INTRODUCTION

. .The need for a system by which man mighl keep a record of his business transactions
with his fellowmen was felt early in the history of civilization, Many and varied methods 'w;wr;’
used lo record ‘the lransactions. But book-keeping had its beginning at a comparatively
recent date and  has passed through many phases since is institution. With the development
of commerce it has attained a position of greal importance and today the whole fabric of

: De'ﬁni'ﬂon of. book-keeping: The word book X books meaq"books\o! account$ and
keeping implies maintaining in proper form and order. Thus book-keeping may be defined

as the art of recording business transactions in bocks in a reqular and systematic manner,

It has been defined by dilferent experts as :(— o
1. {"I‘nescience and -ant- of - correctly recording in books of account all those ),

business transactions that result in the transler of money’s worth. -~
“The art and science of recording business QQ@g[ipps in such a systemalic

~ way as a trader may know the result of his trade at the end of a certain period

and may also prove the accuracy of such record.”

3. “The science,and ar of correctly recording business dealings in a set of books
with a view fo having a permanent record of transactions and the financial result
thereof.” ' o o |

It should be noled from the above definitions that Book-keeping primarily deals in the

art of recording transactions in books.

2

Some Important Terms | |
< Béfot‘e attenpling o learn the art or science of Book-keeping it will be betler {o clarify
some of the terrns that will have 1o be used again and again.

1

Transaction: Any dealing betweén two persons or things is a transaction. It may
relate 1o purchase and sale of goods, receipt and payment of cash and rendesing of senice

by one party to another. Transaction is tl.lwo Kinds — Cash Transaction ang Credil
5 . . o i e lion 1S
- When cash Is paid or received as a resull of an exchange, the transac
[rapsachor: | P is. postponed-for a

said to be a cash transaction. When the paymen( o receipt.al.cash
w—MWB'dateﬂhtS'!ransaction’is"éaid 1o be credit-transaction. q
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Business: Il includes any activty undertaken for the purpose o eamning
banking business, an insurance business, a merchandise business elc., elc

©
3]
)

Proprietor: He is the owner of a business. He invests capital ini #, gives his time and
a'ention to it. He is entitled 1o receive the profit or bear loas ansing out of

Capital: The amount with which the Irader slarts his business or the amount w hich
S wner's

is actually invested in the business af any given time is known s chpital. This is the ow
financial-interest-or holding-in the business-and-is representec-by-the value of net assets

Drawings: The cash or goods taken away by the prof ietor from the business for
his personal use are called his drawings,

Purchases: Goods purchased are called purchases. When the goods are purchased
lor cash they are called cash purchases but if they are purchased for which payment will
have 1o be made al some future date it is known as credit purchases,

Purchases Returns: |f goods purchased are found defectse or unsalisfact
are sometimes returned to the persons from whom they were puri h
called purchases returns or returns outwards.

ory, they
ased or to suppliers are

Sales: Goods sold are called sales. When goods are solc for cash they are called

cash sales, but when they are sold without having received payment, they are credit sales,

Sales Returns: |If a person lo whom~goods have been 0ld finds that they are
delective or unsatisfactory and relurns them, are called sales rettms or returns Inwards
D/

Trade Discount: It is a rebate or allowance from the scheduled price granted by the
seller to the buyer. Trade discount is usually granted in the following circumstances —

(@) When selling to a fellow trader. —"\\ﬁ‘
| (b)  When the buyer is an old customer.
| (¢}  When sales are made in bulk.

(d) As acustom of trade.

Cash Discount: It is deduction or allowance allowed by a creditor 1o a deblor. |
a person pays his debit before the due date of payment the recipient may grant him an
allowance for doing so. This allowance is known as cash discount.

/

Commission: It is a form of remuneration for services rendered by one person fo
‘anather

-

Expenditure: An expendilure takes place-when assels orservice is acquired.

Expense: It means an expenditure whose benefil is finished or enjoyed Emmedia;e!y
such as salaries, renl elc  Distinclion between expense and expenciture is that the benefi
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(e
: \ business In present whereas in kaller case benefit wy,
er is corisumed by 1he . 'l
of the form ( the business

available for future activities O

Account: A summarnsed record of transactions relaling 1o a person or thng is Calley

an accounl.

Debtor (Account Receivable): A person who owes money 1o anolher is a detyg,
When we say thal we owe Mr. Rahim Rs. 200, we mean thal we have recerved from )y,
Rahim Rs. 200 which we have lo repay. We stand as deblor to Mr. Rahim for Rs. 20q h

is-alsc termed as Account Recervable.

Creditor (Account Payabie): A person who pays-out-something of [0 whom Mone,
is.owing is a credifor. It is also termed as Account Payable

| ASSG#S These are lhe things of value possessed by a trader such as busding. b
. machingry, fumiture,-elc.

Liabilities: They are the debts due by a business to s propnetor and others,

~Voucher: Any wrtten evidence in support of a business transaction is calied 3
voysher. When a ream of paper is bought from a stationer. he gives a Cash Memo. The
Cash memo is a voucher for the payment. when wages for the month are paid 16 he peu;
a recept is taken from him. The recepl serves as a voucher for the payment.

Goods{Merchandise): It includes all merchandise commodtties which are purchasad
by the business for selling.

Stock (Inventory): Goods or merchandise on hand, that is goods renaning unsokd,
is called, slock, stack-in-trade or inventory.

4 Equity: A claim which can be enforced agains! the assels of the firm s calied equy.
B In other words, the rights to properties are called equities. Equities are of two types :the
k nght of creditors and the night of owners. The equities of creditors represent debls of the
business and are called liabiliies. The equities of the owners is called capdal. proprielorshg
Of owner's equity.

OBJECTS OF BOOK-KEEPING

lain. objects of book-keeping can be sad 1o be the following -

o [t mist provide a permanent and systematic record of a¥ business fransactions
The periodical resutts as to profits or Joss should be readly &nd accurat®y
Certainable.

enab!e financial data to be supplied for management of the busmess.
© Enliles and narralions should clearily show the nature and effect of €7

asAaction aned tha eNmbinec s & A R % D TR e l
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+—DOUBLE ENTRY EQOK-KEEPING ST
= ILANALSTTIU K
“ ' \.dué
The double entry syslem of Dock-keeping owes ils Cgn 10 a3 Rafen in ,

¢ . 1 % e 1 - el 4 o
| named Lucas Pacioh who wioi2 the 1zl hock on double 2 Ty DOoK-kesping = fied “Ts
| MU el Soriptuns”, 1t was published n Venice in 1534 A0 madem mathoss o o O]

The double Entry Theory of book-kerping can be defined as the Sysiam & oo din
iansactions having two tundamental aspecis—one mvolving 1he receiwng of a tenaff 2rc
the other o giving the benafii—in the same sel of tooks

in this theory, as the two loid aspecls of each tansaciion are iecorde
“Dowdle Entry” has been given 1o this syslem.

el

Every lransaction invalves two fold aspecis €3 . an asped of recenang and an asped
ot giving. One, who receives 1s a debior (Dr) and one who gives s a cradilor {Cr). Uncer
b doubie entry system both the aspects of giving and receiing are recorded m Yerms of
- accounts. The accoun! which receives the benelit is debiied and The account which gres

the benelit is credited. It is the ultimate result of lis system thal every debil maust have 2
E correspopding credit and vice versa and on any particular day the iclal of the debil entries
- and the credit eqtries on the various accounts must be equaj

?Advantages of Double Entry System
The main advantages of Double Entry Theory of book-keaping are as foliows -

1. Tnal Balance can be drawn up on any day 1o prove the arthmetical accuacy
i of record.
2 The nominal sides of the transactions being recorded; it is possidis 12 prepare
Trading and Profit and Loss Account from which the Gross Praii and Nl Prcda
made by the business during a particular period can be sasly ascetanad
3 As all personal accounls of deblors and creditors as well as real accoun's are
kepl. i is possible lo preparé a Balance Sheet.
The Iransactions being recorded in the most scientiic and systematic way. 1 Y
gives the most reliable information of business_
It prevents fraud by rendering any ateration in any accounl maore difcud
't enables the Irader lo compare the different Rems, such as sales. puchases
opening stock and closing stock of one period with simiar iiems of precer ¢
~ period and the trader may thus know whelher his Dusiness is progrcssng o
~ not.

of Do.ub!e Entry Syslem

"'?:.w are the main disadvaniages of this system.

17

Syslem requies the maintenance ol a number of booas of SC0
0l practical ' small ~onceins
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2. The sy_slem IS coslly because a number ol records are to be maintained
There is no guarantee of absolute accuracy ol the books ol account INspite of
agreement of the inai balance.

[

SINGLE ENTRY vs. DOUBLE ENTRY

Single entry system is a system of book-keeping which does nol follow the double
eniry system and as Such, does not record or give elfecl to the two fokd aspect of each and
every iransacton. Under this system of book-keeping, generally a Cash Book and books
13 record personal accounts are only mainlained. Il is nol really a system because under
this method there may be nc record of some of the transaclions and only partial record of
some others. As such, Single Eniry System of book-keeping is not perfect and frauds and
mistakes can hardly be detecled. We shall discuss the system in greater detail laler, bul
suffice it o say here that proper results cannol be oblained by its use.

ADVANTAGES OVER THE SINGLE ENTRY SYSTEM
1. in Double Entry System of book-keeping as two fold aspect of each transaction
is recorded in the books, a Trial Balance can be prepared (o prove the arithmetical accuracy
of the transactions. No Trial Balance can be prepared under Single Entry System and hence
- accuracy of books cannot be proved.

i 2. _InDoubie Entry Syslem the risk of fraud or its non discovery is less. But under
Single Enlry System chances of fraud or mistakes remaining undelected  are very high

3. In Doubie Entry Systetn a Trading and Profit and Loss Account can be prepared
very easily. The proprietor can know the profit eamed or loss suffered by his business
Under Single Entry System no Trading and Profit and Loss Account can be prepared
scientifically and, hence, the proprietcr will have no firm idea of profit earned or loss

- suffered.

4. In Double Enlry Syslem a Balance Sheet can be prepared lrom the books o
accounl. The correctness of Assels and Liabilities can be proved. The Balance Sheel,
called slaterent of affairs in a Single Entry Syslem is prepared in an unsatisfactory manner.
The Assets and Liabilities are not proved from records. Hence the correctness of Assels

and Liabilities cannot be relied upon.
+ MEANING OF ACCOURTING

-

Accounting is defined as “the art of recording, classifying and summarising in [efmns
of money transactions and events of a financial characler and inte:prelmg the results Hm@ﬁ[h
An analysis of the definilion brings oul the following functions of af counting.

Wv-: e e I e T bW Tuinbivs emFomgtog (o 12 momy 1o : x =9 gt e e v | (he
1. Recording: This is the basic function of accounting. Recording means [0 p;} .

4 ¢ ' : . 2o Il ~ ) 1 not on /'

transaction io wriling n 1he books of accoums. Il is essentially concerned with
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b PRINCIPLES OF ACCOUNTING

ensuring that all business transactions of financial character are infact recorded byt also that
they are recorded in an orderly manner. Recording is done in the book - “Journal”. This
book is further sub-divided in various subsidiary books such as cash journal, purchases
journal, saies jaurnal etc. The number of subsidiary books to be maintained will be according

to the nature and size of the business. '

2. 'Classifying: Classffication is the process of grouping of transactions or entries of one

nature al one place. The work of classification is done in the book termed as “Ledger”.
- . e ! - .

3.  Summarising: This involves presenting the classified data in a manner which is

understandable and useful to management and other interested parties. This involves the

preparation of at least two statements: (i) trading and profit and loss account and (i) balance

sheet. :

4. Deals with financial transactions: Accounting recorods only those transactions and
events in terms of money which are of financial character. Transactions which are not of
a financial character are nol recorded in the books of accounts. For example if a company
has got a team of dedicated and efficient employees, it is of great use to the business but
since it is not of a financial character and capable of being expressed in terms of money,
it wili not be recorded in the books of the business. ’

5. Interprets: This is final function of accounting. Accounting not only creates data
through recording, classifying and summarising events but also uses them by interpreting.
The recorded financial,da!a is interpreted in a manner that the end users can make a
meaningful judgment about the financial conditions and proftability of the business operations.
The dala is also used for preparing the future plans.

BRANCHES OF ACCOUNTING

Accounting has three main forms of branches, viz, Financial accounling, Cost

accounting, and Management accounting. These forms of accounling have been developed
lo serve ditferent types of objectives.

1. Financial accounting: It is the original form of accounting. It is mainly confined to
the preparation of financial statements for the use of outsiders like creditors, banks and
financial institutions etc. The chief purpose of financial accounting is to calculdte profit of
loss made by the business during the year and exhibit financial posttion of the business as
on a particular date. s

2. Cost accounting: Function of cost accounting is to ascertain the cost of a product
and to help the management in the conlrol of cost. ey

3.  Management accouming: It is alcounting for the management i.e., accounting
which provides necessary information to the management for discharging its functions 1{
is the reproduction of financial accounts in such a way as will enable the mar\agpmp:t I

lake decistons and to controf activities "ment lo
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\/ FUNCTIONS OF AGCCOUNT IN

g has the [ollowing funchons

Accountin | |
yrary function of acoounting 510 keey, .

i Funcﬁon: The e 1 el 3 fairi - !

1.  Record K?P}’:&)dbm ... joumalisation. posting ald' p{f:f%,’;( ?‘:d Iy

;_eh":'d ggu_ﬁnan;:;a"l_ra function is 10 1epor requiarty 10 the interested paries ¢
purpose of this
financial statements.

2 Protoct Business proporties: The second function of accTGua?’xng 15 10 1y,

st of the business from unjustified and unwarranted Use. he accountan

property co which will protect s assels 1rom an ury .

o design such a system of accounting

B e

| unwarranted use.

/

3, Legal Requirement Function: The third function o! gccomlmg 15 1o Gang
system as will meet thé legal requirements. Under the provision of law, a busre,,

10 file various stalemenls e.g., income-tax retums, refums for sales-tax py,

~ Accounting system gjma,auulﬂilinnge‘redJremerds of law. Accouniing is: ..
the help'of which various retums, documents, statements elc., are prepared

4. Communicating the results: Accounling is the language of busness

transactions are communicated through accounling.  There are many pares -

creditors, govemnment, employees elc, who are interested in knowing the resuis o
The fourth function of accounting is to communicate the resuills lo nterested pars
accounting shows a real and true postion of the firm o1 wie LissiESS

-

| 2 \/PARHES INTERESTED IN ACCOUNTING INFORMATION

T

;i,‘?’@z,;uﬁ* ~ There are a number of parties who are wnlerested in the accouning vil

“Sfalaiing 1o business. Accounling is the lanquage employed o communcale
a7 lormation of a concem to such parties. The folowing are the grous who ke lo m

of the accounting information.

. Owners: The owners provige funds or capital for the organization. They wani |
ertheir_funds are being properly used or not. They need aa:omlmg_:_rj_ogﬂ%
profitability and the financial postion of the concem in which they have
“The financial slalements prepared from iime “lo ime Fo71 accouning %
profitability and the financial postion

P

gement: Management is the art of getling things done through otb
shou!g ensure that the subordinales are doing work property
nard in this respect because & helps a manager in appraising the perfl
ales. Accounting information provides he eyes and gars to ma"a%

. Creditors are the persons who supply goods on crodd_or P37
ey want to know the financial posiion of a concern belore o~
: hey want to be sure thal the ooncem W-‘“P;.‘n. expenents Wh

——14
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wsking thewr payment in time 1.e., bqiad position of [ne Concenn is salistactony. To biow 1re
;;;ud?mﬂm they need accourting information.

4. Employses; Employees are inlerested in the :ﬁ[lﬁ_f_‘rf;l‘a‘ii [_f}.’,"{i‘i'(,f:”__o.’ 3 Concer
Ihey serve particuiarly When paymen ol banus deperds upon the size of the profts ear
The demand for wiijé Tise, bonus, betler working conditions clc, depends upon Ihe proftabil
o the corcern ans in turn_depends upon financial position. For these reasons his
is nlerested in accounling information.

s
lv-".“J

G TS

ol

5.  Investors: The praspective inveslors who war !o_i.'uvq,t their money in a business

want 1o know the progress and Eggsgggijy_qf_lhg_ business, belore investing their amourni -
A study of the financial stalements wil help them in this respect, 'They can know ihe
profitabiéty and the financial position of e organizalion by making a Study of the accounting
information given In the financial statements of the organization.

. Govemnment: The Government is Interested in the accounting information because

i wanls 1o know eamings or sales for a particular period for purpose of taxalion. Govemmen|

also needs accounting inforiation lor compiling statistics concerning business which in turn
helps in compifing national accounts,

7. Consumars: Consumers need accounting informalion for establishing good
accounting control so maLco‘smlﬁoroducUon_.mY*beJ‘@QQ_CPQ_YY”h the resuilant reduction

—

of the prices of _goods they buy.  Somelimes, prices for some goods are fixed by fhe
Governmenl, so it needs accounling information 1o fix reasonable prices so that consumers
are rot exploited. E

S‘fsfms‘qs ACCOUNTING
- There are baskally Wo systems of accounting:

1. Cash system of accounting: It is a system in which accounling enlries are made
only when cash is received or paid. No entry is made when a payment or receipt is merely
due. For example the rent for December 1985 has not heen paid tilt January 10th 19as.

Under cash basis, rent expense for the month of Decermber will nol be recorded as payment
has not been made. Government system of accounting is moslly on the cash system.

L Accrual sSystem of accounting: Il is a System in which accounting enfries are made
on the basis of amount having become due for payment or receipl. This system recognises
e fact that if a trandaction or an event has occurred, its consequences cannot be avoided
-~ and therefore, SMUU be Brought into book in order o present a meaningful picture of profil

)

| BOOK-KEEPING Vs, ACCOUNTING
There s some confusion over the distinction between “book-keeping” and

E i Ul‘llmg’, Th's is due to the fac! thal two are relaled and there is no universal acceplad
e of dw\am-nm between them
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In general, book-keeping is the recording of business dala in Ihe prescrted
this is the firsl phase. Much of the work of the book-keeper is clercal in nature The sre:
accounting slarts where the sphere of book-keeping ends. ACCOURting i prmanty CorCen=
with the design of the system of records, the preparalion ol reports, and the interprelalis
of the reports. Accountants often direct and review the work of book keepers

L Acccunting Cycle

It refers lo a complele sequence of accounting procedures which are required Io e
- repealed in same order during each accounling period.  Accounting cycle Includes
‘ ' - {a)- Recording._First, all transactions should be recorded in Ihe Joumnal or Books
of Original Entry known as subsidiary books as and when they laxe pace
of

prte ~(b)  Classifying. All entries in the Journal or Books of Original Entry should te
% posled to the appropriate ledger accounts to find out al a glarce the lotal effect

o of all-such transactions in a particular accourni.

, (c)  Summarising. Last stage is lo prepare the lrial balance and finzl accounis w27
&\ a view lo ascertaining the profil or loss made during a rading perod 2nc e
financial position of the business on a particular dale.

Transactions
Final Accounts Journal
\
Tnal Balance Ledger

~_

Accounting Cycle

All these successive stages will be discussed in detail cne by one In (he subsequen!
pages. '

QUESTIONS

Theoretical:

1. Whatis the theory of double entry book-keeping? "

. 2. Define book-keeping, whal are ifs objects?
3. Give ashort explanalion of Double Enlry book-keeping _ Mame fivee actantages
which the syslem of book-keeping has.
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