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UNIT – I 

FUNDAMENTALS OF ACCOUNTING 

Bookkeeping is the recording of financial transactions, and is part of the process 

of accounting in business. Transactions include purchases, sales, receipts, and payments by 

an individual person or an organization/corporation. There are several standard methods of 

bookkeeping, including the single-entry and double-entry bookkeeping systems. While these 

may be viewed as "real" bookkeeping, any process for recording financial transactions is a 

bookkeeping process. 

Bookkeeping is the work of a bookkeeper (or book-keeper), who records the day-to-day 

financial transactions of a business. They usually write the daybooks (which contain records 

of sales, purchases, receipts, and payments), and document each financial transaction, 

whether cash or credit, into the correct daybook—that is, petty cash book, suppliers ledger, 

customer ledger, etc.—and the general ledger or journal proper. Thereafter, an accountant can 

create financial reports from the information recorded by the bookkeeper. 

Double-entry bookkeeping, in accounting, is a system of book keeping where every 

entry to an account requires a corresponding and opposite entry to a different account. The 

double-entry has two equal and corresponding sides known as debit and credit. The left-hand 

side is debit and right-hand side is credit. In a normally debited account, such as an asset 

account or an expense account, a debit increases the total quantity of money or financial 

value, and a credit decreases the amount or value. On the other hand, for an account that is 

normally credited, such as a liability account or a revenue account, it is credits that increase 

the account's value and debits that decrease it. In double-entry bookkeeping, a transaction 

always affects at least two accounts, always includes at least one debit and one credit, and 

always has total debits and total credits that are equal. This is to keep the accounting 

equation (below) in balance. For example, if a business takes out a bank loan for `10,000, 

recording the transaction would require a debit of `10,000 to an asset account called "Cash", 

as well as a credit of `10,000 to a liability account called "Notes Payable". 

Cash A/c Dr.  10,000 

 To Loan A/c    10,000 

Need for Accounting  

 A businessman invests capital with the objective of making profit and thereby 

increasing his resources. He incurs various expenses like salaries, rent and stationery to 

operate his business. He receives income from different sources like commission, interest and 

discount. He deals with several persons in the course of buying and selling of goods, 
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purchasing and selling of assets and borrowing money for financing the business. He acquires 

various properties and assets like building, machinery, furniture to generate revenue. 

 In practice, it is impossible for any businessman to memories and recollects all his 

business dealings. Moreover, he will be interested in knowing at the end of the each year 

(i) What he owes? 

(ii) What he owns? 

(iii) How much profit he has earned? 

(iv) What his financial position is? 

To relieve businessmen from the burden of memorizing all the business dealings and 

for providing necessary information, Accounting was developed.  

Definition of Accounting 

“Accounting is the arts of recording, classifying and summarizing in a significant 

manner and in terms of money transactions and event which are of a financial character and 

interpreting the results thereof” 

– American Institute of Certified Public Accountants (AICPA) 

Meaning of Debit and Credit 

 The word debit is derived from the Latin word Debitum which means Due for that. In 

short, the benefit receiving aspect of a transaction is known as debit. 

 The word Credit is derived from the Latin word Creder which means Due to that. The 

benefit giving aspect of a transaction is known as credit. 

The abbreviations ‘Dr’ for debit and ‘Cr’ for credit are usually used. 

By conventions, the left hand side of an account is termed as debit side and right hand 

side of an account is termed as credit side. 

Types of Accounts 

 The object of book keeping is to keep a complete record of all the transactions that 

take place in the business. 

 Practically every business 

(i) Deals with other persons, firms and companies 

(ii) Possesses assets like cash, stock, buildings, furniture, etc. and receives incomes 

such as commission, interest etc. 

It is necessary to maintain the following to record all the above dealings 

1. An account of each person, firm, or company with which the business deals. The 

accounts under this class are known as Personal Accounts e.g. if Mr. Raj, a cloth 
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dealer, has dealings with four wholesalers and twenty customers to whom he sells on 

credit, he must operate an account for each one of them separately. 

2. An account of each type of asset which a business owns. It comes under the class of 

Real Accounts. 

3. An account for each express and gain. The accounts under this class are known as 

Nominal or Fictitious Accounts. 

An account is a statement in the ledger which records the transactions relevant to the 

person, asset, expenses or profit named in the heading. Accounts can be divided into: 

(a) Personal Accounts 

(b) Impersonal Accounts 

Impersonal accounts can be further divided into real and nominal accounts. Thus, there 

are three kinds of accounts maintained by a business. 

(1) Personal Accounts 

(2) Real Accounts 

(3) Nominal Accounts 

1. Personal Accounts: Accounts of persons with whom the business has dealings are 

known as personal accounts. It takes the following forms: 

(a) Natural Persons: The name of an individual – customers or suppliers. (e.g.) Raj’s 

account, Sharma’s account, Anusha’s account, Priya’s account. Both males and 

females are included in it. 

(b) Artificial persons or legal bodies: Firms’ accounts, limited companies’ accounts, 

educational institutions’ account, bank account, co-operative society account etc., are 

known as artificial persons’ account. 

(c) Representative personal accounts: All accounts representing outstanding expenses 

and accrued or prepaid incomes are personal account. (e.g.) prepaid insurance, 

outstanding wages, salary, rent etc. 

When a person starts a business, he is called proprietor. This proprietor is represented 

by capital account for that entire he invests in business and by drawings accounts for all 

that which he withdraws from business.  So, capital account and drawings account are 

also personal accounts. 

2. Real Accounts: Accounts in which the business records the real things owned by it. i.e. 

assets of the business are known as real accounts.  

Real accounts are of two types  
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 Tangible real accounts, these can be touched and felt and they have a physical shape. 

(Buildings, furniture, cash and machinery etc.)  

 Intangible real accounts, which cannot be touched because they have no physical 

shape. (trademark, goodwill, patents and copyright etc.) 

3. Nominal Accounts: It relates to the items which exist in name only. Expenses, incomes 

etc., are there in business activities. Accounts which record expenses, losses, incomes and 

gains of the business are known as nominal accounts.  

e.g. rent a/c, salaries a/c, telephone charges a/c, postage a/c, advertising a/c, commission 

received a/c, interest received a/c. 

 

ACCOUNTING RULES 

 The double entry system of book-keeping is a scientific and complete system. Hence, 

the transactions should be recorded according to the following rules. As we have already 

discussed, each transaction must have two aspects, the benefit receiving aspect and benefit 

giving aspect. A transaction should be divided into two aspects. 

1. Debit aspect 

2. Credit aspect 

The rules for making entries under double entry system can be summarized as follows 

1. Personal Accounts : Debit the receiver 

Credit the giver 

2. Real Accounts  : Debit what comes in 

Credit what goes out 

3. Nominal Accounts : Debit all expenses and losses 

Credit all incomes and gains 
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BASES OF ACCOUNTING 

 There are three bases of accounting in common usage. Any one of the following bases 

may be used to finalise accounts. 

1. Cash basis (Government system of accounting is mostly on cash basis. Professionals 

like doctors, lawyers, brokers also prefer to follow this method, since it is simple to 

understand and easy to practice) 

2. Accrual or Mercantile basis 

3. Mixed or Hybrid basis 

Accounting Terminology  

1. Capital 

2. Liability 

3. Assets 

4. Revenue 

5. Expenses 

6. Debtors 

7. Creditors 

8. Tangible Assets 

9. Intangible Assets 

10. Fictitious Assets 

11. Wasting Assets 

12. Fixed Assets 

13. Current or Floating Assets (Stock, Debtors, Bills receivable, etc….)  

14. Purchases 

15. Sales 

16. Stock 

17. Losses 

18. Drawings 

19. Invoice 

20. Voucher 

21. Goods 

22. Current Liability  

23. Long term Liabilities 

24. Solvent 

25. Insolvent 
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JOURNAL 

 The French word ‘Jour’ means ‘day’. Journal, therefore means a daily record of 

business transactions. 

 Journal is a book of ‘Primary entry’ or ‘original entry’. All transactions are initially 

recorded in the journal. The ruling of the journal is such that any business transaction can 

be analysed under the heads of debit and credit. A thorough understanding of the 

principles of debit and credit which are the basis for journal is essential for every student 

of accountancy to get a thorough grasp of the subject. 

Specimen form of Journal 

Date Particulars L.F. 

Debit 

Amount 

(`̀̀̀) 

Credit 

Amount 

(`̀̀̀) 

16.10.2020 

 

 

Cash A/c  Dr. 

 To Raman A/c 

(Being cash received from Raman) 

 20,000  

20,000 

Problem 

Journalise the following transactions 

1. Purchased goods for cash `10,000 

2. Purchased stationery for cash `500 

3. Purchased furniture for cash `3,000 

4. Sold goods for cash `8,000 

5. Sold goods to Jane for cash `3,000 

6. Sold goods to James `2,000 

7. Paid Rent to Krishnan, the landlord `800 

8. Paid Salary of `8,000 

9. Paid Lokesh, the manager his salary of `3,000 

10. Paid freight on goods purchased `300 
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Solution 

Date Particulars L.F. 
Debit 

`̀̀̀ 

Credit  

`̀̀̀ 

1 Purchases A/c  Dr. 

 To Cash A/c 

(Being purchase goods for cash) 

 10000  

10000 

2 Stationary A/c  Dr. 

 To Cash A/c 

(Being Purchases of stationary) 

 500  

500 

3 Furniture A/c   Dr. 

 To Cash A/c 

(Being cash purchase of furniture) 

 3000  

3000 

4 Cash A/c   Dr. 

 To Sales A/c 

(Being cash sales made) 

 8000  

8000 

5 Cash A/c   Dr. 

 To Sales A/c 

(Being cash sales to Jane) 

 3000  

3000 

6 James A/c   Dr. 

 To Sales A/c 

(Being goods sold to credit) 

 2000  

2000 

7 Rent A/c    Dr. 

 To Cash A/c 

(Being rent paid to Krishnan) 

 800  

800 

8 Salary A/c   Dr. 

 To Cash A/c 

(Being salary paid in cash) 

 8000  

8000 
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9 Salary A/c    Dr. 

 To Cash A/c 

(Being Manager’s Salary paid in cash) 

 3000  

3000 

10 Freight A/c   Dr. 

 To Cash A/c 

(Being paid freight on goods purchased) 

 300  

300 

Problem 

Give journal entry for the following transactions 

2020 

Jan. 1 Paid freight on machine purchased `400 

Jan. 3 Paid wages `500 

Jan. 10 Paid wages to erect a machine `1000 

Jan. 13 Received `800 from Kamal 

Jan. 20 Received `600 from Kamal as interest 

Jan. 28 Received `7000 from Kamal as loan at 5% interest 

Jan. 31 Salary Paid `10000 

Jan. 31 Rent Paid `8000 

Solution 

Date Particulars L.F. 
Debit 

`̀̀̀ 
Credit 

`̀̀̀ 

2020 

Jan. 1 

 

Machinery A/c  Dr. 

 To Cash A/c 

(Being freight paid on machine purchased) 

  

400 

 

 

400 

Jan.3 Wages A/c   Dr. 

 To Cash A/c 

(Being wages paid) 

 500  

500 

Jan.10 Machinery A/c  Dr. 

 To Cash A/c 

(Being wages paid to erect machine) 

 1000  

1000 

Jan. 13 Cash A/c  Dr. 

 To Kamal A/c 

 800  

800 
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(Being amount received from Kamal) 

Jan. 20 Cash A/c  Dr. 

 To Interest A/c 

(Being interest received from Kamal) 

 600  

600 

Jan. 28 Cash A/c  Dr. 

 To 5% loan a/c 

(Being loan from Kamal for Interest) 

 7000  

7000 

Jan. 31 Salary A/c Dr. 

 To Cash A/c 

(Being Salary paid) 

 10000  

10000 

Jan. 31 Rent A/c  Dr. 

 To Cash A/c 

(Being Rent Paid) 

 8000  

8000 

Problem 

Enter the following transactions in the journal of Hariparasad of Hyderabad. 

2020 

July 1 

3 

4 

5 

8 

11 

14 

16 

17 

 

18 

 

20 

21 

22 

24 

25 

 

Commenced business with cash 

Deposited into Bank 

Purchases goods for cash 

Bought goods of Swaminathan 

Cash Sales 

Cash deposited into Bank 

Purchased furniture for cash 

Sold goods to Vivek 

Received cash from Vivek 

Allowed his discount 

Paid Swaminathan cash 

Discount allowed by him 

Paid wages 

Sold goods to Jagadeesan 

Paid cash for trade expenses 

Sold goods to Rajan 

Received from Jagadeesan 

` 

1,80,000 

55,000 

22,000 

72,000 

16,200 

23,000 

4,000 

12,700 

12,446 

254 

12,000 

240 

1,800 

35,000 

150 

23,280 

21,000 
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26 

28 

29 

30 

31 

31 

Allowing him discount 

Paid Swaminathan cash on account 

Sold goods for cash 

Paid cash for stationery 

Paid cash for miscellaneous expenses 

Bought goods from Sridhar 

Withdrew cash for private expenses 

525 

24,000 

9,000 

180 

150 

17,870 

1,480 

 

       Dr.      Cash A/c           Cr. 

Date Particulars J.F. `̀̀̀ Date Particulars J.F. `̀̀̀ 

2020 

July 1 

8 

17 

25 

28 

 

 

 

 

 

 

 

 

 

Aug. 1 

 

To Capital A/c 

To Sales A/c 

To Vivek A/c 

To Jagadeesan A/c 

To Sales A/c 

 

 

 

 

 

 

 

 

 

To Balance b/d 

  

180000 

16200 

12446 

21000 

9000 

2020 

July 3 

4 

11 

14 

18 

20 

22 

26 

29 

30 

31 

 

31 

 

By Bank A/c 

By Purchase A/c 

By Bank A/c 

By Furniture A/c 

By Swaminathan A/c 

By Wages A/c 

By Trade Expenses A/c 

By Swaminathan A/c 

By Stationery A/c 

By Miscellaneous Exp. A/c 

By Drawings A/c 

 

By Balance c/d 

  

55000 

22000 

23000 

4000 

12000 

1800 

150 

24000 

180 

150 

1480 

 

94886 

238646 238646 

94886  

 

LEDGER 

Ledger is the second important stage in the accounting cycle or process. In this stage 

of accounting cycle, all recorded business transactions or entries are grouped on a 

predetermined basis. Such classification or grouping takes the form of ‘Accounts’ in a 

separate book known as ledger. The ‘accounts’ in the ledger provide identifiable ‘grouping’ 

to the numerous business transactions. 

 An account is usually ‘T’ format and contains two sides – the left hand side called 

‘debit side’ and the right hand side called ‘credit side’. The heading mentions the name of the 

account. On both sides of the account, date column in maintained. 
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Problem 
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Solution
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UNIT – II 

FINAL ACCOUNTS 

Trial Balance 

A trial balance is a list of all the general ledger accounts (both revenue and capital) 

contained in the ledger of a business. This list will contain the name of each nominal ledger 

account and the value of that nominal ledger balance. Each nominal ledger account will hold 

either a debit balance or a credit balance. The debit balance values will be listed in 

the debit column of the trial balance and the credit value balance will be listed in the credit 

column. The trading profit and loss statement and balance sheet and other financial reports 

can then be produced using the ledger accounts listed on the same balance. 

Definition 

 According to M.S. Gosav (the Substance of Accountancy) “Trial balance is a 

statement containing the balances of all ledger accounts, as at any given date, arranged in the 

form of debit and credit columns placed side by side and prepared with the object of 

checking the arithmetical accurancy of ledger postings”. 

Methods of preparation of Trial Balance 

The following are the methods of preparing trial balance 

(i) Total Method 

(ii) Balance Method 
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Final Accounts 

Final Accounts are the accounts, which are prepared at the end of a fiscal year. It 

gives a precise idea of the financial position of the business/organization to the owners, 

management, or other interested parties. Financial statements are primarily recorded in a 

journal; then transferred to a ledger; and thereafter, the final account is prepared (as shown in 

the illustration). 

Usually, a final account includes the following components − 

• Trading Account 

• Manufacturing Account 

• Profit and Loss Account 

• Balance Sheet 
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Prepare a trading and P & L A/c for the year ending 31.03.2001 and a balance sheet as on 

that date from the following trial balance: 

 

Adjustments: 

1. Closing Stock ` 10,500, but the market value of closing stock was ` 9,500.  

2. Insurance premium prepaid ` 200.  

3. Loan to Mr. X, given at 10% interest p.a. and loan taken from Mr. Y carries 9% 

interest p.a.  

4. Depreciation is to be provided at 5% on furniture.  

5. Goods worth `500 have been taken by the proprietor for private use.  

6. Bad and doubtful debts are to be provided at 10%. 
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UNIT – III 

ACCOUNTING ERRORS, BRS, ACCOUNT CURRENT AND AVERAGE DUE DATE 

Rectification of Errors 
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Account Current  

 

 



I B.Com. FINANCIAL ACCOUNTING – I  18UCO2 

32 

 

 



I B.Com. FINANCIAL ACCOUNTING – I  18UCO2 

33 

 

  



I B.Com. FINANCIAL ACCOUNTING – I  18UCO2 

34 

 

 



I B.Com. FINANCIAL ACCOUNTING – I  18UCO2 

35 

 

 



I B.Com. FINANCIAL ACCOUNTING – I  18UCO2 

36 

 



I B.Com. FINANCIAL ACCOUNTING – I  18UCO2 

37 

 

Average Due Date 
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UNIT – IV 

DEPRECIATION  
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UNIT – V 

INSURANCE CLAIM 
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