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PAPER I BUSINESS ORGANISATION

UNIT-1

Basic Concepts

Business organization and its scope — Business, Profession, Industry, Trade, types of trade and aids to
trade, Classification of Industries, Forms of Business organization.

Business Organisation
Meaning

A business organisation is an entity aimed at carrying on commercial enterprise by providing
goods or services to meet needs of the customers. Some business organisations are formed to
earn income for owners, other business organisations called non-profits, are formed for public
purposes.

All business organisations have the common features such as formal structure; aim to achieve
objectives, use of resources, and requirement of direction and legal regulations controlling
them.

Business organization and its scope

The scope of business organization has largely expanded after the industrial revolution. The
process of production is needed to determine what each person will do and how much
authority each will have.

Business
Meaning

The term ‘Business’ means to be ‘busy’ or ‘occupied’. Business refers to a set of organized
activities for production and exchange of goods and services with the purpose of selling them
at a profit. It includes activities concerned with manufacturing, trading, transportation,
insurance, warehousing, banking, finance etc.

Definition

Business may be defined as human activity directed towards producing or acquiring wealth
through buying and selling goods.

— L. H. Haney.

Business may be defined as an activity in which different persons exchange something of
value whether goods or services, for mutual gain or profit.

e Peterson and Plowman

Characteristics of Business

The basic features common to all business enterprises are:
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e Entrepreneur: There must be someone to take initiative for establishing a
business. The person who recognises the need for a product or service is known as
entrepreneur. He visualises a business, combines various factors of production and puts
them into going concern.

e Economic Activities: Business includes only economic activities. All those
activities relating to the production and distribution of goods and services are called
economic activities. These activities are undertaken with economic motive. Business is
carried on with a profit motive. Maximisation of profit and minimisation of the costs and
expenses of earning it are the dual aims which guide all business enterprises.

¢ Exchange of Goods and Services: A business must involve exchange of goods
and services. The goods to be exchanged may be produced or procured from other
sources. The exchange of goods and services is undertaken with a profit motive.

e Continuity of Transactions: A single transaction shall not be treated as
business. An activity is treated as business only when it is undertaken continually or at
least recurrently. For example a person builds a house for himself but later on sells it on
profit. We will not call it business. On the other hand, if a house-building society builds
houses and sells them, this is called business.

¢ Profit Motive: Earning profit is the primary motive of business. Profits are
essential to enable the business to survive, to grow, expand and to get recognition. The
profit motive does not entitle a businessman to start exploiting the consumers. The
business activity will flourish more when the business serves the society.

(6) Element of Risk: In every business, there is a possibility of incurring loss. This
possibility of incurring loss is termed as risk. There are two kinds of risks:

¢ Risks whose probability can be calculated and can be insured. Ex: Losses due to
fire, floods, thefts, etc.

¢ Risks whose probability cannot be calculated and cannot be insured. Ex:
Changing technology, fall in demand, changing fashions, short supply of raw materials,
etc.

Profession

A profession is the systematized body of knowledge, which is studied in specialized
institutions and practiced in the real life situations. A profession is an occupation which
involves the rendering of personal services of a specialized nature. Services rendered by
doctors, lawyers, chartered accountants, tax consultants etc., come under this category.

Important Professional Bodies in India

S.No Profession Profession Body/Association

1. Accountancy The institution of Chartered Accountants
of India

2. Company Secretary The institution of Company Accountants
of India.

3. Cost Accountancy The Institution of Cost and Work
Accountants of India

4. Legal Bar Council of India

5. Medical Medical Council of India
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Industry

Industry refers to an activity which converts raw materials into finished goods or useful
products. It is concerned with raising, producing, processing or manufacturing of products.

The products are consumer goods as well as producer goods. Consumer goods are goods
which are used finally by consumers. Ex. Food grains, textiles, cosmetics etc. Producer
goods are the goods used by manufacturers for producing some other goods. Ex. Machinery,
tools, equipment etc.

Expansion of trade and commerce depends on industrial growth. It represents the supply side
of market.

Trade

Trade refers to buying and selling of goods and services for money or money’s worth. It
involves transfer or exchange of goods and services for money. The producer produces the
goods then moves on to the wholesaler then to retailer and finally to the ultimate consumer.

Trade has taken birth with the beginning of human life and shall continue as long as human
life exists on the earth. It enhances the standard of living of consumers. Thus, we can say that
trade is a very important social activity.

Types of Trade
¢ Internal Trade

Internal trade is also known as Home trade. It is conducted within the political
and geographical boundaries of a country. It can be at local level, regional level or
national level. Hence, trade carried on among traders of Delhi, Mumbai etc., is called
home trade.

Internal trade can be further sub-divided into two groups, viz.
®  Wholesale trade
e Retail trade

® Wholesale Trade: It involves buying in large quantities from producers or
manufacturers and selling in lots to retailers for resale to consumers. The wholesaler is a
link between manufacturer and retailer. A wholesaler occupies prominent position since
manufacturers as well as retailers both are dependent upon him. Wholesaler acts as an
intermediary between producers and retailers.

A wholesaler is generally specialised in one line of product and maintains large
stocks.

e Retail Trade: Retailing means the sale of goods in small quantities to the final
consumers. A person engaged in retail trade is called a ‘retailer’. Retailers buy goods
from the wholesaler and sells them in relatively smaller quantities to the consumers.
Retailers establish link between wholesalers and consumers.

A retailer deals in a variety of good and makes purchases from different wholesalers.
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2. External Trade: External trade also called as Foreign Trade. It refers to exchange of
goods and services between two or more countries. External trade can be further sub
divided into three groups.

e Export trade
e Import trade
e Entrepot trade

a. Export Trade: When a trader from home country sells his goods to a trader located in
another country it is called as export trade. For ex. a trader from India sells his goods to a
trader located in china.

b. Import Trade: When a trader in home country obtains or purchases goods from a
trader located in another country, it is called as import trade. For ex. a trader from India
purchases goods from a trader located in Canada.

c. Entrepot Trade: When goods are imported from one country and then re-exported
after doing some processing, it is called as entrepot trade. In brief, it can be also called as
re-export of processed imported goods. For example an Indian trader from India
purchases some raw material or spare parts from a Japanese trader from Japan then
assembles it i.e. converts into finished goods and then re-export to an American trader in
U.S.A.

Aids or Auxiliaries to Trade

A great deal of difficulties are experienced in course of exchange of goods and services. The
activities or agencies which helps in overcoming those difficulties or hindrances are called
Aids to Trade. The examples of aids - to - trade are banking, insurance, warehousing,
transport and advertising.

e Banking: Banks help in overcoming the financial problems of the business
enterprise. Banks provide finance for holding stock between the time of purchase to the
time of sale. Commercial banks and financial institutions help trade in the form of
overdraft, loans or cash credits.

¢  Warehousing: Goods are generally produced in the anticipation of demand. All
the goods produced are not consumed at the same time, warehousing provides suitable
arrangement for storing the goods. Agricultural products are produced seasonally, but
they are required throughout the year. So, there is a need to store them, so that they may
be supplied according to demand.

¢ Insurance: It is the best means of reducing risks of the business. Insurance
covers the risks of loss to goods in transit and in warehouse on account of theft and fire.
The insurance companies provide a coverage for all types of losses of goods, not only to
the national trade but also to the international trade.

e Transport: It creates place utility of the products. It helps in carrying the goods
from the place of production to the place of consumption and thereby create place utility
for the products. The various modes of transport i.e., road, rail, sea, air have helped the
growth of commerce and industries.

e Advertisement: Consumers are unaware of the new products, availability of
various goods in the market, their advantages, features, price etc. Advertisement and
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publicity helps to know the availability and usefulness of various goods to the notice of
the consumer.

Hindrances to Trade and Aid-to-trade for removing these Hindrances

Hindrances to Trade Aids-to-Trade
e Personal contact Traders and Mercantile agents
e Place or distance Transport and communication
e Time Warehousing
e Risk Insurance
¢ Finance Banking
¢ Information or | Advertising and salesmanship
knowledge
Types of Industries

There are various types of industries. 1. Primary Industry 2. Genetic Industry 3. Extractive
Industry 4. Manufacturing Industry 5. Construction Industry 6. Service Industry.
¢ Primary Industry: Primary industry is concerned with production of goods with
the help of nature. It is a nature oriented industry, which requires very little human
efforts. Ex. agriculture, farming, forestry, fishing, horticulture etc.

® Genetic Industry: Genetic industry are engaged in reproduction and
multiplication of certain spices of plants and animals with the object of sale. The main
aim is to earn profit from such sale. Ex. Plant nurseries, Cattle rearing, poultry, Cattle
breeding etc.

o [Extractive Industry: Extractive industry is concerned with extraction or
drawing out goods from the soil, air or water. Generally products of extractive industries
are used by manufacturing and construction industries for producing finished products.
Ex: mining industry, coal mineral, oil industry, iron ore, extraction of timber and rubber
from forests etc.

¢ Manufacturing Industry: Manufacturing industries are engaged in
transforming raw material into finished products with the help of machines and man
power. The finished goods can either consumer goods or producer goods. Ex. Textiles,
chemicals, sugar industry, paper industry etc.

e Construction Industry: Construction industries take up the work of
construction of buildings, bridges, roads, dams, canals etc. This industry is different from
all other types of industry because in case of other industries goods can be produced at
one place and sold at another place. But goods produced and sold by constructive
industry are executed at one place.

e Service Industry: In modern times service sector plays an important role in the
development of the nation and therefore it is named as service industry. Service industry
supplements the activities of primary and secondary industries. Service sector deals with
all those activities (like banking, transport, insurance, warehousing, and advertising)
which smoothen the flow of goods and services from the manufacturers to the
consumers. Hotel industry, tourism industry, entertainment industry etc., also falls under
this sector.
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Short answer type questions

Define the term Business Organisation.
Define the term Business.

Define the term Profession.

What is an Industry?

Define Trade.

Long answer type questions
e Explain briefly about different types of Trade.
¢ Briefly describe the various Aids to Trade.

e  What are the different types of Industries? Explain them in brief withexamples.
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UNIT-2

Sole trader

Sole Trader-Characteristics of Sole Proprietorship form or organization.-Merits of Sole
trading concern.-Demerits of Sole trading concern.-Joint Hindu Family-Merits of Joint
Hindu Family Firm.-Demerits of Joint Hindu Family Firm

Sole Trader

The person who manages the sole proprietorship firm is called ‘Sole Proprietor’ or ‘Sole
trader’. He is the sole trader is the sole owner, controller, financier, organiser, manager,
decision-maker and risk bearer.

Definition
A sole proprietor is a person who carries on business exclusively by and for him. He is not
only the owner of the capital of the undertaking, but it is usually the organiser and manager
and takes all the profits or responsibility for losses.

e James Stephenson

Characteristics of Sole Trader

¢ Single Ownership : The sole trader is the sole owner of the firm. He fully owns
the business.

e Management and Control : the proprietor independently manages and controls
the business without any interference from others. He is solely responsible for the
decisions taken by him.

e Undivided risk : The sole trader takes all profits and bears losses if any.
Nobody shares his profits or losses.

e Unlimited Liability : The liability of the proprietor is unlimited. If he makes a
heavy loss, he may lose his capital and even his entire private property.

¢ Limited area of operation : The sole trade business has generally a limited area
of operation. The reason being the limited resources and managerial abilities of the sole-
trader.

¢ Free from Government Regulations : There is no special act governing the
work of a sole proprietor. He will be subject to the general laws of the country. The
business is free from government regulations.

e Registration: since there is no separate Act for governing the sole trading
concerns in India, it doesn’t require any registration like a partnership firm or a
company. He just has to obtain a licence from a local authority like municipality or
panchayat.
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Merits of Trading Concern
e Easy to form : It is very easy and simple to form a sole trading concern.
Registration is not required. Anyone with necessary capital and skill can start any lawful
business he likes.

¢ Direct Motivation : The sole proprietor takes keen interest in the working of the
business. He manages the business to the best of his ability. There is direct relationship
between efforts and reward. The move the efforts, the higher the rewards will be. The
proprietor is, therefore, inspired, induced and motivated to give his best of efforts and
skills in running the business.

e Promptness in Decision Making : The sole trader can take quick and clear
decisions. He can also execute his decisions promptly. Quick decisions and prompt
execution are very essential for the success of business.

¢ Maintenance of Secrecy : Secrecy is of vital importance for the success of a
small scale concern. A sole trader can maintain strict secrecy of his business conditions
and methods.

¢ Personal contact with customers : The sole trader can establish and maintain
personal contact with his customers. He can easily study the tastes and requirements of
the customers. Personal contact with customers results in high sales and good will of the
firm.

e Social Utility : Sole trading concern has also great social utility. It creates
employment opportunities to many people. It suits best those who want to be their own
masters. Hence, sole proprietorship is socially desirable.

e Effective control: in sole trading concern, all decisions are centralised by the
sole trader himself. Thus, sole trader himself plans all the important activities, executes
and control them.

Demerits of Trading Concern
e Limited Capital and Credit : A sole trader finds it difficult to provide
necessary capital for the development of his business. Therefore, the size of the business
must remain small. Small business means small profits.

¢ Limited Managerial Ability : The managerial ability of the sole proprietor is
also limited. He may not be an expert in each and every function of the business. He has
to depend upon paid employees. He may find it difficult to manage and supervise
efficiently as business expands.

¢ Unlimited liability : The liability of a sole trader is unlimited. It extends to his
private property also. Hence, the sole trader tries to be cautious in taking risks. Unlimited
liability is a thorn on the side of the sole trader.

¢ No Continuous Existence : The life of the business is limited to the life of the
proprietor. The business may suddenly come to an end with the death of the proprietor.
So a sole trading concern has no stability or continuity.

e Absence of Specialisation : The sole trader is overburdened with a number of
duties. He may not be efficient in all these activities. As a result, the management may
not be efficient. So, this type of business organization cannot enjoy the benefits of
specialisation.
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e More risks Involved : A sole trader is the supreme and sole master of his
business. He need not consult anyone while taking decisions. So, there is a possibility of
taking wrong decisions. Wrong decisions may at times result in heavy losses.

e No large Scale Economics: a small scale concern cannot economise in
purchase, production and marketing. In a sole trade concern overhead expenses are also
more so sole trading concern cannot enjoy the benefits of large scale economies.

Joint Hindu Family

Joint Hindu family business is a unique kind of business organisation, possible only in India,
among Hindu families only. The origin of the joint hindu family business lies in the
principles of inheritance under the mitakshara school of Hindu law. In this form of business
ownership, all members of a Hindu Undivided family do business jointly under the control of
the head of the family. The head of the family is called as ‘Karta’. The firm is owned by the
members of an undivided Hindu family who have inherited an ancestral property. The
property inherited by a Hindu from his father, grandfather and great grandfather is regarded
as ancestral property.

The members of the family are known as co-partners. The joint Hindu family firm comes into
existence by the operation of Hindu Law and not out of contract. Thus the joint Hindu family
firm is a business owned by co-partners of a Hindu undivided estate.

Hindu Schools of Thought

There are two schools of thought regarding Joint Hindu Family system:
e Dayabhaga
e Mitakshara

Dayabhaga: dayabhaga system of community is prevalent in West Bengal, Assam and parts
of Odisha. This system allows both male and female members as co- parceners.

Mitakshara: this system is prevalent in whole of India except West Bengal, Assam and parts
of Odisha. In this system only male members are allowed to be co-parceners. However, an
amendment in Hindu succession Act, in 2005, the daughter is allowed as a co-parcener.

Merits of Joint Hindu Family

¢ (Centralized Management: The management of a Hindu Joint Family firm is
centralised in the hands of one man known as ‘Karta’. Karta takes all decisions and gets
them implemented with the help of other members.

® Quick Decisions: As karta is the only decision maker, he takes quick decisions.
The Karta takes not only quick decisions but his decision is final and unchallengeable.

¢ Economy: In a business, for its success, economy is a must. It is well balanced
and maintained in joint Hindu family firm. Karta spends money with great caution and
economy.

e Limited Liability: This is a great advantage of joint Hindu family firm. The
liability of all the members of the family is limited. However, Karta’s liability is
unlimited.

10



PAPER 1 BUSINESS ORGANISATION

e Utmost Secrecy: Karta is the great master of the grand show. He alone manages
the business affairs. He can keep a thing secret even from the members of the firm.
Secrecy is very vital for small-scale concerns.

e Natural love between Members: Members of the joint Hindu family firm are
having natural love and affection for each other. Due to this they ignore the short-
comings of each other and help to run the business move smoothly and efficiently.

Demerits of Joint Hindu Family

¢ Limited Capital: The investments are limited only upto the resources of one
family. They may not be sufficient to meet business requirements for expansion.

e Limited Management skill: Only the karta is to manage the family business, He
performs the functions of the management. Limited managerial skill of karta will hinder
the growth of the concern.

¢ No Reward for Efficiency: All the members of the family are provided with
basic needs and other facilities. The persons who work more efficiently and dedicatedly
are not rewarded for their work. So efficient workers are also tempted to work less.

e Suspicion: The karta is empowered with vast power of secrecy. He can keep
things secret even from the members of the firm. But there is no restriction on him that
he cannot disclose anything to any person whom he loves. This leads to suspicion among
the members.

Short Answer Type Questions
e Define the term Sole Trader.
e  What is Joint Hindu Family firm?
e Define ‘Karta’?
e Mitakshara

e Dayabhaga

Long Answer Type Questions
e State the characteristics of Sole Proprietorship firm ?
e State the merits of sole trading business ?
e State the demerits of sole trading business ?
e State the merits of ‘Joint Hindu Family Firm’ ?

e State the demerits of ‘Joint Hindu Family Firm’?

11
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UNIT-3
Partner Ship

Partnership - Characteristics of a Partnership Firm-Merits of Partnership-Demerits of
Partnership-Partnership Deed-Types of Partners-Rights of Partners-Duties of Partners

Meaning

A partnership is an association of two or more persons to carry on, as co-owners, a business
and to share its profits and losses. The partnership may come into existence either as a result
of the expansion of the sole-trading concern or by means of agreement between two or more
persons desirous of forming a partnership.

Definition

The Indian partnership Act 1932 defines partnership as “The relation between persons who
have agreed to share the profits of a business carried on by all or any one of them acting for
all”.

Characteristics of a Partnership Firm

® Association of Two or more persons: There must be at least two persons to
form a partnership firm. The maximum limit on the number of partners is ten in case of
banking business and twenty in case of other types of business.

¢ Contractual relation: The relation of partnership is created by contract and not
by status as in case of joint Hindu family firm. The contract may be oral or written.
There must be an agreement between two or more persons to enter into partnership
business.

e Lawful business: The agreement between partners must be to carry on some
lawful business.

¢ Sharing of profits: The purpose of the business should be to make profits and
distribute them among partners.

e Unlimited liability: The liability of each partner is unlimited, joint and several.
In other words, each partner is jointly and severally responsible for the debts of the firm.

e  Utmost good faith: A partnership agreement is based on mutual confidence and
trust of the partners. Every partner should act honestly and give proper accounts to other
partners.

¢ Dissolution: the partnership can be dissolved at any time if all the partners agree
to do so. Dissolution of partnership does not necessarily mean dissolution of the firm.
The remaining partner may continue the firm after meeting the claims of outgoing
partner.

12



PAPER 1 BUSINESS ORGANISATION

Merits of Partnership
¢ Facility of Formation
Like the sole proprietorship, a partnership can be formed without much expense and legal
formalities. A simple agreement among partners is sufficient to start a partnership firm.
2. Larger Financial Resources
The resources or savings of more than one person are available for the business. Since, larger
capital resources are available there is greater scope for expansion of business.
3. Benefits of Division of Labour
Division of labour can be introduced in the management of the partnership.
Work may be distributed among the partners according to their abilities.
4. Promptness in Decision Making
The partners meet frequently and they can take prompt decisions. The decisions taken by
partners are usually quite balanced.
5. Relationship between Reward and Work

The partners try to put more labour to earn more and more profits. There is direct
relationship between reward and work. The more they work, the more they be benefited.

6. Sharing of Risk

The risk or loss of business will be shared by all partners. Hence, the burden of every partner
will be less as compared to the burden of sloe trader.

7. More Possibility of Growth & Expansion: as compared to a sole-trade business,
partnership concern has more possibilities for expansion and growth of business activities.
The partner can contribute more and manage the activities more systematically.

Demerits of Partnership

1. Unlimited Liability
Partners are liable to the debts of the firm to an unlimited extent. Every partner is jointly and
severally liable for the entire debts of the firm.

2. Continuity is Uncertain

The continuity of the business of the firm is uncertain. Death, insolvency, incapacity of one
of the partners may lead to dissolution of the firm. Thus, instability is the worst disadvantage
of partnership.

3. Lack of Harmony

Partnership implies collective as well as individual liability and responsibility. Mutual
conflicts and lack of team spirit among partners may lead to loss of reputation and finally
closure of business.

13
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4. Restriction on Transfer of Interest
No partner can transfer his interest or share in the firm to outsiders without the unanimous
consent of all other partners.

S. Lack of Public Confidence
The accounts of partnership concerns are not published. So public is unaware of the exact
position of business. So, partnership concerns lack public confidence.

6. Inadequate Capital

A partnership firm can raise more capital than a sole trader. But it may not be able to raise or
secure adequate capital for expansion beyond a certain limit.

Partnership Deed

Partnership is the result of an agreement. The agreement may be expressive or implied. It
may be oral or written. It is always derivable to have the agreement in writing for the
following reasons.

e Partnership is an agreement based on utmost good faith. Each partner should
know clearly what he can do and what his duties and responsibilities are.

® The rights and duties of partners are determined by agreement. The partnership
act also defines the rights and duties of partners, but these will come in to operation only
when there is no agreement.

e Banks and other financial institutions insist on the production of written
agreements for granting loans and advances to firms.

The agreement in writing containing the terms and conditions of the partnership is called
‘partnership deed’. The deed has to be stamped as per the Indian stamps act. Each partner
should have a copy of the deed with him. It is desirable to entrust the preparation of the deed
to an experienced lawyer.

Types of Partners

Partners of a firm may be of different types with different rights and obligations.

1. Active Partners

Every partner has a right to take part in the management of partnership business. A few
commitment partners manage the business on behalf of others. Such partners are called
managing partners or active partners.

2. Sleeping Or Dormant Partners

Partners who agree not to take part in the management of the firm are called sleeping or
dormant partners. They contribute capital. They are entitled for the agreed share in the
profits of the firm.

14
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3.

Nominal Partners

A nominal partner is one who lends his name to the firm. He does not contribute any
capital nor does he shares profits of the business. He is known as a partner to the third
parties.

4. Partners in Profit Only

These are partners who by agreement are exempted from bearing losses of the firm.
However, they are entitled for their share of profit.

S.

Secret Partners

A secret partner is one, who does not want to be known as partner to the outsiders,
though in reality he is a partner.

6.

Minor Partner

A minor is not competent to enter into contract. Therefore, he cannot be a partner of a
firm. But he can be admitted to the benefits of partnership with the consent of all the
other partners.

7.

Partner by Estoppel or Holding Out: When a person is not a partner but poses

himself as a partner, either by words or in writing or by his acts, he is called a partner by
estoppel or by holding out. A partner by estoppel does not shares the profits and losses of
the firm and is not liable for the debts of the firm.

Rights of Partner

The following are the rights of partners in the absence of an agreement.

Every partner has a right to take part in the management of the firm.

Every partner has a right to inspect books of account and records and take a copy of
them.

Every partner has a right to recover any amount spent by him in the ordinary and
proper conduct of the business.

Every partner has a right to receive interest on loans advanced to the firm over and
above the capital at the rate of six percent per annum.

Every partner has a right to share the profits of the firm equally along with other
partners.

A partner is not entitled for any remuneration or salary for taking part in the conduct
of the business.

Duties of Partners

All the partners must be faithful to one another and to the firm.

Partners should give full and correct information and render true account of the firm
to one another.
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e Every partner must diligently carry on the business of the firm to the maximum

advantage of all the partners and the firm.

e Every partner has a duty to work hard and conduct the business in the best common

interest of the firm.

e No partner should make any profit for himself by way of secret commission or sales

or purchases made on behalf of the firm.

e Every partner has to share losses equally along with other partners.

e No partner shall engage himself any business which competes with that of the firm.

Short Answer Type Questions

e Define partnership.
e  What is partnership deed?
e Minor partner.

e Secret partner.
e Partner by Estoppel / Holding out.
Long Answer Type Questions

e What are the essential characteristics of partnership firm?
e  What are the merits of partnership form of organisation ?
e  What are the demerits of partnership form of organisation ?
e  What are the duties of partners?
e What are the rights of partners?

6.Explain the various types of partner.
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UNIT-4
Joint Stock Company

Joint Stock Company — Characteristics-Merits of Joint Stock company-Demerits of Joint
stock company-Kinds of companies-promoter

Joint Stock Company

A company is an association of many people. It is registered and has a capital of fixed
amount. The capital is divided into small units called ‘shares’. A person who holds or buys a
share in a company is known as shareholder. Shareholders are the members of the company.
As the capital of a company is contributed jointly by large number of persons a company is
called a Joint Stock Company.

Definitions

Prof. L.H. Haney, “A joint stock company is a voluntary association of individuals for
profit, having a capital divided into transferable shares, the ownership of which is the
condition of membership”.

Section 2(20) of the companies Act, 2013 provided that “Company means a company
incorporated under this Act or under any previous Company Law”.

Characteristics of Joint Stock Company

1. Association of Persons

A company is a voluntary association of many persons. The association must be registered or
incorporated under companies act. A private limited company must have at least two persons
and a public limited company must have at least seven persons to get it registered.

2. Separate Legal Entity

A company is created under law. It has separate legal entity apart from its members. It is an
independent person in the eyes of law. It can buy, sell and hold property in its own name like
an individual. It can have a bank account in its own name.

3. Artificial Legal Person
A company is an artificial person created by law. It is an artificial person, because it does not
come into existence through natural birth. Like a natural person it has certain rights and
obligations in terms of law.

4. Perpetual Existence/ Perpetual succession

A company has a continuous or uninterrupted existence. Its life is not affected by the death,
insolvency of its members or directors. On account of its stable nature, a company is best
suited for such type of business which requires long periods of time to mature and develop.

5. Limited Liability
Liability of shareholders of a limited company is limited to the face value of shares they have
purchased. He is not personally liable for the debts of the company.

6. Common Seal
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A company being an artificial person cannot sign for itself. Therefore, the law requires every
company to have a seal and get its name engraved on it. The common seal thus serves as the
official signature of the company. It is kept under lock and key.

7. Business
A company can conduct only such business as stated in memorandum of association. It
cannot go beyond the powers given to it by its memorandum of association.

Merits of Joint Stock Company

1. Large Financial Resources

A joint stock company is able to collect a large amount of capital through small contributions
from a large number of people. In a public limited company, shares can be offered to the
general public to raise capital. The companies can also accept deposits from the public and
issue debentures to raise funds.

2. Limited Liability

In case of a joint stock company the liability of its members is limited to the value of shares
held by them. This advantage attracts many people to invest their savings in the company
and it encourages the company to take more risks.

3. Transferability of Shares

The shares of a company can be transferred by its members. A shareholder can sell his
shares in the open market. Under Articles of Association, the company can put certain
restrictions on the transfer of shares, but it cannot altogether stop it. However, private
companies can put more restrictions on transferability of shares, virtually making it zero.

4. Continuity or Stability in Existence

A company enjoys continuous or uninterrupted business life. As a body corporate it
continues exist even if all its members die. The stability of business is of great importance to
the society as well as to the nation.

5. Professional Management

Management of a company is in the hands of the directors, who are elected democratically by
the members or share holders. These directors are known as ‘Board of Directors’. They
manage the affairs of the company and are accountable to all the investors. So, the investors
elect capable persons who can manage the company efficiently.

6. Large-Scale Production

Since there is an availability of large financial resources and technical expertise, it is possible
for the companies to have “large scale” production. This enables the company to produce
more efficiently and at a lower cost.

7. Research and Development

Only in joint stock company form of business it is possible to invest a lot of money on
research and development so that new design better quality products can be achieved.

18



PAPER 1 BUSINESS ORGANISATION

Demerits of Joint Stock Company

1. Difficult to Form

The formation and registration of Joint Stock Company involves a long and complicated
procedure. A number of legal documents and formalities have to be completed before a
company can start business.

2. Excessive Government Control

Joint stock companies are regulated by government through the companies act and other
economic legislations. Especially, public limited companies are required to complete various
legal formalities as provided in the companies act and other legislations. This affects the
smooth functioning of the companies.

3. Delay in policy Decisions

Generally policy decisions are taken at the ‘Board of Directors’ meetings of the company.
Further, the company has to fulfil certain procedural formalities. These procedures are time
consuming and therefore, may delay action on the decisions.

4. Undue Speculation in Shares

Joint stock companies facilitate speculation in shares at stock exchanges. Illegitimate
speculation in shares of a company is injurious to the interests of share holders. It may
weaken the confidence of investors and may lead to financial crisis. The management of joint
stock companies also sometimes encourage speculation in shares for their personal gains.

5. Lack of Secrecy

The management of company remains in the hands of many persons. Everything is discussed
in the meetings of board of directors. Hence, the trade secrets cannot be maintained.

6. Social Evils

The company form of organisation leads to large-scale production. The evil of factory system
like insanitation, air pollution, congestion of cities are attributed to joint stock companies.
Joint stock companies facilitate formulation of business combinations which ultimately lead
to the monopolistic control and exploitation of consumers.

7. Conflict of Interests

Company form of organisation gives rise to conflict of interest between various
sections namely management, shareholders, employees, creditors etc. It becomes difficult for
the company to reconcile the interest of various stakeholders.

Kinds of Companies

1. Chartered Companies

A company which is created by special charter granted by the monarch is a called a
‘chartered company’. The East India Company, the Chartered Bank of India and Australia
were incorporated by the grant of a special Royal charter. These companies are no longer
formed in any country.
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2. Statutory Company

A company which is created by a special act of the legislature is called a ‘Statutory
company’. The objects, powers, rights and responsibilities of such a company are clearly
defined in the Act. Generally, companies for public utility services are formed under special
statutes. These companies may or may not use the word ‘Limited’. Ex: R.B.I, IDBI, L.I.C,
U.T.L, S.T.C etc.

3. Registered Companies

A company registered under the provisions of companies Act is called “Registered” or
incorporated company. Most of the companies in India are registered under the Indian
companies Act, 2013. Registered companies may be limited by shares, limited by guarantee
or unlimited companies. For example Tata Iron and Steel Industry, Bharat Sanchar Nigam
Limited etc.

4. Company Limited by Shares

The companies limited by shares have a share capital divided into shares. The
shareholders are not liable to pay anything more than the value of the shares held by them,
whatever be the liabilities of the company. Ex: L&T and Reliance Industries

5. Company Limited by Guarantee

The liability of members in such a company is limited to a specific amount as they agreed to
contribute to the assets being wound up. A guarantee company is formed generally to
promote education, art, science, culture, sports etc. Example Trade association, chambers of
commerce, stock exchanges, sports clubs etc., are often organised as companies limited by
guarantee.

6. Unlimited Company

The companies registered without limiting the liability of members to the value of shares are
called ‘unlimited company’. These companies are rarely formed. Ex: Amway India
Enterprises Private Limited, GE Capital Services India.

7. Private Company

Private company is a company which by its articles of association restricts the right of
members to transfer shares, limits the number of its members to 200, and prohibits any
invitation to the public to subscribe its shares. The number of members required to form a
private company is two. Such a company must use the word ‘private’ in its name. Ex: TCS,
Wipro, ITC, HLL, etc.

8. Public Company

A public company means a company which is not a private company. In other words a public
company is one which lays down no restriction on the transfer of its shares, does not limit the
maximum number of members and can invite public for subscribing to its shares and
debentures. Ex: HPCL, Central Bank of India, Oil India Limited, Indian Railways, etc.
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9. Government Company

A Government company is a company is which 51 percent or more of the paid up share
capital is held by central or state government. The remaining 49 or less of the paid up capital
may therefore be held by private parties of financial institutions. Hindustan steel limited, Air
India, State Trading Corporation of India are examples of a government company.

10. Indian Companies
A company incorporated in India under the companies Act, whether operating in India or
outside is called ‘Indian company’.

11. Foreign Companies

A company incorporated outside India but has a place of business located in India through its
branches or agencies. Such companies have to furnish some information as required by the
Registrar of Companies in India.

12. One Person Company

One per company (OPC) has been allowed, for the first time in Companies Act, 2013.
A one person company is a one shareholder corporate entity, where legal and financial
liability is limited to the company only. One person subscribes his name to a memorandum
and comply with the requirements of the Act in respect of registration.

Promoter

Promoter conceives an idea for setting up of a particular business at a given place and
performs various formalities required for starting a company. A promoter may be an
individual, firm, association of persons or a company. The persons who assist the promoter in
completing various legal formalities are professional people like Counsels, Solicitors,
Accountants etc., and not promoters.

Characteristics of a promoter

® A promoter conceives an idea for the setting up a business.

¢ He makes preliminary investigations and ensures about the future prospects of
the business.

e He brings together various persons who agree to associate with him and share
the business responsibilities.

e He prepares various documents and gets the company incorporated.

e He raises the required finances and get the company going.
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Short Answer Type Questions

Define Joint Stock Company?
Define a private company?
Define a public company?

What is a government company?
OPC.

Who is a promoter?

Long Answer Type Questions

What are the characteristics of a joint stock company?
What are the merits of a joint stock company?
What are the demerits of a joint stock company?

Discuss various kinds of companies briefly?
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chapter — 5
INCORPORATION OF JOINT STOCK COMPANY

Procedure of promotion and incorporation of Joint stock company — Memorandum of Association —
Articles of association — Prospectus — Golden rule of framing prospectus.

The Basic procedure for incorporation.

For a company to be incorporated, if must be registered with the “Register of
Companies” (ROC). After the company is registered it receives a “certificate of
incorporation” after which the company becomes a legal entity.

Registration of the Company.

The following documents must be filed for the registration of company.

1. The Memorandum of Association.

2. The Articles of Association.

3. An agreement, if any, which the company proposes to enter into with any individual
for appointment as it’s managing director or whole time director or manager.

4. A statutory declaration in form 1 by an advocate, attorney or pleader entitled to
appear before the high court or a company secretary or chartered Accountant in whole
time practice in India who is engaged in the formation of the company or by a person
who is named as a director or manager or secretary of the company that the
requirements of the companies Act have been complied with in respect of the

registration of the companies and matters precedents and incidental thereto.

In addition to the above, in case of a public company the following documents must also
be filed;

» Written consent of directors in Form 29 to act as directors.

» The complete address of the registered office of the company in Form 18.

» Details of the directors, managing director and manager of the company in Form 32.

What is Memorandum of Association:

The Basic document to be filed for incorporation of the company is Memorandum of

Association. This is called as “Charter” or “Life giving of document” of the company. It
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containing the right privileges and powers of the company. It regarded as the constitution
of the companies.

Content of the Memorandum.

According to section 13 of the companies Act the Memorandum of every company
must contain some clauses. These clauses are also known as the “conditions or contents”
in the memorandum.

1. Name Clause:-

This is the first clause in the memorandum. This clause contains the name of
the company. The name must be approved by the central Government.

a) The proposed name should not be indentified to the name of an
existing company.

b) The proposed name should not suggest any connection or link with a
government department.

¢) The proposed name should not be objectionable under the provisions of
the Emblems and names Act, 1950.

d) The name of a public company limited by shares should end with the
word “Limited” while that if a private company should end with the

word. “Private Limited”.

2. Situation Clause:-

This clause is also known as “domicile clause”. This clause containing the
name of the state in which the registered office of the company is to be situated or
located. In practice the address of the registered office is given along with the name

of the state.

3. Objects Clause:-

This clause defines or states the powers of the company and scope of its
activities. The objects clause is of crucial importance for the company as well as the
persons who deals with it. The objects should not be against the provision of the

companies Act and the public policy.
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4.Liability Clause:-

This clause states the nature of liability of the members. The liability may be limited
by shares or by guarantee.

5. Capital Clause:-

The capital clause indicate the total amount of share capital with which the company
is to be registered. The registered capital is also called as “authorized capital” or “nominal
capital”. This registered capital is divided into various kinds of shares and number of shares

and these are also mentioned under this clause.

6.Subscription or Association clause:-

This clause contains the names, addresses and signatures of the persons who invited in
this association. Seven persons should be signed in case of public limited company and

atleast two persons in case of private limited company.

Articles of Association:-

The article of association containing the rules and regulations for the administration of
the company. It includes byelaws relating to the management of the company.

All the above stated documents have to be sent to the Registrar along with the
registration fee, filling fee, stamp duty, as specified. The registration on receipt of the
documents, undertake a scrutiny and if he finds nothing objectionable, issues under his seal
and signature, the “Certificate of Incorporation”.

The certificate needs to be collected from the Registrar’s Office. After obtaining the
certificate of incorporation, the secretary of the company must send the notice to registered
address of the company, if it was not sent earlier, within 30 days of registration.

On obtaining the incorporation certificate a “Private Company” is eligible to transact
business but a public company however cannot transact business unless it obtains the trading

certificate.

25



PAPER 1 BUSINESS ORGANISATION

If public limited company wish to raise the capital, it needs to prepare the document
known as “Prospectus”. Public companies that are confident of raising capital on their own

need to prepare a document known as “Statement in lieu of prospectus.”

Contents of Articles of Association:

Nature of the company.
Number and value of shares and different classes of shareholders.
Rules regarding the rights of different classes of shareholders.

Rules regarding transfer and transmission of shares forefeature of shares.

A e

Rules regarding the appointment, power and duties of the directors and offices of the

company.

6. Rules regarding the notice of the meeting, voting rights, quorum, poll, property etc.,
of the shareholders.

7. Rules regarding the audit of accounts, declaration of divided etc.

8. Rules regarding the issue of share certificates.

9. Rules regarding recognition of share capital.

10. Rules regarding the winding up of the company.

Certificate of Incorporation:-

Promoters should pay the necessary filling and registration fees. The registrar will
examine the documents. If they are found to be correct and in order, he will enter the name
of the company in the register. After that he will issue a certificate known as “Certificate of

Incorporation”. This certificate is popularly known as the ‘birth certificate’ of the company.

Certificate of Commencement of Business:-

A private limited company can start it’s business soon after receiving the certificate of
incorporation. But a public company cannot do any business and cannot exercise any
borrowing powers. It can do so only after obtaining another certificate called “Certificate of
Commencement of Business”.

To obtain the certificate o commencement of business the promoters should make the
prospectus for the company. This prospectus needs to be published in the daily news paper.

The promoters should submit the following documents to registrar.
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A copy of prospectus.
Name, address, designation, occupation, etc of the directors.
Directors written letter of agreement that they want to work as director of the
company.
Declaration that the directors have fully paid the minimum amount of sponsor share.
Declaration by the company secretary or other authorized persons that the above
affairs have maintained all rules and regulations of company Act, 1994.

The registrar being satisfied on the paper submitted for the proposed company
issue certificate of commencement. On setting this certificate the public limited

company can start its business.

Prospectus:-

Companies Act, 1956 defines the prospectus as “It is an invitation to the public for

subscribing to the share capital and debentures”. This prospectus may be issue in the form of

a circular, notice, advertisement or any other form of invitation to the general public. It bring

to the notice of the public that a new company has been formulated.

Objects of Prospectus:-

The objects of prospectus are as follows:

A o e

To bring to the public that a new company has been launched.

To raise the interest of the public to make investments in the company.
This prospectus should be written form.

The company directors must accept the responsibility of the company.
The directors must sign on the prospectus and with seal.

It should be an invitation by the company.

Contents of Prospectus:-

The prospectus should contain the following.

General information: The directors names addresses, designations and their

signatures in the memorandum of Association.

Issue of share capital:- The classification of share capital, number of shares and

minimum subscription of the share capital.
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3. Application for shares:- The application method for the issued shares, their allotment

and commission to the agents.

4. Company management:- Appointments of managers, agreements, their names and

addresses, remuneration to the entrepreneur, obtaining the assets, and appointments
and agreements of Bankers, lawyers and Auditors.

5. Company objects:- If the company is going on, the present results of the company

and future estimates to develop the business.

6. Subsidiary Companies:- If the companies having any subsidiary companies their

information.

7. Future estimates:- The estimates of Future sales and profits.

8. Rate of Share:- The rate of issue of share, how that is fixed.

9. Disputes of share holders:- If any disputes arises in the share holders, how they will

be cleared.

Business suitable for Joint stock company:

A joint stock company form of business organization is formed to be suitable where
the volume of business is large and huge financial resances are needed.

Since members of Joint stock company have limited liability it is possible to raise
capital from the public without much difficult. This form of organization is also suitable for

business which involve heavy risks.

Again, for business activities which require public support and confidence, joint stock
form is preferred as it has a separate legal status.

Certain types of businesses, like production of pharmaceuticals, machine
manufacturing information technology, iron and steel, aluminum fertilizers, cement etc., are

generally organized in the form of Joint Stock Company.

Statement in lieu of prospectus:-

If the public limited company invites private people to subscribe the capital will not
issue prospectus. That means public company directors obtain the share capital without issue
of prospectus, the company may issue the statement will be send to the company registrar
three day in advance. If the directors issue the statement in lieu of prospectus to the private
people without notice of the company registrar they will be punished by the court accordingly
to companies Act schedule II1.
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Short answer type questions:

1.

N o Uk W

What is Memorandum of Association?

What is Articles of Association?

What is Prospectus?

What is Certificate of Incorporation?

What is Certificate of commencement of business?

What are the businesses suitable for Joint stock Companies?

What is statement in lieu of prospectus?

Long answer type questions:

1.

Explain about basic procedure and documents to be submitted for the

incorporation of Joint Stock Company?

. What do you understand by “Memorandum of Association” describe

its contents?

3. Define Articles of Association? Describe its contents?

Define Prospectus? Briefly discuss the Objects of Prospectus.

5. Explain the contents of Prospectus.
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CHAPTER - 6
CO-OPERATIVE SOCIETIS

Characteristics — Types of co-operative societies — merits and demerits

Co-operative:

A cooperative is “an autonomous association of persons united voluntarily to meet
their common economic, social and cultural needs and aspirations through a jointly owned
and democratically controlled enterprise.

A word co-operative means working together and with others for a common purpose.

Co-operative society

The co-operative society is a voluntary association of persons who join together with
the motive of welfare of the members. They join to protect themselves from the possible
exploitation at by middlemen who desire to earn greater profits.

The co-operative society is compulsorily require to be registered under the co-
operative societies Act, 1912. For setting up a co-operative society the consent of atleast ten
adult persons to form a society is required. The capital of a society is raised from its
members, through issue of shares. The society acquires a distinct legal identity after its

registration.

Characteristics of Co-operative Societies.

1. Voluntary Membership.
Legal Status.

Limited Liability.
Control

Service Motive
Democratic management

Distribution of surplus

® N ok wN

Cash trading
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1. Voluntary Membership:-

The membership of a co-operative society is voluntary. A person is free to join in a

co-operative society and is free to leave at any time as per his desire. But a member is

desire to leave, he has to submit a notice before leaving the society. The membership is

open to all, irrespective of their religion, caste and gender.
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Legal Status:-

Registration of co-operative society is compulsory as per the co-operative
societies Act, 1912. This gives separate identity to the Society. The society can enter

into contracts and hold property.

Limited Liability:-

The Liability of the members of a co-operative society is limited to the extent

of the amount contributed by them as capital.

Control:-
The right to vote gives the members a chance to choose the members of
managing committee that gives the co-operative society a democratic character. Every

members has right to give one vote.

Service Motive:-

The co-operative society follows the values of mutual help and welfare. The

motive of service dominates its working.

Democratic Management:-

Co-operative societies are managed on democratic lines. Money has

no influence every one has equal voice in management of a co-operative society.
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7. Distribution of Surplus:-

The co-operative societies earn surplus from their services. In case of
consumer co-operatives, the surplus is distributed according to purchases made by the

members. Any surplus arises from the members and is spent on their welfare.

8. Cash Trading:-

The main principle of a co-operative society is trading on cash basis. There is

no credit sales.

Types of Co-operative Societies:-

Consumers co-operative societies.
Producer’s co-operative societies.
Marketing co-operative societies.

Credit co-operative societies.

Farmer’s co-operative societies.

S o e

Co-operative housing societies.

=

Consumer’s Co-operative Society:

The Consumer’s Co-operative Societies are formed to protect the interests of
consumers. The consumers who want to obtain good quality products at reasonable
prices. The society eliminates middlemen to achieve economy in operations by
purchasing goods in bulk directly from the wholesalers and selling those goods to it’s

members.

32



PAPER 1 BUSINESS ORGANISATION

2,

g

=

|

Producers co-operative societies:-

These societies are set up to protect the interests of small producers The
society fights against the big capitalists and enhance the
bargaining power of small producer’s by supplying raw materials, equipment and
other inputs to the members and buying their output for sale. The members are
producers who want to procure inputs for production of goods to meet the demands of

consumers.

Marketing co-operative Societies:

This type of societies are established to help small producers in selling their
products. The members consists of producers who want to obtain reasonable prices to
their products. To eliminate middle men and improve competitive position of its
members in the market for the products.

Credit Co-operative Societies:-

Credit co-operative societies are established for providing easy credit on
reasonable terms to the members. The members are the persons who want financial
help in the form of loans. The societies protects the members from exploitation of
many leaders who charge high rate of interest on loans. The society provides loans to
members out of the amount collected as capital and deposits from the members and
charge low rate of interest.

Farmer’s co-operative Societies:

To protects the interests of farmers by producing better inputs at reasonable
costs, this type of co-operative society are established. The farmers get together as
members and they form a society to gain the benefits of large scale, farming are
increased the productivity such societies to provide better quality seeds, fertilizers,
machinery and other modern technology for use in cultivation of crops. This helps in

improving the yield and returns to the farmers.
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6. Co-operative housing societies:

Co-operative housing societies are established to help people with limited
income to construct houses at reasonable costs. This aims to solve the housing
problems of the members by constructing houses and giving the options of paying in

installments.

Merits of co-operative societies:

1. Democratic principles

2. Limited Liability.

3. Stable existence.

4. Economy in operations.

5. Support from government.

6. Ease of formation.

1. Democratic Principles:-

The principle of ‘One man one vote’ governs to cooperative society.
Irrespective of the amount of capital contribution by a member each member is
entitled to equal voting rights.

2. Limited Liability:-

The liability of members of a Co-operative society is limited to the extent of
their capital contribution. The personal assets of the members are safe from being
used to repay business debts.

3. Stable existence:-

Death, bankruptcy or Insanity of the members do not affect continuity of a co-
operative society. A society is unaffected by any change in the membership.

4. Economy in operations:-

The members generally offer honorary services to the society. As there is
elimination of middlemen, it results in reducing costs. The customers or producers

themselves are members of the society and hence the risk of bad debts is lower.

5. Support from government:-

The co-operative society follows democratic and hence funds support from the
government in the form of low taxes, subsidies, and low interest rates on loans.
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6. Ease of Formation:-
The co-operative society can be started with a minimum of ten members and is
governed by provisions of co-operative societies Act, 1912. The registration
procedure is simple involving a few legal formalities.

Demerits:

1. Limited resources

2. Inefficiency in management
3. Lack of secrecy

4. Government control

5. Possibility of conflicts

6. Political interference

1) Limited resources:-

The resources of co-operative society should be limited because the members
can contribute low investments and they would not depend on profits. If the society
need high range of capital than the society offers more members.

2) Inefficiency Management:-

The members who offered honorary services on a voluntary basis. The
members generally not professionally sound to handle the management. So, the
society may not appoint exports because of their inability to pay high salaries.

3) Lack of Secrecy:-

The members discuss all operations of a co-operative society in the open
meetings. So, the operators of the Business should not kept in secret.

4) Government Control:-

The co-operative societies have to follow the rules and regulations related to
auditing of accounts, submission of accounts as per the co-operative Societies Acts.

5) Possibility of Conflicts:-

There would be internal quarrels between members in taking decisions,
personal dominations may causes to damage the society.

6) Political Interference:-

There should be a political interference in co-operative society, because they
are governed and controlled by government regulations. In that case the welfare of

the society may damage.
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Formation of Co-operative Society:

The application for forming a society must have the following information.

AN o e

Name and address of the society.

Aims and objects of the society.

Names and addresses of members of the society.
Share capital and its division.

Mode of admitting new members.

A copy of the bye laws of the society.

Short answer type questions:

1.

Define Co-operative society?

2. What is Consumer co-operative society?
3. What is Co-operative housing society?

4,
5

. What is Farmer’s Co-operative society?

What is Producer’s Co-operative society?

Long answer type questions:

1.

What are the important characteristics of Co-operative societies?

2. What are the Merits of Co-operative societies?
3.
4
5

What are the Demerits of Co-operative societies?

. Explain various types of Co-operative societies?
. What is the major information required for formation of Co-operative

society?
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CHAPTER -7
BANKING AND INSURANCE SERVICES

Definition of bank and insurance — Different types of banks — Functions of commercial
banks — Advantages of insurance — Principles of insurance — Types of insurance

Banking:

During the past nationalization era there was a change in the banking sector. Private
Banking came into being and new milestones are observed after that. The introduction of
ATM machines are great help to the people as they can make transactions from any where
across the country.

The next change in the field of Banking was mobile Banking that upgrades the clients
through the SMS facility. The Banking sector is one of the greatest sector that can being a
change and a revolution in the economy of India. The another next stage in the banking is
online Banking that you can pay bills super fast and your account is automatically credited
and debited for each deposit and payment making it easier to stay on.

The name Bank is derived from the Italian word banco “desk or bench” used during
the Renaissance by Florentine bankers. These bankers used to make their transactions above
a desk covered by a green table cloth.

Definition:

Under the Indian Law Banking regulations Act of India, 1949 “Accepting for purpose
of lending or investment of deposits of money from the public repayable on demand or
otherwise and withdrawal by cheque, drafts and order or otherwise” (Section 56).

Tvypes of Banks:-

1. Commercial Banks.
Industrial Banks.
Agriculture Banks.
Exchange Banks.
Central Banks.
Co-operative Banks.
Nationalized Banks.
Regional Rural Banks.
NABARD.

A S A T i
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1. Commercial Banks :-

Commercial Banks are established with an objective to help businessmen. These
Banks collect money from General public and give short term loans to businessmen by way
of cash credits, over drafts etc. In India commercial Banks are established under companies
Act, 1956.
2. Industrial Banks:-

Financial Institutions with a limited scope of service. Industrial banks sell certificates
that are labeled as investments shares and also accepts customer deposits. Lending activities
can be performed either directly or indirectly through the capital market.

3.Agriculture Banks:-

Agricultural banks provide facility to the farmers to meet the cost of cultivation and
working capital activities for farming and allied activities. They also offer term loans for
buying cattle, purchase of equipment for irrigation and other agriculture requirements.

4. Exchange Banks:-

Exchange Bank is a community bank offering personal and business banking services
including home loans. These banks deal with Foreign exchange and specialize in financing
Foreign trade.

5. Reserve Bank of India:-(RBI)

Reserve Bank of India was established on April, 1*, 1935 in accordance with the
provisions of the Reserve Bank of India Act, 1934. It acts as a central Bank of India. The
Governor of Reserve Bank of India sits in central office where policies are formulated and
Finalized. The RBI regulates the issue of Bank notes, and operates the credit and currency
system of the country.

6. Co-operative Banks:-

Co-operative Banks in India have came into existence under the
Agriculture Credit Co-operative Societies Act 1904. Co-operative banks mobilize deposits
for upliftment of weaker sections, particularly carrying out of the subsidy programmes for the
poor.

7.Nationalised Banks:-

Banking sector in India is dominated by nationalized banks. The nationalization of 14
Private banks in India were nationalized on 19™ July 1969 and another 6 banks were
nationalized on 15™ April 1980. State bank of India is the only Public Sector bank
nationalized in 1955 under SBI act, 1955.
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8.Regional Rural Banks:-

On the recommendations of Narasimham Committee the concept of Regional rural
Banks was introduced in India in 1975. The share capital of an RRB is subscribed by Central
Government, the State Government and sponsoring bank in the ratio of 50:15:35 respectively.
These are specilised rural financial institutions to fulfill the credit requirement of the Rural
poor.
9.NABARD:-

Nationalized Bank for Agriculture and Rural development Bank (NABARD) is
established in 12" July 1982 as an Apex bank for Agriculture and Rural development. It
concerns policy planning and operations in the field of credit for agriculture and other

economic activities in rural areas.

Functions of commercial Banks:-

1. Accepts various types of deposits from public including saving account, recurring
account and fixed deposits.

2. Providing loans and advances of various forms of facilities like over drafts, cash

credit, bills discounting and money at call etc.,

Collect and clear cheques, dividends and interest

Make payment of rent, insurance premiums.

Deal in foreign exchange transactions.

Purchase and sell securities.

Act of a trustee, attorney, correspondent and executor.

Accepts tax proceeds and Tax returns.

xS kW

Provide safety locker facility to customers.
10. Provide money transfer facility.
11. Issue Traveler cheques.

12. Provide various cards i.e. debit cards, credit cards and smart cards.

Insurance

Insurance sector is growing rapidly from its inception during 1818, and it is at race
with other competitive sectors that enhances the economy. Apart from LIC there are
different private organizations come into existence. It helps people during their trouble

period and provide them money that were invested money by them in policies.
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Definition:

“Insurance is a contract in which sum of money is paid by the insured in consideration

of the insure’s incurring the risk of paying a large sum upon a given contingency”.

Types of Insurance:

There are three main types of Insurance.

They are;

1. Life Insurance

2. General Insurance

3. Social Insurance.

1) Life Insurance:- Life Insurance is a contract where by the insurer undertakes to pay
in consideration for premium a certain sum of money to the legal heir or nominee of
an insured person on his/her death or to the insured after the lapse of a certain period
of time. Life Insurance includes whole life policy, endowment policy, group
insurance policy money back policy etc.

2) General Insurance:-

General Insurance or non-life insurance policies including automobile and
home owners policies provide payments depending upon the losses from a particular
financial event. It covers fire, marine theft and other losses.

3) Social Insurance:-

Social Insurance means government provisions for unemployed, injured or
aged people financial by contributions from employers and employees as well as by
government revenue.

Example: Health Insurance, Employees state Insurance, unemployment

insurance etc.

Principles of Insurance:-

1.
2.

Insurance is a General contract against person, asset, vehicles, cattle’s etc.

The insured and insurer must observe utmost good faith in a contract of insurance.

In insurance contract the underwriter agrees to indemnify the insured against losses by
see to the extent of the amount insured.

The principles of subrogation and contribution are applicable to fire insurance and

marine insurance.
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5. Every person must have the insurable interest in the subject matter of insurance. How
much they wanted to insure when they need money, how much they require for the
future needs.

6. The insured can take two or more than two policies on the same property. The
insured is entitled to recover only the actual loss and nothing more.

Characteristics of Insurance:-

All insurance contract has the following characteristics, which are generally observed
in case of all kinds of insurance contracts whether life, marine, fire or miscellaneous
insurance.

1) Risk sharing and risk transfer:- Insurance is a device to share the Financial losses,

which occurs to an individuals or his family on the happening of a specified events.
The event may be the death of earning member of the family.

2) Co-operative device:- A group of persons who agree to share the financial losses

may be brought together voluntarily through publicity or through solicitations of the
agents. An insurer by insuring large number of persons is able to pay the amount of
loss.

3) Payment of claim at the occurrence of contingency:- The payment is made an

happening of a certain contingencies insured. The life insurance claim is a certainty
because the contingency of death or the expiry of term, will certainly occur and the
payment is certain.

4) Calculate risk in advance:- Risk is calculated on the basis of probability theory

before insuring since the premium payable on the policy is to be determined.
“Probability theory” is that body of knowledge, which is concerned with measuring
the likely hood that something will happen and making estimates on the basis of this
likely hood.

5) Amount of payment:- In life insurance the purpose is not to make good the financial

loss suffered. Moreover one cannot estimates the value of human being. A person is
no doubt precious to his/her family. The insurer promises to pay a fixed sum of

money on the happening of an event i.e. death or permanently disabled.

6) Large number of insured persons:- The price of insurance is basically linked to the

cost of claims, which is only known subsequent. In the beginning, it is unknown

factor and an estimate is made on the basis of past claims experience.

41



PAPER 1 BUSINESS ORGANISATION

7) Insurance is not a gambling:- A family is protected against losses on death and

damage with the help of insurance. The insurance contract is essentially non
speculative and insurance is also not gambling

Salient features of Insurance:-

Some of the features of life insurance are mentioned below:
1) Instrument of savings.
2) Provide social security.
3) Risk coverage starts from date of accepting of proposal.
4) Beneficiary nominee/legal heir stands to gain.
5) Policy can be assigned and mortgaged.
6) Policy holders can seek loans against the policy.
7) Certain policies cover up for treatment to certain serious diseases.
8) Income tax benefits on the amount of premium paid.
9) Money can be set aside for children marriage and education.
10)Provision for old age.

Advantages of Insurance:

(1) Financial assistance for developing industry:-

Insurance companies mobilize the savings of the public, Large funds are
collected by way of premium. These funds are invested in shares and debentures in
different companies.

(2) Developing a habit of saving money:-

Now a days saving money is the main object of the public to lead the life in a
critical conditions. So insurance develops a habit of saving money by paying
premium.

3. Protection against risk of loss:-

Insurance provides protection against the risk of loss. It makes business
operations very secured by providing against all probable losses and dangers.
Insurance gives security to individually through accidents, health, sickness, old age
etc

4. Employment opportunities:-

The scope of activities of insurance is very wide. No.of people joining as
agents gaining self respect and earning lakhs of rupees in self employment.

Thousands of people getting employment in insurance companies.
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5. Providing loan facilities:-

Insurance companies are providing loan facility to the insurers on their
policies paid up premiums.

6. Social Welfare:-

Insurance companies provide finance to the government. investments of
insurance companies in the development plans of the nation lead to the national
prosperity of the company.

Short answer type questions:

1. Define Bank?
Define Insurance?
What is Commercial Bank?
What is Exchange Bank?
Explain NABARD?
What is Reserve Bank of India?

@ Uk W

Long answer type questions:

Write briefly different types of Banks?

Write the important functions of commercial banks?
What are the characteristics of Insurance?

What are the principles of Insurance?

Explain briefly the types of Insurance?

What are the salient features of Insurance?

N o vk W=

What are the advantages of Insurance?

43



PAPER I BUSINESS ORGANISATION

CHAPTER - 8

Transport, ware housing and advertisement

Transport- Advantages of transport — Types of transport —-Importance of warehousing — types

of warehousing — Need and importance of advertisement — Print media — outdoor media

Transport;

Transport means take and carry (people or goods) from one place to another by means
of a vehicle, aircraft or ship.

Transportation plays a major role in the economy. It increases the production
efficiency and it links to the logistic system. Vehicle should have some characteristics which
are used to easy transport of goods and services.

Types of Transport:

1.Road Transport: Road transport is the commonly used method to transport goods from
one place to another place. It transport limited goods to limited areas. Road transport
systems have high maintenance costs both for vehicles and infrastructures. It leads to reach
ultimate location of goods to destination.
Advantages:

1. High flexibility and ability to move the vehicles fastly.

2. Use different routes to reach the destination quickly.

3. Does door to door services.

4. High safety for the cargo.

5. Chance to select the carrier which is suitable for carrying

the goods.

Disadvantages:
1. It mostly depends on claimatical conditions.
2. High cost for long distances.
3. Productivity is low.

4. Subject to traffic delays, breakdowns, and driving regulations.

2.Rail Transport:- Rail transport is ideal for heavy goods and has a wide range of

applications safe mode of transport, fast delivery, cost effective and reliable. Heavy
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industries are traditionally linked with rail transport systems. It is very useful for coal steel

and heavy goods.

Advantages:

1. Ability of loading and unloading goods and services is more.

2. Frequency of delivering the goods over long distances is more.

3. Climatic conditions have no effect.

4. No traffic or congestion easy movement of the vehicle.

5. It encourages mobility of labor and thereby provides a great scope for
employment.

Disadvantages:

1. Capital and initial investments are more

2. High material usage for the construction and even the fuel
consumption.

3. The routes and timings cannot be adjusted to individual requirements.

3.Air transport: The mobility of men and material by air is called Air transport. Air
transport has been accommodations growing quantities of high value of freight and is playing
a growing role in global logistics. Air transport is used by companies who want to deliver
goods in short time to long distance with safe mode.

Advantages:

1. Highest speed with minimum costs.

2. Even delivers goods to remote places.

3. High reliability for costly and light weight goods.

4. Free from physical barriers.

Disadvantages:

1. Highest cost of transportation.

2. Even adverse weather conditions affect the transportation.

3. Material and fuel consumption is costly.

4. Water Transport:

Water transport is the cheapest and the oldest mode of transport. It operates in a
natural track and hence does not require huge capital investment in the construction and

maintenance of its track axcept in case of canals. The cost of operation of water transport
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is also very less. It has the largest carrying capacity and is most suitable for carrying

bulky goods over long distances.

Advantage:

1. It is economical mode for transporting heavy loads and even in cargo.

2. Itis the safest mode which provides convenience to the people without
accidents.

3. Cost of construction and maintenance is very low.

4. It even provides international transport.

Disadvantages:
1. It is highly affected by the weather conditions.

2. It requires large initial investment.

3. Itis a slow process.

Warehousing:

A warehouse is a commercial building for storage of goods. Warehouses are used by

manufacturers, importers, exporters, wholesalers, transport businesses, customs etc. They are

usually large plain buildings in industrial areas of cities, towns and villages.

Types of Warehousing:

1) Public Warehouses:

Public warehouses are established for providing storage facilities to retailers,
wholesalers, manufacturers or even the general public in consideration for storage
charges, public warehouses are licensed by the Government.

2) Private Warehouses:

Private warehouses are those which are owned by large business houses or
wholesalers for the storage of their own stock. Private ware houses are found in very
small numbers due to their heavy cost of construction.

3) Bonded Warehouses:

A Bonded Warehouse is established under a bond with the customs authority
for safe keeping of dutiable goods till the payment of import duty. It is licensed by
the Government.

4) Government Warehouses:

The Warehouses are established by the central and state Governments and
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corporations. Ex. Godowns of the food corporation of India, Central warehousing
corporation of India, State Warehousing corporations.
5) Cold Storages:
These warehouses are used to store perishable goods such as Vegetables, Milk
products, fruits, Fishes, Eggs etc., for a long time without getting spoiled.

6) Special Commodity Warehouses:

Warehouses which are specially constructed for storage of particulars
commodity such as wool, cotton, tobacco etc., are called special commodity
warehouses.

Functions of Warehouses:
1. Receiving:

Orderly receipt of all materials coming into warehouses providing assurance

that the quantity and quality of such materials are as ordered.
2. Prepackaging:

When products are received in bulk from suppliers and subsequently packaged
in merchandisable quantities or combinations with other parts to form kits or
assortments.

3. Put away:

Act of placing merchandisable in storage includes material handling location,

verifications and product placement.
4. Storage:

Physical containment of merchandise while it is awaiting demand. Storage
method depends on its size, quantity of items in inventory and handling characteristics
of the products.

5. Order picking:

Process of removing items from storage to meet specific demand.
6. Packaging and/or pricing:

individual items may be available for sale pricing is current at the time of sale.
7. Sortation:

This activity is undertaken when an order has more than one item and

accumulation is not done in picks.
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Advertisement:

Advertising is an audio or visual form of marketing communication that employees an

openly sponsored, non-personal massage to promote or sell a product, service or idea.

Sponsor of advertising are often businesses wishing to promote their products or services.

According to American Marketing Association. “Advertising is any paid form of

non-personal presentation and promotion of ideas goods and services of an identified

sponsor.”

Importance of Advertising:

1)
2)
3)
4)
5)
6)
7)
1.

Introducing new product
Increase the sale

Create steady demand

Helps in meeting competition
Increase the good will
Increase the morale

Facilities mass production

Introducing New Product:

Advertising helps in introducing new products. A business organization can
introduce itself and its products to the public through advertising. It is essential for
the organization to introduce its products through advertising.

Increase the sale:

Advertising leads to increase the sale of existing products entering into new
markets and attracting new customers. The increase in the selling activities helps
increment of sales in the market.

Create steady demand:

Advertising helps to create the steady demand for the products. For example a
drink may be advertised during summer as a product necessary to fight trendiness
caused by heat and during winter as essential things to resist cold.

Helps in meeting Competitions:

Advertising helps a meeting the forces of competition in the market place. If a
product is not advertised continuously, the competitors may snatch its market through
increased advertisements. Therefore advertising is necessary to remain in the market
and remind the customer about its reputation in the market.

Increase the goodwill:

Advertising helps to increase the goodwill of a firm by promoting improved
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quality to the customers. It is necessary for an organizations to increase its goodwill
to sustain in the market.

6. Increase the moral:

Advertising helps to increase the moral of the employees of the firm. The
salesmen feel happier because their task becomes easier if the product is advertised
and unknown to the public.

7. Facilitates mass production:

Advertising helps to facilitates mass production of goods in the market. It
enables the manufacturers to achieve lower cost per unit of products. Distribution
costs and also lowered when the manufacturers sells the product directly to the
customers.

Types of advertising:

1) Online advertising.
2) Outdoor and transit.
3) Magazine

4) Direct mailing

5) Television

6) Newspaper

7) Radio

(1) Online Advertising -

A well designed website can entertain customers on internet to buy products.
Advertising on the internet can be a cost effective way to attract new customers you
can reach a global audience at a low cost.

(2) Outdoor and Transit -

Outdoor billboards can be signs by the road or boarding’s at sport stadiums.
Transit advertising can be posters on buses, Taxis and bicycles. Large bill boards can
get your messages across with a big impact.

(3) Magazines:-

Advertising in a specialists magazine can reach your target market quickly and
easily. Readers tend to read magazine at their leisure time and keep them for longer.
Magazines generally serve customers and trade direct.

(4) Mailing:-

Direct mail means writing to customers directly. A direct mail approach is
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more personal as you can select your audience and plan the timing to suit your
business.
(5) Television:-

Advertising through television is ideal. If you cater to large market in a large
area. Television Advertisement have the advantage of sight, sound, movement and
color to persuade a customer to buy from you.

(6) News papers:-

Newspaper advertising can promote your business to a wide range of
customers. Display advertisement are placed throughout the paper while classified
listings are under subject headings in a specified section.

(7) Radio:-

Advertising on the radio is a great way to reach your target audience. If your

target market listens to a particular station, then regular advertising can attract new

customers.

Print Media:-
Any kind of material in written form which gives you knowledge is called Print media.
Ex., yellowpages, news papers, business directories , books magazines, posters etc.
Out door Media:-

Out of home advertising is focused on marketing to consumers when they are ‘on the go’

in public places in transit, waiting, and in specific commercial locations.
Out door advertising formats fall into four main categories: bill boards, street

furniture, transit and subway ceilings etc,.

Short answer type questions:
1. What is meant by Transport?
. What is meant by Warehouse?
. What is meant by Advertisement?
. What is Print Media?

2
3
4
5. What is Outdoor Media?
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Long answer type questions:

1. What are the advantages and disadvantages of Road Transport?

SR S

Explain the advantages and disadvantages of Rail Transport?
Explain the functions of Warehousing?

Explain the different types of Warehousing>

Describe the importance of advertisement?

Write about the various types of advertisement?
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INTRODUCTION OF ACCOUNTANCY

UNIT-1

Introduction to Accountancy — Definition of Accountancy and Book
keeping — Objectives- Merits and demerits — Accounting concepts —
Conventions — Single entry system — Double entry system —Advantages

1.1. INTRODUCTION:

Accountancy or Accounting is the science of recording business transactions

in a systematic manner.  Accounting is considered as a system which

collects and processes financial information of a business. This information

is reported to the users to enable them to make appropriate decisions.

Accounting helps in communicating the financial information of an

organisation to various parties interested in it.

Definition:

» The American Institute of Certified Public Accountants (AICPA)

defines accounting as: “the art of recording, classifying, and

summarizing in a significant manner and in terms of money,

transactions and events which are, in part at least of financial

character, and interpreting the results thereof.”

» The American Accounting Association (AAA) defined accounting

as 'the process of identifying, measuring and communicating

economic information to permit informed judgments and decisions by

users of information'

1.2. ACCOUNTING PROCESS:

The process of accounting as per the above definition is given below:

input Process
Identifying
. Recording
Bgsmess Classifying
transactions Summarising
(monetary value ) Analysing
Interpreting
Communicating

Output

Information
to
Users
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Identifying: Identifying the business transactions from the source

documents.

Vi.

Vii.

. Recording: The next function of accounting is to keep a systematic

record of all business transactions, which are identified in an orderly

manner, soon after their occurrence in the journal or subsidiary books.

Classifying: This is concerned with the classification of the recorded
business transactions so as to group the transactions of similar type at
one place. i.e., in ledger accounts. In order to verify the arithmetical

accuracy of the accounts, trial balance is prepared.

. Summarising: The classified information available from the trial

balance are used to prepare profit and loss account and balance sheet in a

manner useful to the users of accounting information.

. Analysing: It establishes the relationship between the items of the profit

and loss account and the balance sheet. The purpose of analysing is to
identify the financial strength and weakness of the business. It provides

the basis for interpretation.

Interpreting: It is concerned with explaining the meaning and
significance of the relationship so established by the analysis.
Interpretation should be useful to the users, so as to enable them to take

correct decisions.

Communicating: The results obtained from the summarised,
analysed and interpreted information are communicated to the interested

parties.

1.3. Meaning of Accounting Cycle:

An accounting cycle is a complete sequence of accounting process, that
begins with the recording of business transactions and ends with the
preparation of final accounts.
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Accounting Cycle

Balance

Profit &
Loss
Account

Transactions

Trading

Account

Trial Ledger
Balance -+

When a businessman starts his business activities, he records the
day-today transactions in the Journal. From the journal the transactions
move further to the ledger where accounts are written up. Here, the
combined effect of debit and credit pertaining to each account is arrived at

in the form of balances.

To prove the accuracy of the work done, these balances are transferred to a
statement called trial balance. Preparation of trading and profit and loss
account is the next step. The balancing of profit and loss account gives the
net result of the business transactions. To know the financial position of the

business concern balance sheet is prepared at the end.

These transactions which have completed the current accounting year, once
again come to the starting point — the journal — and they move with new
transactions of the next year. Thus, this cyclic movement of the transactions

through the books of accounts (accounting cycle) is a continuous process.

1.4. OBJECTIVES OF ACCOUNTING:

» To maintain full and systematic records of business transactions

» To ascertain profit or loss of the business
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» To ascertain financial position of the business

» To provide accounting information to the interested parties

1.5. Need and Importance of Accounting:

When a person starts a business, whether large or small, his main aim is

to earn profit. He receives money from certain sources like sale of goods,
interest on bank deposits etc. He has to spend money on certain items like
purchase of goods, salary, rent, etc. These activities take place during the
normal course of his business. He would naturally be anxious at the year end,
to know the progress of his business. Business transactions are numerous,
that it is not possible to recall his memory as to how the money had been
earned and spent. At the same time, if he had noted down his incomes and
expenditures, he can readily get the

required information. Hence, the details of the business transactions have to
berecorded in a clear and systematic manner to get answers easily and

accurately.

1.6. BOOK KEEPING - ACCOUNTANCY:

Accountancy refers to a systematic knowledge of accounting which covers
rules, regulations, principles, concepts, conventions and standards that
govern the accounting process.

Book Keeping is a part of accounting and is concerned with record keeping
or maintenance of books of accounts. It is often routine and clerical in

nature.

1.7. MERITS AND DEMERITS OF ACCOUNTING:

Advantages of Accounting:

e Accounting helps to maintain the business records in a systematic

manner.
e It helps in the preparation of financial statements.

e Accounting information is also used to compare the result of current

year with the previous year to analyze the changes.
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o It helps the managers in the decision-making process.

e It provides information to other interested parties such as
shareholders, creditors, investors, customers, government, employees,

regulatory bodies etc.
e It helps in taxation matter

¢ Accounting information can be produced as evidence in the legal

matter.
e It helps in valuation of business.
Limitations of Accounting

e The items expressed in monetary terms are recorded in the
accountings where as the items which are nonmonetary nature not

recorded.

e Sometimes accounting data are recorded on the basis of estimates and

which could be inaccurate.
o Fixed assets are recorded as the original cost.

¢ Value of money does not remain stable, so accounting value does not

show true financial results.

¢ Accounting can be manipulated and biased.

1.8. Basic Accounting Terms

The understanding of the subject becomes easy when one has the
knowledge of a few important terms of accounting. Some of them are

explained below.

Transactions

Transactions are those activities of a business, which involve transfer of
money or goods or services between two persons or two accounts. For
example, purchase of goods, sale of goods, borrowing from bank, lending of

money, salaries paid, rent paid, commission received, and dividend
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received. Transactions are of two types, namely, cash and credit

transactions.

Cash Transaction is one where cash receipt or payment is involved in the
transaction. For example, When Ram buys goods from Kannan paying the

price of goods by cash immediately, it is a cash transaction.

Credit Transaction is one where cash is not involved immediately but will
be paid or received later. In the above example, if Ram, does not pay cash

immediately but promises to pay later, it is credit transaction.

Proprietor

A person who owns a business is called its proprietor. He contributes capital

to the business with the intention of earning profit.

Capital

It is the amount invested by the proprietor/s in the business. This amount is
increased by the amount of profits earned and the amount of additional
capital introduced. It is decreased by the amount of losses incurred and the

amounts withdrawn. For example, if Mr. Anand starts business with

Rs.5,00,000, his capital would be Rs.5,00,000.

Assets

Assets are the properties of every description belonging to the business.
Cash in hand, plant and machinery, furniture and fittings, bank balance,
debtors, bills receivable, stock of goods, investments, Goodwill are

examples for assets. Assets can be classified into tangible and intangible.

Tangible Assets: These assets are those having physical existence. It can be

seen and touched. For example, plant & machinery, cash, etc.

Intangible Assets: Intangible assets are those assets having no
physical existence but their possession gives rise to some rights and benefits
to the owner. It cannot be seen and touched. Goodwill, patents, trademarks

are some of the examples.
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Liabilities

Liabilities refer to the financial obligations of a business. These denote the
amounts which a business owes to others, e.g., loans from banks or other
persons, creditors for goods supplied, bills payable, outstanding expenses,

bank overdraft etc.

drawings

It is the amount of cash or value of goods withdrawn from the business by

the proprietor for his personal use. It is deducted from the capital.

debtors

A person (individual or firm) who receives a benefit without giving money
or money’s worth immediately, but liable to pay in future or in due course
of time is a debtor. The debtors are shown as an asset in the balance sheet.
For example, Mr.Arul bought goods on credit from Mr.Babu for Rs.10,000.
Mr.Arul is a debtor to Mr.Babu till he pays the value of the goods.

Creditors

A person who gives a benefit without receiving money or money’s worth
immediately but to claim in future, is a creditor. The creditors are shown as a
liability in the balance sheet. In the above example Mr.Babu is a creditor to

Mr.Arul till he receive the value of the goods.

Purchases

Purchases refers to the amount of goods bought by a business for resale or
for use in the production. Goods purchased for cash are called cash
purchases. If it is purchased on credit, it is called as credit purchases.

Total purchases include both cash and credit purchases.

Purchases return or returns Outward

When goods are returned to the suppliers due to defective quality or not as
per the terms of purchase, it is called as purchases return. To find net

purchases, purchases return is deducted from the total purchases.
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Sales

Sales refers to the amount of goods sold that are already bought or
manufactured by the business. When goods are sold for cash, they are cash
sales but if goods are sold and payment is not received at the time of sale, it

is credit sales. Total sales include both cash and credit sales.

Sales return or returns inward

When goods are returned from the customers due to defective quality or not
as per the terms of sale, it is called sales return or returns inward. To find

out net sales, sales return is deducted from total sales.

Stock

Stock includes goods unsold on a particular date. Stock may be opening
and closing stock. The term opening stock means goods unsold in the
beginning of the accounting period. Whereas the term closing stock includes
goods unsold at the end of the accounting period. For example, if 4,000
units purchased @ Rs. 20 per unit remain unsold, the closing stock is

Rs.80,000. This will be opening stock of the subsequent year.

revenue

Revenue means the amount receivable or realized from sale of goods and
earnings from interest, dividend, commission, etc.

expense

It is the amount spent in order to produce and sell the goods and services.

For example, purchase of raw materials, payment of salaries, wages, etc.
income

Income is the difference between revenue and expense.

voucher

It is a written document in support of a transaction. It is a proof that a
particular transaction has taken place for the value stated in the voucher. It
may be in the form of cash receipt, invoice, cash memo, bank pay-in-slip

etc. Voucher is necessary to audit the accounts.
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invoice

Invoice is a business document which is prepared when one sell goods to
another. The statement is prepared by the seller of goods. It contains the
information relating to name and address of the seller and the buyer, the

date of sale and the clear description of goods with quantity and price.

receipt

Receipt is an acknowledgement for cash received. It is issued to the party

paying cash. Receipts form the basis for entries in cash book.

Account

Account is a summary of relevant business transactions at one place
relating to a person, asset, expense or revenue named in the heading. An
account is a brief history of financial transactions of a particular person or

item. An account has two sides called debit side and credit side.

1.9. ACCOUNTING CONCEPTS:

1. Business entity concept: A business and its owner should be treated
separate legal entities as far as their financial transactions are
concerned. As a result, transactions should be recorded in the books
of accounts with such persons and individuals together with the
owners. It becomes necessary that accounting records of the business
must be maintained in a manner which is free from any bias to any

particular section of people related to it.

2. Money measurement concept: Only business transactions that can
be expressed in terms of money are recorded in accounting, though

records of other types of transactions may be kept separately.

3. Cost concept: The fixed assets of a business are recorded on the
basis of their original cost in the first year of accounting.
Subsequently, these assets are recorded minus depreciation. No rise

or fall in market price is taken into account. The concept
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Realization concept: According to this concept, profit is recognised
only when it is earned. An advance or fee paid is not considered a

profit until the goods or services have been delivered to the buyer.

Going concern concept: In accounting, a business is expected to
continue for a fairly long time and carry out its commitments and
obligations. This assumes that the business will not be forced to stop
functioning and liquidate its assets at “fire-sale” prices. applies only
to fixed assets.

Dual aspect concept: For every credit, a corresponding debit is
made. The recording of a transaction is complete only with this dual
aspect. This concept suggests that every transaction has dual aspect or

two sides.

(a) Receiving of benefit.

(b) Giving of benefit. These two benefits, when measured in terms of

money are equal.

Benefit received = Benefit given

Whenever we purchase an asset, we pay it out of our capital or accept a

liability or pay. Therefore:

1.10. Accounting Conventions:

Conventions mean custom or tradition. Accounting conventions are related

to Accountancy records. These conventions provide useful guidance in

preparing accounts or financial statements.

There are four main conventions in practice in accounting: conservatism;

consistency; full disclosure; and materiality.

1.

Conservatism is the convention by which, when two values of a
transaction are available, the lower-value transaction is recorded. By
this convention, profit should never be overestimated, and there

should always be a provision for losses.
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2. Consistency prescribes the use of the same accounting principles
from one period of an accounting cycle to the next, so that the same

standards are applied to calculate profit and loss.

3. Materiality means that all material facts should be recorded in
accounting. Accountants should record important data and leave out

insignificant information.

4. Full disclosure entails the revelation of all information, both
favourable and detrimental to a business enterprise, and which are of

material value to creditors and debtors.

1.10. Accounting Standards:

To promote world-wide uniformity in published accounts, the
International Accounting Standards Committee) IASC (has been set up
in June 1973 with nine nations as founder members. The purpose of this
committee is to formulate and publish in public interest, standards to be
observed in the presentation of audited financial statements and to promote
their world-wide acceptance and observance. IASC exist to reduce the
differences between different countries’ accounting practices. This process
of harmonization will make it easier for the users and preparers of financial
statement to operate across international boundaries. In our country, the
institute of Chartered Accountants of India has constituted Accounting
Standard Board (ASB) in 1977. The ASB has been empowered to
formulate and issue accounting standards, that should be followed by all
business concerns in India.

1.11. SINGLE ENTRY SYSTEM:

A single-entry system records each accounting transaction with a single
entry to the accounting records, rather than the vastly more widespread
double entry system. The single-entry system is centered on the results of a
business that are reported in the income statement. The core information
tracked in a single-entry system is cash disbursements and cash receipts.
Asset and liability records are usually not tracked in a single-entry system;
these items must be tracked separately. The primary form of record keeping

in a single-entry system is the cash book, which is essentially an expanded
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form of a check register, with columns in which to record the particular
sources and uses of cash, and room at the top and bottom of each page in
which to show beginning and ending balances.

1.12. DOUBLE ENTRY SYSTEM:

Double entry system was introduced to the business world by an Italian
merchant named Luca Pacioli in 1494 A.D. Though the system of recording
business transactions in a systematic manner has originated in Italy, it was
perfected in England and other European countries during the 18th century
only i.e., after the Industrial Revolution. Many countries have adopted this
system today.

There are numerous transactions in a business concern. Each transaction,
when closely analysed, reveals two aspects. One aspect will be “receiving
aspect” or “incoming aspect” or “expenses/loss aspect”. This is termed as
the ““debit aspect”. The other aspect will be “giving aspect” or “outgoing
aspect” or “income/gain aspect”. This is termed as the “Credit aspect”.
These two aspects namely “Debit aspect” and “Credit aspect” form the basis
of Double Entry System. The double entry system is so named since it

records both the aspects of a transaction.

In short, the basic principle of this system is, for every debit, there must be a
corresponding credit of equal amount and for every credit, there must be a

corresponding debit of equal amount.
Definition:

According to J.R.Batliboi “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”.

Features:

i.  Every business transaction affects two accounts.
ii.  Each transaction has two aspects, i.e., debit and credit.

iii.  Itis based upon accounting assumptions concepts and principles.
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iv. Helps in preparing trial balance which is a test of arithmetical accuracy
in accounting.

V. Preparation of final accounts with the help of trial balance.

Advantages: Double entry system is acknowledged as the best method of
accounting in the modern world. Following are the main advantages of
double entry system:

1. Under this method both the aspects of each and every transaction are
recorded. So it is possible to keep complete account.

2. Since both the aspects of a transaction are recorded, for each debit
there must be a corresponding credit of an equal amount. Therefore,
total debits must be equal to total credits. In fact, it is possible to
verify the arithmetical accuracy of the books of accounts by
ascertaining whether the two sides become equal or not through a
process known as trial balance.

3. Under this system profit and loss account can be prepared easily by
taking together all the accounts relating to income or revenue and
expenses or losses and thereby the result of the business can be
ascertained.

4. A balance sheet can be prepared by taking together all the accounts
relating to assets and liabilities and thereby the financial position of
the business can be assessed.

5. Under this system mistakes and deflections can be detected - this
exerts a moral pressure on the accountant and his staff.

6. Under this system necessary statistics are easily available so that the
management can take appropriate decision and run the business
efficiently.

7. All the necessary details about a transaction can be obtained quickly
and easily.

8. The total amount owed by debtors and the total amount owed to
creditors can be ascertained easily.

9. Sale, purchase of goods, stock, revenue, expenses and profit or loss
of different years can be compared, and the success or failure of the
business measured. Thereafter the causes of failure can be found out

and necessary remedial measures taken to ensure success of the
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business.

Disadvantages: Despite so may advantages of the system, double entry

system has some disadvantages which are as follows:

1.

Under this method each transaction is recorded in books in two
stages (journal and ledger) and two sides (debit and credit). This
results in increase of number and size of books of account and
creation of complications.

It involves time, labor and money. Hence, it is not possible for small

concerns to keep accounts under this system.

3. Itrequires expert knowledge to keep accounts under this system.

As the system is complex, there is greater possibility of committing
errors and mistakes.

It is clear from the above discussion that the advantages of double
entry system far outweigh its disadvantages. So, it is regarded as the

best system in the modern world.

SHORT QUESTIONS (2 marks)

1.

2.

Define Accountancy?

What is Book Keeping?

. Who is Debtor?

What is Capital?

What is Drawings?

What is Single Entry System?
What Double Entry System?

What is invoice?

ESSAY TYPE QUESTIONS (6 marks)

1.

2.

What are the merits of accounting?
Write about accounting concepts?
What are the advantages of double entry system?

What are the conventions of accounting?
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UNIT-1I

JOURNAL& LEDGER

Journal & Ledger —Types of Accounts — Rules of Debit and Credit —
Journal — Journal entries (including Problems) -Meaning Classification of
Ledger — posting the transactions into Accounts —Balancing the Accounts

(including Problems

1.1. Meaning: A journal is a record of financial transactions in order by date.
A journal is often defined as the book of original entry. The definition was
more appropriate when transactions were written in a journal prior to
manually posting them to the accounts in the general ledger or subsidiary
ledger. Manual systems usually had a variety of journals such as a sales
journal, purchases journal, cash receipts journal, cash disbursements journal,

and a general journal.

With today's computerized bookkeeping and accounting, it is likely to find
only a general journal in which adjusting entries and unique financial
transactions are entered. The recording and posting of most transactions will
occur automatically when sales and vendor invoice information is entered,
checks are written, etc. In other words, accounting software has eliminated

the need to first record routine transactions into a journal.
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1.2. PROFARMA OF JOURNAL:

Debit Credit
Date Particulars L.F. Amount Amount
Rs. Rs.

1.3. Account:

Every transaction has two aspects and each aspect has an account. It is stated
that ‘an account is a summary of relevant transactions at one place relating to

a particular head’.

1.3.1Classification of Accounts
Transactions can be divided into three categories.
i. Transactions relating to individuals and firms
ii. Transactions relating to properties, goods or cash
iii. Transactions relating to expenses or losses and incomes or gains.

Therefore, accounts can also be classified into Personal, Real and

Nominal.
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The classification may be illustrated as follows:

Accounts
|
| |
Personal Impersonal
| |
| | |
Natural Artificial Representative Real Nominal
|
|
Tangible Intangible

i. Personal Accounts : The accounts which relate to persons.

Personal accounts include the following.

i. Natural Persons : Accounts which relate to individuals. For

example, Jyothirmai A/c, Krishnaveni A/c etc.

ii. Artificial persons : Accounts which relate to a group of
persons or firms or institutions. For example, HMT Ltd.,

Indian Overseas Bank, Life Insurance Corporation of India,

Cosmopolitan club etc.

iii. Representative Persons: Accounts which represent

particular person or group of persons. For example,

outstanding salary account, prepaid insurance account, etc.

The business concern may keep business relations with all the above
personal accounts, because of buying goods from them or selling goods to

them or borrowing from them or lending to them. Thus, they become either

Debtors or Creditors.
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The proprietor being an individual his capital account and his drawings

account are also personal accounts.

ii.. Impersonal Accounts: All those accounts, which are not personal
accounts. This is further divided into two types viz. Real and

Nominal accounts.

i.  Real Accounts: Accounts relating to properties and assets
which are owned by the business concern. Real accounts
include tangible and intangible accounts. For example, Land,

Building, Goodwill, Purchases, etc.

ii.  Nominal Accounts: These accounts do not have any existence,
form or shape. They relate to incomes and expenses and gains
and losses of a business concern. For example, Salary Account,
Dividend Account, etc.

1.3.2. ACCOUNTINTG PRINCIPLES:

1. Personal Accounts — a) Debit the receiver
b) Credit the giver
2. Real Accounts - a) Debit what comes in

b) Credit what goes out

3. Nominal Accounts — a) Debit all expenses and losses

b) Credit all incomes and gains

1.3.3. Rules for debiting and Crediting

In actual practice, the individual transactions of similar nature are recorded,
added and subtracted at one place. Such place is customarily the meaning of
debit and credit, it is essential to understand the meaning and form of an

account.

An account is a record of all business transactions relating to a particular

person or asset or liability or expense or income. In accounting, we keep a
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separate record of each individual, asset, liability, expense or income. The

place where such a record is maintained is termed as an ‘Account’.

All accounts are divided into two sides. The left-hand side of an account is
called Debit side and the right hand side of an account is called Credit side.
In the abbreviated form Debit is written as Dr. and Credit is written as Cr.
For example, the transactions relating to cash are recorded in an account,

entitled ‘Cash Account’ and its format will be as given below:

Debit (Dr.) Cash Account Credit (Cr.)

In order to decide when to write on the debit side of an account and when to

write on the credit side of an account, there are two approaches. They are:

1) Accounting Equation Approach, 2) Traditional Approach.

IMustration: 1

Classify the following items into Personal, Real and Nominal Accounts.

1. Capital 2. Sales

3. Drawings 4. Outstanding
salary

5. Cash 6. Rent

7. Interest paid 8. Indian Bank

9. Discount received 10. Building

11. Bank 12. Chandrasekhar

13. Murugan Lending Library 14. Advertisement

15. Purchases

Solution:

1. Personal account 2. Real account

3. Personal account 4. Personal (Representative) account
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5. Real account 6. Nominal account

7. Nominal account 8. Personal (Legal Body) account
9. Nominal account 10. Real account

11. Personal account 12. Personal account

13. Personal account 14. Nominal account

15. Real account
1.3.4. Accounting equation

The source document is the origin of a transaction and it initiates the

accounting process, whose starting point is the accounting equation.

Accounting equation is based on dual aspect concept (Debit and Credit). It
emphasizes on the fact that every transaction has a two-sided effect i.e., on
the assets and claims on assets. Always the total claims

(those of outsiders and of the proprietors) will be equal to the total assets of
the business concern. The claims are also known as equities, are of two

types: i.) Owners equity (Capital); ii.) Outsiders’ equity (Liabilities).

Assets = Equities
Assets = Capital + Liabilities (A = C+L)
Capital = Assets — Liabilities (C = A-L)

Liabilities = Assets — Capital (L = A-C)

INustration 1

If the capital of a business is Rs.3,00,000 and other liabilities are
Rs.2,00,000, calculate the total assets of the business.

Solution
Assets = Capital + Liabilities
Capital + Liabilities = Assets
Rs. 3,00,000 + Rs.2,00,00 =Rs.5,00,000

INustration 2

If the total assets of a business are Rs.3,60,000 and capital is Rs.2,00,000,

calculate liabilities.

72



PAPER 11

ACCOUNTANCY AND COMPUTERS

Solution

Assets = Capital

Liabilities = Assets

Assets — Capital

Rs. 3,60,000 — Rs. 2,00,000

+ Liabilities
— Capital
= Liabilities

=Rs. 1,60,000

Accounts Affected

S. No. | Transactions
Assets Capital & Liabilities
1. Capital brought in Cash increases Capital increases
(comes in) (created)
2. Cash purchases Stock increases _
Cash decreases
3. Credit purchases Stock increases Creditors increase
4. Furniture bought Cash decreases _
Furniture increases
(comes in)

5. Rent paid Cash decreases Capital decreases (Rent
is an expenses it results
in a loss)

6. Cash Sales Cash increases _

Stock decreases

7. Payment to creditors Cash decreases Creditors decrease

8. Withdrawal of cash for| Cash decreases Capital decreases

private use (Drawings)

9. Salaries paid Cash decreases Capital decreases
(Salary is an expense -
Loss)

10. Credit Sales Stock decreases

Debtors increase
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1.3.5. Steps in Journalising

The process of analysing the business transactions under the heads of debit
and credit and recording them in the Journal is called Journalising. An

entry made in the journal is called a ‘Journal entry’.

Step 1 — Determine the two accounts which are involved in the transaction.
Step 2 — Classify the above two accounts under Personal, Real or Nominal.
Step 3 — Find out the rules of debit and credit for the above two accounts.

Step 4 — Identify which account is to be debited and which account is to be

credited.

Step 5 — Record the date of transaction in the date column. The year and
month is written once, till they change. The sequence of the

dates and months should be strictly maintained.

Step 6 —Enter the name of the account to be debited in the particulars
column very close to the left hand side of the particulars
column followed by the abbreviation Dr. in the same line.
Against this, the amount to be debited is written in the debit

amount column in the same line.

Step 7 —Write the name of the account to be credited in the second line
starts with the word ‘To’ a few space away from the margin in
the particulars column. Against this, the amount to be credited

18 written in the credit amount column in the same line.

Step 8 — Write the narration within brackets in the next line in the

particulars column.

Step 9 — Draw a line across the entire particulars column to separate one

journal entry from the other.
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Important Points to be Noted in writing an Account

1. Every transaction has two sides a debit side and a credit side, so
whenever a transaction is completed it is recorded in two different accounts.

One account is debited, and the other account is credited.

2. Each transaction should be considered independently and then it
should be recorded. Suppose we purchase goods worth Rs. 100 from Ram on
credit and then on the due date we make its payment. In this case the
purchase of goods should be considered as one transaction and its payment
should be considered as another transaction. So, when purchases are made it
should be recorded into two accounts and when its payment is made it should
also be recorded into two accounts. In other words, purchases from Ram and
its subsequent payment should be treated as two separate transactions.
Illustration: 1

Journalise the following transactions:

2018
Jan
1 | Lakshmi commenced business with Rs. 100000
cash
5000
2 | Cash sales
2000
Cash purchases
3 P 1500
5 Paid rent
500
Received commission
6 50000
Bought furniture
9 & 9000
Goods sold to Srinivas on credit
12 2000
Drawings
15
SOLUTION:
Journal entries in the books Lakshmi
Date Particulars jfno. | Debit Credit

amount amount
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2018 | Cashalc.................. Dr 100000
Jan 1 To Capital a/c 100000
(being business commenced with cash)
Jan2 | Cashalc.................. Dr 5000
To Sales a/c 5000
(being goods sold for cash)
Jan3 | Purchasesa/c .................. Dr 2000
To cash a/c 2000
(being goods purchased)
Jan5 | Renta/c.................. Dr 1500
To Cash a/c 1500
(being rent paid)
Jan6 | Cashalc.................. Dr 500
To Commission a/c 500
(being commission received)
Jan9 | Furniture a/c .................. Dr 50000
To Cash a/c 50000
(beindg furniture purchased)
Jan 12 | Srinivas a/c .................. Dr 9000
To Sales a/c 9000
(being goods sold on credit)

LEDGER

1.MEANING:

It is also known as the principal book of accounts as well as the book of
final entry. It is a book in which all ledger accounts are maintained in a
summarized and classified form. All accounts combined together make a

ledger and form a permanent record of all transactions.

It is the most important book of accounting as it helps in the creation of trial

balance which then acts as a base for the preparation of financial statements.

Example: An account can be either an Asset, Liability, Capital, Revenue or
an Expense account. Few examples of each are Furniture, Cash, Creditors,

Bank Loan, Capital, Drawings, Sales, Rent, etc.

1.2. PURPOSE OF LEDGER ACCOUNTS:

1. Separate accounts for each transaction: There are separate ledger

accounts for different parties and heads, so the information regarding every
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account is collected at one place. For example, if we prepare Ram’s Ale,

information regarding Ram’s purchases, sales, payments and bills drawn and

accepted etc. will be brought to Ram’s A/c from purchases book, sales book,

cash book, bills payable book and bills receivable book etc.

1.

Dr

Requisite information at a glance: The correct position and status
of every account can be ascertained at a glance by going through it.
In case of personal accounts, we know what we have to receive or
pay the particular party. Information regarding purchases, sales and

returns are easily available from their ledger accounts.

Preparation of trial balance: Ledger accounts facilitate the
preparation of trial balance, which is e rest of examining arithmetical
accuracy in the books of accounts. Trial balance is prepared with the

bales of ledger accounts.

. Facilitating the preparation of financial statements: Ledger

Accounts supply information for preparation of Trading, Profit &
Loss Ale and Balance Sheet. They also help in identifying

adjustments, which are incorporated in Final Accounts.

1.3. PROFARMA OF LEDGER ACCOUNT
Cr

Date

0. 0.

Explanation:

i. Each ledger account is divided into two parts. The left-hand side is

known as the debit side and the right hand side is known as the credit

side. The words ‘Dr.” and ‘Cr.” are used to denote Debit and Credit.

ii. The name of the account is mentioned in the top (middle) of the

account. i1i. The date of the transaction is recorded in the date column.

77

Particulars I.f.n | amount | Date | Particulars I.f.n | amount




PAPER 11 ACCOUNTANCY AND COMPUTERS

iv. The word ‘To’ is used before the accounts which appear on the debit side
of an account in the particulars column. Similarly, the word ‘By’ is used
before the accounts which appear on the credit side of an account in the

particulars column.

V. The name of the other account which is affected by the transaction is

written either in the debit side or credit side in the particulars column.

vi. The page number of the Journal or Subsidiary Book from where that
particular entry is transferred, is entered in the Journal Folio (J.F)

column.
vii. The amount pertaining to this account is entered in the amount column.

1.4. Important points to be noted in Ledger posting:

1. All those accounts which are mentioned in journal should be

opened in ledger.

2. The accounts which are debited in journal are also debited in
ledger. In the same way the accounts, which are credited in journal are also
credited in ledger.

3. In the debit side of an account, the names of those accounts appear
which are its creditors. Word “To’ be added to each account. It denotes that
the amount is payable to the account.

4. In the credit side of an account, the names of those accounts appear,
which are its debtors. Word ‘By’ is added to each account. This denotes that

the amount is payable by the account.
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IMustration: 1

2018 Rs.
Jan 1 Capital barrowed into business ... 20,000
) 2 Deposited cash into bank ... 8,000
" 3 Purchases from Krishna ... 2,000
. 4 Salary paid to Gayatri ... 500
" 5 Rent paid to Ramabraham ... 300
” 6 Cash withdrawn from bank ... 8,000
) 7 Deposited cash into bank ... 600
Rs.
jan 8 CashsalestoSatish ... 800
,» 9 Cash purchases from Ram ... 200
, 10 PaymenttoRam ... 2,000
Debit Credit
Date Particulars L.F.| Amount Amount
Rs. Rs.
2018
Jan. 1 | Cash A/c Dr. - 10,000 -
To Capital A/c - - - 10,000
(Being Capital invested)
,, 2| Bank Alc Dr. - 8,000 -
To Cash A/c - - - 5,000
(Being Cash deposited in
bank)
,, 3| Purchases A/c Dr. - 3,000 -
To Krishna - - - 3,000
(Being credit purchases)
,» 4|Salary A.c Dr. - 500 -
To Cash A/lc - - - 500
(Being payment of salary)
,, 5| Rent A/lc Dr. - 300 -
To Cash A/lc - - - 300
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(Being rent paid)
' 6| Cash A/c Dr. - 8,000 -
To Bank A/c - - - 8,000
(Being cash drawn from
bank)
,, 7| Bank A/c Dr. - 600 -
To Cash A.c - - - 600
(Being cash drawn from
bank)
Debit Credit
Date Particulars L.F.[ Amount Amount
Rs. Rs.
2018
Jan. 8| Cash A/c Dr. - 800 -
To Sales A/c - - - 800
(Being cash sales to
Satish)

,, 9| Purchases A/c Dr. - 200 -

To Cash A/c - - - 200
(Being cash purchases from
Ram)

,, 10| Ram Dr. - 2,000 -

To Cash A/c - - - 2,000
(Being cash paid to Ram)

Dr. CASH ACCOUNT Cr.
Date | Particulars Amount | Date |Particulars Amount
2018 2018

Jan 1| To Capital 20,000 Jan. 2 | By Bank 8,000
,, 0| To Bank 8,000 ,, 4| By Salary 500
,» 8| To Sales 800 ,, 5[ ByRent 300

,» 1 | By Bank 600
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,» 9| By Purchases 200
,»10 | By Ram 2000
Dr. CAPITAL ACCOUNT Cr.
Date| Particulars Amount |Date |Particulars Amount
2018
Jan.1 | By Cash 20,000
Dr. BANK ACCOUNT Cr.
Date |Particulars Amount| Date [Particulars Amount
2018 2018
Jan. 2 | To Cash 8,000 | Jan. 6 | By Cash 8,000
,, 1|'To Cash 600
Dr. PURCHASES ACCOUNT Cr.
Date |Particulars Amount| Date [Particulars Amount
2018
Jan.3 | To Ram 2,000
,, 9 To Cash 200
Dr. SALES ACCOUNT Cr.
Date | Particulars Amount|Date | Particulars Amount
2018
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Jan.3 | To Cash 800
Dr. RAM’S ACCOUNT Cr.
Date | Particulars Amount| Date |Particulars Amount
2018 2018
Jan.10 | To Cash 2,000 [Jan.3 [By purchases 2,000
Dr. SALARY ACCOUNT Cr.
Date | Particulars Amount|Date [Particulars Amount
2018
Jan4 | To Cash 500
Dr. RENT ACCOUNT Cr.
Date |Particulars Amount| Date [Particulars Amount
2018
Jan.5 |To Cash 300

From the above entries it is clear that in ledger we open all those

accounts, which are mentioned in journal. Then we sort out the journal

entries and post them in their concerned accounts in the ledger.
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Balancing of Accounts

At times to find, whether a particular account is a debtor or a creditor we
balance it. For this we total the debit and the credit side of the account
separately and find their difference. If the total of the debit side is more than
the total of the credit side, then the difference is called the ‘Debit balance’.
On the other hand, if the total of the credit side is more than the total of the

debit side, the difference is called the ‘Credit balance’.

After finding the balance in an account, we insert it in the lesser side of
the account, with the words ‘Balance carried down’ (c¢/d). Then with this
balance we total the two sides of the account and they will be equal. This is
called Balancing of Account. After balancing the account, the balance is
again brought down on the next date to the appropriate side of the account.
In other words, we bring the debit balance to the debit side and the credit
balance to the credit side of the account, with the words ‘Balance brought
down’ (b/d).

The debit balance in a personal account shows that the person is a debtor
and the credit balance show that the person is a creditor.

Debit balance in a real account shows, the present value of the asset. In
real account there can be no credit balance. It is because an asset cannot have
minus value.

Debit balance in a nominal account shows, excess of expenses over

income and credit balance excess of income over expenses.

SHORT QUESTIONS (2 MARKS)

What is Journal?
What is an Account?

What is ledger?

el

Write any two advantages for preparation of ledger accounts?
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ESSAY TYPE QUESTION (6 MARKS)

1. Classify and Write the principles of accounts?

EXCERSISES (JOURNAL

1. Journalise the following transactions in the books of Mr. S.L. Srinivas:

DATE PARTICULARS AMOUNT

1* January 2018 | Business commenced with cash 100000
2 Cash Sales 9000
3 Cash purchases 5000
4 Paid rent 1500
5 Received commission 1000
6 Drawings 1000
2. Journalise the following:

1 Siri commenced business with cash Rs. 50000

i1 Goods sold to Kiran Rs. 5000

111 Bought furniture Rs. 2000

1v Paid salaries Rs. 5000

Vv Rent received Rs. 2000

vi Goods purchases for cash Rs. 1000
3. Journalise the following transactions:

DATE PARTICULARS AMOUNT

1° April 2018 Business commenced with cash 90000
2 Cash Sales to Mr. Raja Rao 18000
3 Goods purchases 9000
4 Paid rent to Ramana Kumar 2500
5 Received commission from Bhanu 1000
6 Paid electricity bill by cheque 1000

4. Journalise the following transactions: On 1* May , 2018

Mr. Christopher commenced business with cash Rs. 75000 and remaining
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transactions are given below:

DATE PARTICULARS AMOUNT
1° May, 2018 Business commenced with cash 90000
2 Cash Sales to Mr. Raja Rao 18000
3 Goods purchases 9000
4 Paid rent to Raman Kumar 2500
5 Received commission from Bhanu 1000
6 Paid electricity bill by cheque 1000

5. Journalise the following transactions:

DATE PARTICULARS AMOUNT
1° March, 2018 Brought capital 100000

2 Goods Sold to Mr. Venkat 18000

3 Goods purchases 9000

4 Paid commission 500

5 Machinery sold 10000

6 Drawings 1000
EXERCISES (LEDGER)

1.Journalise the following transactions and post them in ledger accounts

Date Rs.
Jan

2018 1 Amount invested into business ...... 25,000
. 2 bought Furniture ... 1,000
. 3 Purchases ... 8,000
. 4 Sales . 3,000
. 5 SalestoRadha ... 1,000
. 6 Sales to Mohan ... 1000
. 7 returns from Mohan ... 100

. 8 Sales returned by Radha ... 200

. 9 Furniture purchased ... 800

N 10 Sales ... 300

. 11 Purchases ... 1,000
. 12 Received cash from Mohan  ...... 800

. 13 Paid cash to Raman ... 1,000
. 14 Purchases from Vijaya Sai ... 400

. 15 Sales to Sravanthi ... 1,000
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N 16 Sale of old furniture ... 10000

2. Prepare Prasad a/c in the books of Saibaba from the following particulars
2018

April 1 goods sold to Prasad Rs. 28000

2 cash received from Prasad Rs. 2500

5 goods returned by Prasad Rs. 600

6 cheque received from Prasad Rs. 14400

7 sales to Prasad Rs. 1000

8 goods sold to Prasad Rs. 3500

9 cash sales to Prasad Rs. 2000

(ANS: 15000)

%O%epare Sarala a/c in the books of Sujatha from the following particulars.
May 1 purchases from Sarala Rs. 20000
2 cash paid to Sarala Rs. 3000
3 returns to Sarala Rs. 1000
5 paid to Sarala through cheque Rs. 8000
7 cash received from Sarala Rs. 500
9 purchases from Sarala Rs. 4000
10 purchases from madhu Rs. 2000
(ANS: 11500)

4. Prepare Furniture a/c.

% 1(1)1168 1 bought furniture from woodland Rs. 25000
5 bought furniture for cash Rs. 5000

7 cash paid to woodland Rs. 20000

9 sold furniture Rs. 5000

12 depreciation on furniture Rs. 1000

15 goods purchases from srikanth Rs. 10000
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(ANS: 24000)
gog’gepare Bhanu a/c in the books of Rajarao from the following particulars.
July 1 amount due from Bhanu Rs. 10000
2 goods sold to Bhanu Rs. 12000
4 cash received from Bhanu Rs. 5000
6 goods returned from Bhanu Rs. 2000
8 cheque received from Bhanu Rs. 10000
9 A/C Settled by Bhanu with 10% discount.

(ANS: DUE 5000. DISOUNT 500, CASH 4500)
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UNIT-IIT
SUBSIDIARY BOOKS
Subsidiary books — Types of subsidiary books — Purchase book —
purchase returns book — Sales book — Sales returns book — Bills
receivable book — Bills payable book- Journal proper (including

Problems)

1.0. MEANING:

Subsidiary book is the sub division of Journal. These are known as books of
prime entry or books of original entry as all the transactions are recorded in
their original form. In these books the details of the transactions are recorded

as they take place from day to day in a classified manner.

1.2. Types of Subsidiary Books:

The number of subsidiary books may vary according to the requirements of

each business. The following are the special purpose subsidiary books.

Transactions
| | | |
Day Books Bills Books Cash Book Journal Proper
| | | | | |
Purchases Sales  Purchases Sales Bills Bills
Book Book Return Return Receivable Payable
Book Book Book  Book

1. Purchases Book: The purchases book can be utilized to record the
purchases of goods on credit only.

2. Sales Book: The sales book or sales day book is written up just like
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the purchases book. It is employed to record only the sale of goods on

credit.

. Purchases Return Book: The purchases return book (also referred to

as Bought Returns Book or Returns Outwards Book) records the
details of the goods returned by the business to the suppliers.

i)Debit note: This is a statement sent to the person to whom products
are returned. This report informs him that his account has been
debited to the extent of the amount of the items returned. It is based
on the debit note that the entry is made in the purchases returns book

or returns outward book

Sales Return Book: The sales returns book (or Returns Inward Book)
can be employed to record the products returned to the business by the
customers, as the goods might not be as per the order, or because they
were faulty, damaged or otherwise unacceptable.

i)Credit note: When the products are sent back by the customers
combined with the debit note, the seller acknowledge the same with a
document called the credit note.

ii)Trade Discount: It is the reduction in the retail price of products
that arises from bulk sales or purchases. Trade discounts are often
granted to wholesalers who buy in high volumes.

Trade discount is not separately shown in the books of accounts, and
all amounts recorded in a purchases or sales book are done in
the net amount only.

Cash Book: The cash transactions should be recorded instantly as far
as possible in order to avoid errors, omissions or frauds. This may also

help the trader to find out at once the position of cash in time.

Bills Receivable Book: This book can be used to document the details
of bills receivable on which the business will get the amounts from
other parties in future. The entries to be made in this book are the
name if the acceptor (debtor), the terms, due date, the amount and

other details.

89



PAPER 11 ACCOUNTANCY AND COMPUTERS

7. Bills Payable Book: This is also a book of original entry and is

1.3. PROFARMA OF PURCHASE BOOK

utilized to record the particulars of all the ‘bills payable’ accepted by

the business for the intention of paying at a future date the amounts

due by it (the organization or the trader) to its creditors. The entries to

be made in this book relate with the name of the drawer, the name of

the payee, the period, the due date and other particulars. Then the

acceptance is duly returned to the drawer.

Journal Proper: This book records all those transactions for which

there no separate subsidiary books. In other words, in journal proper

we record, residual transactions.

DATE | PARTICULARS

L.F.NO. | INVOICE

NO,

AMOUNT

Ilustr

ation:1

Prepare Purchase book from the following transactions and prepare purchase

ledger.
2018

January, 1 goods bought from Ramesh Rs. 5000

2 purchases from Srinivas Rs. 500

3 goods purchases from Pallavi Rs. 1000

4 purchases from Rajani Rs. 2000
5 purchases from sudha Rs. 1500

SOLUTION:

PURCHASE BOOK

DATE

PARTICULARS

L.F.NO.

INVOICE NO

AMOUNT
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2018
January 1 Ramesh 5000
2 Srinvas 500
3 Pallavi 1000
4 Rajani 2000
5 Sudha 1500
TOTAL 10000
PURCHASE ACCOUNT
DR CR
DATE | PARTICU |L,F. | AMO |DA |PARTICU |LF. | AMO
LARS NO. | UNT TE | LARS NO | UNT
2018 TO 10000
JANU | Sundries
ARY 5
PURCHASE RETURNS BOOK
Profarma of purchase return book
Date Particulars Lf.no. Debit note Amount

Illustration:2
Record the following transactions in purchase return book. Prepare ledger.
2018
Jan 2 goods returned to Ratna Rs. 400
4 goods returned to Kiran Rs. 200

SOLUTION:
Purchase Return Book
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Date Particulars 1.f.no. Debit note amount
2018
Jan 1 Ratna 400
4 Kiran 200
Total 600
SALES BOOK
PROFARMA OF SALES BOOK
DATE | PARTICULARS L.F.NO. | INVOICE | AMOUNT
NO,

Ilustration: 3

Prepare sales book from the following transactions and prepare sales ledger.

2018

feb, 1 goods sold to Laasya Rs. 15000

2 sales to Raju Rs. 5000

3 goods sold to Siri Rs. 10000
4 sales to Ramana Rs.12000

5 sales to Santhi Rs. 1500
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SALES BOOK
DATE PARTICULARS | L.F.NO. INVOICE RUPEES
NO
2018
february 1 lasya 15000
2 raju 5000
3 siri 10000
4 ramana 12000
5 santhi 1500
TOTAL 43500
SALES ACCOUNT
DR CR
DA | PARTICUL | LLEN | AMOU | DA | PARTICUL | L.F. | AMOU
TE | ARS 0. NT TE | ARS NO |NT
201 | BY
8 SUNDRIES 43500
FEB
5

It should be noted, that the subsidiary books are written in different ways to
suit the particular needs. But the basic principles remain the same.

SHORT QUESTIONS (2MARKS)

1. How many types of Subsidiary books? What are they?
2. what is debit note?
3. what is credit note?

4. what is trade discount?

ESSAY TYPE QUESTIONS(6MARKS)
1. Explain about different types of subsidiary books?
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EXERCISES
1. Record the following transactions in purchase book.
2018 Jan 5 goods purchased from rama Rs. 1300
7 purchases from Giri Rs, 1000
10 goods purchased from shiva Rs. 1200
15 purchases from Satish Rs. 1500
25 purchases from Prasad Rs. 2000

(ANS: 7000)

2.Record the following transactions in purchase book.
2018 Mar 1goods purchased from Siri Rs.5000(Trade Discount 5%)
7 purchases from Vikram Rs, 2000
8 goods purchased Rs. 500
10 purchases from Sekhar Rs. 1500((trade discount 10%)
17cash purchases from Vijaya Rs. 1000
25 purchases from Hari Rs. 3000

(ANS: 11100)

3.Record the following transactions in sales book.

2018 march 1 goods sold to Balakrishna Rs. 5000
2 sales to Sonu Rs. 2000
4 goods sold to Appa rao Rs.1000
5 goods sold to suchi Rs. 2000
6 cash sales Rs. 1000
(Ans: 10000)

4.Record the following transactions in sales nook.
2018

Aprillgoods sold to saibaba Rs. 10000
2 goodssold to PrasadRs.9000 (trade discount 5%)

94



PAPER 11 ACCOUNTANCY AND COMPUTERS

3goods sold to Sarala Rs. 5000(trade discount Rs. 500)
4 goods sold to Sujatha Rs. 1000
5 goods sold for cash Rs. 1000

Ans: (24050)

5. Record the following transactions in suitable subsidiary books.

2018
April 5 goods purchases from bheemesh Rs. 2000

7 goods purchases from Mahesh Rs. 1000

9 returns to bheemesh Rs. 500

10 goods sold to krishna rao Rs.1000

12 returns to Mahesh Rs. 100

15 goods sold to ajij Rs.1000 (trade discount Rs 10%)
18 returns from krishna rao Rs.100

20 returns from ajeej Rs. 200

(Ans:purchase book Rs. 3000; sales book Rs. 900; purchase
return book Rs. 600; sales return book Rs. 300)
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UNIT-1V
CASH BOOK

Cash Book — Types of cash book — Simple or single column cash book —
Two column cash book — Three column cash book — Petty cash book -

(including Problems)

1.1. INTRODUCTION:

A cash book is a special journal which is used to record all cash receipts
and cash payments. The cash book is a book of original entry or prime entry
since transactions are recorded for the first time from the source documents.
The cash book is a ledger in the sense that it is designed in the form of a
cash account and records cash receipts on the debit side and cash payments
on the credit side. Thus, the cash book is both a journal and a ledger.
Cash Book will always show debit balance, as cash payments can never
exceed cash available. In short, cash book is a special journal which is used

for recording all cash receipts and cash payments.

1.2. Kinds of Cash Book:

The various kinds of cash book from the point of view of uses may be as
follow:

Kinds of cash b‘ook
| | | |
I II 111 v
Single column Double column Triple column Petty
cash book cash book cash book cash
a) With discount and  with discount, book
cash columns cash and bank
b) With cash and bank columns
columns

Single Column Cash Book

Single column cash book (simple cash book) has one amount column in

each side. All cash receipts are recorded on the debit side and all cash
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payments on the credit side. In fact, this book is nothing but a Cash
Account. Hence, there is no need to open cash account in the ledger. The

format of a single column cash book is given below.

DR Single Column Cash Book of ................ CR
Date | Particulars RN. | LF Arﬁzunt Date | Particulars | V.N. L.F. Arg;unt

Tllustration 1:

Enter the following transactions in a single column cash book of
Mr.Surendra

2018 Jan 1 Started business with cash Rs.1,000
3 Purchased goods for cash Rs.500
4 Sold goods Rs. 1,700
5 Cash received from Siva Rs. 200
12 Paid to Bala Rs. 150
14 Bought furniture Rs. 200
15 Purchased goods from Kala on credit Rs. 2,000
20 Paid electric charges Rs.225
24 Paid salaries Rs. 250

28 Received commission Rs. 75

SOLUTION: Single column cash book of Mr. Surendra

Date | Particulars 1.f. | Amount | Date | Particulars | 1.f.no | amount
no
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2018 201
Jan 8
1 | To capital 1000 | Jan | By 500
3 | purchases
4 | To sales 1700 By bala 150
12
5 | Tosiva 200 By 200
14 | furniture
2 8 | To commission 75
By
20 | electricity 225
charges
By salaries
24 250
By 1650
balanceC/
D
2975
2975

Note : The transaction dated January 15th will not be recorded in the cash

book as it is a credit transaction.

DOUBLE COLUMN CASH BOOK
The most common double column cash books are
1 book with discount Cash and
cash.
11 Cash book with cash and bank
columns.

i. Cash Book with discount and cash columns

On either side of the single column cash book, another column is added to
record discount allowed and discount received. The format is given below.

Proforma of double column cash book

Date | Particul | L.f | dis | Cash/ | Dat | particul | L.f | disc | Cash

ars .n | ou | bank |e ars .n | ount | /bank
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Two Column Cash Book

Two column cash book records not only receipts and payments of cash
but also the cash discount. So, the two-column cash book is also called
“Cash Book with Cash and Discount columns”.

i)Cash discount: A cash discount is a reduction in price that is given to
a purchaser who pays in cash or before a particular date. Cash discounts are
offered in order to persuade credit customers to pay their bills faster — they

are not meant as an incentive to make the purchase in the first place.

Ilustration:2. Enter the following in two column cash books and balance it.

2018
AUG 1 cash in hand Rs. 4500
rreceived cash from gopi Rs. 2800, discount allowed Rs. 200
interest received Rs. 900
cash paid to Narayana Rs. 980, discount received Rs. 20
rent paid Rs. 400
furniture purchased Rs. 1600
paid into bank Rs. 820
cash received from Murali Rs. 4500, discount allowed Rs.500
paid cash to bujji Rs. 1800, discount received Rs. 200
0 purchased goods Rs. 1000

- OoOoONOOR~WN

TWO COLUMN CASH BOOK

-

cash 1. | Disc | amount

sales _ f. | ount Particulars F
Rs Particulars Date

no. no
2000
Date

discount

2018
2018 Aug | By narayana

4500 51y Y
Aug | To balance 4 | By

20
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1 200 2800 5 | Rent
2 | To Gopi
3 | To interest 200 By
8 | To Murali 500 4500 6 | furniture
11 | To
sales 2000 By
7 | bank
By bujji
9 | By purchases
10
By
balance(c/d)
10
14700
10 To 8100
banlance(b/d
)

200

8100

14700

THREE COLUMN CASH BOOK
In Three column cash book we enter transactions relating to not only cash,
but also, cash, discount and bank. So this cash book is also called “Cash
Book with Cash, Bank and Discount columns”.

Need and Importance of Three Column Cash Book:

o It helps to record cash receipts and also receipts through cheques
° It helps to record cash payments and also payaments by cheques
o It helps to record large number of cash and bank transactions of

different nature
o It is useful to record Contra Entries
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In this cash book there are separate columns on the debit and the credit
side for cash, discount and bank transactions.

Three column cash book is also balanced like any other account. But
here we have to find two balances, the cash balance in the cash column, and
the bank balance, in the bank column.

Contra Entry:

An entry which appears on both sides of the three column cash book(debit
side as well as credit side) is called Contra Entry. It effects two accounts on
the opposite side of cash book. For contra entries letter” C” is written in L.F.

Column on each side of the cash book.

Contra Entries are recorded in the following cases:

When cash is deposited into bank

When cash is withdrawn from bank for office use

When an account is opened with bank

When the cheque received on one day and deposited on another day

Note : cash withdrawn from bank for personal use is not a contra entry. And
when cheque received and deposited on same day is also not a contra entry

Illustration: 3
Enter the following transactions in cash book, with cash, bank and
discount columns:
2018
Jan 1 Cash in hand Rs. 8000, cash at bank Rs. 12000
5 purchases Rs. 1500

8 paid into bank Rs. 3000

11 received from apparao Rs. 1800, discount allowed Rs. 200

12 sold goods for cash Rs. 2700

13 purchased stationary Rs. 600

14 issued cheque to mukund Rs. 3800, discount received Rs. 200
15 furniture purchased and paid by cheque Rs. 2000

16 paid office expen ses Rs. 800

17 interest received Rs. 400

18 withdrawn from bank for office use Rs. 3500

19 paid rent Rs. 1000
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Three column cash book

Date Particulars Dis | Cash Bank | dat | Particulars diso | Cash | Bank
e unt
cou
nt
201 201
8 8
Jan Jan
To By purchases 1500
1 8000 | 12000 5
balance ByBank 3000
8 8
By Stationery 600
3000 16
To cash ByMukund 200 3800
11 20
To apparao 200 By
1800 24
Furniture 2000
12 2700 30
To sales By
17 400 31
To interest Office exp 800
18 3500
To bank By 3500
Cash
By rent 1000
By 9500 | 5700
Balancec/d
16400 | 15000
16400 | 15000 - |7
9500 | 5700
Feb
To balance
1
b/d
PETTY CASH BOOK
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In every business, of whatever size, there are many small cash payments such as
conveyance, carriage, postage, telegram, etc. These expenses are generally
repetitive in nature. If all these small payments are recorded in the cash book, it
will be difficult for the cashier to maintain the records all by himself. In order to
make the task of the cashier easy, these small and recurring expenses are recorded
in a separate cash book called “Petty Cash Book™ and the person who maintains
the petty cash is called the “Petty Cashier”.The petty cash book analyses the
payments by its various columns. So it is called “Analytical Petty Cash Book” or
“Columnar Petty Cash Book.

Imprest System:

imprest means ‘money advanced on loan’. Imprest System is a system in
which as estimated amount for petty expenses is determined and handed
over in advance to petty cashier. Out of which, all petty expenses are paid
and total of such expenses paid is readvanced to petty cashier, so as to make
it equal to imprest amount. All the payments are supported by vouchers.

IMustration: 5

Enter the following transactions in an analytical petty cash book and post in
them in ledger accounts.
2018
Jan 1 cheque received from head cashier Rs. 400
2 auto charges Rs. 20
2 postage Rs. 25
3 carriage Rs. 35
4 refreshments Rs. 44
5 telegram charges Rs. 26
6 bus charges Rs. 12
6 courier charges Rs. 55
7 tea expenses Rs. 28.

Analytical petty cash book

Cash

L Vouch Analysis of Cost
date er
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Recei Particulars amount
ved Tra Post | Cou | Ref tele | carr | re
vell age rier resh | gra | iag | ma
ing ment | m e rks
exp
400 2018
Jan
1 To bank
2 By auto fare 20 20
2 By postage 25 25
35
3 By carriage 35
44
4 By refreshment 44
26
5 By telegram 26
12
6 By bus charges 12
55
7 By courier char 55
28
7 By tea exp 28
155
7 By balance c/d
400
400
155 8 To balance b/d

SHORT QUESTIONS (2MARKS)

What is Cash book?

How many types of cash books? What are they?
What is contra entry?

What is imprest system?

What is Cash discount?

A o e

Exercises

1. Prepare simple cash book of Sri Ramana Kumar from the following

particulars.
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2018

Jan 1 brought capital Rs. 4000

Jan 2 cash purchases Rs. 1500

Jan 4 cash sales Rs. 2200

Jan 5 advertisement exp Rs. 600
Jan 7 commission received Rs. 450
Jan 10 cash paid to kiran Rs. 500
Jan 12 drawings Rs. 300

Jan 13 cash deposited into bank Rs. 250
Jan 18 office exp Rs. 375

Jan 21 interest received Rs. 800
Jan 25 salaries Rs. 900

Jan 31 rent paid Rs. 500

(ANS: Cash balance Rs. 2525)

2. Prepare simple cash book of Sri Rajarao as on 1.2.2018.
2018
Feb 1 brought cash into business Rs. 8000
Feb 4 cash sales Rs. 2000
Feb 6 received commission Rs. 550
Feb 9 cash deposited into bank Rs. 800
Feb 11 cash purchases Rs. 4800
Feb 16 paid to varun Rs. 1000
Feb 18 office exp Rs. 450
Feb 20 drawings Rs. 400
Feb 24 advertisement exp Rs. 220
Feb 26 interest received Rs. 400
Feb 28 paid rent 500
Feb 31 salaries Rs. 900

(ANS: Cash balance Rs. 1880)

3. Record the following transactions in two column cash book.
2018
Mar 1 cash balance Rs. 5500
Mar 2 paid to nagarjuna Rs. 1250, discount received Rs. 250
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Mar 4 cash sales Rs. 1000

Mar 6 cash purchases Rs. 900

Mar 10 received cash from chaitanya Rs. 850, discount allowed
Rs.150

March 16 paid cash to Samantha Rs. 650, discount received Rs. 150.

Mar 18 paid stationary Rs. 600

Mar 20 received cash from Praveen Rs. 800, discount allowed Rs.200

Mar 24 paid repairs Rs. 400

Mar 27 sold old newspapers Rs. 200

Mar 29 received cash from Bhanu Rs. 325, discount allowed Rs. 75

Mar paid salaries Rs. 750.

(ANS: Cash Rs. 4125, discount allowed Rs. 425, discount received Rs.
400.)

. Prepare double column cash book from the following.

2018

April 1 cash in hand Rs. 9500

April 3 deposited into bank Rs. 3000

April Sdrawings Rs. 1500

April 10 withdrawal cash from bank 1400

April 12 paid cash to Prasad Rs. 350, discount received Rs.50

April 13 received cash from Rs. Saibaba Rs. 475, discount allowed Rs. 125
April 16 sold old furniture Rs. 300

April 20 cash received from gopal Rs. 1500, discount allowed Rs. 100.
April 24 office exp Rs 600

April 26 stationary Rs. 450

April 28 rent paid Rs. 950

April 29 paid cash to vinod Rs. 250, discount received Rs.50

April 30 paid salaries Rs. 600

(ANS: Cash Rs. 5475,discount allowed Rs.225. Discount received Rs.100)

. Prepare three column cash book of the following particulars.
2018
June 1 cash Rs. 8000, bank Rs. 5800
June 4 cash sales Rs. 3200
June 6 cheque issued to Surendra Rs. 2950, discount Rs.50
June 7 cheque received from Raja Rs. 1200,cheque Rs.2500,
Discount allowed Rs. 100( this cheque deposited on same day)
June 12 cash withdrawan from bank for office use Rs. 800
June 20 salaries paid through cheque Rs. 1000

(ANS: Cash Rs.13200, bank Rs. 3550, discount allowed Rs. 100, discount
received Rs. 50)
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. Prepare three column cash book.

2018

June 1 cash Rs. 1700, bank Rs. 1300

June 4 paid to janardhan Rs.650, discount received Rs. 150

June 6 cash sales Rs. 1000

June 8 cash paid to murty Rs. 350, discount received Rs.50

June 10 cheque received from Maha Rs. 450,discount allowed Rs. 100
June 12 postal charges Rs. 100

June 14 Maha cheque deposited

June 16 paid to prabhakar through cheque Rs.575, discount received Rs.125
June 20 cash deposited Rs. 500

June 24 interest received Rs. 450

June 26 general expenses Rs. 150

June 29 salaries paid through cheque Rs. 400

June 30 cash withdrawn for office use Rs. 600

(ANS:Cash Rs. 2000, bank Rs. 675, discount allowed Rs.100, discount
received Rs.325)

. Prepare Analytical petty cash book.

2018

July 1 advance received from head cashier Rs. 350
July 7 bus charges Rs. 10

July 8 paid stationary Rs. 5

July 10 auto charges Rs. 20

July 15 Labour charges Rs. 30
July 18 telephone Bill Rs. 10

July 21 papers, ink charges Rs. 15
July 23 Tea charges Rs. 6

July 25 speed post charges Rs.
July 27 Tiffin charges Rs. 25
July31 transport charges Rs. 15

(ANS: 199)

. Prepare pettu cash book.

2018

Aug 1 cash balance Rs. 75, advance received Rs. 125
Aug 3 Tiffin charges Rs. 10

Aug 5 postal charges Rs. 5

Aug 9 bus charges Rs. 8

Aug 11 tea charges Rs. 6

Aug 14 auto charges Rs. 10

Aug 18 tea charges Rs. 6
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Aug 21 paid to cooli charges Rs. 20
Aug 25 mobile recharge Rs. 15
Aug 27 Tiffin charges Rs. 20

Aug 29 phone repairs Rs. 10

Aug 31 postal stamps Rs. 10

(ANS: Rs. 80
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UNIT-V
BANK RECONCILIATION STATEMENT

Bank Reconciliation Statement — Meaning — Need — Cash book vs. Pass book
— Favorable balance — Un- favorable balance (over draft) — including problems.

INTRODUCTION:

Bank Reconciliation Statement is a statement prepared to reconcile the difference
between the balances as per the bank column of the cash book and pass book on
any given date.

A bank reconciliation is the process of matching the balances in an entity's
accounting records for a cash account to the corresponding information on
a bank statement. The goal of this process is to ascertain the differences between
the two, and to book changes to the accounting records as appropriate. The
information on the bank statement is the bank's record of all transactions
impacting the entity's bank account during the past month.

Need of preparing Bank Reconciliation Statement:

It is neither compulsory to prepare Bank Reconciliation Statement nor a date is
fixed on which it is to be prepared. It is prepared from time to time to check that all
transactions relating to bank are properly recorded by the businessman in the bank
column of the cash book and by the bank in its ledger account. Thus, it is prepared
to reconcile the bank balances shown by the cash book and by the bank statement.
It helps in detecting, if there is any error in recording the transactions and

ascertaining the correct bank balance on a particular date.

REASONS FOR THE DIFFERNCES BETWEEN PASSBOOK AND CASH
BOOK:

1. Cheques issued by the firm but not yet presented for payment
2. Cheques deposited into bank but not yet collected

3. Amount directly deposited in the bank account

4. Bank Charges, interest etc., debited in pass book only

5. Interest and dividend received by the bank

6. . Direct payments made by the bank on behalf of the customers

7. Dishonour of Cheques/Bill discounted
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8. Errors committed in recording transactions by the firm

9. Errors committed in recording transactions by the Bank

PREPARATION OF BRS WITH FAVOURATE BALANCE:

Favourable balances

(a) Debit balance as per cash book is given and the balance as per pass book is to

be ascertained.

(b) Credit balance as per pass book is given and the balance as per cash book is to

be ascertained.

REASON

SOLUTI
ON

1 Cheques issued by the firm but not yet presented for payment

i) as per
cash book
— addition
ii) as per
pass book
substractio
n

2 Cheques deposited into bank but not yet collected

i) as per
cash book
substration
ii) as per
pass book
- addition

mount directly deposited in the bank account

i) as per
cash book
— addition
ii) as per
pass book
substractio
n

4 Bank Charges, interest etc., debited in pass book only

i) as per
cash book
substractio
n

ii) as per
pass book
- addtion

5 Interest and dividend received by the bank on behalf of

i) as per
cash book
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customers . addition
i1) as per
pass book
substractio
n
6 i) as per
irect payments made by the bank on behalf of the customers cash book
substractio
n
ii) as per
pass book
- addition
7 Dishonour of Cheques/Bill discounted
8. Errors committed in recording transactions by the firm
9. Errors committed in recording transactions by the Bank
Procedure for preparation of bank reconciliation statement
(Favourable Balance)
Particulars Amount | Amount
Balance as per cash book XXX
ADD:
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1. cheques issued but not presented for payment XXX
2. amount directly deposited by the customer XXX
3. dividends, interest etc., credited only PB XXX XXX
XXX
LESS:
1. cheques sent for collection but not collected
2. bank charges, commission etc., debited only in PB XXX
3. bank directly paid on behalf of customer XXX
XXX XXX
Balance as pass book XXX

PREPARATION OF BRS WITH UNFAVOURABLE(OVERDRAFT)
BALANCE:

An overdraft facility allows you to write cheques or withdraw cash from your
current account up to the overdraft limit approved. It is a short-term (usually up to
12 months) standby credit facility which is usually renewable on a yearly basis. It

is repayable on demand by the bank at any time.
Unfavorable(Overdraft) balances:

(a) credit balance as per cash book is given and the balance as per pass book is to

be ascertained.
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(b) debit balance as per pass book is given and the balance as per cash book is to be

ascertained.
REASON SOLUTION
i) as per cash book —
1. Cheques issued by the firm but not yet | gypstraction

presented for payment

ii) as per pass book -
addition

i) as per cash book —

2. Cheques deposited into bank but not yet | 54dition
collected ii) as per pass book -
substraction
3. i) as per cash book —
mount directly deposited in the bank account | substraction
ii) as per pass book -
addition
i) as per cash book —
4. Bank Charges, interest etc., debited in pass | 34dition
book only ii) as per pass book -
substraction
i) as per cash book —
5. Interest and dividend received by the bank on | gbstraction
behalf of customers i) as per pass book -
addition
6. i) as per cash book —
irect payments made by the bank on behalf of | addition
the customers ii) as per pass book -
substraction
7. .Dishonour of Cheques/Bill discounted
8. Errors committed in recording transactions
by the firm
9. Errors committed in recording transactions

by the Bank
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Procedure for preparation of bank reconciliation statement

(Overdraft Balance)
Particulars Amount | Amount
Overdraft Balance as per pass book XXX
ADD:
1. cheques issued but not presented for payment XXX
2. amount directly deposited by the customer XXX
3. dividends, interest etc., credited only PB XXX XXX
XXX
LESS:
1. cheques sent for collection but not collected
2. bank charges, commission etc., debited only in PB XXX
3. bank directly paid on behalf of customer XXX
XXX XXX
Overdraft Balance as per cash book XXX
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SHORT QUESTIONS(2MARKS)

1. What is Bank Reconciliation Statement?

2. Write any two differences between Cash book and Pass book ?

EXERCISES (FOURABLE BALANCE)

1. From the following particulars prepare Bank Reconciliation Statement as
31st march, 2018

Sl

o eo

Balance as per Cash Book as on 31st December 2006 was Rs.15000
Cheques deposited but not collected before the date of reconciliation
Rs.1500

Cheques issued but not presented for payment Rs. 1000

Bank charges debited only in pass book Rs. 50

Interest credited in pass book only Rs. 500

A debtor directly deposited into our a/c Rs.1000

(Ans. 15950)

2. Prepare BRS as on April,28, 2018 from the following particulars.

a.
b.
c.

d.

Balance as per pass book Rs. 10000.
Interest on loan debited only in pass book Rs 500
Bank collected divividend on behalf of Customer Rs. 1000. This
transaction recorded in pass book only.
Rs. 1000 worth of Cheque issued on Feb, 25,2018. But not
presented for payment
Rs. 2000 worth of Cheque deposited. But this cheque was
dishonoured

i. (Ans: 10500)

Exercises (overdraft balance/negative balance)

Prepare BRS of Sri. A.V.Rao as on April 15, 2018 from the
following particulars.
i. Overdraft balance as per cash book Rs. 5000
ii. Cheques issued for payment but not presented for payment
Rs 500

iii. A customer directly deposited into a.v.rao a/c Rs. 1000

iv. Interest on overdraft Rs. 100 debited in PB only.

v. A cheque Rs. 500 sent for collection but dishonoured.

(ANS:4100)
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2. Prepare BRS of Sri Satyanarayana as on April 30, 2018.

1.
ii.
1ii.

1v.

Overdraft balance as per pass book Rs. 9000

Bank charges Rs. 150 not entered in cash book.

Cheque Rs. 500 entered in cash book but forgot to sent to
bank for collection

Chque issued for payment Rs. 500. But not payment before
the date of reconciliation.

Commission debited only in pass book Rs. 100

(ANS: 8750)
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UNIT - VI
TRIAL BALANCE

Trial balance & Rectification of errors — Importance of trial balance —
Preparation of trial balance — Rectification of Errors — errors Before preparation
of trial balance and After preparation of trail balance (including Problems).

INTRODUCTION: A trial balance is a list of all the general ledger accounts
(both revenue and capital) contained in the ledger of a business. The purpose of a
trial balance is to prove that the value of all the debit value balances equal the total
of all the credit value balances. If the total of the debit column does not equal the
total value of the credit column then this would show that there is an error in the
nominal ledger accounts. This error must be found before a profit and loss
statement and balance sheet can be produced.

Features of a Trial Balance:

(a) Statement only:

A Trial Balance is merely a statement and not at all an account.

(b) Proof of arithmetical accuracy:
A Trial Balance proves the arithmetical accuracy of transactions so
posted/recorded. In addition, financial result (i.e., from Profit and Loss Account

and the Balance Sheet) can also be prepared from it.

(c) Prepared in a separate sheet:

It is prepared in a sheet of paper since it is neither a journal nor a ledger.

(d) Prepared at the end of the period:
Usually, a Trial Balance is prepared at the end of a certain period—say, monthly,

quarterly, biannually, annually.

(e) Contains list of balances:
A Trial Balance contains the balances of different ledger accounts for the particular

period as per requirements of the users,
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(f) Helps to prepare final accounts:
It is not possible to prepare the final accounts of a concern without a Trial Balance,

since the balances of all ledger accounts are contained in it.

MERITS:

e To test the arithmetical accuracy;

e To help in locating/detecting errors

e To summaries information about ledger accounts;

e To help in preparing final accounts.
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The Trial Balance can be prepared in two ways:

(1) By taking the balances of each of the ledger accounts.

(2) By taking the debit and the credit totals of each of the ledger

accounts.

KEY POINTS:

CAPITAL

CREDIT

LIABILIATIES

CREDIT

ASSETS (cash,
debtors,buildings,machinery,investments,stock,
Goodwill,patents,copywrights,trademarks,bills
Receivables etc.,)

Debit

Purchases

Debit

Sales

Credit

Purchase returns

Credit

Sales returns

Debit

All expenses, losses (salaries, wages, electricity
charges, depreciation, interest on
Capital, bad debts, rent, commission etc.,)

Debit

All incomes, gains (commission received, rent
received, dividend, interest received etc.,)

Credit

Drawings

Debit

PROFARMA OF TRIAL BALANCE

Particulars L.F.No. Debit Amount

Credit Amount

IMustration: 01

Following balances are taken from the books of Sri Siri enterprises as on

Dec. 31-2017. Prepare the Trial Balance.

Capital Rs. 25,000, Drawings Rs. 6,500, Cash Rs. 200, Bank balance Rs.
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7,000, opening stock Rs. 10,000, Purchases Rs. 8,000, Sales Rs. 12,000,
Sales Return Rs. 500, Purchases Return Rs. 800, Bill Receivable Rs. 4,000,
Bills payable Rs. 3,000, Sundry Debtors Rs. 5,000, Sundry creditors Rs.
3,500, Discount paid Rs. 600, Post and Telegraph Rs. 400, Advertisement Rs.
500, Salary Rs. 1,200 Rent paid Rs. 400.

Although in the problem it is not stated that whether a balance is debit or
credit. But we know that balances in all the Assets and Expenses accounts are
always debit and the balances in all the liabilities and income accounts are
always credit. Whether an item is an asset, liability, income or an expense,
should always be decided from the traders’ point of view. All our difficulties
in this connection will end, if we consider, that we are the trader and, we are
writing our own accounts.

TRIAL BALANCE
(As on December 2017)
Account Name of the Account Debit Amt.| Credit Amt.
No. Rs. Rs.
1 Capital - - 25,000
2 Drawings - 6,500 -
3 Cash - 200 -
4 Bank Balance - 7,000 -
5 Opening stock 4 10,000 -
6 Purchases - 8,000 -
7 Sales - - 12,000
8 Sales return - 500 -
9 Purchases return - - 800
10 Bills receivable - 4,000 -
11 Bills payable - - 3,000
12 Sundry Debtors - 5,000 -
13 Sundry Creditors - - 3,500
Account | Name of the Account Debit Amt.|Credit Amt.
No. Rs. Rs.
14 Discount paid - 600 -
15 Post & Telegraph - 400 -
16 Advertisement - 400 -
17 Salary - 1,200 -
18 Rent - 400 -

120



PAPER 11

ACCOUNTANCY AND COMPUTERS

44,300

44,300

Illustration: 2

Following Balances are taken from the Books of Lalitha Jewellers, , as

at Dec. 31-2017.

Cash Rs. 300, Bank Overdraft Rs. 23,000, Capital Rs. 20,000, Drawings
Rs. 12,000, Sales Rs. 1,42,000, Purchases Rs. 50,000, Opening Stock Rs.
84,000, Purchases Return Rs. 8,000, Sales Return Rs. 300, Salary Rs. 15,000,
Rent Rs. 28,000, Carriage Rs. 800, Advertisement Rs. 1,800, Debtors Rs.
5,000, Creditors Rs. 7,000, Sundry expenses Rs. 2,300. Prepare the Trial

Balance.
TRIAL BALANCE
(As at December 2017)
Account | Name of the Account
Debit Amt. Credit Amt.
No.
Rs. Rs.
1 Cash - 300 -
2 Bank - - 23,000
3 Capital - - 20,000
4 Drawings - 12,000 -
5 Sales - - 1,42,000
6 Purchases - 50,000 -
7 Opening stock - 84,000 -
8 Purchases return - - 8,000
9 Sales Return - 300 -
10 Salary - 15,000 -
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Account Name of the Account
Debit Amt. Credit Amt|

No.
Rs. Rs.
11 Rent - 28,000 -
12 Carriage - 800 -
13 Advertisement - 1,800 -
14 Debtors - 5,000 -
15 Creditors - - 7,000
16 Sundry Expenses - 2,300 -

Total -
- 1,99,500| 2,00,000

17 Suspense Account - +500
2,00,000| 2,00,000

We see that this Trial Balance does not agree. Its debit total is Rs.
1,99,500, while the credit total is Rs. 2,00,000. The difference is Rs. 500,
(2,00,000-1,95,000). Rs. 500 are less on the debit side. So,it has debited Rs.
500 to suspense account. Then this debit balance of suspense account is
included in the trial balance. And thus, the trial balance is agreed. When final
accounts are prepared the debit balance in suspense account is temporarily

treated as an asset. And the credit balance as a liability.

Suspense Account:

A suspense account is an account in the general ledger in which amounts are
temporarily recorded. The suspense account is used because the proper
account could not be determined at the time that the transaction was recorded.

When the proper account is determined, the amount will be moved from the
suspense account to the proper account.

RECTIFICATION OF ERRORS

INTRODUCTION:
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In our life we make many mistakes. As soon as these are detected, he/she
corrects them. In the similar manner, an accountant can also make mistakes
or commit errors while recording and posting transactions. These are called
‘Accounting Errors’. So accounting errors are the errors committed by
persons responsible for recording and maintaining accounts of a business firm
in the course of accounting process. These errors may be in the form of
omitting the transactions to record, recording in wrong books, or wrong
account or wrong totaling and so on.
Accounting errors can take the following forms:

e Omission of recording a business transaction in the Journal or Special

Purpose Books

e Not posting the recorded transactions in various books of accounts to

the respective accounts in ledger

e Mistakes in totaling or in carrying forward the totals to the next page |

e Mistake in recording amount wrongly, writing it in a wrong account

or on the wrong side of the account.

CLASSIFICATION OF ACCOUNTING ERRORS
Various accounting errors can be classified as follows:
A. On the basis of their nature

(a) Errors of omission

(b) Errors of commission

(c) Errors of principle

B. On the basis of their impact on ledger accounts
(a) One sided errors

b) Two sided errors.

A. On the basis of their nature
a) Errors of omission

As a rule, a transaction is first recorded in books of accounts.
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However, accountant may not record it at all or record it partially. It is
called an error of omission. For example, goods purchased on credit
are not recorded in Purchases Book or discount allowed to a customer

was not posted to Discount A/c in the ledger.

b) Errors of commission
When the transaction has been recorded but an error is committed in
the process of recording, it is called an error of commission.
Recording in the wrong book for example purchase of goods from
Rakesh on credit is recorded in the Sales Book and not in the
Purchases Book. Recording in the book correctly but wrong amount is
written. For example, goods sold to Shalini of Rs.4200 was recorded

in the Sales Book as Rs.2400

¢) Errors of principle:

e Wrong totaling : There may be a mistake in totaling Special
Purpose Book or accounts. The totalled amounts may be less than
the actual amount or more than the actual amount

e Wrong balancing: While closing the books of accounts at the end
of the accounting period, the ledger accounts are balanced.

e Wrong carry forward of balances or totals: Totals or balances
are carried forward to the next page

e Wrong Posting: Transactions from the journal or special purpose

books are posted to the respective accounts in the ledger.
SHORT QUESTIONS (2MARKS)
1. What is trial balance?

2. What is suspense account?
3. What is rectification of errors?
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ESSAY TYPE QUESTIONS (6MARKS)
1. How many types errors? Explain it?

EXERCISES

1. Prepare trial balance of Messers S.L & Co., as on 31.03.2018.

Bills receivables Rs. 1000
Sales Rs. 1200

Purchase returns Rs. 300
Bills payables Rs. 800
Purchases Rs. 3000
Capital Rs. 1900

Sales returns Rs. 200

(ANS: 4200)
2. Prepare trial balance of Mr. Simhadri as on 31.12.2017.

Cash Rs. 20000
Capital Rs. 60000
Sales Rs. 30000
Salaries Rs. 15000
Debtors Rs. 25000
Creditors Rs. 10000
Purchases Rs. 40000

(ANS:100000)

3. Prepare trial balance of Laasya .

Capital Rs. 20000
Purchases Rs. 18000
Bills payable Rs. 3000
Sales Rs. 10000

Bills receivables Rs. 9000
Sales returns Rs. 1000
Furniture Rs. 5000

(ANS: 33000)
4. Prepare trial balance of Venkata Naidu as on 31.03.2018

Cash in hand Rs. 4000
Buildings Rs. 36000
Goodwill Rs. 12000
Sales Rs. 23000

Stock Rs. 8000
Capital Rs. 45000
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Purchases Rs. 15000
Bank loan Rs. 7000

(ANS: 75000)

5. Prepare trial balance of Chandrahasa as on 31.03.2018
Cash at bank Rs. 35000
Cash in hand Rs. 10000
Salaries Rs. 2000
Purchases Rs. 200000
Sales Rs. 225000
Stock Rs. 20000
Buildings Rs,. 20000
Bills payable Rs. 5000
Bills receivables Rs. 5000
Capital 62000

(ANS: 292000)
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UNIT - VII
FINAL ACCOUNTS

Final Accounts — Preparation of Trading account, Profit & Loss account
and Balance sheet with adjustments (including Problems).

INTRODUCTION:
Final accounts are the statements that are prepared at the end of an
accounting period. Those consists of

1. trading account,
2. profit and loss account and
3. balance sheet. (position statement)

OBJECTIVES /IMPORTANCE OF FINAL ACCOUNTS:

¢ Knowing Profitability of Business

e Knowing the Solvency of the Business

e Judging the Growth of the Business:

¢ Judging Financial Strength of Business

e Making Comparison and Selection of Appropriate Policies
¢ Forecasting and Preparing Budget:

¢ Communicating with Different Parties

TRADING ACCOUNT

A trading account shows the results of the buying and selling of goods. This
sheet is prepared to demonstrate the difference between selling price and cost
price. The trading account tally is prepared to show the trading results of the
business, e.g. gross profit earned or gross loss sustained by the business. It

records the direct expenses of a business firm.

According to J.R.Batlibboi- The Trading Account shows the result of buying
and selling goods.In preparing this account, the general establishment charges

are ignored and only the transactions in goods are included.
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Dr PROFORMA OF TRADING ACCOUNT Cr
PARTICULARS RS RS PARTICULARS RS RS
To opening stock XXX By sales XXX
To purchases XXX Less: returns Xx XXX
Less: returns XX XXX By closing stock XXX
To wages XXX By stock destroyed XXX
by fire
To carriage XXX XXX
' By gross loss (c/d)
To octroi XXX
_ Transferred to
To import duty XXX
P & L a/c)
To factory XXX
lighting
XXX
To factory rent
XXX
To manufacturing
ex XXX
To fuel, power XXX
To marine XXX
insurance
To factory
insurance
To gross profit E—
(c/d) XXXX XXXX

Transferred to

P &L alc)
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Items to be written on the debit side of the Trading Account
1. Opening Stock

This is the value of the balance of goods brought, from the previous year,
into the current year.

2. Purchases
This is the value of the goods purchased in the current year.
3. Purchases Return

This is the value of the goods returned to the sellers. Purchases return
reduce the value of goods purchased. So, it is deducted from the purchases.

4. Carriage or Freight Inward

This includes all charges of bringing purchased goods to the business
place. They are transport charges and also loading and unloading charges. If
in any trial balance only carriage or freight is given then it should be treated
as carriage inward only.

5. Import Duty and Excise Duty

Import duty increases the cost of the goods imported, and excise duty
increases the cost of the goods manufactured.
6. Marine and Factory Insurance

Marine Insurance is for the safety of the goods imported and factory
insurance is for the safety of the goods manufactured. These are also add to
the cost of the goods.

7. Clearing Charges

Goods, which come by ship or railway require complicated procedure,
before it is delivered to its owner. The expenses incurred to complete this
procedure are called, clearing charges. These are also a part of the cost of the
goods.

8. Factory Rent & Lighting

These are direct expenses for the manufacture of the goods. So, they are
also added to the cost of the goods.
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9. Fuel and Power

These are the expenses incurred to move machines for production. So,
these expenses are also debited in the trading account, as cost of the goods.
10. Manufacturing Wages

Manufacturing wages or simply wages are paid for the production of the
goods. This is a part of the cost of the good manufactured. If in a trial balance
productive wages are separately given, then only the productive wages
should be debited in Trading account, as cost of the goods. If in a trial
balance wages and salaries are given together then it should not be included

in the Trading account as the cost of the goods. It is a general expense
11. Other Expenses

Apart from the above-mentioned expenses all other expenses which are
considered as the direct cost of the goods, either purchased or manufactured
are debited into the trading account.

Items to be Written on the Credit Side of the Trading Account
1. Sales

It represents the amount realized or the sale proceeds from the sale of the
goods, during the year.

2. Sales Return

It represents the value of the goods returned by our customers. Sales
return reduce the actual sales. So, it is deducted from the sales.

3. Closing Stock

It is the value of the unsold goods at the end of the trading period. It is
credited into the trading account. Closing stock usually does not appear in the
trial balance. At the end of the trading period the unsold stock or closing
stock is valued. It is called “Stock taking”. Closing stock is valued at the cost
price or the market price, whichever is lower. It should not be valued at the
selling price. It should be noted that the closing stock of the current year, will
be the opening stock for the next year.

After debiting and crediting various items, the trading account is
balanced as any other account. Credit balance in the trading account shows
the Gross profit and debit balance the Gross loss. The Gross profit or the
Gross loss of the trading account is transferred to profit and loss account, to
find the Net Profit or Net Loss of the business. This will close the trading

account.
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IMustration: 1

From the following Trial Balance of Mr. Pratap, prepare Trading
account for the year ended on December 31-2018.

Name of the Account
Debit Amt.|Credit Amt.

Rs. Rs.
Opening stock - 15,000 -
Purchases - 40,000 -
Purchases Return - - 3,000
Sales - -1 55,000
Sales return - 2,000 -
Carriage - 1,600 -
Furniture - 4,000 -
Sundry debtors - 9,800 -
Advertisement - 200 -
Sundry Creditors - -1 12,000
Capital - -1 21,000
Bills Receivable - 5,000 -
Discount given 1,000 -
Discount received - 400
Rent 2,400 -
Cash 400 -
Interest paid on capital 2,000 -
Interest 6,000 -
Trade Expenses 1,800 -
Clearing charges 200 -

91,400 | 91,400

Closing stock: Rs. 20,000

It is clear the below illustration, that in the trading account, only those
items from the trial balance are taken, which help to find the Gross profit or
Gross loss. Apart from this closing stock, which is outside the trial balance is
taken 