE
	To facilitate a bulk sales.

	To facilitate a prompt payment.

	ALLOWED
	AT THE TIME OF PURCHASE
	AT THE TIME OF PAYMENT

	ALLOWED TOALL CUSTOMER
	YES
	NO

	ENTRY IN BOOKS
	NO
	YES

	ALLOWED
	CATALOUGE PRICE
	INVOICE PRICE



· In case of Discount Allowed -

Discount allowed A/c                          Dr
                                     To Debtor A/c

· In case of  Discount Recd. -

                        Creditor A/c                  Dr
To Discount received A/c


              AccountingTerms



                        Business transaction-
It is an economic activity of the business which changes its 
financial position.

Account-
A summarize record of related transactions at one place under a particular head.

Capital-
The amount invested by the owner in the business.

Drawings-
Withdrawal of money or goods by the owner from the business for personal use

Liabilities-
The debts that the company has to pay at some time in the future i.e. the amount owed by the business.

Current liability-
It refers to liability which is payable within a period of one year.

Noncurrent liability-
· It refers to liability which is payable after the period of one year.

Assets-
The economic resources of the company, which can be expressed in terms of money.(Land & Building, Furniture, Machinery etc,)

Current assets-
Those assets which are held by the business with the purpose of converting them into money within a year


Non-current assets-
Those assets which are held for long term use by the business and not meant for resale.

Fictitious assets-
Those assets which neither haveany value nor they are in physical form is called assets.

Receipts–
The amount received by the company y by selling of its goods, assets or services.

Revenue receipts-
It refers to amount received in the normal course of business.

Capital receipts-
The amount receives against transactions which are not revenue in nature.

Expenditure–
Refers to amount spent for acquiring assets, goods, services.

Capital expenditure-
It refers to expenditure incurred for increasing the value of fixed assets.

Revenue expenditure-
It refers to expenditure incurred during an accounting period and the benefit of it is exhausted within the period.


Deferred revenue expenditure-
It refers to expenditure incurred during an accounting period and the benefit of it is more than the accounting period.

Bad debts-
 Debt that cannot be recovered&are those from whom there is no hope to recover the dues

Bad debts Written off –
Clearing or deleting the unrecovered debts.
In other words-
Bad + Debts = Bad debtor (Bad Customer).
Accounting CONCEPTS
· Accrual Concepts.
· Conservatism Concepts [Prudence].
· Consistency Concepts.
· Cost Concepts.
· Business Entity Concepts.
· Full Disclosure Concepts.
· Going Concern Concepts.
· Matching Concepts.
· Materiality Concepts.
· Monetary Concepts.
· Reliability Concepts.
· Revenue Recognition Concepts
· Time Period Concepts.


Accrual CONCEPT
Accounting transactions should be recorded in the accounting periods when they actually occur, rather than in the periods when there are 
Received or paid.
Conservatism CONCEPT [PRUDENCE]
This is the concept that you should record expenses, losses and liabilities as soon as possible, but to record revenues and assets only when you are sure that they will occur.

Consistency CONCEPT
Once you adopt a method, you should continue to use it until a demonstrably better CONCEPT or method comes along.
Cost CONCEPT
This is the concept that a business should only record its assets, liabilities, and equity investments at their original purchase costs.
Business Entity CONCEPT
This is the concept that the transactions of a business should be kept separate from those of its owners and other businesses.
Full Disclosure CONCEPT
All significant information relating to the economic affairs of the enterprise should be completely disclosed.

Going Concern CONCEPT
A business will remain in operation for the foreseeable future.
Matching CONCEPT
When you record revenue, you should record all related expenses at the same time. Thus, you charge inventory to the cost of goods sold at the same time that you record revenue from the sale of those 
Inventory items.
This is a cornerstone of the accrual basis of accounting. The cash basis of accounting does not use the matching CONCEPT.
Materiality CONCEPT
This is the concept that you should record a transaction in the accounting records if not doing so might have altered the decision making process of someone reading the company's financial statements.
[bookmark: _GoBack]Monetary Unit CONCEPT
A business should only record those transactions and events that can be stated in terms of a unit of currency.
Reliability CONCEPT
Only those transactions that can be proven should be recorded.
Revenue recognition CONCEPT
You should only recognize revenue when the business has substantially completed the earnings process.
Time period CONCEPT
This is the concept that a business should report the results of its operations over a standard period of time


IMPORTANT Adjustments:

Accrued Expenses /Accrued Incomes – 
· An amount has been incurred as an expenses or earned as income,
· The due payment of which falls in the next accountingperiod 

Journal Entry-     Appropriate expenses A/c      Dr
                                    To Expenses Accrued a/c.

                              Income Accrued A/c                 Dr
                                     To Appropriate Income a/c
Advance Income-

                       Appropriate Income A/c                  Dr
                    To Income Recd in Advance		

Advance Payments-

                Prepaid Expenses A/c          Dr
                          To Appropriate Expenses A/c

Inventory /Stock of Material in Hand-

                  Inventory of Material A/c     Dr
                             To Appropriate expenses A/c

Provision for Bad & Doubtful Debts-

Provision for Bad & Doubtful Debts A/cDr
                   To Bad Debts A/c

          Profit &Loss A/c                     Dr
                           To Provision for Bad & Doubtful Debts A/c

Bad debts Written Off-

Bad debts A/c        Dr
        To Debtors/Customer’s A/c

Bad debts Recovered-

Cash A/c            Dr
To Bad Debts Recovered A/c

Loss by Fire or Theft-

        Loss by Fire/Theft A/c       Dr
      To Purchases /Trading A/c

On Admit of claim-

                 Insurance Co A/c            Dr
                 Profit & Loss A/c              Dr
                      To Loss by Fire or Theft A/c

Goods sent onApproval Basis-

When goods  are sold & Approved-

           Debtors A/c                            Dr
                   To Sales A/c

When Goods are unapproved-
           Sales A/c                                Dr
                To Debtor
If goods are still lying with the customer for approval at the year end-       
Inventory with customers   A/c                      Dr
                      To Trading A/c 
· When goods are given as Donation, free sample, used for personal use, used in the business for construction of building or machinery-

Donation A/c            Dr      or
Free Sample A/c      Dr      or
Drawings A/c            Dr       or
Building A/c               Dr
         To Purchase A/c

Value Added Tax (VAT)-

On purchase -    Purchase A/c                 Dr
                              Vat Paid A/c                  Dr
                                    To Cash A/c or Creditor’s A/c

On sale-         Cash / Trade Receivables A/c              Dr
                               To Sales A/c
                               To Vat Payable A/c or vat collection a/c

On payment of Vat collection to Govt.
                
            Vat Payable A/c                                            Dr
                      To Cash A/c or Bank a/c

· Expenses incurred on purchases of fixed asset are addedin the value of fixed assets and could not be treated likeexpenses on purchases of goods:

       Fixed Asset A/c         Dr
                         To Cash A/c 	

· Interest on Capital, introduced by sole proprietor or partners of the firm: 
               Interest on Capital A/c         Dr
                           To Capital A/c

· Goods taken out for personal use

Drawing A/c                                 Dr
         To Purchases A/c

Manager’s Commission on Net Profit

If the manager is given commission at a certain percentage on 
Net profit 

In case of after charging such commission -

Net Profit before Charging such Commission * Percentage of Commission/100 + * Percentage of Commission

In case of before charging such commission and then commission calculated as under:
Net Profit before Charging such Commission * Percentage of Commission/100

Note: Such commission is recorded in the debit side of the profit & loss account and liability side of Balance sheet.

Differences between Retained Earnings and Reserves-
· Retained Earnings are left after paying dividends while Reserves are transferred before declaring the dividend.
· Reserves are a part of Retained Earnings, but Retained Earning is not a part of the Reserves.
· Retained Earnings has no further classification, whereas Reserves are classified into Revenue and Capital Reserves.
· Retained Earnings ensures the solvency of the company. On the other hand, Reserves helps in fulfilling losses.






        Difference between Provisions & Reserves
	PROVISIONS
	RESERVES

	Provide for a future expected 
liability
	Reserves means to retain a part of profit for future use.


	Charge against profit.
	Appropriation of profit.


	Provides For Known liabilities and anticipated losses
	Provides For Unknown liabilities

	Presence of profit Not necessary
	Profit must be present for the creation of reserves, except for some special reserves.


	Appearance in Balance Sheet	In case of assets it is shown asa deduction from the concerned asset
	If it is a provision for liability, it is shown in the liabilities side.

	Maintaining Provision is 
Compulsory as per GAAP
	Optional except for some reserves whose creation is obligatory.


	Dividend can never be paid out of provisions.
	Dividend can be paid out of reserves.

	Provisions can only be used, for which they are created
	Reserves can be used otherwise.

	
	





                        
 Difference between Capital Reserve & Reserve Capital
	CAPITAL RESERVE
	RESERVE CAPITAL

	The profit earned by the company through special transaction,
that is not available for distributing dividend to shareholders is known as Capital Reserve.
	The part of uncalled capital, that is called up only on the event of company's liquidation is known as Reserve Capital

	Created out of Capital profits
	Part of Authorized capital

	On the equity & liabilities side of the balance sheet under the head Reserve and Surplus
	Not disclosed at all

	Need of creation Mandatory
	Need of creation voluntary.

	No such conditions to maintain capital reserve.
	Special Resolution should be passed at AGM


	Utilized to write of fictitious assets or capital losses etc and to issue bonus shares.
	Only when the company is about to wind up.


	Examples:
Share Premium
  Profit on reissue of forfeited shares
  Capital Redemption Reserve (CRR)
  Development Rebate Reserve
	







Contact for any queries regarding Accounts.
                            Deepak Awasthi   
  Mobile No-9473902819
   


Cash Book


Purchases Book


Sales Book


Sales Return Book


Purchases Return Book


Bills Receivable Book


Bills Payable Book


Journal Proper



















Transaction


Memorandum
book


Journal


ledger












PROVISIONS
[CHARGE AGAINST PROFIT  ]








RESERVES        [APPROPRIATION OF PROFITS]






TRANSACTIONS [IDENTIFICATION]


JOURNAL [RECORDING]


LEDGER [ CLASSIFYING]


TRIAL BALANCE [SUMMARISING]


FINAL ACCOUNTS [RESULTS]


ANALYSIS [ INTERPRETAT

















	AWASTHI’S ACCOUNTS
image2.jpeg




