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| MEANING & SCOPE OF ACCOUNTING

Q.1 What do you ‘mean by Accounting’

classifying and
d in terms of money, transactions and
al character, and interpreting the

summarizing in a significant manner an
events which are, in part at least, of a financi

results thereof.
From the above, it is clear that accounting refers to:

1. A procedure of writing financial transactions and events.

2. A system of recording, classifying, summarizing, analyzing, interpreting
and reporting periodically, in terms of money, which provides necessary
financial information. :

The said financial informati
sions about the allocation of
successfully.

Accounting accumulates data systematically

mation to the users o
economic decisions and also ma
conveys financial information about an en

on is used for taking necessary and proper deci-
economic resources and running the organisation

and supplies the necessary infor-

f financial statements by which the users can take proper
y make proper predictions, ie., in short, it
tity for a specified period.

0.2 What are the branches of A
Ans. Accounting has basically three branches: )
(a) Financial Accounting:
o It is concerned with the maintenance of books of account of an
enterprise, . '
. R(_:cofding & classifying all its financial transactions and events
with a view to prepare Annual Financial Accounts,
‘0 To be used by various interest groups (i.. General Purpose Finan-
cial Statement). |

1.1



MEANING & SCOPE OF ACCOUNTING
1.2 ,
ent Accounting: )
fers to use of accounting data with proper analysis in

¢ 'It ;,eso as to serve the need of management.

m M 1 . ..
. "To help them in decision making and exercising proper chintros,

It may not have separate books of account but uses the data fro,
¢ financial accounts & cost'accounts and :
s it, compares it, calculate ratios etc. and prosent

Properly analyse: omy
¢ it topmanagement periodically. .

(b) Managem
€port.

(c) Cost Accounting: o
¢ Generally manufacturing concerns maintains cost accounts,

o With a view to ascertain the cost of goods. manufactured or ser-
vices rendered with proper break-up of ‘cost.

# Also providing useful data to management for effective cost con:
trol and :
& Govt. also has prescribed maintenance of cost records by specific
industries.
(d) Social Responsibility Accounting: ' [

& Concerned with measurement and reporting of the impact of the
operations of an organisation on the society. o

& Attempts to‘disclose the costs incurred and -

# Benefits accrued to the society as a consequence of the activities
of the organization.

(e) Human Resource Accounting:

# Itis the process of measuring the amount of investments done in
the human resource of an enterprise. ’

¢ It also reports the information regarding the activities related to
human resource performed by the organisation and

¢ The end results of the human resource related activities to the
stakeholders. :

ir information needs :
——Usm | Thelrinformation needs _
Ca;},e;l"; SP{}?V_lders of risk | Information to determine whether they should

eir advisors) | buy, hold orsell, the shares of the company. The
owners of proprietary/partnership concerns
wants to assess,performance & financial health,
to decide the continuance of such unit.

m;’ -
MEANING & SCOPE OF ACCOUNTING 1.3

SENGER  e e Infonmarion necds |

2 S]rgip;l?yees (Emp!oyees and Inf'o_rmation that enables them to assess the

: ‘epresentative groups ab'xhty of the enterprise to provide remuner-
ie.unions) . ation, retirement benefits and employment
opportunities.
To assess their bonus & other claims,

3 Lenders '« Information that enables them to determine
whether their loans-and the interest thereon,
will be paid when due.

4 Supl:"liers and other trade | Information that enables them to determine

creditors whether the amounts owing to them will be
paid when due.

5 Customers Information about the continuance of an en-
terprise especially when they have along-term
involvement with, or are dependent on the
enterprise.

6 Government and their agen- | Information to regulate the activities of enter-

cies prises, to determine taxation policies and as the
. basis of national income and similar statistics.

7 Public Information about the trends and recent devel-
opments in the prosperity of the enterprise and

the range of its activities.
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0.4 Explain qualitative ch
Ans. Qualitative characteristics of financial statement :

¢ Qualitative Characteristics are the attributes (features) that makes the
information provided by financial statement useful to the users.

‘““i(‘-q'{nf fin ial state t

¢ Qualitative Characteristics are as follows:
There are four main qualities & some sub-qualities:

(i) Understandability : The information should be readily under-
standable to those who have reasonable knowledge of business
& economic activity.

(i) Relevance : Information has relevance when it inﬂuenc.es th_e
users decision making. Nature of information & materiality will
be considered to decide relevance:

(a) Materiality : An information is material (significant) :\f.its
misstatement or non-statement can influence decision
maker. .

Ex.: Small expenses are clubbed under one head like Office
exp./General exp. etc. or




MEANING & SCOPE OF ACCOUNTING

Stationery, postage such items are treated as ex
generally no stock is ascertained & adjusted.
(iii) Reliability : Information is reliable if it is error fr
(neutrality) & gives faithful representation:
(a) Neutrality:If itinfluences usersinto predeter;
then it is not neutral'(then information is biased).
(b) Faithful Representation : To be reliable jt should give in.
formation what it purports to give.
Ex. : If an asset is shown in Balance Sheet e

: ntity must have
1t.

(c) Substance over form : Substance of transactions & not
merely its legal form should be reflected by information,

Ex.:Item purchased under hire-purchase system s treated

pense anq

ee, itis unbiageq

as an asset from the beginning and depreciation charged :

even though legal ownership will be transferred only when

minedactiong,

Page 8 of 275
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(d) To act as Social Auditor.
(e) Toact as Taxation Advisor.
(f) To act as Management Accountant.
(g) Toact as Financial Advisor.
(h) To provide Management Consultancy Services.
(9 To act as Company Law Advisor.
(7 To act as Liquidator.
(k) To act as Arbitrator. .
(D) To act as Management Information System Consultant.
(m) To act in'the field of software development.

Q.6 Give the relationship of

ing with other disciplines like :

P

the last instalment is paid. . (1) Economics
(d) Prudence : Application of prudence will maj (i) Statistics
neutral & conséquently reliable. (iii) Mathematics
(e) Completeness : To be reliable information should be com- ~ (iv) Law
plete. )

ke information

Q) Managemeht ;

(iv) Comparability : It should be comparable with its own past data
& also with other similar enterprises.

Q.5 What is the role of Chartered Accountants in the .go,g
P OR oo

What services can a Chartered Accountant provide ‘to; the society ? ;

R .+ [Nov. 2020, 4 Marks

ty’ A

Ans. Role gf accountant in the society
* An accountant with his education, training, analytical mind and expe-
rience is lqest qualified to provide. multiple need-based service to the
ever-growing society.

@ The accountants of toda

. y can do full justice not only t -
ing to taxation, costing, ; o S

management accounting, financial plannin ,
Egl:np:.:ly lal\ly and procedures E?ut they can act in the fields rfl:)lating t%)
finan 1alpolicies, budgetary policies, information technology, Software

cvelopment and even economic principles. 2 ’
¢ Theservices rendered by

(b) To act asa StatutOI y X er the COIIlPaHleS
Audltor (fOl‘ €.
ample und
Act, Income-tax ACL Co-operative Societles AC[’)

(©) To act as ap Interna] Auditor,

Ans. (i) Accounting and Economics:

¢ Economics is viewed as a science of rational decision making about the
use of scarce resources.

# Itis concerned with the analysis of efficient use of scarce resources for
satisfying human wants.

@ Accounting is viewed as a system which provides data to the users to
permit informed judgment and decisions.

@ Accounting overlaps economics in many respects and contributes a lot
in improving the management decision making process.

© However, there exists a Wide gulf between economists’ and accountants’
concepts of income and capital.

¢ Accountants got the ideas of value, income and capital maintenance
from economists, but brushed suitably to make them usable in practical
circumstances.

¢ Accountants developed the valuation, measurement and decision ma\f—
ing techniques which may owe to the economic theorems for origin
but these are moulded in the work environment and suitably tempered
with reference to relevance; variability, freedom from bias, timelines,
comparability, reliability and understandability.

@ At the macro-level, accounting provides the data bage over which
the economic decision models have been developed; micro-level data
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1.6 .
.ged by the accounting system is. summed v 16.get mécro-levE] MEANING & SCOPE OF ACCOUNTING
data base. § statistics: (iv) Accounting and law:
(ii) Accounting an = i o An economic entity operates within a legal environment.

o Theuseof statistics in accour_lting-can be appreciated better.in the cop,

text of the nature of accounting records. - . . e
: ing i jon i ise, it i . o All transactions with suppliers and customers are governed by the Con-

¢ Accounting iptordaiiam i Y [?rec1se, t !]S .exact £ thie lagt paisa. tract Act, the Sale of Goods Act, the Negotiable Instruments Act, etc.

on js not essential for making business decisions ang o The entity itself is created and controlled by laws. For example, a part-

nership business is controlled by Partnership Act and a company is

created and controlled by the Companies Act, etc.

stem to be followed is prescribed by law.

& Every country has set of economic, fiscal and labour laws.

& But such precisi ot ess
hence statistical approximations are sought.

o In accounts all values are important individually because they relate tq

business transactions. & Very often the accounting sy

& As against this, statistics is concerned with the typical value, behavioyr
or trend over a period of time or the degree of variation over a series

 For example, the Companies Act has prescribed the format of financial
statements of companies and requires accrual principle to be applied.

& However, legal prescription about the accounting system is the product

of observations.
o Therefore, wherever a need arises for only broad generalizations or of developments in accounting knowledge.
the average of relationships, statistical methods have to be applied to o That is to say, a legislation about accounting system cannot be enacted
unless thereis a corresponding development in the accounting discipline.

accounting data. .
¢ Accounting records generally take a short-term view of eventsand are | o In that way accounting influences law and is also influenced by law.

confined to a year while statistical analysis is more useful if a longer

view is taken for the purpose of decision making.

o Statistical methods are helpful in developing accounting data and in
their interpretation & are useful even in valuation.

o Therefore, the study and application of statistical methods would add

extra edge to the accounting data.

(v) Accounting and Management:

& Management is broad occupational field which comprises many func-
tions and encompasses application of many disciplines including those
.mentioned above.

& Accountants are well placed in the management and play a key role in
the management team.

& Alarge portion of accounting information is prepared for management

decision making.

¢ In the management team, an accountant is in a better position to un-

¢ The fundamental dual aspect concept of accounting is expressed in derstand and use such data.

;heuitt)i‘gz‘()f a mathematical equation, popularly known as ‘accounting & Inother words, since an accountant plays an active role in management,
q . he understands the data requirements. So the accounting system can

be moulded to serve the management purpose.

& ‘Management accounting’ processes accounting data for management
decision making. ‘

& This indicates the linkage between management and accounting.

@ Accounting is an essential service function of management.

(iii) Accounting and Mathematics:

# Knowledge of arithmetic and algebra is a pre-requisite for accounting
computation and measurements.

¢ With the ac.lvent of the computer, mathematics is becoming a vital part
of accounting,

Statistical and econometric
tis models are largel i
decision models for the users of accounts. gely used for developine

¢ The use of the techni
chnique o i .
all the more mathemgﬁcél.f Opetafionsireseatch has made, accowniting

# Presently gra,
\ phs and charts i :
cating a/ccounting infonnatioire being extensively used for communi-
¢ In addition - i
to statistical knowledge, knowledge in geometry and
Yy

trigonometry
Ty is also essenti
accountj - ial to have a :
unting communication system pefter understanding about the

SHORT NOTES'

Q.1 Limitations of accounting

Ans. Limitations of accounting are :

@ Accounting is not an exact science.
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¢ It is based on many assumptions & conventions.

# It involves many estimation which results into subjectiveness.

® There are different alternatives possible for the same item which gives
scope for manipulation to get desired result.

# Itis a post mortem exercise and the information about entities perfor-
mance and financial position are available quite late Ze. after a year.

@ It cannot record the effect of many important events which cannot be
measured in terms of money like value of human resources which an
enterprise has.

# It does not consider the effect of inflation on income, expense, assets &
llablhtigs (known as Inflation Accounting).

0.2 Functions of accounting data
Ans. Accounting data serves the following functlons
(i) Measurement : Account data helps to measure the performance & finan-
cial position of the enterpnse It measures Assets, Liabilities, Expenses
& Incomes. -
(if) Forecasting : On the basis of past accounting data, forecastmg about
future plans are made.
(iii) Decision Making: Various decisionrequires timely & correctinformation
which is provided by accounts.
(iv) Evaluation:Evaluation of an enterprise’s performance & financial health
is done from accounting data.
(v) Control: By adopting various accounting techniques, checks & balances
the activity of the enterprise is controlled. )
(vi) Stewardship : The management, manages the money of shareholders/
owners, on their behalf.
(vii) Govt. Regulation & Taxation : Accounting data serves the various re-
quirements of govt. regulations & to assess proper tax liability.

Q.3 Define the following term:
(i) Capital Commitment
(ii) Expired Cost

(iii) Floating Charge
(iv) Obsolescence

Ans.

(i) Capital Commitment:

Capital Commitment is a fu
respect of which contracts ture Liabilit

[an. 2021, 4 Marks]

y for ca
ave been made. pital expenditure ‘in
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(i) Expired Cost:
Explred Cost means the portion of an expenditure from which no further
benefit is expected. It is termed as an Expense.

(iii) Floating Charge: K
Floating Chargeis a general charge on some or all assets of an enterprise,
which is not attached to specific assets and is given as security against
a debt.

(iv) Obsolescence:
Obsolescence is the diminution in the value of an asset by rea-
son of its becoming out of fashion or less useful due to change in
technology, improvement in methods of production, change in the
demand of market for the product or service output of the asset, or
“legal or other resmctlons .

'TRUE OR FALS
Q.1 Capital is all assets less fictitious assets.

Ans. False: Capital is all assets less fictitious assets less external liabilities.

Q.2 Capital + Long Term Liabilities = Fixed Assets + Current Assets + Cash
- Current Liabilities.

Ans. False: Because Accounting Equatizm is:

Capital + Long Term Liabilities + Current Liabilities = Fixed Assets + Current
Assets.

Q.3 Equity + LTL-CL = FA + CA

Ans. False: The basic accounting equation is: Equity + LTL + CL = FA + CA.
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ACCOUNTING CONCEPTS, PRINCIPLES
~ & CONVENTIONS

accounting theories are expressed (referred) as Postulates, Con-
cepts, Principles, Doctrines, Axioms, Rules, Standard, Assumptions, Canon etc.
These are basic assumptions & norms on which the whole system of account- .
ing is developed. These gives the basic structure & outline within which the

‘procedures & systems can be varied as per the situation & need of an entity.

‘Accounting Concepts:
Meaning:

¢ Accounting Concepts is generally used t
idea about something. : |

& Itis a principle which is taken to be self-evident or axiomatic (i.e., some-
thing which does not require to be proved) which has alréady been
proved to be true. - . :

o In other words, it may be an assumption o
posed basis of a system.

o It is considered to be of a mo
acceptable which may be app
general applicability.

¢ These postulates are either descriptive
mative). _ ‘

o There is no authoritative list of these concepts.

o mean a ‘Notion’ only or mental

r axiom constituting the sup-

re fundamental character and universally
lied in all possible cases. It will have greater

(explanatory) or suggestive (nobr_-

Accounting Principles:
Meaning:

‘& Accounting principles are the no
treating various items of Assets,

rm or rules which are to be followed in
Liabilities, Expenses, Incomes €tc.

¢ Ex. (i) Inventory should be valued at lower of cost & net reliable val_ue.
(ii) Fixed Assets should be depreciated over its useful life, (iii) Valuation

norms for current & permanent investments etc.
2.1
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. ACCOUNTING CONCEpTs, PRINCIPLES & CONVENTIONS 23

e can have alternative methods to apply i, Like

* An acco;u]ting f:rl\“\l\l:l have methods of cost measurement by FIFQ or Q.2 Busl Entity C ot »
in case of inventor) . \__\
weighted average. Ans. Busifxefs E‘ntity Concept:

Accounting Conventions:

Meaning: t on the usage and practices in socia]
eral agreemen
@ It refers to the gen

ic life, ie, it is a customary practice, rule, method or usage,
i , Le, :
;r e;onom ds, it is an accounting procedure followed by the accoun ting
other words, ! N o,
* community on the basis of long-standing cus

Wh A 1A ting Assumptions? Explain them in detaj],
0.2 at are F
Ans. Fundamental Accounting Assumptions: ) Ans. Cost Concept:
\ Fundamental accounting assumptions underline the preparation and ® The assets & properties are recorded at its cost to the concern & not at
* presentation of financial statements. ‘ its market value,
@ They are usually not specifically stated because their acceptance and & Except stock which may be valued at cost or market price whichever is
use are assumed. rollowed LOWCF- " - N o .
: : if they are not followed. < # . As per S concept Fixed assets are recorded at their acquisition cost
# Disclosure is necessary f India i d Accountj then depreciated over its useful life,
he Institute of Chartered Accountants of India issue _Accounting .
- d S:il :S 1) ‘Disclosure of Accounting Policies’ according to whicf; | ¢ Ex.: Building purchased for 2 10 lakh. Its market value is 7 11 lakh. In
tsht arf1 lellgwi(ng i]ave been generally accepted as fundamental accounting account book building will be recorded at cost i.e. % 10 lakh.
e fo

assumptions: —“\
() Going Concern (ii) Consistency (iii) Accrual. 1 %

Ans. Dual Aspect Concept:

SHORT NOTES - - . ¢ e ¢ Each transaction has double effect of equal amounts on Assets, Liabil-
—— — — ities and Capital (Expenses & Income will result in to profit/loss which
t _[June 2022, 2 Marks] | is part of capital).
Q.1 Periodicity concept p: p
Ans. Periodicity concept: ‘ °* _Therefore at any time the accounting equation is: Assets = Liabilities +
¢ Accounts are prepared for a fixed period usually a year. ! Capital or Capital = Assets - Liabilities
i iod has to come in that year’s accounts, ¢ In other words, capital, ie. the owner’s share of theA assets of firm, is
¢ Only transactions of that penoj :jz onthe) tha}; results are com always what is left out of assets after paying off outsiders.
iod i i i nths) so - .
¢ ;’;Z%?els kept uniform (a period o me ¢ Due to this dual aspect, we have double entry system of accounting,

¢ Ist Accounting period may be usually more or less than 12 months, 05 Mo b Metera s [Yune 2022, 2 Marka]

Ans. Money Measurement Concept:

¢ Abusiness entity runs continuously (going concern) hence to assess its
performance and see the financial position on regular basis, it is broken ) ' . )
up into smaller, uniform time periods known as accounting period. ¢ Accounting records only those transactions which are expressed in

. monetary terms,
¢ Now the Income-tax Act & Companies Act, 2013 both requires the netary . e ds but
Accounting year to be from 1st April this year to 3 1st March of next year. ¢ Although quantitative records are also kept as subsidiary records bu
that is not part of financial account books.




ACCOUNTING CONCEPTS, PRINCIPLES & CONVENTIONS
2.4

Adi reciation or rent) and the use of clerical ser.

o The u(se ;fn ?e Suff,',nfe(ﬁi%e d up only through money values and ne;
vices (sa

otherwise.

¢ Ex.:Loss

value, henc

icant event.

. t have a specific monetar-
agerial Personnel canno monetary
c;f iar::t ge recorded in account books although it is signif.

Q.6 Realization Concept
! t:
Ans. Realization Concep N .
o Income is accounted only whenit is realised. o
o Realised means cash is received or a right to receive is established,
o Ex. : A sale is recognised as income even when amount is not yet co.
lected. ' ‘
¢ Income recognition (ie. accounting) is postponed, when there is pq
reasonable certainty of realisability.

Q.7 Accrual Concept. ; . [Dec. 2021, 1 Mark]

Ans. Accrual Concept:
¢ The expenses or income of periodic nature accrues on day to day basis,
¢ Therefore we make provision for interest etc. up to last date of account.
ing year although it may become due/payable on a later date.
¢ Following accrual concept means following mercantile system of ac-
counting. . .
¢ Example of such items are Interest, Rent, Salary, Depreciation etc.
¢ Asperaccrual concept/Mercantile system, theincome & expenses should
be recognised (ie. accounted):
¢ In the accounting period to which they relate (ie. the period in which
benefit/goods/services is given or taken)
¢ Not in the period in which actual money is received or paid.
¢ Ex.: Loan ¥ 10 lakh taken on 1.1.06 @ 15% interest. Interest is payable
annually, Accounting year ends on 31.3.2006.

Ans. Interest for 3 months from 1.1.2006 to 31.3.2006 ¥ 37,500 will have
tobe accountedleven thoughiit is neither paid, nor due, but only accrued.

Accrual is a Fundamental accounting assumption.

Golng Concern Concept
Ans, Going Concerp Concept:

¢ Itimplies that the con

uture, cern willbe continuing the business for foreseeable
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& Itisassumed ll:lal the enterprise has neither the intention nor the neces-
sity of liquidation or of curtailing materially the scale of the operations.

& If such an intention or need exist, the financial statements may have to
be prepared on a different basis and, if so, the basis is disclosed.

¢ Because of this, expenditure is divided into capital & Revenue expendi-
ture & the fixed assets are valued at cost less Depreciation.

@ Because of this account of the wholelife is divided into smaller account-
ing periods (periodicity concept).

Eoing concern is a fundamental accounting assumption.

0.9 Matching Principle ' .
Ans. Matching Principle: ' ’
¢ If any income is credited in the P&L A/c then all expenses incurred or
to be incurred for earning this income, should also be debited in the
same years P&L A/c. .
& Similarly if expenses are debited the corresponding income should also
be credited in the same P&L A/c.
¢ Tomeet this requirement we make provision for closing stock, outstand-
ing/prepaid expenses & outstanding/Advance income.
¢ Future incomes are not anticipated rather related expenditures are
carried forward to future period like prepaid expense & closing stock.
# If income is preponed for matching, it will be violation of realisation
Concept & will also be against prudence principle.

Q.10 Substance over form ‘ X
Ans. Substance over form :
¢ As per concept of Substance over form, the transaction should be

recognized as per the economic reality of the transaction & not mere
legal form.
Ex.: A sales land to ‘B’ and gives possession of the land to B & receives
full consideration. But sale deed is not yet registered for want of NOC
from local authority.
Ans. : As per substance over form concept, A should recognize sale
of land and consequent profit or loss and B should recognize Land as
an asset in its books. Both will make suitable disclosure in notes to
accounts.
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W el | ¢ But it docs not justify creation of hidden reserve by deliberate under-

‘ statementof assets & incomes & overstatement of Liabilities & expenses.
Ans. Conventlon of Disclosure: . b :

o -h is relevant [or the proper disclosure ( Y & S
\rial information which jn ) " o FERENCES . \ e
¢ Al "Elﬁ\lil;‘:):;shiun should be disclosed prominently in the accounts g e _ o
true 5 ’

financial statements. .1 Distingulsh between Golng Con t and Cost 7
o i ) g 8 P ¢ P
o Disclosureof specified information 1srcqluu*?d by law and by Accounting . QPP [May 2019, 4 Marks)
anda y ich is the minimum disclosure. . v b
Standards also, which is the m Ans. >
—
0.12 Convention of Materlality Yo g [June 2023, 1 Mm-kl ¢ Going Concern Concept:
A , Convention of Materlality: | = It implies that the concern will be continuing the business for
ns. . . Bores 0
o All material ie. impormm/signiﬁcnnt items or information should be forc:,eeabl(. future. . . .
properly accounted & disclosed in the accounts & financial statements, m It is assumed that the enterprise has neither the intention nor the
o -.m,s mmaterial items can be given a convenient accounting necessity of liquidation or of curtailing materially the scale of the
. mt mcl - operations.
treatment.

@ Ex.:Stationery, Postage, such items are treated as expense in the period
of purchase even though some unconsumed balance may be there,

mmm of Consistency

Ans. Convention of Consistency:

@ Consistency means the same Accounting principles & policies are fol-
lowed, which were followed for preparing previous years accounts,

@ Same Accounting principles & policies should be followed consistently
from year to year unless change is required: .

= to comply with some legal/statutory requirement or

m to comply with Accounting Standards or
= to show better information.

m this consistency makes the information of different accounting
year, comparable.

[I{ is a fundamental accounting assumption. —I

nofPrudence. _© [June2023, 1 Mark]
Ans. Convention of Prudence/Conservative approach:
@ An accountant is su

vention

i ) _pposed_ to be conservative therefore expenses or
osses are provided if there is possibility of its occurrence, but incomes

¢ Cost Concept:

TRUE OR FALSE .

m If such-an intention or need exist, the financial statements may
have to be prepared on a different basis and, if so, the basis is
disclosed. .

Because of this, expenditure is divided into Capital & Revenue

Expenditure & the Fixed Assets are valued at cost less Deprecia-
tion.

Because of this account of the whole life is divided into smaller
accounting periods. (periodicity concept)

= Going concern is a fundamental accounting assumption.

® The assets & properties are recorded at its cost to the concern &
not at its market value.

= Except stock which may be valued at cost or market price which-
“ever is lower.

® As per this concept Fixed assets are recorded at their acquisition
cost & then depreciated over its useful life.

u Ex. : Building purchased for ¥ 10 lakh. Its market value is T 11
lakh. In books of account building will be recorded at cost ie.
210 lakh.

Q.1 Prudence is a concept to recognize unrealized profits and not losses.

Ans. False: Prudence is a concept to recognize future or anticipated losses :
hile estimating & accounting, such that and not profits.

are provided only if there is certainty of its earning,

¢ Itis application of a caution w]
expense & liabilities are not

overstated. understated & income & assets are not
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2.8 ACCOU
2 As AS-1, Fund. 1al Ac ing Assumptions are Going Concern,
. r AS-1, F
l?ull Dlutlennu.re and Accrual Concept. ‘ . -
I, Fundamental Accounting Assumptions are Going

and Accrual Concept.

Ans. False: As per AS-
lose all the relevant and reliable infor-

Concern Concept, Consistency
al statement must discl

O.Jtl:r}:elnﬁ::cnoc:dmce with the full disclosure principle. )

ma disclose all the relevant and reliable

. The financial statement must : nt
i:?:;':;ieo: loe comply with AS-1 Disclosure of Accounting Policies.
0.4 Accrual concept implies accounting on cash basis. .

Ans. False: Accrual concept implies accounting on ‘accrual’ basis not on cash

basis.

ant should provide for al]
Q.5 As per Concept of Conservatism, the n
possible losses, but should not anticipate income. [June 2023, 2 Marks]
Ans. True: As per Concept of Conservatism, the accountant should provide for

all possible losses, but should not anticipate income.
Q.6 The economic life of an enterprise is artificially split into periodic intervals*

in accordance with the going concern assumptions.
Ans. True: The economic life of an enterprise is artificially split ir.lto periodic *
intervals in accordance with the accounting period concept. Tl he going concern
assumption states that an enterprise will continue its operation for indefinite
period of time.

Q.7 Valuation of inventory at cost or net realizable value is based on principle
[Nov. 2019, 2 Marks]

of Conservatism.

Ans. True: Because under the principle of lower of cost or net realizable val-
ue’, any loss due to decrease in sales price of the inventory below its cost is
recognized immediately as it is anticipated that the enterprise will make losses

whenever it will sell

Q.8 A concern proposes to discontinue its business from December, 2020 and
decides to dispose of all its plants within a period of 3 months. The Balance
Sheet as on 31st December, 2020 should continue to indicate the plants at its

historical costs as the assets will be disposed of after the Balance Sheet date.
[Nov. 2020, 2 Marks]

:xnit.s i?sktsn?:d p:;s,t‘gimg concern fcodnlscéept any business shows its Fixed Assets
ut in case of di tin i
o ool i L:): uance of business they should be

Q.9 Th i
e financial slatements are not prepared on the assumption that an

h r .
enlerprise is a going concern and will continue jts operation for the foreseeable
future. [Dec. 2022, 2 Marks]

Ans. False: The F; i y
B ag@ﬁﬁzﬁmﬁ are prepared on the assumption that an
!m‘f’: e will continue its operation for the foreseeable

ACCOUNTING CONCEPTS, PRINCIPLES & CONVENTIONS 29

Q.10 The provision for discount on creditors Is often not provided in keeping

with the principle of conservatism, : [Dec. 2022, 2 Marks]
. y

Ans. True: Accordm.g to the principle of conservatism provision is maintained

for thg los'ses to be.mcurred in future. Discount on creditors is an income so

provision is not maintained for it.
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Ans. Need of Accounting Standards:
¢ Accounts gives information to various groups.
¢ The ﬁ.nancial‘statement canserve theinterest of differentinterest groups
only if there is uniformity and full disclosure of relevant information.

® There.ar‘e various alternatives regarding accounting treatment and
- valuation norms which may be used by an entity.

¢ Hence AS tries to reduce this alternative by allowing only those alter-
natives which fulfils the basic qualitative characteristics of true and

~ fair financial statements and lays down the minimum information to
be disclosed and manner of disclosure.

02 | ccounting ¢
Ans. Objectives & advantages of Accounting Standards:

¢ AnAccounting Standard is a selected set of accounting policies or broad
guidelines regarding the principles and methods chosen out of several

alternatives. ‘
¢ The main objectives of Accounting Standards is to establish standards
which have to be complied with to ensure that financial statements are
prepared in accordance with generally accepted accounting principles.
¢ Accounting standard seek to suggest rules and criteria of recognition,
measurement, & disclosure. : :
¢ These standards harmonize the diverse accounting policies and practices
at present in use in India. ‘

¢ The main advantage of setting accounting standards is that the adoption
and application of Accounting Standards ensure uniformity, compara-

3.1
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ACCOUNTING POLICIES

Ans. Meanmg of Accountmg Policy:

¢ The accounting policies refers to —
m the specific aceounting_ principles and
“m the methods of 'applying those principles
¢ Adopted by the enterprisein the preparatlon and presentatlon of financial

statements.

¢ Management has to select follow & disclose Accbunting pOlicies which
it followed in preparation & presentation of financial statement, out of

the different alternatives which may be permissible.
¢ Ex.: Write off Deprec1at10n by SLM or WDV, Value mventory cost by

FIFO or Weighted Av.

¢ Further Examples of Accountmg Policies: () Recognition of contract
revenue by % of completion method (b) Treatment of Goodwill (c) Val-

uation of Investments (d) Provision for Retlrement beneﬁts etc.

Preparation of financial statements is the respon51b1hty of the management
of an enterprise. This includes selecting appropriate accounting policies and
applying them consistently from one period to another.

Requirements of AS-1 Disclosure of Accounting Policies:
For proper understanding of financial statements, all szgmﬁcant accounting
policies adopted in the preparation and presentation of ﬁnanaal statements
should be disclosed,
¢ Disclose all significant pohcnes adoptedin the preparatlon & presentation
of financial statements préferably at one place.

' 4.1
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® The primary comsideration in the selection of accounting policies by ap,
eaterprise is that

= the fimancial statements prepared and presented on the basis of
such accounting policies should represent a true and fair view of

the financial position & performance.
# The major considerations governing the selection and application of

accounting policies are: )
® prudence, substance over form and materiality. (Refer Chapter 2)
# If any fundamental accounting assumption is not followed - Going con.
cefn, Consistency or Accrual Refer Chapter 2. Disclosure of the same
1 <t A

in financi

is reg
Areas in which differing accounting policies are encountered:
ll Areas Differing A ing Policies possibl
Methods of depreciation, depletion and | Straight line method, Written down
i‘ amortization. value method.
| Treatment of expenditure during con- | Capitalize, expense, treat as deferred
| struction. revenue expenditure.

Valuation of inventories. Different cost formulas FIFO, Weighted

average cost, etc.

Treatment of goodwill Amortize, do not amortize.

Valuation of investments. Cost, lower of cost and fair value, fair

value.

Recognition of profit on long-term
contracts,

Percentage of completion method, com-
pleted contract method, different ways:

of measuring percentage of completion.
Valuation of fixed assets. Costs less depreciation, costs, Costs less

depreciation less impairment,

Treatment of contingent liabilities, Make provision, disclosures only.

Q.2 When changes in accounting policies are permitted? What disclosures
are to be made whenever change takes place? S T e

Ans. Changes in ing policies: v

Changes are permitted:

(As per AS-5: Net Profit or loss for th
in accounting policy)

¢ To comply with law
¢ To comply with an accounting standard
¢ To give better information and true & fair picture

e period, Prior period items & Changes

Disclosure to be made whenever change takes place:

*

*
‘e

*

Examples of change in accounting policy:
1.
2.

w

~ o

Page 19 of 275

ACCOUNTING POLIC 1ES 43

Any change in an accounting policy
be disclosed.

Reason for change, which can be any of the above.

The amount by which any item in the financial statements is affected
by such change should also be disclosed.

This disclosure is necessary as change in accounting policy violates the
fundamental accounting assumption of consistency.

Where such amount is not ascertainable, wholly or in part, the fact
should be indicated.

If such change has no material effect on the financial statements for the
current period but is reasonably expected to do so in the later periods,

the fact of such change should be appropriately disclosed in the period
in which the change is adopted.

which has a material effect should

Change from straight line method of depreciation to WDV method.

Making provision for doubtful debts on the basis of age analysis rather
than ad hoc provision.

. Change from completed contract method to percentage of completion

method to account for construction to comply with AS-7 (Revised).

. Changes in the method of measurement of percentage of completion as

at balance sheet date.

. Change in method of amortization of intangible asset to reflect the re-

vised pattern benefits from it.
Re-estimating residual value of leased asset.

Change from LIFO to FIFO method of ascertaining cost of inventory
when AS-2 was revised.
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" Ans. Historical Cost:
¢ It means acquisition price. :

& According to this base, assets are recorded at an amount of cash or cash
equivalent paid or the fair value of consideration given at the time of
acquisition. ' L ' '

o Liabilities are recorded at the amount of proceeds received in exchange
for the obligation. In some circumstances a liability is recorded at the
amount of cash or cash equivalent expected to be paid to satisfy it in

. the normal course of business. -

Example: v o
(1) On 1.1.2005, a businessman ‘Ram’ paid % 5,00,000 to purchase the build-
ing, its acquisition price ¥ 5,00,000 is the historical cost of building.
(2) Loan taken from Bank ¥ 4,00,000 @ 15%, the liability will be recorded
at the proceeds received ¥ 4,00,000. | S
(3) Services received for which it is expected that ¥ 20,000 will be paid,
hence liability will be recorded at X 20,000. .

This base is most commonly followed in accounting. v J

Ans. Current Cost:
¢ Current cost gives an alternativeme’asurerhent base (for existing assets
and liabilities). ‘ , '
o Assets are carried at the amount of cash or cash equivalent that would
have to be paid if the same or an equivalent asset was acquired currently.
¢ Liabilities are carried at the un-discounted amount of cash or cash
\ equivalents that would be required to settle the obligation currently.

. 531



K2 ACCOUNTING AS A MEASUREMENT DISCIPLINE - VALUATION PRINCIPLY
- L ) \

Example:
(1) Tuke that a
purx hase tha

T 1500000 \
n ke also that as on 11,16 the bank announces a discount @ 10% on the
AAC Al AL N

< on LLle Ram' found that it would cost ¥ 15,00,000 1,
“‘.\.,,m..m_ So as per current cost base the machine valyg

@1 S itis paid by 18 days starting from that day. So as pep
g it is paid by 1S days starting V. S per
"n:ll:‘\::lu:\“\l\l: ll\.m- |th value of bank loan is €.3,60,000 (¥ 4,00,000 less 10y,
Ay S )
discount)

| At foundation level of sl}ul\ vou ma

Q.3 Realisable Value el |
Ans. Realisable Value:

@ As per realisable value, assets are carried at the amount ol cash o
equivalent that could currently be obtained by selling the assets in an
orderly disposal. Haphazard disposal may yield something less.

¢ Liabilities are carried at their settlement values; ie, the undiscounted
amounts ol cash or cash equivalents expressed (o be paid to satis v the
liabilities in the normal course of business.

Example:

(1) Suppose ‘Ram’ found that he can get ¥ 14,00,000 if he would sell (he
building purchased on 1.1.2005. So the building should be recorded af
¥ 14,00,000 the realisable value in an orderly sale.

(2) Take also that ‘Ram'’ found that he had no money to pay off the bank
loan currently and will pay in the normal course, So the bank loan should
be recorded at ¥ 4,00,000 the settlement valug in the normal course of

business.
You may find use of it only in Inventory Valuation which is valued af cost or
net realisable value whichever is lower,
Q.4 Present Value

Ans. Present Value:

¢ As per present value, an asset is carried at the present discounted value
of the future net cash inflows that the item is expected to generate in
the normal course of business,

. 'l‘.mbllllll]u-s are carried at the present discounted value of future net cash

owsthatare expected to berequired 1o se iabilities i
settle theliabilities in the nor
course of b u esinthe normal
Example:

1) § ¢ we were talki
(1) Suppose we were talking as on 1.1.16 take it as time of reference, Now

hink the building purchased by ‘Ram’ on 1,1,05 can work for another
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10 years and is supposed 1o generate cash @ ¢ 75,000 p.a, and scrap
value T 50,000,

Present value of buailding = 75,000 % 5,019 + 50,000 » 247
12,350 = T 388,775

Also that bank loan taken by ‘Ram’ is to be repaid as on 31,12.2020,
annual interest is ® 60,000,

Present value ol loan = 60,000 X 5,019 + 4,00,000 ¥ 247
08,800 ¥ 3,99,940

(Forabove discounting 15% rate has been assumed)

376,425 |

@

-

301,140 4

Thisalso you may not use in your foundation study exceptsmallrelerence in goodwill
valuatlon. The above used Present value [nctors (@ 15%) are nvatlable from Statistical
tables. The caleulation thereol Is covered in Intermediate syllabus,

Q.5 Accounting Estimate
Ans, Accounting Estimate:

Meaning:
¢ Accounting estimates are an‘essential part of accounting,
¢ Accounting is a process of recording, classilying and analyzing transac-
tions and events with reference (o an accounting period usually o year,
whereas transactions and events may oceur at different point of time
and may have impact on longer periods hence requiring estimations,
x: Estimating lile of fixed asset for depreciation, Estimating bad &
doubtlul debts ete.
Change in Accounting Estimate;

*

@ An estimate may have to be revised if—
L] L'lll\llg(‘sl)CL‘lII‘I'L‘).',HI'("I\H(IIL'Cil'(‘lllllhl&lll\‘k‘\l)ll\\"I‘L‘hllIL'(‘\lllll‘.llL‘
was based, or
= as acresult of new information, more experience or subsequent
developments,
¢ Therevision ol the estimate is not anextraordinary itemor a prior period
item,
¢ IFsometimes, itis difficult to distinguish between achange inanaccount
ing policy and a change in an accounting estimate, the change should
be treated as a change in an accounting estimate, with appropriate
disclosures,
¢ The elfectof a change in an accounting estimate should be included in
the determination of net profit or loss in:
® (he period of the change, il the change allects the period only; o
® (he period of the change and future periods, i the change alfects
both,




Page 22 of 275

5.4 ° ACCOUNTING AS A MEASUREMENT DISCIPLINE - VALUATION PRINCIPLES

& A change in an accounting estimate may affect the current period only
or both the current period and future periods. )

¢ For example, a change in the estimate of the amount of bad debts i
recognised immediately and therefore affects only the current period,

¢ However, a change in the estimated useful life of a depreciable asse
affects the depreciation in the current period and in each period during
the remaining useful life of the asset. .

@ In both cases, the effect of the change relating to the current periog is
recognised as income or expense in the current period.

# The effect, if any, on future periods, is recognised in future periods,

# The nature and amount of a change in an accounting estimate, which
has a material effect in the current period, or which is expected to do
s0 in subsequent periods, should be disclosed.

# Ifitisimpracticable to quantify the amount, this fact should be discloseq,

# The effect of a change in an accounting estimate should be classifieq

SHORT NOTES

0.1 Capital Expendii 7 [July 2021, 2 Marks]
Ans. Capital Expenditure:

¢ Any amount spent by actual bayment or for which a liability is incurred

using the same classification in the statement of profit and loss as wag
used previously for the estimate.

iples of changes in ing estimat
1. Change in useful life of fixed assets.
2. Actual bad debts turning out to be more or less than the provision.
3. Actual liability turning out to be more than or less than the provision.
4. Actual gratuity liability/retirement benefits turns out to be more than

is known as an expenditure.

# Capital Expenditure is that expenditure which results in the acquisition

of an asset (tangible or intangible) which can be later sold and converted
into cash or which results in an increase in the earning capacity of the
business or which affords some other advantage to the firm.

o In a nutshell, if the benefits of an expenditure are expected to accrue

for a long time, the expenditure is capital expenditure.

the provision.. @ Obvious examples of capital expenditure are land, building, machinery,

patents, etc.

# All these things stay with the business and can be used over and over
again.

o Expenditure which does not result in increase in capacity or in reduc-
tion of day-to-day expenses is not capital expenditure, unless there is a
tangible asset to show for it.

¢ All amounts spent upto the point an asset is ready for use should be
treated as capital expenditure.

¢ Examples are: Fees paid to a lawyer for drawing up the purchase deed
of land, overhauling expenses of second-hand machinery, interest paid
on loans raised to acquire the assets but only for the period before the
asset is ready for use. .

¢ Any expenditure incurred to bring such asset into usable condition for
the Ist time is also a capital expenditure like installation expenses etc.

¢ Additional expenditure on such assets in future will be capitalised only
if it result into significant improvement over and above its originally
assessed performance.

6.1




6.2 CAPITAL AND REVENUE EXPENDITURE

0.2 Revenue Expenditure [July 2021, 2 Marks]

Ans. Revenue Expenditure: o
o Anitem of expenditure whose benefit expires w1.thln the year or expen-
diture which merely seeks to maintain the business or keep assets in
good working conditions is revenue expenditure.
o Examples are: Salaries and Wages, power used to drive machinery,
electricity used to light the factory or offices, etc.
# Such expenditure does not increase the efficiency of the firm, nor does
it result in any acquisition of fixed asset.

¢ Diminution in the value of assets due to wear and tear or passage of
time is revenue expense.

+ Forinstance, a piece of machinery is bought in the beginning of the year

for 10,000. At the end of the year its value to the business may only be

% 9,000. This diminution in value ¥1,000 is a revenue loss.

# Stocks of materials bought will be an asset unless consumed, to the
extent the materials are used up, they will be revenue expenditure.

¢ Capital expenditure are shown in the Balance Sheet as assets whereas
revenue expenditures are debited to P&L A/c.

Q.3 “The cost of Property, Plant and Equipment comprises of any
attributable to bring the asset to the Jocation and condition nec: T it
to be capable of operating in 2 manner intended by the enterprise’ - Give any
five examples of such ‘directly attributable costs’. [Dec. 2022, 5 Marks]

Ans. Examples of directly attributable costs to assets are:

(a) Cost of employee benefits arising directly from acquisition or construc-
tion of an item of property, plant & equipment.

(b) Cost of site preparation.
(c) Initial delivery and handling costs.
(d) Installation and assembly costs.

(e) Cost of testing whether the asset is functioning properly, after deducting

the net proceeds from selling the items produced while testing (such as
samples produced while testing).

o Prof&ﬁsional fees e.g. engineers hired for helping in installation of a
machine.
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DIFFERENCES £

A

6.3

Qi1 Deisrred Revsiue Expenditure & Prepaid Expenses
Ans. Deferred Revenue Expenditure & Prepaid Expenses:

& The Guidance Noteon ‘Terms used in Financial Statement’, issued by the
Institute of Chartered Accountants of India, defines “deferred revenue
expenditu.re as those expenditure for which payment has been made
or a liability incurred but which is carried forward on the presumption
that it will be of benefit over a subsequent period or periods.”

e In short,_.it refers to that expenditure that is, for the time being, deferred
from being charged against income.

¢ Solongas delfe_rred revenue expenditure is not written off, this is shown
on the assets side of the balance sheet under the head “Miscellaneous
Expenditure.” -

& Deferred revenue expenditure should be revenue expenditure by nature
in the first instance, for example, advertisement. But its matching with
revenue may be deferred considering the benefit to be accrued in future.

# A thin line of difference exists between deferred revenue expenses and
prepaid expenses. .

/- ¢ The benefits available from prepaid expenses can be precisely estimated
but that is not so in case of deferred revenue expenses.

& Heavy advertising to launch a new product is a deferred expenses since
the benefit from it will be available over the next three to five years but
one cannot say precisely how long.

¢ On the other hand, insurance premium paid, say, for the year ending
30th June, 2016, when the accounting year ends on 31st March, 2016
will be an example of prepaid expense to the extent of premium relating
to three months’ period i.e. from 1st April, 2016 to 30th June, 2016.

& Thustheinsurance protection will be available precisely for three months
after close of the year and the amount of the premium to be carried
forward can be calculated exactly. .

As per Accounting Standard 26 only those expenditures should be deférred which
are expected to give future benefits. While solving problem, student should defer
an expense item only if specifically so required by the question.

Q.2 Capital Receipts and Revenue Receipts

Ans. Capital Receipts and Revenue Receipts:

# Receipts which are obtained in the course of normal trading operations
are revenue receipts (e.g. sale of goods, interest income etc.).




6.4 CAPITAL AND REVENUE EXPENDITURE

pts which are not revenue in nature are capita]

d, recei
¢ On the other han ecured or unsecured loans, ownerg’

receipts (e.g. sale of fixed assets, s

contribution etc.). e i
intions by shareholders towards share ¢ company o
Tt fso'.:—l;fj;%t:?:g ilys debentures are considered by the company as capita]

receipts.

+ Bythe same criterion, contributions byp
of their business are capital receipts.

« Sale value of fixed assets is also a capital receipts since these are dist.in_
guishable from revenue receipts, e.g, those from _sal:l (;f merchanqlse’
rent on property, interest on investment, professional fee for services
rendered, etc. .

o It will be evident that capital receipts emanate out of a fund. already
held or arise on conversion of an asset, whereas revenue receipts flow

from personal exertion, use of a capital asset or from sale or transfer
of floating assets like goods.
# Revenue and capital receipts are recognized on accrual basis as soon
as the right of receipt is established.

o Revenue receipts are credited to the Profit and loss account. .,

@ On the other hand, capital receipts are not directly credited to Profit and
loss account.

¢ For example, when a fixed asset is sold, the entire capital receipts is not
credited to Profit and Loss Account. Profit or loss on sale of fixed assets
is calculated and recorded in Profit arid Loss Account.

artners or proprietors to capita|

between capital and
[July 2021, 4 Marks]

Q.3 Discuss the basic onsid;

revenue expenditure. |

Ans. Refer Q.1 & Q.2, Page Nos. 6.1 & 6.2
TRUE OR FALSE Sl 4% :
Q.1 Lease premium will be treated as revenue expenditure.

Ans. False: Lease premium is a capital expenditure.
Q.2 Amount received by the issue of debentures is a capital receipt.

- 1rue: Money receive ay ol 1ssue of shares o =
y y y S
Ans. Tri M d by w: f sh r debentures by a com

Q.3 Capital expenditure is done to restore the efficiency of an asset.
Ans, False: Capital expenditure is done to improve the efficiency of an asset.
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Q.4 Revenue loss is not the same thing as Revenue expenditure.

Ans. True: Revenue expenditure is incurred to receive a benefit during a cur-

rent year. Revenue loss occurs in the normal course of business and provides

no benefit. .

Q.5 Any expenditure which increases the value of fixed assets is termed as
capital expenditure.

Ans. True: Expenditure that is done in connection with the acquisition of fixed
assets or which leads to the increment in the value of fixed assets are classified
under capital expenditure.

Q.6 Preliminary expenses are classified under deferred revenue expenditure.
Ans. True: Preliminary ‘expenses are treated as deferred revenue expenditure

as these can be written off over a maximum of 4-5 years. Though according to
AS 26, Preliminary expenses spent in the incorporation of a company should
be written off in the year it is incurred.

Q.7 Wages paid to workers for erecting machines will be treated as revenue
expenditure. >

Ans. False: Expenditure done in connection with the erection of machines is
an example of capital expenditure.

Q.8 Any heavy expenditure of revenue nature the benefit of which will be
availed over a numbers of years can be classified as capital expenditure.

Ans. False: The expenditure of this kind will be termed as Deferred revenue
expenditure. :

Q.9 Capital receipts are either shown as an increase in liabilities or as a reduc-
tion in the value of assets.

Ans. True: Capital receipts are shown in the balance sheet as an increase in
liabilities or as reduction in the value of assets.

Q.10 Money spent to reduce working expenses is treated as capital expenditure.
Ans. True: Any expenditure that reduces the working expenses will be treated
as capital expenditure.

Q.11 Interest paid on purchase of an asset in all cases, will be treated as capital
expenditure. '
Ans. False: Such expenditure is classified under the head of capital expenditure
if it is paid during the production/construction period. The expenditure will
be treated as revenue after the asset is put to use. 4

Q.12 Amount spent on experimenting which did not result in success will be
treated as capital loss.

Ans. False: It will be considered as a deferred revenue expenditure so that the
burdgn of loss is shifted over a number of years.
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buildin,
dil f book value ¥ 45,000 got demolished and a new g
l?;:'lsn:ab:;loknvga?ue 7 17,00,000 was constructed. Thus, T 45,000 is a revenue

Joss and ? 17,00,000 is a capital receipt. .
Ans. False: 7 45,000 is a revenuc loss but ¥ 17,00,000 is a capital expenditure,
0.14 Repalrs t spent on d hand hine, purchased recently,
before using it will be treated as capital expenditure.
Ans. True: Overhaul expenses (repairs) incurredto p}nas'econd hand mach_in'ein
useable condition toderiveits benefit for future periodsis a capital expenditure.
Q.15 7 10 lakhs were spent on the construction of a mess hall for the welfare
of the employees. ¥ 6 lakhs were recelved from the Government as a grant,
In this case ? 4 lakhs will be treated as capital expenditure and ¥ 6 lakhs as
caplital recelpt.
Ans. False: ¥ 10,00,000 will be treated as capital expenditure since it is spent
on the construction of the mess hall, though the amount has been received
l , g
as a grant,
Q.16A spent in tion with the issue of capital should be considered
as a capltal expenditure, but legal exy spent In tion with the issue
of capital shall be Idered as revenue expenditure,
Ans. I;nhw; L:‘ﬁral expenses incurred on the issue of capital will be treated as
capital expenditure, .
Q.17 Expenges In connection with obtalning a license for running the Cinema
Hall Is Revenue Expenditure. [May 2018, June 2023, 2 Marks]
Ans, False: The Cinema Hall could not be started without license: Expenditure
incurred toobtain the license is pre-operative expense whichisto be capitalized.
Such expenses are not revenue and amortized over a period of time.
Q.18 Overhauling expenses for the engine of motor car fo gét better fuel effi-
clency Is revenue expenditure, [Nov. 2018, 2 Marks)
Ans, False: ()vvrlml!l.lng expenses incurred for the engine of a motor car (o
derive ]II)'cl ter fuel efficiency will reduce the running cost, so this is a capital
expenditure,
Q.19 Amount spent for the constructlon of temporary huts, which were nec-
onnary for construction of the Cinema House and were demolished when the
Clnema House wan ready, Is capltal expenditure, [May 2019, 2 Marks)
Ans, ' . y . ; ‘
(Iw.rur{“l’:«"lﬁ:ll‘:""'“p!vm 'fm the construction or acquisition of a capital asset
] ouse), Inwhatever [orm, will be treated as Capital Expenditure,

g;tguﬂ:'/;.r mrz & Co. runw a cale, They renovated some of the old cabins.
wot loor IR, ; ronolvntlon BOMe Bpace Wi made free and number of cabing
wastronind 3 :‘::’:m : l::) °l :l;oln ll:;;llolnl oxpendituro Incurred wae € 30,000 and

ure, [Nov. 2019, 2 Marks)
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. False: This expepditure should be treated as Capital expenditure since it

wailli increase profitability of the business. ? P

.21 Insurance claim received on account of plant and machinery completely
damaged by fire is a capital receipt. [Nov. 2020, 2 Marks]
Ans. True: It is a Capital receipt because it is received against a Capital
expenditure. .
0.22 Subsidy received from the government for working capital by a manu-
facturing concern is a revenue receipt. [Jan. 2021, 2 Marks)

rue: Subsidy received from Government for working capital by a man-

Ans. T /
s received for

ufacturing concern is treated as revenue receipt because it i
working expenses of manufacturing concern.

t spent to minimize the working expenses is revenue expen-
. [Dec. 2021, 2 Marks]

Q.23 Any
diture. | .
Ans. False: Expenditure which result in increase in capacity or in reduction of

day to day expenses are treated as capital expenditure.
Q.24 Expenses incurred on the repairs for the first time
puilding are capital expenditure.

Ans. True: All amounts spent upto the point an asset is ready for use should
be treated as capital expenditure, whether it is new or old asset.

Q.25 Any amount spent for replacement of worn out part of a machine is
capital expenditure. \ [June 2022, 2 Marks]
Ans. False: Any amount spent for replacement of worn part of a machine is
treated as revenue expenditure. ’

on ;)urchase of an old
[Dec. 2021, 2 Marks]
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CONTINGENT ASSETS AND
CONTINGENT LIABILITIES

LR TR TR PP TR TS TIATE

;\ns. Contingent liability: .

(a) A contingent liability is a possible obligation that arises from past events
and the existence of which will be confirmed only by the occurrence
or non-occurrence of one or more uncertain future events not wholly

within the control of the enterprise. :

- Possible obligation - An obligation is a possible obligation if, based on the
evidence available, its existence at the balance sheet date is considered
not probable or \

(b) A contingent liability is a present obligation that arises from past events
but is not recognised because:
(i) itisnotprobablethat an outflow of resources embodying economic
benetfits will be required to settlc the obligation; or

- (i) areliable estimateof theamountof the obligation cannot be made.

It is said to be ‘probable’ if chances of its happening are more than not hap;
pening ie. probability is more than half.

Ans. Contingent Assets:
& A contingent asset is a possible asset that arises from past events the
existence of which will be confirmed only by the occurrence or non-oc-
currence of one or more uncertain future events not wholly within the
control of the enterprise. . |
¢ An example is a claim that an enterprise is pursuing through legal pro-
cesses, where the outcome is uncertain.

7.1
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7.2 CONTINGENT ASSETS AND CONTINGENT LIABILITIES

CONTINGENT ASSETS AND CONTINGENT LIABILITIES 7.3

DIFFERENCES 0
Q.1 Provision and Contingent liability

« An enterprise should not recognise a contingent asset.

isati income is virtually certain, then the
when the realisation of income ly cer .
* i?;::«;l/z[;set is not a contingent asset and its recognition is appropriate,

& A contingent asset is not disclosed in the financial statements.

[May 2018] [Nov. 2019, 4 Marks]
[Dec. 2022, 4 Marks]

is usually disclosed in the report of the approving authority (Board of Ans. Provision and Contingent liability

* Il)t:‘ezf;m 1{1 the case of a company, and, the correspond}n%1 apprﬁ?"mg i N l e \
e s casebOfb?ny other enterprise), where an Inflow of eco. 1 ] Provisionisa presentliability of uncer- | A Contingent liability is a possible
nomic benefits is probable. 7

tain amount, which can be measured | obligation that may or may not crys-

- R reliably by using a substantial degree | tallise depending on the occurrence
TRUE OR FALSE . : R . 4 of estimation. or non-occurrence of one or more

Q.1 Present liability of uncertain amount, which can be measured reliably . uncertain future 'e?/ems'.

by using a substantial degree of estimation is termed as contingent liability. ) | A provision meets the recognition | A contingent liability fails to meet the

Ans. False: Present liability of uncertain amount, which can be measured criteria.

same.
reliably by using a substantial degree of estimation is termed as provision.

(3) | Provision is recognized when (a) an | Contingent liability includes present

bility ized enterprise has a present obligation obligat'io_ns th'at fio not meet ;he
0.2 In the financial statement, contingent liability is recognized. arising from past events; an outflow | recognition cmen‘z;I becaulse ent erE
i i iability i i ¥ i ic | it i bable that settlement ol
. False: In the financial statement, contingent liability is not recognized. of resources embodying economic | it is not prob ! t
Ans. False: In the financi L gL - i benefits is probable, and () a reliable | those obligations will require outflow
0.3 If an inflow of 1 ts is pr theta contingent asset(is estimate can be made of the amount | of economic beneﬁts.' or the amount
disclosed in the fi lal st t of the obligation. cannot be reliably estimated.
Ans. False: If an inflow of economic benefits is probable then a contingent () |If the management estimates that it | If the management estimates, that itis
asset is disclosed in the report of the approving authority (Board of Directors is probable that the settlement of an | less likely that any economic benefit
in the case of a company, and the corresponding approving authority in the obligation will result in outflow of eco- | will outflow from the firm to settle the
case of any other enterprise). N nonlmicll:elneﬁts, itlrecognisesaprovision ObligT‘lon'“tdl?sgi?'stes the obligation as
y i 2 e sheet. a contingent liability.
Q.4 Contingent asset usually arises from pl dor pected events that In the balance sheg € ¥
give rise to the possibility of an outflow of economic benefits to the business
entity.

Ans. False: Contingent asset usually arises from unplanned or unexpected

events that give rise to ‘the possibility of an inflow of economic benefits to the
business entity.

Q.5 A claim that an enterprise is pursuing through legal process, where the
outcome is uncertain, is a Contingent Liability. [June 2022, 2 Marks]

Ans. False: A claim that an enterprise is pursuing through legal process, where
the outcome is uncertain, is treated as a Contingent Asset,
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-f ACCOUNTING PROCESS
 (JOURNAL, LEDGER, TRIAL BALANCE,
__CASH BOOK, SUBSIDIARY BOOKS)

SHORTNOTES

oI DoubleEntry —
Ans. Double Entry System:
& This system was invented by an Italian merchant named Fra Luca Pacioli
in 1494 AD. ; -
¢ According to this system, every transaction has got a two-fold aspect
(dual aspect), ie., one party giving the benefit and the other receiving
the benefit and it has effect of opposite nature on two financial items.

¢ Information of one financial nature at one place is known as an account
which is divided into two sides, debit and credit. ’

& In short, one account is to be debited and another account is to be
credited for every transaction in order to have a complete record of the
same. . E A

" & Therefore, every transaction affects two accounts in opposite direction.

& For example, if goods are sold to Mr. A on credit, the same will affect
goods/sales accountand A’s account and entries willbe made in opposite
direction in these two accounts. ' o ‘ - .

¢ This system is called Double Entry System since it keeps records for
every transaction in two accounts. '

o Therefore, the basic principle, under this system, is that for every debit
there must be a corresponding credit or vice versa.

¢ Before going to discuss the double entry principle it becomes necessary
to explain certain terms which are frequeritly used in accounting. They

are discussed in later questions. - v , ;

Ans. Meaning of Transactions :

¢ A business dealing, which ¢
money and must be recorde
action’. :

an be measured and expressed in terms of
d in the books of account, is called a ‘trans-

8.1
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o In a transaction, there must be some monetary change between the
partes aning of tion is to 'receive’ and ‘give’, 1;
@ Inother words, the meaning of a transact ‘ v ) Vig,
one party receive and the other party gives, e.g. if X gives R400toY,y
is receiving T 400 whereas X is giving the same and there is a monetary
change between the parties. .
# This give and take can be of Cash, Property, Goods, Services and benefig
' etc. which has monetary value. : .
¢ So, a transaction also means a change in affairs that alters the financiy
state of parties in any way. ) )
# There are always two parties in a transaction of which one must be the
entity in whose books, accounting is being done. .
TRANSACTION

(Transaction is a give & take which has some financial effect on entity)
Cash/Property/Goods/Services/Benefits

Entity Other person
Cash/Property Goods/Services/
. Benefits
+ {
Rca] Account Nominal Account Personal Account
{ 3 i
Assets Expense or Income Asset or Liability

1. Goods A/c if prepared is treated as a real A/c but instead of preparing
Goods A/c, we prepare Purchase A/c, Sale A/c ete. to get full informa-
tion, which are treated as nominal A/c.. )

2. In the above analysis you can observe:

(@) There are two persons of which one is the entity.

(b) Something (ie. cash, property, goods, service or benefits) is given
& in return something else is taken,

(¢) These both the arrows indicating give & take may take place at
lhg same point of time (known as cash transaction) or at different
point of time (known as credit transactions),

(d) Irre;pective of' whether both give & take is done at same time or
at different point of time (.. indicating only one arrow at a time),
there are always two accounts involved in a transaction (dual
aspect concept),

(e) Thes’e accounts can be classified accor:
Nominal & Persona] A/c or
Income, Asset or liability,

¢ ding to function into Real,
according to nature into Expense,

ACCOUNTING PROCESS 8.3

Meaning of Events:

« Eventis happening of something, which has financial effect on the entity.
o Ex. A fire destroys furniture, Stock Balance at the end of the year etc.

Q.3 Petty Cash Book ; [June 2022, 5 Marks]
Ans. Petty Cash Book:
o This is to be prepared to record the petty (small) expenses, which are
incurred frequently. )
# On the payment side the amount is classified into various columns
depending upon the account to which it has to be debited.
& The columns can be for conveyance expenses, postage, repairs & main-
tenance, printing & stationery, salary, wages and so on.
# It is also known as analytical cash book. )
o In petty cash book receipt will be from main cash book.
Posting: C
« The total of this column is debited to respective expense accounts in the
ledger after a specific period may be monthly, weekly etc.
- & The Balance of petty cash book (i.e. receipts (-) payments) shows the
balance of cash in hand which will be shown in Trial balance.

Q.4 Imprest System 7 ; i
Ans. Imprest System: .

@ Anamount is fixed which is given to petty cashier who meets expenses
out of it & periodically or when the amount is spent, he takes reimburse-
ment from main Cashier exactly equal to amount spent hence his cash
balance again becomes equalto fixed imprest amount.

& This is the upper limit of cash which petty cashier can have.

@ Itis a version of Petty cash book only. .

¢ Ex. Imprest amount is fixed at % 1,000. Petty cashier has spent % 785 in
that period, thus he has balance of % 215. Now he will get reimbursement
from main cashier ¥ 785, thus his balance will again become ¥ 1000.

Q.5 Sales Book

Ans. Sales Book:
& The Sales Day-Book is a register specially kept to record credit sales of
goods dealt in by the firm.

@ Cash sales are entered in the Cash Book and not in the Sales Day Book.

& Credit sales of things other than the goods dealt in by the firm are not
entered in the Sales Day Book; they are journalised. .

& For accounting, Goods means only those items in w'hich the particulars
concern is doing business ie. purchasing & selling it.
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& Itis a subsidiary book/subsidiary journal & posting is made from it (o

the sales account and accounts of the customers.
Posting:

o The total of sales register is credited to sales A/c periodically say monthly,
e And individual amounts are debited to respective parties (debtors) A/¢,

Sales An\)um:?limd record and postings are made to it from Cash Book (caslh
sales) and Sales Day Book (credit sales).
Sales Account is maintained in the ledger in the manner, Ehv: other accounts are
maintained.
Sales Account is a nominal account and its balance is used for ascertaining gross
profit or gross loss.

Q.6 Purchase Book : !
Ans. Purchase Book:
@ All credit purchases of goods are recorded in Purchase Book.
@ Cash purchases are entered in the Cash Book and not in the Purchases
Day Book.
¢ Credit purchases of things other than the goods dealt in by the firm are
not entered in the Purchases Day Book; they are journalised.
¢ Itis a subsidiary book/subsidiary journal & posting is made fromi it to
the purchases account and accounts of the suppliers. :
Posting:

¢ The total of purchase register is debited to purchase A/c periodically
say monthly &
¢ Individual amounts are credited to respective parties (suppliers) A/c.

Cash Sales & Cash Purchases will be recorded in Cash Book and credit sales & credit
purchase of Assets will be recorded in Journal. Comments for sales account made
above equally apply to purchase account. )

Instead of one ledger, concern can maintain multiple ledgers like Debtors ledger,
. | creditors ledger, Gen_cral ledger etc.
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« Thisprocess of writing the amoun fy. B boo
is known as ‘posting’. ‘ ks of entry toledger account

Posting:

« Each account will have two sides, left hand side is known as debit side
& right hand side as credit side,

If theamount is written on debit side that means that account is debited
If written on credit side means that account is credited.
All these accounts are then totalled & balanced.

All the accounts which are having balances either debit or credit are
listed on a statement known as Trial Balance.

¢ With the help of this Trial Balance, Final accounts namely Trading &
P&L A/c and Balance Sheet is prepared.

* o o0

Ledger Account

Dr. ) Cr.
Date | P I F A ¥ |Date [ Particul [F 1 a el
To . By
To By
Total l \ Total l \ ‘

Q.8 Mercantile System of Accounting and Cash System of Accounting
y & L S [Dec. 2021, 5 Marks]

O Beincipal Book (Ledger) | [Dec. 20215 Marks]
Ans. Principal Book (Ledger): ‘

¢ All accounts are opened in a separate register known as a ledger

@ Only exception is cash & Bank A/c which are not prepared in ledger

because cash & Bank book itself is Cash & Bank account also (when
Cash-cum-Bank Book is prepared).

¢ All other books are only books of entry they are not ledger accounts.

¢ Hence when we enter a transaction in a book of en i i
I try, we decide/write
which account should be debited & which account should be credited.

Ans. Mercantile System of Accounting (Accrual basis of accounting) and Cash
System of Accounting: :

¢ A transaction is recognized when cither a liability is created (i.e. when
goods/services/benefits or properties are received) and/or an asset is
created (i.e. when goods/services/benefits or properties are given).

¢ Whether payment is made or received is immaterial in accrual basis
accounting.

¢ Accrual basis of accounting is also known as mercantile basis of
accounting.

¢ On the other hand, cash basis of accounting is system of accounting
by which a transaction is recognized only if cash is received or paid, no
entry is being made when a payment or receipt is merely due.
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¢ Accrual basis accounting is the only generally accepted accounting
method for business entities which are supposed to operate for long

period. )
# Cash basis accounting is suitable for short duration ventures.

# Allthe chapters which you will study are on accrual basis only exception
may be joint venture.

Q.9 Journal proper

Ans. Journal proper:

If there is no special book meant to record a transaction,

Journal (proper): . .

(/) Opening entries: When books are started for the new year, the Oopening
balance of assets and liabilities are journalised.

(#) Closing entries: At the end of the year nominal accounts are transferreq
to the profit and loss account. This is dorie through journal entries calleq
closing entries.

(i#i) Rectification entries: If an error has been committed, it is rectified
_through a journal entry.

(iv) Transfer entries: If some amount is to be transferred from one account
to another, the transfer will be made through a journal entry.

(v) Adjusting entries: At the end of the year the amount of expenses or
income may have to be adjusted for amounts received in advance or
for amounts not yet settled in cash. Such an adjustment is also made
through journal entries. Usually, the entries relating to Outstanding
expenses, Prepaid expenses, Interest on Capital and Depreciation are
necessary. ’

it is recorded in the

(vi) Entries on dishonour of Bills: If someone who accepted a promissory.

note (or bill) is not able to pay it on the due date, a journal entry will be
necessary to record the non-payment or dishonour. . ’
(vii) Miscellaneous entries: The following entries will also be shown in Jo urnal
proper: .
(@) Credit purchase of things other than goods dealt in or materials
- required for production of goods e.g credit purchase of asset will
be journalised.
" (b) An allowance to be given to the customers,
(¢) Receipt of Ppromissory notes or issue to them if separate bill books
have not been maintained.

(d) On an amount becoming irrecoverable, because of the customer

becoming insolvent.
(€) Effects of accidents such as loss of property by fire etc,

#
7
f
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DIFFERENCES . B

0.1 Trade discount and Cash discount

Ans. Trade discount and Cash discount;
Trade Discount:

« Tradediscountisa diS_Cqum on the selling price for bulk purchase or for
purchasing above a minimum quantity or s offered generally to regular
customer;.

& Itis also called quantity discount.

This is a technique of sales promotion,

¢ Itis generally determined at the stage of sale itself & is deducted from
the sale/ purcha‘se value & hence doesn't appear separately in the Books
of account & Final A/cs, :

Cash Discount:

¢ Cash discou_nt is the discount offered by the supplier in consideration
of early or timely payment. .

& It may vary with the period of payment.

¢ Itis accounted as a separate item & appears in the Profit & loss a/c.

¢ Cash di§count is usually given at the time of payment/receipt as against
trade discount is given at the stage of sale/purchase.

*

Q.2 Debit Note and Credit Note
Ans. Debit Note and Credit Note:
Debit Note :
¢ A debit note is a statement sent by one party to the other stating/in-
forming him that his account has been debited with a specified amount
and the reason for debit.
¢ Adebit note is sent to the supplier when the goods purchased from him
are returned (purchase return) or for discount to be received from him
or for any expenses incurred for him, .
Entry: In the books of sender of Debit note In the books of recelver of Debit note

Party (to whom it is sent) A/c Dr. Sales return/Discount allowed etc.
A/cDr.
To Party (who sent it) A/c

To Purchase return/Discount
received etc.
Credit Note:
¢ A Credit note is a statement/letter sent by one party to t.he other stat-
. ing/informing him that his account has been credited with a specified
amount and the reason for credit.
® A credit note is sent to the customer when we receive good returned by
them or for discount to be allowed to him or for any expenses incurred

for us by him.
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Credit note In the books of receiver of Credit note

. In the books of sender of
. llowed etc. Party (who sent it) A/c Dr.

Sales return/Discount a
A/cDr.

To Party (to whom it is s To Purchase return/Discount

ent) A/c
received etc.

TRUEORFALSE
Q.1 Wages paid for erection of m:
Ans. False: Wages paid for erection is a capital expenditure,
debited to the machinery account.
Q.2 The balance in the cash book shows net income.
Ans. False: The balance in the cash book shows cash in hand at the end of the
period.
Q.3 The debts written off as bad, if recovered subseq tly are credited to
Debtors Account. .
Ans. False: The debts written off as bad, if recove
credited to Bad Debts Recovered Account.
Q.4 The sales day book is a part of the ledger.
Ans. False: The sales day book is a book of prime entry and soitis part of journal.
Q.5 Patent right is in the nature of nominal account.
Ans. False: Patent right is an intangible asset, so it is a real account.
Q.6 Goods costing 600 taken by the proprietor for personal use should be
credited to Sales Account.
Ans. False: Goods taken by the proprietor for personal use sho
to Purchase Account at a cost price of % 600.
Q.7 If a cheque received is further endorsed, it must be entered on both sides
of the cash book.
Ans. True: The cash book is debited in cash column when the cheque isreceived
and it is credited when it is endorsed. . i
Q.8 Rent paid t whereas, rent received account is
a Real Account.
Ans. False: Rent paid and rent received-both are nominal accounts because
they are expenses and incomes of the business. L
Q.9 Atallied Trial balance isa conclusive proof of accuracy of books of account.
:\mb: ;ITS;AL%T eement of trial balance is.not a conclusive proof of the accura-
c;';ors ) h‘e;e may be some errors like errors of principle, compensating
etc. which do not affect the total of trial balance.

achinery is debited to Profit and Loss Account,
so it should be

red subsequently, shall be

uld be credited

Ais“' 2, ’IA
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Q.10 Opening, Closing, Rectifying and Adjusting entries are recorded in jour-

nal proper.
True: All the Opening, Closing, Rectifyin justi i
5. , g and Adjusting entries are recorded
in journal proper because these are not recorded in any O%her subsidiary book.

.11 Sale of office furniture should be credited to Sales Account.

Ans. Fa!se: Sale of office furniture is a capital receipt, so it should be credited

to Furniture Account.

Q.12 The balance in the Petty Cash Book represents expenses.

Ans. False: The balance in the Petty Cash Book represents petty cash balance
lying with the Petty cashier. It is treated as an asset of the business.

Q.13 The purchase day book is a part of the ledger.

Ans. False: Purchase day bool is a book of original entry and so it is a part of
jbumal.

Q.14 In a Cash Book, Discount Columns may show either debit balance oF
credit balance.

Ans. False: Discount Columns of a Cash Book are totalled but never balanced.
These are totalled and transferred to Discount Allowed and Discount Received

Account respectively.
Q.15 Purchase book records all purchases of goods.

Ans. False: Purchase book records only credit purchases of goods.

Q.16 The Sales book is kept to record all sales.

Ans. False: The Sales book is kept to record only the credit sales of goods.
Q.17 The debit notes issued are used to prepare sales return book.

Ans. False: The credit notes are used to prepare sales return book.

Q.18 Bank column of the cash book will show only a debit balance.

Ans. False: Bank column of the cash book may show debit or credit balance.

Q.19 Trade Discount is a reduction granted by a supplier from the list price
of goods/or services on business considerations for prompt payment.

[Nov. 2019, 2 Marks]
Ans. False: Trade discount is a reduction granted by a supplier from the list
price of goods or services on business considerations for increasing the sales
of the business or as trade practice other than for prompt payment.

Q.20 The Sale Book is kept to record both the cash and credit sales.
[Jan. 2021, 2 Marks]
Ans. False: Salés book is kept to record credit sale of goods only.

Q.21 Cash book is a subsidiary book as well as a principal book.
[July 2021, 2 Marks]

Ans. True: Cash book is treated as subsidiary book as well as a principal book

of accounting,



Q.2 What are the importance of Journal?
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Q.22 Discount column of the cash book Is never balanced. ,
[Dec. 2021, 2 Marks]
i i - balanced as individy
Ans. True: Discount column of cash booklls never al
tolzjls of discount allowed & discount received columns are transferred tq
their respective accounts.
Q.23 At the end of the accounting year,
book are balanced. .
Ans. False: At the end of the accounting year, all the Nominal Accounts of the
ledger book are transferred to P/L A/c.

DESCRIPTIVE QUESTIONS
0.1 What are the advantages of subsidiary books ?
Ans. Following are the uses & advantages of subsidiary book:-
1. Division of work: In place of one journal, there will be muJ_tiPle subsidiary
books & therefore the accounting work can be easily divided amongst
a number of clerks.

2. Specialization and efficiency: When the same work is allotted to a
particular person over a period of time, he acquires full knowledge of
it and becomes efficient in handing it. Thus division of work results in
advantage of specialization of efficiency.

3. Saving of the time: Various accouniing process can be undertaken
simultaneously because of the use of multiple subsidiary. This result in
the work being completed quickly.

4. Availability of information: Since a separate register or book is kept for
each class of transactions, the information relating to each transactions
will be available at one place, in a comprehensive manner.

5. Facility in checking: When the trial balance does not match, the locat-
ing of the error or errors is facilitated by the maintenance of separate
subsidiary books, Even the commission of errors and frauds will be
checked by the use of multiple subsidiary books.

all the nominal accounts of the ledger
[June 2022, 2 Marks]

[July 2021, 5 Marks]

[June 2023, 5 Marks]

Ans. Journal is the primary book of accounts in which financial transactions
are recorded in a chronological order, ‘e, in the sequence they are entered
into from the accounting voucher which is prepared on the basis of source
documents, ie, cash memo, invoices, etc.

Importance of Journal:

(1) Provides an information of the transaction - Along with the entry in the

Journal, narration is written so that jt is made easy to understand the-

entry properly.

ACCOUNTING PROCESS 8.11

( Re;:t:fe‘:lsi: &he“}gzlr‘:‘ilf;: :u:,er of lall transactlons - Transactions are
en chronological ie., i
Sate or order thiMPe R 1 gical order, ie., in the sequence of
(1) Reduces ‘hte [t’osl:‘b;lllt)}'l of error - The possibility of errors is reduced as
the amounts to be de ited and credited are written side by side and the
two can be compared to see that the total of two sides of the transaction
recorded are equal.

PRACTICAL QUESTIONS

0.1 Classify the following accounts into Personal, Real and Nominal:

(@) Cash Account

(b) Wages Account

(©) Building Account

(d) Calcutta Tramway Co. Account

(e) East Bengal Club Account

(f) Rent Account

(g) Capital Account

(h) Drawings Account

~ (i) Interest Account

(j) Trade Mark Account

(k) Dividend Account .

() Land Account

(m) Goodwill Account

(n) Patent Account

(0) Bad Debts Account

(p) Bank Account

(q) Discount Allowed Account
() Interest Received Account

' (s) Discount Received Account
(t) Salary Payable

(1) Bills Receivable

Solution: Personal Accounts - d, e, g hptu
Real Accounts - a, ¢, j,1, m,n
Nominal Accounts - b, f, i, k, 0,q,1, 8
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Q.2 From the following transactions prepare the Cash Book with cash anq
discount columns:

Aug. 2016 g
1 Opening cash balance 2500.00
3 Received from D & Co. ? 1,350 in full settlement of ¥ 1,400
4 Received for cash sales 1250.00
5 Paid to Rajesh & Co. ¥ 775 in full settlement of his account for 800.00
7 Purchased office furniture 670.00
13 Paid for postal stamps 25.00
15 Paid for office rent for month of July, 2016 125.00
17 Used office cash for meeting personal expenses 150.00
19 Sold goods on credit to Mr. Faithful ' . 1700.00
20 Paid to Rajnikant ¥ 670 in full settlementyvof his ‘account for
T 700
20 Deposited in the Bank all cash in excess of 7 1,200. »
Solution:

Double Column Cash Book
Dr. Cr.

L Date ' Particulars
1-8-2016 | To Opening b/f
3-8-2016 | To D & Co. A/c
4-8-2016 [ To Sales A/c

[LF[Dis[Cash | Date Particulars | LF | Dis | Cash
5-8-2016 | By Rajesh & Co.
7-8-2016 | By Furniture A/c
13-8-2016 | By Postage exp. Afc
15-8-2016 | By Rent payable A/c*
17-8-2016 | By Drawings A/c
20-8-2016 | By Rajnikant A/c
20-8-2016 | By Bank A/c

20-8-2016 | By Balance c/f

55] 5100
" Itis assumed that in July month provision for rent payable was made,
hence now on payment rent payable account is debited.

¢ Credit sale of 19.08.16 will be entered in sales book or in Journal, if sales
book is not maintained.

Triple Column Cash book

Q.3 Write up a three column cash book from the following:

Sept. 2016 y < Wl 2
1 Cash \
Bank overdrafy 1,700.00
5,600.00 :
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eceived from Dinanath cash 7 750
5 ,l:eulemelﬂ of T 1650 and a cheque of 7 860 in full
7 Paid for office rent by cheque 500.00
g  Pald for wages in cash 250.00

Sold goods for cash T 1500 and received half the-
and half by cheque which is deposited in tl:e lmnekmmmm in cash

10 Bank pass book states that the bank has collected interest on  660.00
investment

Cheque received on 5th paid into bank
15 Transferred ¥ 3000 from fixed depoéil to Current account
20 Drew for personal use cash T 250 and a cheque of ¥ 375

. 25 Made cash purchase and paid by cheque 1595
30 Paid Dinesh 2 800 by cheque )

Solution: o # .
pr. Triple Column Cash Book Cr.
[Date | Particulars LF|Dis| Cash [Bank | Date | [LE[Dis] Cash | Bank
[T sept. | To Opening Balance - [1700| — | 1Sept. | By Opening bal (OD) — | se00

16 . 16

5 |To Dinanath A/c 40( 1610 — 7 |ByRentA/c

(cash+cheque) ! 8 | By WagesA/c

9 |ToSalesA/c 750 | 750 12 |By Bank (chdeposit) | C

10 | To Interest A/c 660| 20 |By DrawingsA/c

12 [ To Cash (ch. Deposited)| C 860| 25 |ByPurchaseA/c

15 | To Fixed deposit A/c 3000 30 |ByDineshA/c

30 |To Balance ¢/f. (OD) 3600 30 |ByBalance c/f

40 | 4060 | 8870

Cheque received but not deposited in bank - The usual practice in the books on
accounting is to show such amount as cash and when the same is deposited in bank
then cash A/c is credited and bank A/c debited (As done for 860 in above problem).
I(author) don't consider it appropriate and suggest the following -

a In real life it will be a daily routine to receive cheque and deposit it next day
hence to obviate unnecessary confusion and complication, it should be debited
to bank A/c on receipt itself. : .

b: Whenit s a year end situation, debit such cheque to cheques inhand A/c rather
than in cash A/c. So that in balance sheet we will show cash balance (which is
actual cash), cheques in hand and bank balance (which does not include cheque
received but not deposited).

Q.4 Enter the following transactions in a three column cash book of M/s.
Barket & Co.

April, 2016
1 Cash on hand % 237; Balance at bank ¥ 6,594.




+ 8.14 ACCOUNTING PROCESS

2 Recelved from K. Agrawal cash ¥ 590, allowed him discount 10,
4 Pald salarles for March by cash Z 200. Cash sales, ¥ 134.

5 Paid B.K. Bose by cheque ¥ 300. Cash Purchases ¥ 60.

7 Paid Q. Ahmad by cheque  585; discount received 2.5%.

8 Cash Sales  112. Paid cartage and coolie ¥ 6.

10 Paid rent in cash ¥ 50

14 Cash Sales ¥ 212. Received from G.C. Dhar 194 by cheque discount
3%. ;

16 Deposited into Bank ¥ 600. Purchased a motor car for ¥ 5,800 anq
drawn a cheque for the amount. )

23 Recelved a cheque from Robert & Co. for ¥ 291; discount received 3%,

28 Cash Sales ¥ 298. :
29 Bank notlfies that Robert & Co.’s cheque has been dishonoured.

30 Deposited with Bank ¥ 300. Paid wages  72. Bank charges as shown
In Pass Book 2 5. ; 3

Page 35

of 275

Solution:
Triple Column Cash Book
[Date | Parttcul [LF[Dis[Cash[Bank| Date | Particul [LF[Dis | Cash|Bank
1.4.16 To Bal. b/d 2376594 |4.4.16 23' Salary payable 200
c
24. |To Agrawal A/c 10 | 590 54. | By BK. Bros. A/c - | 300
44. [ToSales A/c 134 54. | By Purchase A/c 60
84. |To Sales A/c 112 7.4. |By Q. Ahmad A/c 15 585
14.4. | To Sales A/c 212 s_;‘%xzsgls
14.4. | To G.S. Dhar A/c 6 194 | 8.4. |By Cartage & coolie 6
16.4. [To Cash A/c C 600 | 104 [By RentA/c 50
23.4. | To Robert & Co. 9 291 | 16.4. [By Bank A/c C 600
28.4. [To Sales A/c 298 16.4. [By Motor car A/c 5800
304, [ To Cash A/c C 300 | 29.4. | ByRobert& Co.A/c 9 291
30.4. | By Bank A/c C 300
30.4. | By Wages A/c 72
30.4. | By Bank charges 5
1 , l l 30.4. | By balance c/d 295| 998
*25|1583| 7979 *
1.5 |Tobalanceb/d | | [ 295] 998 | ]' e

*Posted to discount account in ledger

Q.5 Enter the following transactions In a columnar Petty Cash Book kept on

the Imprest Systen
e mmz{l;;rl‘l::::’:;nu the cash book. Also post the transaction to

ACCOUNTING PROCESS 8.15
/f—h’——%—d
201 | . i L
1 The Petty Cash recefved by cheque
2 Carrlage
3 Coolle charges
6 Postal stamps
8 Revenue stamps ‘
10 Bought nta"on‘erzf for office use
13 Bought envelopes
17 Safely pin box
19 Printing bill
23 Travelling expenses to salesman
25 Subscription to Economic Times
26 Paid to Waikar on account
27 ] Railway fare for sale executive
28 Tea to office staff
30 Paid advertising bill *
Solution:
Petty Cash Book (Analytical Cash Book)
[Date|  Particulars Re- | Pay- |. Car- | Post \ Office \ Statlo- \ Travel- \ Adver- \ Ad-J
3 celpt | ment | rlage& | age | exp. | nery ling tise- |vance
L__ k Coolie exp. | ment
Jan.
2016
1 |To Main cash/Bank | 300.00
Alc
2 | By Carriage 4.00 4.00
3 | By Coolie charges 550 5.50
6 | By Postage exp. 17.75 17.75
8 | By Revenue stamp 4.50 4.50
10 | By Stationery 1490 1490
13 | By Stationery 9.40 9.40
(envelop) .
17 | By Stationery (Pins) 5.00 5.00
19 | By Stationery 25.00 25.00
(Printing)
23 | By Travelling exp. 4525 4525
25 | By Office exp. 10.50 1050
26 | By Advance 17.00 17.00
(Waikar)
27 | By Travelling exp. 35.60 3560
28 | By Office exp. (Tea) 3140 3140
30 | By Advertisement 1025 1025
Total 236.05 950| 17.75| 46.40| 5430 80.85| 1025( 17.00
By Balance 63.95
L 300.00 | 300.00
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Posting from above petty cash book to ledger accounts will be made as follows,
Carriage and Coolie Charges Account :

ID.lnguﬂwhﬁl ’ 2 ,

Date ' Particulars l : LS
[ 3112016 | ToPeycash | [ 950
Postage Account
[ Date [ Partculss [ [ % [ Date | Pamiculars | ST
[ 3112006 | ToPeuycash | [ 1775 | |
Office Expenses Account l
Date , Particulars [ ] i$ l Date f Particulars T
1@2016 | ToPeycash | | 4040 | | [ ]
. Stationery Expenses Account
Dlle I Particulars { J k¢ I *Date iParu::uiars{ l g
[st2016 | Topenycash | | sa0 | l [ ]

Travelling Expenses Account

[ Date [ Particulars [ S.E | Amount | Datd [ Particulars [3.5] A
| 3112016 | To Petty Cash 8085 | . |

Advertisement Account
[ Particur

m Particulars J.E | Amount , " Date lJFf“m"‘m‘
T i s

Advance Account

Date Pnrﬂt;ulars J.E | Amount ,  Date , Particulars IJF.L Amount
3112016 | ToPetyCash | | 1700 | | [

Sales Book
Q.6 From thetransactions given below prepare the Sales Book of Amin Chand,
a furniture dealer: 2 e
June, 2016

5 Sold on credit to Ideal College :

8 Sold Mohan Bros. : 5 steols @ 10
o Sold on credit M/s, Golchand & Co.: 3

tables @ ? 75, 5 chairs @230

20 Sold to M/s. Ram Lal & Sons for cash 5
tables @ 7 40

27 Sold on credit to Anand Pal & Co. old -
writer for 7 400 o oivpe

Page 36 of 275

ACCOUNT[NG PROCESS
solution: ‘
Sale: i
' s Book of Amin Chand page No.-11
Date oy
N
ﬁr Ideal College
' 10 tables @ ¥ 25
10 chairs @ ¥ 15
Less : 10% Trade Discount 360
86,2016 Mohan Bros.
5 stools @ 10 50
1062016 M/s Golchand & Co.
3 tables @ T 75
5 chairs @ % 3
R

1. Cash transaction of 20.6 will not be enter
recorded in sales book. Cash sale will be re,
credit will be recorded in Journal.

ed in sales book. Asset sale will not be
corded in cash book & sale of Asset on
2. Additional columns to note other details, can be made as per requirement.

Posting from sales book will be done as follows: (hypothetical folio numbers
have been used)

Ideal College account ‘ page No.-28

[Date] Particulars TYE A | Date| Particulars [3E A |
56 | ToSales A/c | 30 [ ) [ 1
Mohan Bros. Account page No.-17
lDate|Parﬁculars . | JE lAmo\mtlDate]Paniculars l JE lAmouml
[86 [Tosales A/c [0 ] s0 [ ] [
' Golchand & Co. Account page No.-35
Date| Particulars [3E A [Date P i [ 3E [Amount|
106 | To Sales A/c L s || 1

Sales Account page No.4

[ 3E [Amount|

HREE

1. Balancing of accounts is not done because these are not yet complete.
2. Folio numbers have been hypothetically given to explain the concept of folio number.

o

JE A Dale\ P; la
| 20.6 | By Cash A/c
30.6 | By Sundry debtors
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July, 2016 and prepare ledger accounts connected with this book.

1.7.16  Purchased on credit from Paul & Co. : 50 Electric Irons @ 25, 10
Toasters @ 2 30
Purchased for Cash from John & Bros. : 25 Table Lamps @ ¥ 15
10 Purchased from Harsh & Sons on credit : 20 Electric Stoves @ I 20,
10 Heaters @ T 30.
16 Purchased on credit from More & Co. : 15 Heaters @ ¥ 20.
20 Purchased on credit one typewriter from Remington and for 1,500
Solution: Purchase Book of Admas
Date Particulars Invoice | L.F. | Details | ¥ Net Invoice
: : 0.
172016 |Paul & Co.

50 Electric Irons @ ¥ 25
10 Toasters @ ¥ 30
10.7.2016 | Harsh & Sons
20 Electric Stoves @ ¥ 20
10 Heaters @ ¥ 30
16.7.2016 | More & Co.
15 Heaters @ ¥ 20

Total

Posting: Total 7 2,550 shall be debi
credited to respective parties A/¢.

Note: Cash purchase of 6.7 will be entered in
writer) on Credit will be recorded in Journal.

ted to purchase A/c & individual figures will be

Cash Book & Purchase of Asset (Type-

Q.8 An inexperienced book keeper has drawn up a Trial balance for the year
ended 31st March, 2019. :

Q.7 From the following transactions prepare the purchase book of Admas for

: 10,923 -

Particulars Debit (%) Credit (%)

Provision for Doubtful Debts 250 . -
Cash Credit Account 1,654 -
Capital - 4,591
Trade payables 5 1,637
Due from customers 2,983 -
Discount Received ., 252 -
Discount Allowed s 733
Drawings

1,200 4
Office Furniture

2,155 <
Carriage Inward
Purchases d 823
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M
Returns Inward - . 330
Rent & Rates 314 -
salaries 2,520 -
‘Sales N N 16,882
gzi::i‘;;yfor Depteciation on Furniture 2:2‘ =]
Total : . 25,033 25,002
Drawyp2 corrected ﬁial Balance by debiting or crediting any residual errors
foa Suspense acegunt. [Nov. 2019, 5 Marks]
Solution: .
Trial Balance as on 31st March, 2019
=Nol eof accounts | _ [LE [ DrBal | CrBal
— 1. Provision for Doubtful Debts [ | 250
3. |Capital [ | | 4591
[ _|Trade Payables [ [ 1637
5. | Due from Customers | [ 2983 | |
™ 6. | Discount Received | [ | 252
™ 7. |Discount Allowed [ { 733 | |
™8 |Drawings [ | 1200 | |
9. Office Furniture \ | 2155 l ]
10. | Carriage Inward | | 829 | |
1. |Purchases | | 10923 |
12 |Returns Inward [ | 330 |
13. | Rent & Rates | | 314] |
14. | Salaries [ [~ 2520 |
15, |Sales [ | | 16882)
16. Inventory ] l 24!81 l
17. Provision for Depreciation on Furniture ‘ ‘ | 35\
18. Suspense A/c (bal. Fig.) | | 1225 \
Total [ | 25630 25630|

09 The following are some of the transactions of M/s. Kamal & Sons for the
year ended 31st March, 2020. You are required to make out their Sales Book.

(i) Sold to M/s. Ashok & Mukesh on Credit:

40 Shirts @ % 900 per shirt

30 trousers @ % 1,000 per trouser

Less: Trade discount @ 10%

Sold furniture to M/s. XYZ & Co. on credit % 8,000

(i) Sold 15 shirts to Aman @ 3 750 each for cash. [Nov. 2020, 4 Marks]
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11 From the following information, draw up a Trial Balance in the books
Solution: . < chri M as on 31st March, 2021:
In the books of M/s. Kamal & Sons of Shr
Sales Book /m Amount () Particulars Amount (3)
[ [Partlem®
Date | Particulars T Invoice No. | L.F | Detalls (%) [ Amount z Captal 1,40,000 | Purchases | 36,000
2020 | M/s. Ashok & Mukesh Discount Allowed Carriage Inward ‘
40 Shirts @ T 900 36,000 Carriage OQutwards Sales ‘ 60,000
30 Trousers @ ¥ 1000 30,000 Return Inward 300 | Return Qutwards \
[ | 66,000 Rent and Taxes 1,200 | Plant and Machinery | 80,700
’ ’ Less: 10% Trade discount ' (6600) , * 59,400 Stock on 1st April, 2020 15,500 | Sundry Debtors ‘ 20,200
I ' Total , Sundry Creditors 12,000 | Investments l
Note:- ’ Commission Received 1,800 | Cash in Hand \
1. Furniture sold on credit is not sale of goods, so it will not be recorded Cash at Bank 10,100 | Motor Cycle \ 34@@
in Sales Book. Srock on 315t March, 2021 20,500 , [ ]
2. Goods sold in cash are not recorded in Sales Book.

[Dec. 2021, 5 Marks]

Q.10 From the following information prepare the Purchase Book of M/s,

Solution :
Shyam & Company :

() Purchased from Red & Company on credit:
- 10 pair of black shoes @ ¥ 800 per pair
- 5 pair of brown shoes @ 900 per pair
Less : Trade Discount @ 10%
(i) Purchased Computer from M/s. Rahul Enterprises on credit for 7 40,000.
(iii) Purchased from Blue & Company in cash :
- 5 pair of black shoes @ Z 700 per pair
- 15 ];alr of brown shoes @ 100 per pair

Less : Trade Discount @ 15% [July 2021, 5 Marks]

Solution :

In the Books of M/s. Shyam & Co.
Purchase Book

Date Particul
() | Red and Company )
10 pair of Black Shoes @ 7 800 per pair

5 pair of Brown shoes @ 7 900 per pair

[LE] Details | A

Q]

Less: 10% Trade Discount

L |

Note: (a) Purchase of Computer is n
() Purchase of Goods in cash

Total
ot recorded in Purchase book.

is not recorded in Purchase book.

- In the Books of Shri M
Trial Balance as on 31st March, 2021

Name of Accounts

LF. | Debit Bal (%) | Credit Bal. %) |

Carriage Outward
Sales

Return Inward
Return Outward
Rent & Taxes
Plant & Machinery

Capital -
Purchases 36,000
Discount Allowed 1,200
Carriage Inward 8,700

1,200

80,700
Stock on 1st April, 2020 15,500
Sundry Del;tors 20,200
Sundry Creditors -
Investments 3,600
Commission Received -
Cash in Hand 100
Cash at Bank 10,100
M 34,600 -
otor Cycle Total 2,14,500 21 4.5(m
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Information : Closing Stock as on 31st March, 2021 is  20,500.

Q.12 One of your clients Mr. X asked you to finalize his account for the year
ended 31st March, 2022. As a basis for audit, Mr. X furnished you with ﬂ“,
following statement: . ’

Opening Inventory
Rent and Rates

| 7]
1,389 | B

| 294
| 16362 16362

The closing inventory was ¥ 1,722. Mr. X claims that he has recorded every
transaction correctly as the trial balance is tallied. Check the accuracy of the
above trial bal and give r for the errors, if any,

[June 2022, 4 Marks]

[ [ b
| X’s Capital I
| X's Drawings | 1,602 -
| Leasebold Premises ,] 2250]
LSllu
I Due from customers l
| Purchases | 3,777
&urchue Return l 792
Loan from Bank ' l
Trade Expense ' | 2,100
Trade Payable | 1,584
Bills Payable | 300
Salaries and Wages . | 1,800 | 3
Cash at Bank ‘[ 78 | &
I
I

Solution :

In the Books of Mr. X
Corrected Trial Balance as on 31st March, 2022

Name of Accounts - m
X's Capital A
X's Drawings
Leasehold Premises
Sales
Due from customers
Purchases
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parchase et
Loan from Bank
Trade EXpense
Trade Payable

gills Pay’ able
galaries and Wages
Cash at Bank
Qpening Inventory
Rent and Rates
Sales Return

16,362 |
Reasons:- .

" 1. Due from customer & opening inventory are treated as assets of the
. business so they are recorded in the debit side of trial balance.
2. Trade payable & Bills Payable are treated as liabilities so they are re-
corded on a credit side of trial balance.

3. Purchase return & Sales return always show the credit balance & debit
balance respectively.

16,362 |

'0.13 Prepare a Triple Column Cash book from the following transactions of
M/s. Raj Agencies and bring down the balance for the start of next month :

2022 i ‘ @ l
March |1 Cash in hand © 30,000
§ 1 | Cash at bank 1,20,000
|2 | Paid into bank - . 10,000
5 Bought furniture and issued cheque ; 15,000
8 | Purchased goods for cash S 5,000
12 | Recelved cash from Mohan \ 9,800
Discount, allowed to him ‘ 200
14 | Cash sales 50,000
16 | Paid to Lata by cheque 14,500
Discount received ’ 500 |
19 | Paid into Bank . 5,000
23 | Withdrawn from Bank for Private expenses 6,000
24 | Received cheque from Gupta 14,300
Allowed him discount 200 |
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2022 | I ; ] Solution v In the Books of Gurgaon Engineers
26 | Deposited Gupta's cheque into Bank

Sales Book

=

28 | Withdrew cash from Bank for Office use
30 | Paid rent by cheque

g
‘ i 4 ()

85,000
(12,750) 72,250

Praneet Electricals

[Dec. 2022, 5 Mari(s]
10 pieces of microwaves @ % 8,500 |.
each :

Less: @ 15% Trade discount

Solution : .
' In the books of M/s Raj Agencies

Triple Column Cash Book TO,— Ajanta plaza

Date | Particalars | LE. I Dis- 8 pieces of Mixer grinders @3 12,500 1,00,000
count each :
2022 Less: @10% Trade discount (10,000
Mar 1 To Balance 30,000{ 120,000{Mar 2|By Bank (c), 50| Naveen Traders

*  2|ToCash(c)
* 12|To Mohan

15 pieces of juicers @ % 5,500 each
Less: @ 5% Trade discount
Total

*  5|By Furniture

© 8By Purchases

“ 16|By Lata 500

* 19|By Bank (c)

* 23|By Drawings

“ 26|By Bank (c)

* 28|By Cash (c)

“ 30|By Rent

“ 31{By Balance -
/d

82,500

78,375
| 240625 |

“ 19{To Cash (c)

° 26/To Cash ()

Total ,

Q.14 Enter the following transactions in Sales Boo

k of Gurgaon Engi :
Gurgaon for January, 2022: urg; gineers.

Sold to Praneet Electricals
less trade discount 15%

10 pieces of microwaves @?8,500/-each

Sold to Ajanta plaza 8 pieces of Mix, i
teo v SR R er grinders @ ¥ 12,500/- each

Sold to Naveen traders, 15 pi jui
trade discount 50 s P!éws of juicers @ ? 5,500/- each less

~ [June 2023, 4 Marks]




" bank. Similarly bank maintains our A/c in their books: A copy of which is given
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Ans. Meaning of Bank Reconciliation Statement :
A bank A/c or bank book is maintained by us to record the transactions with

. to us known as bank statement or. passbook. All the transactions recorded by
us will be recorded by bank also, therefore normally the balance shown by the
two books must be same and should be opposite balance. But practically this
balances at a particular time (i.e. on a particular date) doesn’t tally because
there is always some time gap between recording of the same transaction by
us and by bank. ’ :

To find out the causes of difference, we preparea Bank Reconciliation Statement
(BRS). The items which comes in Reconciliation statement, can be grouped
in following 4 categories: ' -

(1) Items recorded by bank but not recorded in our books. -

 Ex.: a. Bank charges charged by Bank b. Interest credited by Bank
(2) Recorded by us but not recorded by bank. (Bank will record at a latter
" date). S
Ex. a. Cheque deposited but not yet realised b. Cheque issued but not
yet paid by Bank : : '

(3) Errors committed in our books (i.e. in cash book - bank column). ‘
Ex. a. Tota]ling, balancing grror b. Cheque deposited & returned dis-
honoured but not yet reversed. g

(4) Errors committed by bank (i.e. in pass book).

Ex. a. Totalling, balancing error b. Anitem of some other person debited
or credited to our A/c.

9.1




9.2 BANK RECONCILIATION STATEMENT

“TRUE OR FALSE B % A R
Q.1 The interest charged by Banker to customer on overdrawn account jg
called Red ink interest.

Ans. False: Interest charged by banker to customer on overdrawn account is
called ‘interest on overdraft’.

Q.2 Bank reconciliation statement is prepared to arrive at the bank balance, *

Ans. False: Bank reconciliation statement is prepared to reconcile the differ.
ences between bank balance as per cash book and balance in bank statement.
Q.3 Interest charged by the bank will be deducted, when the overdraft as per
the cash book is the starting point for making the bank reconciliation statement,

Ans. False: Interest charged by the bank will be added because it will increase
the overdraft as shown by the cash book.

Q.4 If the balance as per cash book and pass book are the same, there is no
need to prepare a reconciliation statement. '
Ans. False: Bank reconciliation statement is prepared to find out the reasons

of difference in cash book and pass book even if the balance as per cash book
and pass book are same. :

PRACTICAL QUESTIONS

Q.1 From the following particulars prepare
as on 31st December, 2015: T

(1) On 31st December, 2015 the Cash-book of
bank Dr. balance of ¥ 6,000. ‘

(2) Cheques had been issued for Z 5,00

00, out of whi
< 4,000 only were presented for payment. A
(3) Cheques worth T 1,400 were deposited in the bank on 28th December,
2015 but had not been credited by the bank. In addition to this, one
cheque for 500 was entered in the Cash-book on 30th December, 2015

but was banked on 3-1-2016, Sl
(4) A cheque from Susan for 7 400 was deposited in the bank on 26th
;)iceglber, 2015 but was dishonoured and the advice was received on
), _2 l 6. Wl & \ X Q
(5) Pass-book showed bank charges of 7 20 debited by the ba

(6) F(l)ne of tl;t;;i;btors deposited a sum of 7 500 in the bank éééount of the '
rm on December, 2015 but the intimation in this resp
received from the bank on 2-1.2016, e

@ foalnsk Pass-book showed a credit balance of 75,180 on 315t December,

ich tcheqlixk
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Solution:
BRS in Add Jesg form
Balance as per Cash Book (deposit)
Add: Cheques issued but not yet paid
Cheques directly deposited in Bank

Cheques deposited but not yet realized

Cheques received & entered but not
yet deposited

Cheques deposited & dishonoured
Bank charges charged by Bank
Balance as per Pass book (deposit)

Less:

h book of afirm showed an overdraft (Cr) 030,000 on 31st March,
20 parison of the entries in the cash book and pass book revealed
nd March, 2016, c‘heques totalling ¥ 6,000 were sent to bankers
or collection. Out of these, a cheque for Z 1,000 was wrongly recorded
on the credit side of the cash book and cheques amounting to ¥ 300
could not be collected by bank before 1st April, 2016.

A cheque for ¥ 4,000 was issued to a supplier on 28th March, 2016. The
cheque was Ppresented to bank on 4th April, 2016.

ii) There were debits of ¥ 2,600 in the pass book for interest on overdraft

' and‘bapk ;:harges, but the same had not been recorded in the cash book.
A cheque for ¥ 1,000 was issued to a creditor on 27th March, 2016 but
by mistake the same was not recorded in the cash book. The cheque
 was, however, duly encashed by 31st March, 2016.

(v) As per standing instructions, the banker collected dividend of T 500 on
_ behalf of the'firm and credited the same to its account by 31st March,
- 2016. The fact was, however, intimated to the firm on 3rd April, 2016.
You are required to prepare a bank reconciliation statement as on 31st March,
2016 it N

Solution:

Bank Reconciliation Statement as on 31.3.16

e Paticulars. 0 0 Debit | Credit |
Balance as per Cash‘Book (Overdraft) ' 30,000
Cheques deposited but not realised . 300
Cheques deposited wrongly credited in Cash book 2,000

Cheques issued but not yet paid 4000
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9.4 BANK RECONCILIATION STATEMENT f . ON STATEMENT
— { 2
' TR, = " [ Debit | Credit | solution Cash Book as on 31.3.2016 (Bank Column)
Bank charges & interest charged by Bank T'ZOO SI (after making necessary amendments)
Cheques issued but not recorded =0 ! 0 0 ‘ pr. Cr-
Dividend directly collected by Bank 27400 ¥ T e % % :‘ —— ,
2 | — - =N
Balance as per Pass book (Overdraft) 33.900] 33000] | To Balance b/d 325,000 | By Bank charges A/c 1,250
' 4 I o Dividend income Alc 12,500 | By Insurance premium A/c 15,900
Alternatively Bank Reconciliation Statement can be made in Add-Less form \ ) By Cash Sales (wrongly re- 25,500
30,000 | corded) A/c
Balance as per Cash Book (0.D.) 0 By Debtors (cheque dishon- 13,000
Add-  Cheque deposited but not realised 3 f . oured) A/c .
Bank charges & interest charged by Bank 2600 | » | By Balance c/d (corrected/ | 2,81,850
1,000 3,900 | final balance)
Cheque issued but not recorded ? : 3,37,500 . 337,500
53,509 Bank Reconciliation Stat. t 31.3.2016
ement as on 31.3.
Less:  Cheque deposited but wrongly credited in cash book 2,090 R 7 T z
Cheques issued but not yet paid 4,000 Bank balance as per Cash Book (deposit balance) 2,81,850
Dividend directly collected by Bank 500 6,500 !’ Add: Cheqtues issued, not yet presented for pay- 3,56,200
i men
Balance as per Pass book (0.D.) 2,7'400 | Wrong credit given by bank 15,000 3,71,200
Note: While converting BRS in add-less form see that starting balance'is credit | 6,53,050
hence add all credit items & deduct all debit items.

Less: Cheques deposited, not yet credited by bank

4,47,500
z gy Balance ds per Pass Book
Q.3 From the following information (as on 31.3.2016), prepare a Bank Rec- e

. ; L A Note: The bank balance of % 2,81,850 will appear in the trial balance as on 31st
onciliation Statement after making necessary amendments in the C?fh,?,’?‘;k- March, 2016 & consequently in Balance sheet,
i Alternatively Bank Reconciliation Statement can be made in Add-Less form.
Bank balance as per Cash Book (Dr.) : : | 3,25,000 BRS as on 31.3.2016
Chegues deposited, but not yet credited ; 4,47,500 - P - - ‘ D l C l
. / i articulars r, 4]
Ch Issued but, not 1200
eques Issued but, not yet presented for payment 226,200 Corrected Balance as per Cash Book (Deposit) 281850
Bank charges debited by Bank but not recorded in Cash-book 1,250 Ch d ited b lised by bank 447500
Dividend directly collected by bank 12,500 Cheques R epOSIt.e ynotyet Tea see Dy ban
Insurance premium pald by bank as per standing instruction not 15,900 eques issued but not yet paid by Bank 356200
intimated Wrong Credit given by Bank 15000
Cash sales wrongly recorded in the bank column of the Cash-book 25,500 Balance as per Pass book (deposit) 203550
Customer’s cheque dishonoured by bank not recorded in Cash-book 13,000 653050 | 653050
Wrong Credit given by bank 15 ‘000 -
- Q.4 Perfect Pvt. Ltd., has two accounts with Ever Bank Ltd, The account were
Alsoshow the bank balance that will appearin the Trial Balanceason31.3.2016. ’

known ag ‘Account-I' and ‘Account-II’. As at December, 31, 2015 the balance
s per A/c books reflected the following :

Account-17 1,25,000 Regular balance. Account-II 1,11,250 Overdraft balance.
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9.6 BANK RECONCILIATION STATEMENT ' BANK RECONCI IATION S s
The accountant falled to t_:lll¥ the balance with the Pass Book and the follow. TR
Ing Infi ion was avali !
Account-II, T 11,375 and crediteq
1. The Bank has charged Interest on Acc rded by the accountang, Bank charges charged by bank

Interest on Account-I, T 1,250, These were not recol

2. 212,500 drawn on Dec.10, 2015, from Account-I was recorded in the Deposit in A/c-Lis wrongly entered in A/c. I1

ue issued but not yet paid

books of Account-II. chea ’
3. Bank charges'of ¥ 150 and ¥ 1,125 for Account-I and Account-II wepe cheaue deposited but not yet realised

not recorded in the books. ¢ as per pass book (0.D)) R 231250

- tered in Account- Balanc 312

4. lA (:;51:::) :: 217,500 in Account-I was wrongly en n : \ 2'58,750\ o

n X . |

% . h the BRS no effect has come for it b for deposit
0f212,500and? 13,750 deposited in Account-I, but entereq Note: In both th e foritem (¢) because entry for dep
5. mcit:?l‘:elsl in books, were dishonoured. The entries for dishonoureq as well as its dishonour both has come in A/c-IL. That means it has nil effect
every where.

cheques were entered correctly in Account-II.
6. Cheques issued for ¥ 1,50,000 and ¥ 15,000 from Accounts-I and I
respectively, were not pr ted till 5th J. v, 2016.
7. Cheques deposited ¥ 1,25,000 and ¥ 1,17,500 in Accounts-I and I
respectively, were credited by bank only on February, 2,\2016.
You are required to prepare the Bank Reconciliation Statement for Accounts-I "

Entry in our books foritems (b) & (d) will be as follows, at the time of finalization:

Entry for (b) Entry for (d)
Bank A/c I Dr. 12500 Bank A/c1 Dr. 17500
To Bank A/c 1 12500 To Bank A/c I . 17500

ts fre the Cash Book and the Pass Book

and IL o .
B ) prepare the Bank Reconciliation Statements
Solution: R i G
Bank r iliation statement : Account - I . . e /
reconciliation state! ! o ~ Cash Book (Bank Columns Only)
Particulars ' Amount Amouﬂ st — - o e
: ) (Dr) (cr) ;}):;e: Particulars - z ;)glt: ‘Pal‘tlculars’
Balance as per cash book (Dgposlt) 1,25,000 Jan3 . 'To Casﬁ . '300 Jan1 |By Balance b/d -
Interest credited by bank 1,250 Jan4 |To Ram 1,300 Jan 16 | By Cash
Withdrawal from bank not yet recorded by us 12,500 | 'To Shyam i 250} Jan 17 | By Bharat
Bank charges charged by bank 150 | To Krishna ~ 500| Jan 18 | By Charat
Cheque deposited but not yet entered in our book y 17,500 TO Bill of Exchange| 1,900
Cheque issued but not yet paid 1,50,000 ’(:)i:::lunt of 100) . )
Cheque deposited but not yet realised 1,25,000 0 oanee o Ciiopy
Balance as per pass book (Deposit) 1,56,100 7,150
Bonk " 293,750 Pass Book
ank reconciliation statement: Ac: t- *
count -II Particulars Withdrawal Depositsl Dr./Cr. ]Balance l
Particulars Amount| Amount i i % H l z
£ Dr.)| Cr. y _ = .
Balance as per cash book (0.0.) =l £r [ aBalnce b/d o T 100
Interest ch, | By Cash ' - 300 Dr. 4,700
" charged by bank . | By Shyam - ‘250 Dr.| 4,450
ithdrawal from A/c.1 wrongly recorded in A/c-11 By Krishna - 500 Dr.| 3,950




9.8 BANK RECONCILIATION STATEMENT
Date | Particul. | Withd | [ Deposits | Dr./Cr. | Balan,
2016 | | ?| z z
Jan 10 |To Krishna's Cheque Dis- 500 — Dr. 4,450
honoured
By Bills of Exchange (Dis- 100 2,000 Dr. 2,550
counted)
To Bills of Exchange (Dis- 2,000 = Dr. 4,550
honoured) '
Jan 16 |To Cash 300 —_ Dr. 4,850
Jan 18 | To Bharat © 500 - Dr. 5,350
Jan 31 | To Bank Charges 20 —_ Dr. 5,370
| Jan 31 | To Life Insurance premiu 250 - Dr. 5,620
as per instruction :
Jan 31 [By Dividend and interest — 1,050 Dr. 4,570
llected as per instruction ca
Solution :
Bank Reconciliation Statement as on 31st January, 2016
Particul 5 S Drt |l Gt
{ (A) Overdraft as per Cash Book 2,900
| . )
| (B) Less:  (a) Cheques issued but not yet presented for 1,350

payment (To Bharat) .
(b) Dividend and Interest Collected by Bank
(C)Add :  (a) Cheques deposited but not yet cleared
(From Ram)
(b) Bank Charges debited
(¢) Insurance Premium as per instruction
(d) Cheques dishonoured not entered in cash
book
(e) Bill of Exchange dishonoured

1,050

2,400
(D) Overdraft as per Pass Book 4,570

6,970

[ | 6970 | 6970

Q.6 The Bank Pass Book of _Account No. 5678 of Mrs. Rani showed an over-
draft of ¥ 33,575 on 31st Mareh 2018. On going through the Pass Book, the
accountant found the following: 5

(i) A Cheque of? 1,080 credited in the pass book on 28th March 2018 being

dishonoured is debited again in the pass book on 1st Apri
Was no entry in the cash book abou ™ 15t April 2018. There

t
15th April 2018. the dishonm.nr of the cheque until
(#7) Bankers had credited her account -
them on her behalf, but the s unt with ¥ 2,800 for interest collected by

ame has not been entered in her cash book. _
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Out of ¥ 20,500 paid in by Mys, Rani in cash and by cheques on 31st
March 2018 cheques amounting t0 % 7,500 were col\thed ‘clm 7th April,

(#9)
. 2018.

) Out of Cheques amounting to % 7,800 drawn by h. 27th March,

(i) 2018 a cheque for % 2,500 was encashed on 3rd Xprelf, ;‘(;18.

) Bankers seems to have given here wrong credit for ¥ 500 paid in by her
in Account No. 8765 and a wrong debit in respect of a cheque for ¥ 300

against her account No. 8765. :

cheque for T1,000 entered in Cash Book but omitted to be banked
i oAn 31st March, 2018. iy omitted to be 3
vid) A Bill Receivable for Z 5,200 previously discounted (Discount ¥ 200)
with the Bank had been dishonoured but advice was received on 1st
April, 2018. )

(viii) A Bill for ¥ 10,000 was retired/paid by the bank under a rebate of
Z 175 but the full amount of the bill was credited in the bank column
of the Cash Book.

(ix) A Cheque for % 2,400 deposited into bank but omitted to be recorded
in'Cash Book and was collected by the bank on 31st March, 2018.

Prepare Bank Reconciliation Statement as on 31st March, 2018.
; [May 2018, 10 Marks]

%

Solution :
Bank Reconciliation Statement as on 31st March, 2018
i _ Particulars 7 I z|
Bank balance (Debit i.e. overdraft) as per Bank Pass book 33,575
() Noadjustment required as there would be no difference on 31.3.18
(i) Add:No entry in Cash book for interest collection by Bank 2,800
(iii)  Less: Amount debited in cash book for pending cheques in collec- (7,500)
tion but not credited in Pass Book .
(iv) Add: Cheque credited in cash book but not debited in pass book 2,500
(v) Add:Reversal of wrong Credit 500
Less: Reversal of wrong debit (300)
(vi)  Less: Cheque of 1,000 entered in cash book but omitted to be | (1,000)
banked : \ \.
(vii) -Less: Discounted bill dishonoured but no entry in Cash book (S,Z\'U)\
(viil) Add: Rebate on bill retired not entered in cash book \ 175
(i) Add: Cheques deposited in bank not yet recorded in cash book i _;ﬂ;
Balance (Cr. i.e. overdraft) as per Cash book 27,930

N°t§2 A cheque of % 1,080 credited in Pass Book on 28th March, 2018 and later
debited in Pass Book on 1st April, 2018 has no effect on Bank Reconciliation
Statement as at 31st March, 2018.

Q7 Prepare a bank reconciliation statement from the following panlcuh;
2 on 31st March 2018: [Nov. 2018, 10 Marks)




9.10 BANK RECONCILIATION STATEMENT

e Particulars [
Debit balance as bank column of the cash book )
Cl:aqut lll;:uzd o P"‘ but not yet p d to the Bank for payment | 3,60,000
Dividend recelved by the bank but not entered In the Cash book 2,52,(2)00
Interest allowed by the Bank ’a ,250
Chegues deposited Into bank for collection but not collected by bank up | 7,70,000
to this date Lo
Bank charges not entered In Cash Book ,000
A cheque deposited Into bank was dishonoured, but no Intimation| 1,60,000

recelved )

Bank pald house tax on our behalf, but no intimation received from| 1,75,000

_Q)]
18,60,000

bank In this I ﬁ_J

Solutlon :

Bank Reconciliation Statement
(as on March 31, 2018)

Particulars , Amount| "Amount
Al @
Debit balance as per cash Book 18,60,000
Add: Cheque Issued but not yet presented 3,60,000
Dividend received by the Batk 2,50,000
Interest Allowed by the Bank 6,16,250
24,76,250

Less: Cheques deposited but not collected
Bank charges not entered in cash book
Cheque deposited into bank but dishonoured

House Tax Paid By Bank 1,75,000

11,06,000
Credit Balance as per Pass Book 13,70,250

w;;‘ are the Bank ﬁe?orrcllm;:‘i_étatemem of M/s. R.K. Brothers on
300 ;un , 20 om the particulars given below : .

8 Book had a debit balance of 2 25,000 on 30th June,

irth ¥ 400 directly deposited into Bank by a customer but

made In the Cash Book,

e Issued worth ¥ 34,000, cheques amounting to ¥ 20,000

" : were presented for payment till 30th June, 2018.

v) A cheque for T 4,000 recelved and entered

bt G entered in the Cash Book but it was

(v) Cheques worth 7 20,000 had been se
co!!ccllon was reported by the Bank

nt to Bank for collection but the
as under ;

—
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(1) Cheques collected before 30tk Jung, 2018, 14,000
(2) Cheques collected on 10th July, 2018, % 4,000
(3) Cheques collected on 12¢h July, 2015, 7 2 oo,
(Vij The Bank made a direct Payment of ¥ 600 which was not recorded in
the Cash Book. .
Interest on Overdraft char
the Cash Book.
1ii) Bank charges worth ¥ 80 have b
G whereas Insurance charges for 7
all entered in the Cash Book.
(ix) The credit side of bank column of Cash Book was undercast by  2,000.
[May 2019, 10 Marks]

(vil) ged by the bank 2 1,600°was not recorded in

cen entered twice in the cash book
70 directly paid by Bank was not at

Solution :
Bank Reconciliation Statement of M/s R.K. Brothers as on 30th June, 2018

Add: Cheque directly deposited into Bank, but not entered in

Cash Book

Cheque issued but not presented for payment till 30th
June, 2018

Bank charges charged by Bank, recorded twice.

Debit Balance as per Pass Book (overdraft )

Less: Cheque entered in Cash Book but not sent to the Bank
Cheques sent but not collected by Bank (4,000+2,000)
Direct payment made by Bank, not recorded in Cash Book

Interest on Overdralt cl1ar§ecl by Bank, not recorded in
Cash Book

Insurance Charges dircctly paid by Bank

Credit side of bank column of Cash Book undercasted 2,000 14,270
Credit Balance as per Cash Book (overdraft) l 25,210 \

0.9 On 30th September, 2018, the bank account of X¥Z, according to the
bank column of the cash book, was overdrawn to the extent of ¥ 8,062. An

“¢Xamination of the Cash book and Bank Statement reveals the following:

(1) Achequefor? 1 1,14,000 deposited on 29th September, 2538 was cred-
ited by the bank only on 3rd October, 2018.

(i) A payment by cheque for ¥ 18,000 has been entered twice In the Cash
book.
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, the bank credited an amount of T 1,15,40p
L :::ef::g fsr:'::? ::;;ozn(::f of XYZ, but the advice was not received by
'YZ until 1st October, 2018.
(iv) l’:ank charges amounting to ¥ 280 had not been entered in the cag,
ook. .
) (l;n 6th September, 2018, the bank credited ¥ 30,000 to XY: li:; :‘rm,
(vi) Abill of exchange for ¥ 1,60,000 was discounted by XYZ with his bank,
The bill was dishonoured on 28th September, 2018 but no entry hag
been made in the books of XYZ. s
(vii) Ch;ques issued upto 30th September, 2018 but not presented for pay.v
ment upto that date totalled ¥ 13,46,000. ‘ 4%
(viii) A bill payable of ¥ 2,00,000 had been paid by the bank but was no¢
entered in the cash book and bill receivable for ¥ 60,000 had beep
discounted with the bank at a cost of ¥ 1,000 which had also not been
recorded in cash book. :
You are required:

To show the appropriate rectifications required in the cash book of XYZ, o

arrive at the correct bal on 30th September, 2018 and to prepare a Bank
Reconciliation Statement as on that date. [Nov. 2019, lOMarks]
Solution : . .
. Adjusted Cash Book (Bank Column only)
[,—‘Dm I Particilars | j.\” Date |

2018
To Amount wrongly 18000.| 30 Sept. | By Bal. b/d
entered twice -
To Customer (Direct 115400 By Bank charges
Deposit) -
- To Bills receivable 59000 [ , By Customer X l
(60000-1000) | [®/R dishonoured) |
To Bal. c¢/d 175942 I , By Bills payable ’
| 368342 | Total | 368342

I Bank Reconciliation Statement
R as on 30th September, 2018

Add: (1) Cheque deposited but not credited by bank g
Less: (1) Amount wrongly credited by bank . 30000 [
() Cheque issued but not presented for payment 1346000
Cr. Balance as per pass book . .
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79.100n31:3-2020, Mahesh’s Cagh g, ~
3;11 go (0] iaon hé\’fi n B the: follpw?:;k,Showed énank overdraft of T 98,700.

(1) Out of the total cheques of 7

S e 9900issued on 27th March, one cheque
of ¥ 7,400 was presented for payment op 41, April and the other cheque
~ of% 1,500 handed o Etf’ the Customer, was returned by him and in

lieu of that a new C,heque',of‘the Same amount was issued to him on 1st
April. No entry for the return was madé,

(2) Out ofdotal E8sh and chifgues of% 6,800 deposited 1o the Bank o 24th
* March, one chque Qf?, 2,600 wag cleared on 3rd April and the other
~ cheque qf ?’509 was returned dishonoured by the bank on 4th April.

3) Bank charges 335 and Bank interest 7 2,860 charged by the bank
appearing in the passbook are not yet recorded in the cash book.

 (4) Acheque deposited in his another account of X 1,550 wrongly credited
" to this account by the bank.

" (5) A cheque of T 800, drawn on th
. other account by the bank.
(6 A debit of 7 3,500 appearing in the bank stat

_ returned for being ‘out of date’ had been re-dated
- bank account again on 5th April 2020. -

(7)" The bank allowed interest on deposit T 1,000,
~ (8) A customer who received 2 cash discount of 4% on his account of
_ %1,00,000 paid a cheque on 20th March, 2020. The cashier erroneously
’ k' ~entered the gross amount in the bank column of the Cash Book.
Prepare Bank Reconciliation Statement as on 31-3-2020,

[Nov. 2020, 10 Marks]

is account, was wrongly debited in an-

for an unpaid ch

and deposited in the

Solution:

Bank Reconciliation Statement as on 31st March, 2020

articula; | Details 2 ) | Amount )
Cr. Balance as per Cash Book .
Add: ‘1. Cheques deposited with bank but not credited 3100
R 2,600 +Z 500]
2. Bank charges & Bank interest not entered in the 2895
Cash Book [X 35+ 2,860]
3. Cheque returned ‘out of date’ 3500
4.Discount allowed wrongly entered in bank column 4000
Less: 1. Cheques issued but not presented [X 7400 + 8900
¥ 1500]
2. Cheque wrongly credited to account by Bank 1550
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Particul. Details ) | Am ®)
3. Interest allowed by bank 1000
4. Cheque wrongly debited by bank to another 800 12,250
account
Dr. Balance as per Pass Book 99,945

Q.11 Prepare a Bank Reconciliation Statement from the following particularg
as on 31st December, 2020: y

I Particulars - . B
Bank Balance as per Cash Book (Debit) 1,98,000
Bank Charges debited by the bank not recorded in Cash Book 34,000
Received from debtors vide RTGS on 31st December, 2020 not 1 ,00_000
recorded in Cash Book ‘

Cheque issued but not presented for payment 45,000

Cheque deposited but not cleared . 25,000

Cheque received and deposited but dish ed. Entry for dishonour 5,000
not made in the Cash Book

Instruction for payment given to the bank on 31st December, 2020 4,000
but the same effected by the Bank on Ist January, 2021

[Jan. 2021, 4 Marks]

Solution :
Bank Reconciliation Statement as at 31st December, 2020
Particulars Amount ) | Amount )
l Dr. Balance as per Cash Book 1,98,000
[Add: 1. Received from Debtors vide RTGS 1,00,000
2. Cheque issued but not presented 45,000
3. Instructions given to bank for payment on 3 1st 4,000 1,49,000
but bank made payment on Ist January, 2021
) 3,47,000
Less: 1. Bank Charges debited by bank 34,000
2. Chegue deposited but not cleared 25,000
3. Dishonour of chequenot recorded in Cash book 5,000 (64,000)
| Cr. Balance as per Pass Book 2,83,000
o-lzpf"ﬂdlﬂ ascertain the Cash Book balance of
Mr. Bajaj as on j
(/) Debit bala; per Bank Pass Book T 3,500.
(i) A cheque Bg to < 2,500 deposited on 15th March, but the same

:3:‘:!“ the Bank on 24th March for which no el?try was passed
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PDuring March, two bills amoyp -
@) by the Bank but no entry w}lfxf#nggt dlx?i:;: ((5:0 all:dB? ok
bill for 5,000 due from Mr. Bajgti cr - OO '

v A Cheque for T 1,500 w:

N : [July 2021, 5 Marks]

Solution :

Dr. Balance as per Pass Book

Add: . (@ Bills collected by bank but not ent i
Cash Book [X 2500 + % 500] entered in the
Less: (@) Cheque deposited but returned, not entered in

Cash Book

(b) Bill discounted earlier but dishonoured, not
entered in Cash Book

(¢) AChequewrongly debited twice in the Cash Book
Dr. Balance as per Cash Book l

2,500

Q.13 According to the cash book of G, there was a balaﬁce of ¥ 4,45,000 in
his bank on 30th June, 2021. On investigation you find that:

(i) Cheques amounting to ¥ 60,000 issued to creditors have not been pre-
_ sented for payment till the date.

-(ii) Cheques paid into bank amounting to % 1,10,500, out of which cheques
amounting to 3 55,000 only collected by the bank up to 30th June, 2021.
(iii) A dividend of T 4,000 and rent amounting to ¥ 60,000 received by the *
bank and entered in the passbook but not recorded in the cash book.
(iv) Insurance premium (upto 31st December, 2021) paid by the bank
¥ 2,700 not entered in the cash book. .
(v) The payment side of the cash book had been under cast by Z 500.
(vi) Bank charges ¥ 150 shown in the pass book had not been entered in the
© cash book. )
(vii) Abill payable of Z 20,000 had been paid by the bank but was not entered
i in the cash book and bill receivable for T 6,000 had been discounted
with the bank at a cost of ¥ 100 which had also not been recorded in
- cash book.
You are required: ,
(1) To make the appropriate adjustments in the cash book, and
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(2) To prepare a statement reconciling It with the bank passbook.

lution :
Solution In the Books of G

Adjusted Cash Book (Bank Column only)

P gt T e

To Balance b/d

Payments ’

4,45,000 | By Insurance premium A/c 2,700

To Dividend A/¢ 4,000 | By Undercasting of pay- 500
ment side

ToRent A/c 60,000 | By Bank charges A/c ) 150

To Bills receivable A/c 5,900 | By Bill payable A/c 20,000

By Balance c/d 4,91,550

| roraL | 5,14,900] TOTAL | 514,900

Bank Reconcillation Statement as on 30th June, 2021

Particulars
Balance as per Adjusted Cash book (Dr.)

Add : Cheque issued but not presented for payment till 30th
June, 2019

Less : Cheque paid into bank for collection but not collected till
30th June, 2021 (% 1,10,500 - T 55,000)

Balance as per Pass book (Cr.)

Q.14 From the followin
on 31st March, 2021:

A

Particulars . l Amount (5]
Bank balance as per Passbook 25,00,000
Bills discounted dishonoured not recorded in Cash Book" 12,50,000
Cheque recelved entered twice in Cash Book 25,000
Bank charges entered twice in Cash Book 5,000
Insurance premium paid directly by Bank under standing instruction 1,50,000
Cheque Issued but not presented to Bank for payment 12,50,000
Cheque recelved, but not sent to Bank Co 28’00,000
Cheque deposited In Bank, but no entry passed in the Cash Book 12'50'000
Credit side of the Bank column cast short ' 5,000

[June 2022, 5 Marks]

[Dec. 2021, 10 Mariq)

g particulars, prepare a Bank Reconciliation Statement
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Solution :

Bank Reconcillation Statement ag on 315 March, 2021
Particularg
Hoularg) ¥

y " l
® ® -
25,00,000

Amount \ Amount
cr. balance as per Passbook
Add: N
1. Bill discounted, dishonoured not recorded in Cagh book
2. Cheque received entered twice in the Cash book
3. Insurance premium paid not recorded in Cash Book
4, Cheque received but not sent to Bank
5, Credit side of bank column cast short

12,50,000
25,000
1,50,000
28,00,000
5,000 | 42,30,000

67,30,000

Less:

1. Bank charges recorded twice in cash book

2. Cheque issued but not presented

3, Cheque deposited but not recorded in cash book

5,000
12,50,000
12,50,000

Dr. Balance as per Cash Book l \ 4,22,5000}

Q.15 The cash book of Mr. Karan shows ¥ 2,60,400 as the balance of bank as
on 31st December, 2021 but you find that it does not agree with the balance

. asper the bank passbook. On analysis, you found the follow,ing discrepancies:

() On 15th December, 2021 the
cast by ¥ 10,000.
(i) A Cheque for ¥ 1,18,000 issued on 6th December, 2021 was not taken
in the bank Column. .

(i) On 20th December, 2021 the debit balance of ¥ 8,460 as on the previous
day, was brought forward as credit balance in the cash book.

(v) Of the total cheques amounting to ¥ 12,370 drawn in the last week
of December, 2021, cheques aggregating ¥ 9,360 were encashed in
December, 2021. ;

(¥) Dividends of 2 35,000 collected by the bank and fire insurance premium
of ¥ 7,900 paid by the bank were not recorded in the cash book.

(vi) A Cheque issued to a creditor of ¥ 1,75,000 was recorded twice in the
cash book. ) e bank on 03

(vii) Bill £ unting to T 53,000 credited by the bank o
) Deie:bcezflezc‘;lzc;n;::ono ad?llce was received by Mr. Karan till 31st
December, 2021.

payment, side of the cash book was over-
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on his account
tomer, who received a cash discount of 3% on of
[ :s%u:ozn;am a cheque on 10th December, 2021. The cashier errong.
ousl;' entered the gross amount in the bank column of the cash book.

uired to prepare the bank reconciliation statement as on 31,
K'll'e.fief"zozn. L [Dec. 2022, 10 Marky)

Solution :
Bank Reconciliation Statement as on 31st Dec., 2021

© | Amount Amount

Particulars
Dr. Balance as per Cash Book 2,60,400
Add:
1. Payment side of Cash book overcasted 10,000
2. Debit balance of Cash Book wrongly brought for-
ward as credit balance [¥ 8460 X 2 | 16,920
3. Cheque drawn but not encashed ® 12370 -% 9360) 3,010
4. Dividend collected by Bank 35,000
5. Cheque issued to creditor recorded twice in the
Cash Book 1,75,000
6. Billfor collection credited by Bank but not recorded 53,000 2,92.930
in Cash Book ‘.& ‘5;;5
Less: —2.25,330
. . 1,18,000
L. Cheque issued but not recorded in Bank column
of Cash Book -
2. Insurance Premium paid by Bank ' 7,900
3. Discount to customer erroneously récorded 1,800 1,27.700
Cr. balance as per Cash Book 4,25,630

Q.16 From the following information prepare.a Bank Reconciliation state-
inent as on 31st March, 2022 for A Ltd.

‘
Bank overdraft as per cash book as 31st March, 2022 15,50,750

Cheques deposited on 15 February, 2022 credited 5th

. Chosume & th on 12,50,000

| 2 [ Tnterest debited by bank 55 31st March, 2022 1,75,500
CB:;"’ Issued before 31st March, 2022 but not yet pres- 7,75,000

en| el

1,50,000
12,75,000
9,45,000

|4 | On 10th Mareh 2022 bank credited to A Ltd,

n Draft deposited In bank but not credited till 31

Bills for collection credited by bank but no
Mmpany

in error
st March, 2022

by the co,
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Bank charges charged l”y’ bank not ehtered’l;'t Cash Book l 2v3,5y°“°J
n Transportsubsidy received from the State Government directly ‘ 17,50,000

by the bank not advised to the company =~ -

| [ June 2023, 5 Marks]
In the Books of A Ltd.

Solution :
Bank Reconciliation Statement as on 31 March, 2022

: ,A/r?‘il'tlc‘ﬂ?fi Amount Amoun;\
c‘r‘ Balance (Over draft) as per Cash book 15,50,750
Add: ' :
i Cheque deposited but not credited upto 31st March, | 12,50,000
2022
ii Interest debited by the Bank 1,75,500
jii. Draft deposited but not credited by Bank 12,75,000
iv. Bank charges not entered in Cash Book . 2.85000( 29.85.500
L 45,36,250
ess:
i Cheque issued but not presented 7,75,000
ii. Bank credited to A Ltd. in error 1,50,000
iii. Bill for collection credited by Bank 9,45,000
iv. Transport subsidy not recorded in cash book 17,50.000 | (36,20,000)
Dr. Balance (Overdraft) as per Pass Book | 9.16,250
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. BILLS OF EXCHANGE

Ans Meanlng of Bills of exchange :
A bill of exchange tlas been defined as:

¢ an ‘instrument in writing
containing an unconditional order
signed by the maker/drawer
directing a certain person (drawee)

to pay a certain sum of money only
to a certain person or to the order of a certain person or to the bearer of

the instrument’. (payee) :
Draft of a Bill of Exchange

00‘000

To, .
Mr.B : Accepted . St'

: ( : i amp
Gokulpeth Slgned B .

Nagpur
Pay ¥ 5000 (Rupees five thousand only) to me or my order, 30 days after the date

of bill, for value received.
15th April 2016
Nagpur

- Signed by ‘A’

& When such an order is accepted by writing on the face of the order itself, it

becomes a valid bill of exchange. .
# A cheque is a bill of exchange but all bill of exchanges are not cheque.

' In above bill of exchange ‘A’ is drawer as well as payee and ‘B’ is drawee

10.1
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BILLS .
10.2 BILLS OF EXCHANGE OF EXCHANGE 10.3
In the books of =
0.2 Meaning of Promissory Note \ l"',h'nb”"’ i
Ans. Meaning of Promissory Note : B () Interest ducto A from B|B's A/c. Dr, e -

A Promissory note is:

Interest A/c Dr.
- To Interest A/c ToA'sAlc
' ‘ - ~Seulement of the dues | B.R. A/c Dr. (Amt. .. As A . -
¢ an instrument in writing, 9% . A SN

(

dues)
& not being a bank note or currency note, ' partly cash and partly CaSb A/c Dr. (Cash To BP. A/c
¢ containing an unconditional undertaking (promisc) } received) . (‘;\d,-lm of new
# signed by the maker (promisor) - ' ) -
. ) . . 1. amount in bill ToB's A/c (to-
* lo( pay n[c_cru\in sum of money only to a certain person or 1o the ordg, pill or [u tal am. dii)(’ 2—:8:5‘?5!)};3;5
of a certain person. R lation of the old bill o1 - - -
. X Entry for cancellation of the old bill giv
Under section 31(2) of the Reserve Bank of India Act a promissory note canng; ¥ ‘I.:cr:ah};ed_ given above is assuming bill was
be made payable to bearer except by RBI &/or Central Government. ) o
’ + Entry for renewal can be passed in any other combination giving same
Draft of a Promissory Note net effect as in above three entries.
To, . .
' of bill S
gy ' IE o f Bill and Notii h'
nd Notin :
Sitabuldi Ans. Noting o . 'a : g charges
Nagpur : o When a bill is dishonoured the holder of the bill (holder can be draw-
aepu er, endorsee or bank) may present it to notary public (A Government
I hereby promise (undertake) to pay you or your order a sum of ¥ 5(?00 (Rupees five appoimed Authority).
thousand only) one month after the date of this note, for value received. . X : . . .

" Y . & Notary public will present the bill to the acceptor of the bill and if he
20th April 2016 ) Signed by B doesn’t pay, the notary public will note the fact of dishonour on the bill.
Nagpur ¢ This (Noting) becomes a final evidence for court cases.

3R al of a bil - @ The charges charged by notary for this service is called noting charges.
9.3 Renewal of g bill ¥ & Noting charges will be paid by the holder of the bill but ultimately it will
Ans. Renewal of a bill : be recovered from the drawee/acceptor (Party which dishonours the

¢ On the due date, if acceptor is unable to pay the amount of bill, then he bill).
can approach the Drawer, for renewal of the bill.

# Renewal means giving further time for the payment of bill. .
¢ For this delay the Drawer will/may collect Interest from acceptor on
the delayed amount [total amount (-) amount if any paid at the time of

& Hence, noting charges will be an expense for the drawee (acceptor) of
the bill & income for the Notary Public. ’

Q.5 Retirement, of bill
renewal] for delayed/extended period. - Ans. Retirement of the bill :
¢ Renewal will involve cancellation of the old bill, accruing the interest ' i
] , : : de before the due date.
and preparing a new bill for balance amount with interest. (Some part ¢ Retirement of the bill means that p‘ayment s made be orel . th
amount may be paid immediately) ¢ Therefore, normally the receiver will allow some rebate/discount to the
* Model Entry for renewal which can be passed in three parts payer. f reb:
= — i i ded net of rebate.
Transaction " [In the books of Drawer  |Tn the booi 7 ¢ Entry for payment/receipt will be recor : .
D4  |Mra) (Mr. B)\ooks of Accepfor, ! # Thus retirement is the opposite of rene\n{a\. In retirement payment is
(@ Cancel theold bill | B's A/c Dr. - |BPA/cDr. } made carly whereas in renewal payment s delayed.
ToBR.A/c : ToA'sA/c
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Model entry for retirement of the bill

[ Tra | In the books of Drawer (Mr.A) | In the books of Acceptor (Mr. B)
Bill retired Cash/Bank A/c Dr. 950 B.P.A/c Dr. [ 1000
Rebate A/c Dr. 50 To Cash/ Bank A/c
- ToBR. A/c 1000 |  To Rebate A/c
Q.6 Accommodation Bill

Ans. Accommodation Bill:
Accommodation bill is the bill drawn for financial accommodati_on (help) o¢
one or both the parties. Thus it is not backed by any trade transactions. Partjeg
involved will be related to each other. Either one bill may be drawn or both
may draw bill on each other. Such bills are discounted, proceeds are used &
on maturity amount is returned to Bank. i
Alternatively both parties may draw bill on each other & get them discounteq
respectively.
Meaning & Purpose of Accommodation Bill
# Bills of exchange are usually drawn to facilitate trade transactions, that
is, bills are meant to finance actual purchase and sale of goods.
# But the mechanism of bill can be utilized to raise finance also.
¢ Therefore, an accommodation bill is one which is drawn, accepted or
endorsed for the purpose of arranging financial accommodation for one
or more interested parties.
¢ Itis not a genuine trade bill.
¢ Suppose A needs finance for three months. In that case he may persuade
his friend B to accept his bill. The bill of exchange may then be taken by
A to his bank and discounted there. Thus, A will be able to make use of
funds. When the three months period draws to a close A will send the
requisite amount to B and B will meet the bill. Thus, A is able to raise
money for his use.

¢ IfbothAand Bneed money, the same device can be used. Either Aaccepts
abill of exchange or B does. In either case, the bill will be discounted with
the bank and the proceeds divided between the two parties according
to their needs. The proportionate discount will also be transferred. On
the due date the acceptor will receive from the other party of his share.
The bill will then be met. .

¢ When bills are used for such a purpose, these are known as accommo-
dation bills. If bill is dishonoured the first party (i.e. drawer) will have to
pay to the Bank.

. Enlnes.are passed in the books of two parties exactly in the same way as
for ordlpary bills. The only additional entry to be passed is for sending
the remittance to the other party and also for debiting the other party
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DIFFERENCES AT

W and Pmmlﬂ%%Note v'@‘é\% :
o's pistinction between a Bill of Exchange & a Promi v Note
Ans: nt points of comparison, are:

orta ) . .
ImP. A promissory note needsnoacceptance asrequired for abill of exchange,

as the debtor himself writes the document promising to pay the stated
amount. :

o Incaseof bill of exchange, thie drawer and the payee may be the same

erson but in case of a promissory note, the maker and the payee cannot
.be the same person. ‘

o In case of bill of exchange the drawee and payee cannot be same. But
if such situation arises, due to subsequent endorsements ther‘\ bill will
get cancelled. Similarly promissory note will get cancelled if due to
endorsement maker/promisor and promisee becomes same, because
person liable to pay and person entitled to receive both are same.

+ Botharenegotiableinstruments, and can be transferred by endorsement.

# For accounting purposes both will be treated alike & both will be clas-
sified as bills payable & bills receivable.

TRUEORFALSE :
0.1 Salary paid to Ram will be debited to Ram'’s Personal account.
Ans. False: Because salary paid to Ram will be debited to Salaries account as
an expense of the business.
Q.2 A promissory note can be made payable to the bearer.
Ans. False: A promissory note cannot be made payable to the bearer. It is
payable to or to the order of a certain person.
Q.3 No cancellation entry is required when a bill is renewed.
Ans. False: When the bill is renewed, entries are passed for cancellation of the
old bill and for recording of the new bill.
Q.4 At the time of Renewal of a bill, Interest account is debited in the books
of a drawee. .
Ans. True: At the time of Renewal of a bill, interest account is debited in the
books of a drawee as it represents an expense for him. .
Q.5 A bill given to a creditor is called bills payable.
Ans. True: A bill given to a creditor is called Bills Payable.
0.6 A has drawn a bill on B. B accepts the same and endorses the bill to C.
Ans. False: B cannot endorse the bill to C because he is a drawee. Only A, the
drawer can do it
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Q.7 Refusal by the acceptor to make payment of the bill on the maturity dage ﬁﬁ%#‘% :(.)r-,,
Is called Retirement of the bill. _ : T fbank T recon | e |
Ans. False: Refusal by the acceptor to make payment of the l?ill_on the m;ituﬁt ers Oﬁ;?m+ nm-u:g <
date is called dishonour of the bill. Early payment of the bill is known ag Y 2 parges
Retirement of the bill. /WWC\MT Interest A/c
Q.8 Promissory Note requires acceptance. TolInt. A/c ToCA/c
Ans. False: Promissory note does not require acceptance, only bills receivab]e S ‘sen]er;:egl . ;Tanly Cash/Bank A/c Dr. | 200 |
require acceptance. . ‘ ";‘yngﬂ bl | BR.A/C Dr.| 415 ToBP.A/c
Q.9 Cancelling.old bill and drawing new bill is called renewal .of bill. ToBA/c 615 To Cash A/c 200
Ans. True: When the acceptor of a bill fails to pay on the due date, a ney (79 |Second lzhill dishtfi’:- BA/c Dr.| 420 | B.P.A/c Dr.| 415
bill maa)l' bfe dg?;lwn on him after cancellation of the old bill. This is known g S}‘::ges Paid'{,‘; '&| ToBR A/c 15 I;];,ﬁng charges 5 5
renewal of a bull. c T.
Q.10 Discount at the time of retirement of a bill is a gain for the drawee, | TocashA/e | 5 ToCA/c 420

 months to C forZ.600 on May 1, 2016.
at 6 per cent per annum. On the due
aying X 10 as noting charges. C agrees
ting charges and interest) and another
nths. On the due date B approaches C again
L for a further period of 3 months. C agrees to

Ans. True: Discount at the time of retirement of a bill is a gain for the drawee,

Q.11 In case of bill of exchange, the drawer and the payee may not be the same
person but in case of a promissory note, the maker and the payee may be the
same person. s [Nov. 2019, 2 Marks)

Ans, False: In case of a promissory note, maker is the pérson who is absolutely

"i,ahb'?sm '] zhte amount ment‘O“ed t[h‘;{”}fm ‘gh;reas the payee is the person ; t, provided B pays 20 as interest in cash. This last bill is paid on
0 is entitled to receive the payment. Thus both can never be same. : Draft journal ent the books of Band C.
Q.12 The specific due date excludes the addition of grace days to arrive at the N ; — - -
due date. . [June 2022, 2 Marks] Solutign : _ ‘ ’
Ans. True: The specific due date excludes the addition of grace days to arrive Date Tvansaction | JoumalofC  |Dr.|Cr| ' JowmaloFB' [Dr.[Cr.
at the due date. 1.5 |Promissory note |B.R.A/c Dr. | 600 CA/c Dr. | 600
. |givenbyBto C .
PRA S5 ik ‘ : ToBA/c 600 ToB.P.A/c 600
CTICAL QUESTIONS D W Discounted with | Bank A/c Dr. | 591 No entry
¥ o Bank
Q.1 B owes C a sum of ¥ 600. On 1st April, 2016 he gives promissory note DiscountA/c ~ Dr.| 9
for the amount for 3 months to C who gets it di d with his bankers for ToBR.A/c 600
¥ 590. On the due date the bill is dishonoured the bank paying ¥ 5 as noting Dishonour . and l ‘ ‘ \ \
charges. B then pays ¥ 200 in cash and pts a bill of exchange drawn on: Renewal
him for the balance together with 10 as interest, This bill of exchanges is for 48 |Bill gets dishon-’
2 months and on the due date the bill is again dishonoured, C paying % 5 for oured (?a"k o |BA/e Dr. | 610 B.PA/c Dr. 1600
3 L N covers ° ' g
noting charges. Draft the journal entries to be passed in the books of B and C. includingror[:)[ing To Bank A/c 610 Noﬂ_;\g (C:h:ges A/c Dr. | 10 610
Solution : charges) Interest ° ¢
due (out of 25, 10
is noting charges
note & balance is in- BA/c ' Dr. | 15 Interest A/c Dr. | 15
givenby Bto C : :f,‘:ls:)by ins‘?:el; TolInt. A/c " | 15] ToCA/c :
i -10=15)
ToBA/c amt. in cash & (251 Dr. | 625
Bl balance by bill. |BR.A/c Dr. | 400 CA/le T
with bary Sc0unted | Bank/cash A/c Dr. 4 ok e Dr. | 225 ToB.P.A/c 400
Discount A/c Dr. ToBA/c 625 To Cash A/c 225
S
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Dr. | Cr. Journal of B

Journal of C |
Renewal of Bill [ |
() Cancellation
of Bill

. B.P.A/c

B
ToB.R.A/c ToC

(i7) Lnterest due
Interest A/c

B Dr. [ 20
20/ ToC

To Interest A/c

(iif) Settlement
BR A/c 400 c
CashA/c - | 20

ToB

ToB.P.A/c
420| ToCashA/c

On due date
. | Bill Honoured CashA/c

To Cash A/c

. [ 400 ' B.P.A/c
ToBR.A/c

0.3 Mr. David draws two bills of exchange on 1-1-2016 for 36,000 andZ10,000.
The bills of exchange for 76,000 is for two months while the bill of exchange
for 210,000 is for three months. These bills are d by Mr. Th On
4-3-2016 Mr. Thomas requests Mr. David to renew. the first bill with interest
at 18% p.a. for a period of two months. Mr. David agrees to this proposal. On.
20-3-2016 Mr. Thomas retires the acceptance for 710,000, the interest rebate
ie. discount being 7100. Before the due date of the renewed bill, Mr. Thomas

becomes insolvent and only 50 paise in a rupee could be recovered from his

estate. You are to give the journal entries in the bookg of Mr. David.

Solution:

Solution:

BILLS OF EXCHANGE

BP.A/c

ToDavidA/c
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d at 15 per cent,

ed forafurther period of 3 months,

e renewed for 3 months on the

| bpalance to carry interest at 12 per cent.

(d) D_‘])u'tt‘s promissory note for ¥ 700 which we had endorsed in favour
of P. Mukherjee dishonoured. P. Mukherjee paid X 10 as noting charges.
We pay P. Mukherjee by cheque and accept from D. Dutt another bill

for the amount due plus interest ¥ 15.

‘ Our promissory note for ¥ 500 in favour of A. Alam returned unpaid

- pay by cheque. ,
(f). Our promissory note for¥ 5
" Tanna’s acceptance of ¥ 500.

© due to lack of instructions to the bank. A. Alam claim ¥ 510 which we

00 in favour of Patel settied by sending him

Books of J. Jaggi

[ Ipr_Jer |

Transaction | Books of David "Books of Thomas

[1.12016 I [T ]
Dr. | 16,000

Bills Drawn BR.A/c Dr.| 6,000 David A/c
BR A/c Dr. 10,000 ToBP.A/c
To Thomas' A/c 16,000 ToB.P.A/c

Transaction

B.P.A/c
To Rebate
To Cash/Bank A/c

(a) Ouyr'B.P. retired

Dr. | 5,000

Rznc'wal of 1stbill, | Thomas A/c Dr.| 6,000 BP.A/c -Dr.
oldbill cancelled | 1oBR A/c 6,000|  ToDavid's A/c

K. Kaku's A/c

(b) Renewal of our B.R.
ToBR.A/c

0ld bill (cancelled)

Interest due Thomas’ A/c Dr.| 180 Int. A/c Dr.
Tolnt A/c 180 ToDavidA/c

w;Sc‘ljdtmen'x bynet|BR.A/c Dr.| 6,180 David A/c Dr.
(3rd bill) To Thomas A/c 6,180| . ToBP.A/c

2032016

Rebate A/c Dr.[ 100 To Cash/
Bank A/c

To Rebate A/c

:’lue]timmcnloﬂnd Cash/Bank A/c Dr. 9,9001 BPA/c  Dr.

ToBR Alc | 10,000

K. Kaku's A/c
To Int. A/c

Interest due

Settlement by new bill BR.A/c .
To K. Kaku's A/c

(c) Renewal of our B.P. B.P.A/c
Old bill cancelled To P. Swamy A/c

Part cash payment P. Swamy A/c
To Cash/Bank A/c
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[ [ T i [ o Jen
Interest due Int. A/c Dr. 18 1
To P. Swamy A/c 18
Dr.| 618 J
2nd bill accepted for balance |P. Swamy A/c 1
amount ToBP.A/c 618 |
" Dr.| 710 1
(d) B.R. which was endorsed | D. Dutt's A/c |
renewed To Mukherjee’s A/c 710
Old-bill cancelled
We pay Mukherjee Mukherjee's A/c Dr.[ 710 l
To Bank A/c 710 ‘1
I ]
Interest due D. Dutt's A/c Dr. 15 :
ToInt. A/c Fi
2nd bill drawn on Dutta BR.A/c Dr.| 725
To D. Dutt’s A/c 725
(e) B. P. dishonoured BP.A/c Dr.| 500
To A. Alam A/c 500
Bank charges due Bank charges A/c Dr. 10 I
ToA.Alam A/c 10
A’ Alam A/c Dr.| 510 ’
ToBank A/c 510
(/) B. P. settled by giving B.R. |BP. A/c Dr.| 500
" To Bill Receivable A/c, 500

Q.5 X draws on Y a bill of exchange for % 1500 on 1st April, 2015 for 3 months.
Y accepts the bill and send it to X who gets it discounted for ¥ 1470. X imme-
diately remitsT 490 to Y. On the due date, X, being unable to remit the amount
due, accepts a bill for T 2100 for three months which is discounted by Y for
T 2055. Y sends % 370 to X. Before the maturity of the bill X becomes bank-
rupt his estate paying fifty paise in the rupee. Give the journal entries in the
books of X and Y. Also show X’s account in Y's books.

Solution :
Date | Tra - _|Journal of X Dr. |Cr. |Journal of Y Dr. |Cr.
L4 |Xdrawson Ya|BR A/c Dr. [ 1500 XAlc Dr. [ 1500
bill of exchange ToYA/e 1500 ToBP A/c 1500
Bill was dis-| Bank/Cash A/c Dr.| 1470 No entry
counted with Disc o
ountA/c  (Dr. 30

ToBRA/c 1500
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Transaction M q oS
@ Remittance }ay YA/c Dl 500
[x to Y nal:l; To Cash A/c
proportio »
.| discount A?c iscount .
| —— L
F—=""T2nd bill drawn|Y A/c DT, 2100
4.7 by Y.on X To BP A/c
b e | L
—"TSecond bill dis- [ No entry —
counted

Discount A/c
ToBR.A/c

|
F—"]7st bill is hon-|No entry
oured from the
proceeds of 2nd

bill e —
—TRemittance to X | Cash A/c Dr.| 370
by Y DiscountA/c |Dr.| 39 To Cash A/c

* Dis = 45/2055
X 1370 =30

ToYA/c 400

To discount

770 |Second bill dis-|BP A/c , Dr. [ 2100 XA/c

hanouredb affk Y Tovase 2100|  To Cash/

pays the " |Bank A/c
—TFinal YA/c Dr. | 1400 Cash/Bank A/c |Dr.| 700

Settlement To Cash/ 700 |Bad debts A/c | Br.| 700

Bank A/e ToX Alc 1400
Todeficiency
/c

*Out of the proceeds of 2nd bill ¥ 370 is used for X ® 1000 for honouring 1st
bill which X’ could not contribute & further 2370 remitted to him) hence pro-
portionate discount debited to him.

Q.6 On 1st July, 2015 G drew a bill for Z 80,000 for 3 months on H for mutual
accommodation. He accepted the bill of exchange.

G had purchased goods worth ¥ 81,000 from J on the same date. G endorsed
H's acceptance to J in full settlement. k

On Ist September, 2015 J purchased goods worth 90,000 from H. J endorsed

the bill of exchange received from G to H and paid ¥ 9,000 in full settlement

of the amount due to H. )

On Ist October, 2015 H purchased goods worth % 1,00,000 from G. He paid
€ amount due to G by cheque. Give the necessary Journal Entries in the

books of H and prepare necessary accounts in the books of H, G & J.

leulion : Journal Entries

Books of H Books of G

Books of J
172015[ G A /e Dr.| 80000 BR.A/c  Dr.| 80000
ToBP A/c 80000 B ToHA/c 30000




To G’s Alc 80,000 |1.9.2015 |ByH'sA/c
80,000
H'sA/c

10.12 BILLS OF EXCHANGE
TR TBooksolG | [T
[I%m )]_mdn !] ,GA/c Dr.| 81000 Furchase Du.| 61000 Q
Sale A/ 81000 ToJAlc 8100
;ju;c “Dreow] ' |iA Dr|siono]
Discount . Dr. 1000 ToBR.A/c 8100
c 000 | To Dis-
ToGA/ o cgunllsA/c 1000
Tl 90000 Purchase  Dr. | 90000 - 7
: Alc
, .
D.,C Sale 90000 ToHA/c 0000 L
B.P.A/c_ Dr.| 80000 HA/c  Dr.| 90000 —
BankA/c Dr.| 9000
ToBR.
Alc 80000
Discount Dr.[ 1000
Alc To Bank
Alc. 9000
To J Alc 90000| To Dis- 1000
(Our BP.is count A/c
endorsed
in our fa-
vourheqce
cancelled) '
110, [PurduseA/c Dr. [100000 — HA/c. Dr.|100000
ToGA/c 100000 To Sale A/c 100000
L10. [G.A/c  Dr.| 20000 — Bank A/c  Dr.| 20000
I To Bank 20000 ToHA/c 20000
Alc |
IN THE BOOKS OF ‘H’
G'sA/c
1.7.2015 |ToB.P.A/c 80,000 |(1.102015 |By Purchases A/c | 1,00,000
9.102015 |To Cash/Bank A/c | 20,000
.| 1,00,000 1,00,000
B.P.A/c
192015 [ToJ's A/c 80,000 [1.7.2015 [By G A/c 80,000
80,000
TsA/e
19.2015 [To Sales A/ —
N ByBPA/c 80,000
ByBank/CashA/c | 9,000
By Discount A/c 1000

90,000
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IN THE BOOKS OF ]
G'sA/c
81,000

BRA/c

To Sales A/c

172015 |ByB R A/c
By Discount A/c

80,000
80,000

90,000

80,000-
9,000

015 |ToBR.A/c 192015 | By Purchases A/c

To Cash/Bank A/c

To Discount A/c 1,000
IN THE BOOKS OF G
H'sA/c

1102015 |To Sales A/c 1,00,000 {1.7.2015 |ByB.R.A/c
1.102015 |By Cash/Bank
Alc
1,00,000 1,00,000
B.R.A/c
17.2015 |ToH' A/c 80,000 [1.7.2015 |ByJsA/c 80,000
_ 80,000 ’ 80,000
JA/c

17.2015 |ToBRA/c 172015 |ByPurchasesA/c | 81,000

To Discount A/c

\ v ‘ 81,000

Q.70n 1stJ anuary 2018, Akshay draws two bills of exchange for ¥ 16,000
and ¥ 25,000. The bill of exchange for % 16,000 is for two months while the
bill of exchange for 25,000 is for.three months. These bills are accepted by
Vishal, On 4th March, 2018, Vishal requests Akshay to renew the first bl}l
‘with interest @ 15% p.a. for a period of two months. Akshay agreed to this
Proposal. On 25th March, 2018, Vishal retires the acceptance for X 25,000, the
interest rebate i.e, discount being ¥ 250. Before the due date of the renewed
, Vishal becomes insolvent and only 50 paisa in a rupee could be recovered
his estate. 7

' i tions) in the books of Akshay.
the Joumal Entries (with narrations) B & Mk
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Solution : In the Books of Akshay ' golutio In the books of Suresh
. Journal Entries | ' Journal Entries
Date | Particul LR B A Particulars |
2018
fan. 1 B.iﬂ ::ecefval}::e :;C (;])) g: ;:ggg Bills receivable A/c - Dr.\
> Toe\jiesl}\;:l e 41,009 To Anup's A/c
(Being two bills accepted by Vishal of 2 months & 3 Being_accommodalion bill drawn on Anup of
months, respectively) | Z 15,000)
Mar.4 | Vishal Dr. 16,000 1 Bank A/c Dr.
To Bill Receivable A/c (I) 16,000 Discounting Charges A/c Dr.
ﬁ?ﬁfp’fﬁ E:chi?lee‘;;‘bk oF¥ 16000, dieum In ko &5 To Bills Receivable A/c
Vishal Dr. 400 (Being bill discounted with bank)
To Interest A/c (16000 X 15% X 2/12) 400 Anup’s A/c Dr.

To Bank A/c
To Discounting Charges A/c
(Being 1/3rd amount remitted to him)

(Being interest receivable from Vishal on the outstanding ‘
balance due from him)
Bill Receivable A/c (IIT) Dr. .
To Vishal 16,400
(Being new bill of ¥ 16,400 accepted by Vishal for a period |

16,400

Anup’s A/c Dr.

of 2 months ) ‘ To Bills payable A/c
ar. 25 | Cash A/c Dr. & 750 (Being bill accepted in favour of Anup for
Re?'éiﬁf Receivable A/ > & 25,000 3 montis) -
o ecel 3
(Being payment r]e‘;aleiVZd a(r:ugnr)ebale allowed to Vishal) o Bank A/c Dr.
Discounting Charges A/c" Dr.

To Anup's A/c
(Being IMrd bill of ¥ 16,400 dishonoured on account of (Being amount received with discount charges
Vishal's insolvency) from Anup)
;;thfls e gr' 8,200 21 0ct | Bills payable A/c
" 82200 To Anup’s A/c

To Vishal 16,400 ) ' d i N
(Being 50 paisa in a rupee recovered from Vishal's estate) (Bemg bills payable accepted earlier, no
dishonoured)

{
17,500

ﬂ
Vishal Dr. 16,400
To Bills Receivable A/c (III) 16,400

! 1 3 Anup's A/c®

Q.8 Suresh draws a bill for ¥ 15,000 on Anup on 15th April, 2020 for 3 months, 6,562.50

which Anup returns to Suresh after accepting the same. Suresh it di To Bark A/c
; gets it dis- o ban

:::l:le(: :vllll; the bank for ¥ 14,700 on 18th April, 2020 and remits one-third | To Deficiency A/c ot
g :l'lbutohenaucl:e 1(;)1: ;hbeﬂtli:; ;h;t; ;;:)r;sh ;ails to remit the amount due to (Being amount paid as full and final settlement)

) p or 3 months, which An t N
{:;lrl?slllgobaﬂd remits 2,825 to Suresh. Before the maturity ofutrledxi‘:flz:l; Working Note:

ures. i i © ¢ .
31st Oclobe:;‘:)?(? insolvent and only 50% was realized from his estate on 1. Share of Suresh in discounting charges of Second Bill
Pass necessary J ‘
by ary Journal entries for the above transactions in the books of =400 Lm—ol(;{r()gﬂ) =% am

[Nov. 2020, 10 Marks]
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2. Anup’s A/c Particulars
[Date | ST, [t [ Date | Particulars T tor col i £
- " i t for colle
18 April | To Bank A/c 4,900 | 15 April | ByBillsReceivableA/c | 15,095 Bl“STS cr]‘3/l: No: 1 ;/mn -
. . Bank A/c ? < ¢
Zgalgi; ounting 100 [ 18 July | By Ban 2825 To B/R No.2 A/lc
18 July | To Bills Payable A/c 17,500 By Discounting charges 300 (B‘l:lmgl bot)h Bills sent to bank for
) . : A collection
310ct | To Bank A/c 6,562.50 | 21 Oct | By Bills Payable A/c | 17,50, Bank A/c
To Deficiency A/c 6,562.50 To Bills sent for collection A/c

LT [ 3s.625] | 35,625

Q.9 On 12th May, 2020 A sold goods to B for ¥ 36,470 and drew upon the
later two bills one for Z 16,470 at one month and the other for ¥ 20,000 5
three months. B accepted both the bills.
On 5th June, 2020 A sent both the bills to his banker for collection on lhe
due dates. The first bill was duly met. But due to some temporary financia]
difficulties, B failed to honour the second bill on the due date and the bank
had to pay ¥ 20 as noting charges. 1
However, on 16th August, 2020 it was agreed between A and B that B would
immediately pay ¥ 8,020 in cash and accept a new bill at 3 months for ¥ 12,48¢
which included interest for postponement of the part payment of the dishon.
oured bill. A immediately sent new acceptance to its bank for collection on’
the due date. On 1st October, 2020 B approached A offerlng 212 240 for
retirement of his acceptance. A accepted the request.

You are required to pass journal entries of all the above transactlons in the

(Being the First bill sent for cullecuon
earlier, now collected)

B's Alc . Dr.
To Bills sent for collection A/c
To Bank A/c

(Being the Second bill dishonoured by B &
noting chargcs incurred % 20)

BsAlc ‘ Dr.
To Interest A/c (1)

(Being interest charged from him)

CashA/c - Dr.
ToB'sAlc

(Being part payment received from B)

B/RNo.3A/c Dr.

books of A. . [Dec. 2021, 10 Marks] ToB'sAlc
Solution : (Being new bill accepted by B including
interest)
In the books of A Bills sent for Collection A/c Dr.
Journal Entries To B/RNo.3A/c
{ 2%'2‘; / Particulars o ’! LF. l Amolint | Amount (Being bill sent to bark for collection)
: C D) (Cr)? 1 Oct ank A/c Dr. 12,240
12May |B'sA/c Dr. 36,470 ‘ Rebate A/c Dr. 240
To Sales A
e 0 Sa ZS /c A 36,470 To Bill sent for collection A/c
eing goods sold to B on credit) (Being early payment made by B before

B/R No.l1 A/e Dr. 16,470 due date)

B/R No. 2 A/c Dr. 20,000 1. Interest = Cash % 8,020 + B/R % 12,480
ToB'sA/c 36,470 =%20,500 - Amount due ¥ 20,020

(Being 2 bills receivables received of 1 =3 480

month & 3 month respectively from him)

00 on 1st April, 2022 for 3
gets it discounted from his

Q.10 T draws on J a bill of exchange for  1,80,0
months. J accepts the bill and sends it to T, who




10.18 BILLS OF EXCHANGE
banker for ¥ 1,72,800. T immediately remits ¥ 57,600 to J. On the due date,
being unable to remit the amount due, accepts a bill for X 2,52,000 for th"eé
months, which is discounted by J from his banker for ¥ 2,40,660. J se, &
T 40,440 to T. Before the maturity of the bill, T becomes bankrupt anq his
estate paying fifty paisa in a rupee.

Give the journal entries in the books of T and J. [Dec. 2022, 15 Mal'ks]

Solution :
In the books of T

Journal Entries

Date Particulars LE. | Amount | Amounp
/;zl @)% | (e
1 April [ B/R A/c Dr. 1,80,000
ToJA/c 1,80,000
(Being bill on exchange drawn on J )
Bank A/c Dr. 1,72,800
Discounting charges A/c Dr. 7,200
ToB/R A/c 1,80,000
(Being Bill discounted with the Bank)
JA/c ) Dr. 60,000
To Bank A/c

To Discounting charges A/c

(Beingamount remitted to Jalong with his share
of discounting charges)

4July [JTA/c
ToB/PA/c

(Being bill accepted due to non payment of
earlier bill) .

Bank A/c

Discounting charges A/c
ToJA/c

(Being amount received from J)

B/PA/c

ToJA/c

(Being bill dishonoured due to bankruptcy)

Dr.

2,52,000

40,440
7,560

2,52,000
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(Dr.) ¥

To Bank A/c
To Deficiency A/c

eing the amount due to J disc|
ment of 50 paise in a rupee) .

harged by pay-

1,68,000
84,000
84,000

In the books of §
Journal Entries

1 april | TA/C . Dr.
ToB/PA/c

(Being bill accepted and sent to T )

1,380,000

1,80,000

Dr.
Dr.

| Bank A/c
Discounting charges A/c
ToTA/c

| (Being amount received from T on account of
the bills receivable ) .

57,600
2,400
60,000

B/RA/c
ToTA/c
(Being bill accepted by T?)

4 July Dr.

2,52,000
2,52,000

Bank A/c

Discounting charges A/c
ToB/RA/c

(Being bill discounted with the bank)

Dr.

2,40,660
11,340
2,52,000

4July |B/PA/c
. ToBank A/c

(Being B/P honoured on maturity date )

Dr.

1,80,000
1,80,000

TA/c
To Bank A/c
To Discounting charges A/c

Dr.

(Being amount sent to T along with his share of
discounting charges)

48,000

40,440
7,560

70ct |TA/c Dr.
To Bank A/c

L | (Being bill dishonoured due to T's bankruptcy)

2,52,000
2,52,000
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. . . o : ;
Mg it [t mterest Alc \ B .  n
22 To Balu A/c .
2022 ! ' \
Ba 2 (Being interest due to him)
Bank A/c .
D —"|BaluA/c 5
Bad Debts A/c T. | K T.
ToTA/ 1 To Bills Payable A/c
o c . '
(Being 50% amount received from T & balance (Being new bmﬂéccepted tq him)
being written off as bad debts) ‘ @ Gopal Alc o~
Working Note:- ! . . To Mohan A/c i
In the Books of J | (Being Gopal's acceptance endorsed t6 Mohan

earlier, now dishonoured)

| Mohan A/c Dr. 4,550
| ! To Bank A/c : SN

TA/c . | L —

ByBankA/c - . © 57,600

ToB/PA/c 1,80,000 } (Being payment made to Mohan)

To Bank A/c . 40,440 | By Discounting charges A/c 2,400| | W Cash A/c e 2475

To Discounting charges A/c 7,560 | By B/R A/c 2,52,000] | Discount A/c Dr. 235

To Bank A/c N 2,52,000 | By Bank' A/c 84,000 £ . ' ToB/RA/c R :

’ By Bad debts A/c 84,000 ‘ (Bemg payment received from Doshi, allowed him
- Total | 4,80,000 , Total| 480000 | L discount) :

| (iv) |Bills Payable A/c Dr. 6,500
| . To Bills Receivable A/c '

| (Being bills payable from Ashok endorsed to Prem,
in settlement of bills payable issued to him earlier) |

Solution : In the books of Karthik

Journal Entries
Bills Payable'A/c . &
ToBaluA/c 3500 |-
(Befng old bills payable dishonoured) ' |
= |
udfe. Dr. 1,500 f
To Cash A/c ' 1,500
(Being part payment made) __’_J

—
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'DESCRIPTIVE QUESTIONS

Q.1 What are the types ofe trialbalance?

Ans. Classification of Errors (types of errors) and its effect on agreement of
Trial Balance :

1. Errors of Principle: '
¢ That means there is error in applying some accounting principle.

¢ Such errors will not affect the agreement of trial balance i.e. these are
double sided error. :

Ex. Treating a revenue expense as capital expenditure or vice versa or ‘the
recording of sale of a fixed asset as ordmary sale.

2. Clerical Errors: ‘ _ :

¢ These are the errors committed in applying the accounting procedure.

¢ Such errors may or may not affect the agreement of trial balance.
These can be further classified as follows:

(a) Errors of Omission: | :
(9 Omitting. an entry completely from the subsidjary book. Full
omission hence Trial Balance will agree.
- Ex.: Sale of 5,000 to A on 30.3.16 is not recorded.

(i) Omitting to post the ledger account from the subsidiary books.
Partial omission hence Trial Balance will not agree.

Ex.: A sale entry of ¥ 10,000 not posted to A’s A/c.
(b) Errors of Commission:
(1) Writing wrong amount in the Sub51d1ary book. Trial Balance will
agree.
Ex. : A purchase of ¥ 5,000 from X' is entered in purchase book
as ¥ 500

11.1




11.2 RECTIFICATION OF ERRORS

"(ii) Posting the wrong account in the ledger. Trial Balance will agre,

1

Ex.: From Sales book A’s account is debitec} by ¥ 8000 insteaq of |

B's account.
(if)) Wrong casting of subsidiary books. .

Ex.: Total of Bills Receivable book is taken as ¥ 1,05,000 insteay

of ¥ 1,00,500
(iv) Posting the wrong amount in the ledger.

Ex.: From Sales Return book A’s account is credited by ¥ 8,000
y instead of ¥ 8,800 :

(v) Posting an amount on the wrong side of an account.
Ex.: From Sales Book L's account is credited

(vi) Wrong balancing of an account.

Ex.: Balance of Furniture account is taken as ¥ 7,000 instead of
% 3,000

Note: In case of errors described in (iii) to (vi) above, Trial Balanc,
will not agree.

(c) Compensating Errors: -

Two or more mistakes which compensate the effect of each other on
trial balance & hence Trial Balance will agree.

Ex.: Excess debit Z 1,000 to Furniture A/c & Excess credit of ¥ 1,000 to
Sales A/c.

|SHORT NOTES
Q.1 Suspense Account
Ans. Suspense Account : .

¢ When trial balance does not tally, the difference is put to an account
named as Suspense A/c. Difference is: .

m debited (if debit side of trial balance is short) or )
m credited (if credit side of trial balance is short) to Suspense A/c
o Thus with the help of suspense A/c trial balance is artificially tallied.

& While passing rectification entry for one sided errors, the one effect Dr.
or Cr. will go into the A/c in which mistake is committed & the other
effect will be given to Suspense A/c.

@ When all such one sided errors are rectified the Suspense A/c wil
become Nil ’

# While rectifying double sided errors, suspense account will not get
affected.

Page 63 of 275

RECTIFICATION OF ERRORS

fRUE OR FALSE . l. i) Al T ’
! ing errors in subsequ

ll' ge‘:;lf}{at period. Auent accounting period always affect the profit
0! .

. Rectifying errorsin sub )
s. False ! A Sequent account; p i
g:nd & Real Accounts will not affect the profit of t}:itg ::I‘_;';’g related to Per:

rors of principleinvolves an incorrect .
be'tz“l,;:en capital and revenue, ectallocation of expenditure or receipt
s. True: Re‘cor.d'mg the transaction in an incorrect fundamental manner is
an GITOT of principle.
0.3 Wrong casting of subsidiary books does not affect the trial balance.

Ans. False: Wrong casting of subsidiary books affects the trial balance because
wrong total will be posted to its account and then to the trial balance.

0.4 If the amount is posted in the wrong account or it is written on the wrong
side of an account, it is called an error of commission.

or

Ans, True: Error of commission is an error on account of wrong posting, wrong
balancing, wrong carry forward, wrong totalling etc.

0.5 Under or over-casting of a subsidiary book is an ple of error of com-
mission. [Yune 2023, 2 Marks]
Ans. True: Error of commission is an error on account of wrong posting, wrong
balancing, wrong carry forward, wrong totalling etc.

0.6 Any type of error affects the agr of trial bal

Ans. False: Every error does not affect the agreement of trial balance because
Errors of Principle, Compensating errors etc. do not affect the agreement of
trial balance. )

Q.7 Purchase of office furniture has been debited to general exp t
It is a compensating error.

Ans. False: It is an error of principle because here an item of capital nature is
treated as an item of revenue nature. '

Q.8 Errors of complete omission will be located, if trial bal is prepared.

Ans. False: Errors of Complete omission cannot be located because both debit
and credit aspects of an entry are not recorded and hence it will not affect
trial balance.

Q.9 Errors of principle will affect trial balance.

Ans. False: Errors of principle will not affect trial balance because both the
aspects (debit & credit) of a transaction are recorded with correct figures.

Q.10 Error of carry-forward of totals of purchase journal affects two accounts.

Ans, False: It will affect one account i.e. purchases account so it will affect the
total of trial balance. l
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cel out, the errors will be calle d
rs and the trial balance will disagree. [May 2018, 2 Mal‘ks]
mmitted cancelout, the errors will be calleq
balance will agree.

Q.11 If the effect of errors committed can

compensating erro!
effect of errors cO!
compensating €rrors and '-:b;n u::J'wrong account or it is written on the w

e xa
s?&lezo?:hh: ::zz:nn:,lfll::scl:ﬂed error of principle- [May 2019, 2 Mar]:s]
Ans. False: Amount posted in the wrong account or on the wrong side of the
account is an V

error of commission. -
Q.13 Purchase of office furniture & fixtures of T 2,500 has been debited

Account. It is an error of omission. [Nov: 2020, 2 Mal‘ks]

General Expense

Ans. False: It is an error of Principle.

Q.14 If the errors are detected after preparing‘trial balance, then all the errorg
[June 2022, 2 Marks]

are rectified through suspense account.
Ans. False: If the errors aré deducted after preparing trial balance, then ]|
the errors are not rectified through suspense account. Generally double sideq
errors are rectified without using suspense account.
Q.15 If the errors are detected after preparing trial balance, then all the errors
are rectified through suspense account. [Dec. 2022, 2 Marks]
Ans. False: If the errors are detected after preparing trial balance, then all the
not rectified through suspense account. There may be errors of

errors are
d without opening a suspense account.

principle, which can be rectifie
PRACTICAL QUESTIONS .
tionsfor the year ended 31.03.2016.

0.1 Ganesh drewa Trial Balance of his operations are;
There was a difference in the Trial Balance which he closed with a Suspense
Account. On a scrutiny by the Auditors, the following errors were found:

(/) Purchases day book for the month of April, was undercast by % 1000
(i) Sales day book of October, was overcast by 2 10000
(#ii) A furniture purchased for ¥ 8,100 was entered in the Furniture As

, as T 810. [ g

' (iv) Abill for 2 lll,dw drawn by Ganesh was not ent,eiéd in the
ceivable Book. ~ : .
) ﬁo ml::chinery purchased for T 10,000 was entered in the purch
ok. v :
Pass necessary Journal Entries to rectify the same and ascertain the di‘r‘f'er'en‘ee
pect

in the Trial Balance that was shown under the Suspense Account in res
of the above items. : |
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I [purchas® Alc Dr
b toParty Alc
= Tparty A€ br:
! To Sales Alc
L1 sture Alc Dr. 810 Dr. |10,000|
1 Furnit i 000 1o Suspense A/
ToCashA/c . Fum_“m Pome e 10,000)
c Dr.| 7290|
[fv o Bt BB < D1 8100 _ToSuspense a/d 729
- ToParya/c | B/RAlc  Dr. 10000
10000) |10

Machinery A/c py| 10,000 To Party A/c

TePartyA/c

10,000

/,_-
o purchaseé Alc  Dr.
To Party A/C

ifference in Trial bal-
(Balancing figure)

18,290 |By Sales A/c
By Purchase A/c
By Furniture A/c

To D
ance

|

Comment:
o Debit side of Trial balance was short b
+ 5 . . y % 18,290. Trial
Porrf:}ﬁrilly tt‘ameﬁ by putting that diff. to debit of sus;len;)e:al :/n cc eras oo
rectification the suspense A/c has become nil th -Now after
is now tallied. at means trial balance
o (iv) & (v) are double sided error, he i
: rror, hence their rectificati
involve suspense A/c but (i), (i) & (iii) are one sided er:o;O?\ does }? ot
rectification involves suspense A/c. » hence their
# (v)is Error of Principle, (iv) is Ei _ . .
are Error of COmmissiors_ ) is Errors of Full omission and (i), (ii) & (iii)

0.2 The accountant of X pre
) 1 pared the Trial Balance for the year ended 31st
Zl:;:cg,l ZS(:‘lsge But ;\here was Ra difference and the accountant put the diffei-
i nse Account. Rec i
S Account(:un ectify thg following errors found and prepare
(1) The total of the Returns outward book, % 420 has not been posted in
edger. - .
ase of T 350 from Y,iias, en entered in the sales book. However
has been correctly entered.:
8 of ¥ 390 to Z has been credited to his account as ¥ 290.
1d furniture sold for 5,400 had been entered as ¢ 4300 in sales




RECTIFICATION OF ERRORS

11.6
7 500 have not been entered in the books X

(5) Goods taken by proprietors.
.n_ .

Solution:

\/c Correct effect
Party A/cC Dr.| 420 Suspense A/c
To purchase 420 To Purchase
orn 2 return A/c
[ [SalesA/c Dr.

350| Purchase A/c Dr.| 3
3£ ToYA/lc 350| Purchase Alc Dr.
To Suspense A/c

290|ZA/c Dr.| 390 ZA/c(290+390) Dr.

300|' _ToSuspense A/c

390 Tosale A/c Smmpee Ale e
5400 CashA/c Dr.|5400 | Sus 3
4500 ToOld furni- 5400 |Sales A/c Dr.
tare Afc To Old furni-
ture A/c
| | T i
Drawing A/c Dr. 500 Drawing A/c Dr.
To s 500 To Goods
used A/c used A/c

Suspense Account

60 | By Sundry Alc 700
420 | By Z Alc 680
$00

1380

To Diff. in Trial balance (Balancing figure)
To Purchase Return A/c
To Old Furniture A/c

Comment:

# Debit side of Trial balance was short by 60.

o (5)isdoublesided error, hence their rectification doesnolmyolvesuspenSC l
A/c but (1), (2), (3) & (4) are one sided error, hence their rectification

involves suspense A/c.
¢ (4)is Error of Principle as well as Error of commission, (5) is Errors of
Full omission, (1) is Errors of Partial omission and (2), & (3) are Error

of commission.

e & A P

0.3 A book-keeper finds the difference in the Trial Balance amounting to

71,000 and puts it in the Suspense Account. Later on he detects the following

€rrors. 7 ,

1. Purchased goods from Ravi ¥ 15,000 but entered into Sales Book.

2. Received one bill for 7 25,000 from Arun but recorded in Bills Payable
Book. ) . /

3. An item of 3,500 relating to prepaid rent account was omitted to be
brought forward. .

4, An item of 7 2,000 in respect of purchase rcluins,‘had been wrongly
entered In the purchase book, party A/c was correctly posted.

5. 2 25,000 paid to Hari against our acceptance were debited to Harlsh |
Account. . i ;

/
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Bills received from Janki for repairs g 11.7
one to

§ d
6. B achine supplied for 2 45,000 were entgreg p, yropine ¥ 2500 and

k4 46’000' Janki A/c was credited with ¥ 4';:01‘(; the Purchase Book as

ournal entries
ve recﬁfying ¥ with full Darration and prepare Susp
ense

/RA/c -
ToArunA/c

Purchasc A/c  Dr.
15000|  ToRaviA/c Purchase Teo%0
Sales A/c Dr.
Dr. {25000 Dr i 0000
25000 =

B/PAlc
ToArunA/c

PrepaidrentA/c Dr.
ToSuspenseA/c

Suspense A/c  Dr.| 4000

ToPurchase

Return gg““d‘”e
urn
ToPurchase A,
‘B.P.A/c Dr.‘zsom\ B.P.:/cm aseA/c
To. CashA/c 25000 To Harish A/c
Purchase A/¢ Repaj.r Alc Dr.| 2500 RepairsA/c  Dr.
To Janki A/¢ 47500|Machine A/c Dr.|45000 Machine A/c
To Janki A/c 47500

ToPurchaseA/c

Suspense Account

To Diff. of T.B. (Balancing figure)
To Purchase return Alc
To Purchase A/c

2,000 | By Sundry A/c

Comment:

+ Debit side of Trial balance was short by X 1000 Amt. of diff. was given
but side was not given. !

+ (1), 2) & (5) are double sided error, hence their rectification does not
involve suspense A/c but (3), (4), & (6) are one sided error, hence their
rectification involves suspense A/c.

¢ (6)is Error of Principle as well as Error of commission, (3) is Error of
Partial omission, and (1), (2), (4) & (5) are Error of commission.

ors were found sub-
o correct them, and

9'4 Thé'trial balance of a firm is out. The following err!
sequently, to have been committed. Pass journal entries ¢
ascertain the difference in the Trial Balance.

o
it TR L Y RO TV
M T A I e sl
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RS
RECTIFICATION OF ERRO! .

o : D
e 00 was received from D. D;s ; l;a:;l:;l;yf;eox?g.er' 2015,
a) Anamount th lt red in the Cash Book o1 X b enkCBSt 2100
but had bee_nlen :r ds Books for December has eb s Shop
W ass
(b) The Retul:ns :f T office table costing T 300 had been passe: through
(¢) The purchase 0% 3% s LR
the Pur:l::s : ?j;ges to workmen for making show cases'lmd beell
(d) ¥ 375 paid fo

count.
S T dto the debit of the creditor’s accoy
£7 671 had been poste -
(e) A purchase 0!

a & Co.
as (»617. The cre:(l)to: ci::;::::m el osh et
(A fo; fv:s p:ssed to the debit of Allowances Account. ;
maturity anuntlng to Z 100 had been returned by a custon}er and weg,
taken into stock but no entry in respect thereof was made in the b%ks.
(k) ¥ 2,000 paid for thepurchase of a motor-cycle ;or Mr.t Dutt (a Partne
haé been charged to Miscellaneous Expenses ccounv 37
(i) A sale of % 200 to Singhani & Co. was credited to their account.
() Asale of ¥ 1,000 had been passed through the Purchafe Day Book. The
customer’s account has, however, been correctly debited.

k from one page to th
(k) While carrying forward the total of the sales boo pag .
next, the amount was written as % 1,76,658 instead of ¥ 1,67,568. .

Lop

(¢) Goods amo!

Solution:
[ ! 4 Working Notes i Mswer
=] Effect Given Correct Effect _ Rectification
(a) [No effect Cash A/c Dr.| 100 Cash A/c Dr.| 100
(Note: The entry already passed in| To D.Das A/c 100) ToD.DasA/c 100
the next years books will have to|
be reversed) )
(b) |Sales return 9900 Sales return 10000 Sales return 100)
Alc Dr: Alc Dr. Alc Dr.
To Party A/c 10000]  To Party A/c 10000/  To Suspense A/c 100
(¢) [Purchase A/c  Dr. 300’ ’Fumfrure Afc Dr.| 300 Furniture A/c  Dr.| 300
To Party A/c 300] ToPartyA/c 300 To Purchase A/c 300
(d)|WagesA/c  Dr. 375’ Furniture A/c Dr.| 375 Furniture A/c  Dr.| 375
To Cash A/c 375|  ToCashA/c 375|  To Wages A/c 375,
3 | 20
(e) Pu;c:;se :l/cco Dr.| 671 P\.u.'chase Alc Dr.| 671 Suspense A/c  Dr.| 1288
| 2 A/c_a -Dr.| 617 (’l:'o P. Panna & 671  ToP.Panna 1288
1 Q- : Alc (671
(/) |Allowance A/c Dr. 200 " +617) |
To Back A/ PC.JoshiA/c Dr.| 200 PC.JoshiA/c  Dr.| 200
¢ 200/, To Bank A/c 200 200
(8 [No effect ol . To Allowance A/c
Alc retun br. 100 Sales return A/c Dr.| 100

G

_ i 119
- S % Work!ng Notes
""" Effect Given o .
e e c Correct Effect R ,Mmﬁ =
0 Custom. £
er Alc (par- 100|  To Customer 100|
[ by A/c) - Alc (Party
(75 e, B A /c Dr.| 2000 Drawing A/c . Br.| 2000 M-C)
TocashA/c || 2000 Tocashase A L
(| Tosales A/cA 200iSinghani A/c Dr| 00! sm;: M:sc Alc 2000)
To Singhani & 200 To sales P o
Co.Alc Alc % Goot200
D . To Suspense A/c 400
[ |customer A/c  Dr.| 1000 Customer A/c Dr.| 1000 Suspense A/c  Dr.| 2000
purchase A/c  Dr.| 1000| To Sales A/c 1000 ToSalesAle 1000)
. To Purchase A/c 1000
(T)Pam' Alc Dr. [ 167568 Party A/c Dr.|167568) Sales A/c Dr.| 9090
L To Sales A/c 176658  To sales A/c 167568]  To Suspense A/c 9090
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RECTIFICATION o ERRORS

Suspense Account

6,302 |By Sales return A/c

To Diff. in trial balance (Balanc-

ing figure)

To P. Panna A/c 1,288 |By Singhani & Co. A/c
To Sundry A/c 2,000 |By Sales A/c
Comment:

« Debit side of Trial balar;ce was short by % 6302

@ (a), (¢), (@), (), (&) & (h) are double sided error, hence their rectification
does not involve suspense A/c but (b), (e), (i), (j) & (k) are one sided error,
hence their rectification involves suspense A/c.

¢ (d) & (h) are Error of Principle, (g) is Errors of Full omission, and (a), (b),
(o), (e), (f), (), (j) & (k) are Error of commission.

Pass necessary journal entries to rectify the following errors:

1) An amount of Z 200 withdrawn by the proprietor for his personal use
has been debited to trade expenses acc g

1) Apurchase of goods from Nathan an

premisés amounting to ¥ 2,750 has

. been debited to building repairs account.
(vi1) On 25th June, goods of the value of 3 500 were returned gyiﬁk;,:hbgz;‘:
~and were taken into stock but the returns were entere. )




RECTIFICATION OF ERRORS

L., after the expiration of the

financial year o

O sold to Sethi were entered in

(viii) A bill of T 200 for old office MIm
sales-day-book.

(ix) mpcdodlﬁllowd

(x) Anamountof % 80 recel

{he sales-book was cast short by ¥ 100.
ved on account of interest w

as credited to cop,.

e b S

Solution: Rectification of Entry in same Year
LE] Dr. | co
200
Drawing A/c 200
To Trade expense A/c o
(Being rectification of drawing wrongly debited to
trade e Alc Br 300
Dr. 300
To Nathan A/c 600
(Being Purchase entered in sales book, consequently
salesiscredited & Nathan A/c debit instead of debiting
purchase & crediting Nathan, now rectified)
(i) |Santhanam A/c Dr. 200
To Purchase A/c 100
To Sales A/c 100
(Being sale wrongly entered in purchase book now
rectified)
(iv) |[Mehrotra A/c Dr. 150
To Malhotra A/c 150
(Being Mehrotra A/c credited instead of Malhotra
now rectified.)
(v) |[Salary A/c Dr. 375
To Dhawan's A/c > 375
(Being rectification of wrong debit to Dhawan's A/c
instead of salary A/c) {
Premises A/c Dr: 2750
To Repairs A/c 2750
(Being Capital expenditure wrongly debited to reve-
nue exp. Now rectified)
Sales Return Alc Dr. 500
To Akash deep A/c 500
(Being sales return was not recorded in current year'
f’°‘i’ entered. Goods have been alveady correctly
included in stock hence no correction there. Entry
by y PIued in the next year’s books wtllhnLJJ
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s A/c

581;0 Furniture A/c

eing sale of asset wrongly entere
ff?w rectified )’
Suspense A/¢
() To Sales A/c
(Being short totalling sales book res
$redit to sale A/c, now rectified
|_—TCommission Alc
*x) To Interest A/c

cing WIong credit tocommissioninstead of Interest
A/c now rectified

d in sales book

Dr.

ulting into short

> .
COmme“" .
o Credit side of Trial balance was short by 100

LA (vii & (x) are double §id.e d error, hence their rectification does not
involve suspense A/cbut (ix) is one sided error, hence their rectification
involves suspense Alc.

o () (), (V-il'i). is Error of Principle, and (i) to (W), (vii), (ix) & (x) are Error
of commission.

0.6Abook-keeper while preparing his trial balance finds that the debit exceeds
by % 7,250. Being required to prepare the final account for the year 2015, he

laces the difference to a Suspense Account. In the next year i.e. 2016 the
following mistakes were discovered:

‘(a) Asale of ¥ 4,000 has been passed through the Purchase Day-book. The
* entry in customer’s account has been correctly recorded.
(b) Goods worth ¥ 2,500 taken away by the proprietor for his use has been
debited to Repairs Account.
(c) ABillreceivable for% 1,300 received from Krishnahas been dishonoured
on maturiiy but no entry passed.
(d) Salary T €50 paid to a clerk has been debited to his Personal Account.
{¢) A Purchase of Z 750 from Raghubir has been debited to his account.
_ Purchases Account has been correctly debited.
(f) A sum of 2 2,250 written off as depreciation on furniture has not been
L debited to Depreciation Account. )
Draft the Journal entries for rectifying the above mistakes and prepare Sus-
pense Account. i
L

QR [ e— ————



RECTIFICATION OF ERRORS

Rectification in Subsequent Year

R —
Rectification entry in 2016
Suspense A/c Dr. ’—Rﬁ
To (sales) P&L 4000
Adj. A/c
To' (purchase) 4000
p&L Adj. Alc
Drawings A/c Dr.|2500]
2500 To (repairs) P&L 2500
Adj. A/c |
Krishna A7c_ Dr.|1300 Krishna A/c Dr.[ 1300
l l ToB/R A/c 1300| “ToB/RA/c R
Clerk A/c Dr.| 650 Salary A/c Dr.| 650 P&LAdi.(Salary)A/c Dr.| 650 N
r To Cash A/c I I eso! To Cash A/c ’ 650| ToClerk A/c | s
Purchase A/c Dr.| 750 Purchase A/c Dr.| 750 Suspense A/c Dr.[ 1500
/Rzghu Ale Dr. I 750{ { ToRaghuA/c ! 750|  ToRaghu A/c | 1500
Depreciation A/c Dr.|2250 P&L Adjs. A/c Dr.| 2250
/ To furniture A/c l 12250[ To furniture A/c /2250 ToSuspense A/c ﬂ
Balance of P&L Adj. A/c indicating that last years profit was shown less, | P&L Adj. A/c Dr.| 7600
transferred to capital A/c. To Capital A/c *lﬂ

Suspense Account

To P&L Adj. A/c

8000 | By Balance B/f (Balancing figure)

To Raghu A/c 1500 ' | By P&L Adij. A/c
9500°
P&L Adjustment Account
To Clerk A/c By Suspense A/c 8000
To Suspense A/c By Drawings A/c 2500
To Capital A/c (cr. Bal. transferred)
10500

Comment:

¢ Balancein suspense A/c indicates that in last year’s Trial balance, Credit

side was short

by ? 7250.

# As the rectification is being carried out in the next years books of

account, the Profit & Loss adjustment account is debited/credited in
place of income & expenses account.

¢ The credit_balance of 27,600 in Profit & Loss adjustment account indi-
cates that in last year less profit was shown.

¢ (b, (9 & (d) is double sided error, hence their rectification does not

in i '
; vo-l;:e suspense A/c but (a), (¢) & (/) are one sided error, hence their
ectification involyes suspense A/c.

Y

REC
TlFICATlON OF ERRORS
- Error of Principle, (0)is E s
. gl;)elsl::rror of commission, o of Full Omission and (), (a), () & (f
N , (€

Following mistakes were locateq ;
ere closed and a suspenge Acco
bool Balance agreed.

8l

n the b,
unt o 00ks of 5 concern after its

gales Day Book was over cagt byz 109

A sales of 250 to X was Wrongly deh
o General Expenses of T 18 was Poste

pill receivable for T 155 wag a
(d {‘Tll)is pill was given by Z. e

8 accouﬂt.

Cash received from C. Dass wag debited {
While carrying forward the tota] of o

@ the next the amount of 1235 wag

Find out the nature and amount of the Sy
the rectification of the above errors in th

ited to the account of Y.

d in the General Ledger at 280,

ed through Bili Payable Day Book
4 Legal expenses ¥ 119 paid to My, Du

1€ page of the Purchases Book to
Written as ¥ 1325,

Spense Account and pass entries for
e subsequent year's books.

fty was deb
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2s opened in order 1o get the

ited to his personal

0 G. Dass ¥ 150,

Solution:
Rectification in Subsequent Year
T ‘Working Notes Answer
= Effect Given Correct Effect
(e [Party A/c Dr.|1000 Party A/c Wl
To Sales A/c 1100|  To Sales A/c '1000{  To Suspense A/c Wm
(b [y alc Dr| 50 [XAsc »x Alc Dr.| 50
To Sales A/c 50 To Sales A/c S0l ToYA/c
Tceneral Exp.A/c Dr.| 80 General Exp.A/c Dr.| 18] S 2!
To Cash A/c 18 To Cash A/c To (Ge. Exp,)P&LAde./C\ \ 62
d|ZAlc Dr.| 155 BR.A/c Dr.| 155 BR.A/c Dr.| 155
ToBP. A/c 155! ToZA/c 155[B.P.A/c Dr. liv\ \
L To Z Alc (155+155) 310
e|Mr.DuftyA/c  Dr.| 119 Legal Exp.A/c Dr.| 119 P&L AdjA/c (Legal Exp) Dr 1\9\
| | ToCashA/c 119 To Cash A/c ‘ 119]  To Mr. Dufty A/c 11
f |G. Dass A/c Dr.| 150 Cash A/c Dr.| 150 Suspense A/c Dr. 300\
Cash A/c Dr.| 150 To C.DasA/c 150 ToC.DassAlc 150!
[ ‘\ \ To G. Dass A/c 150!
&[PurchaseA/c  Dr[1325]  |PurchaseA/c  Dr|i235|  [SuspenscAfcDr. \ "OU
|| " ToParty A/c | |1235] ToPartyA/c \ ‘ 1235|  To P&L Adj. 90
Note: Balance of P&L adjustment A/c, after all rectification is Capital A/c Dr. 67\ \
transferred To P&L adj. A/c . 67
10 capital account,
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RECTIF]
11.14 RECTIFICATION OF ERRORS CATION G ERmogs -
t 60 pald for freight on m .
Suspense Acc:uln - % §i1 :l;’“ed to Frelght Account a:?‘;:;“grm:ma on Oct.1, 2015 was
300 |By balance ! ntrie * Glve Journa 3
To Sundries <2 | (Differenceintrial balance) (Bal-fip) errorS- Y‘c’:::n; em: tl:";; 10t affect curreny vear":nm;s to rectify the
To P&L AdjA/C 00 |ByP&LAdiA/C 100 you a0y ) offer? v profit or loss. Have
[ 452 | 452 — on
P&L Adjustment Account solu
By Suspense Alc 62
By Suspense A/c 90
By Capital A/c (Bal. transferred) 67 :
[ 219 | 219 '
. - , To P §
Note: Debit balance 2 67 indicates that last year's profit was shown excess, Io P A
’ Alternative-
Comment: N ly No entry
¢ Balancein suspenseA/c indicates that in last year's Trial balance, Credit need to be
side was short by ¥ 352 . | Dr. P&L Adj. A/c Dr.
+ Astherectification is being carried out in the nextyears booksofaccouny, | - ToSalesA/c (Purchase)

(Sales)

the Profit & Loss adjustment account is debited/credited in place of

income & expenses account. To Ramial A/e
i i dj t account indi | (1050 + 1500)
& The debit balance of ¥ 67 in Profit & Loss adjustmen Cates | 7 [cash Alc Dr. Cash A/c. Dr Suspense A/c. Dr.| 50|
that in last year excess profit was shown. ) Discount g/c Dr. Discount A/c To G. Gupta \
® (b), (d) & (&) is double sided error, hence their reFﬁﬁcation does not in- " To G Gupia TR BT
volve suspense A/c but (), (¢), () & (g) are one sided error, hence their | | fosalesA/c oo L 401, Mo Dr
rectification involves suspense A/c. [ ' To Suspense
. All errors are Error of co_mmission although error (e) can also be con- ‘ - 615 Kabir A/c Dr| 456 P&ichdj Alc Dr.
sidered as Error of Principle. ToSalesA/c 645|  ToSales Alc 456| (SalesA/c)
ToKabirA/c
: i 5 To Suspense A/c
0.8 In 2016 Sen found accidentally that his books for 2015 contained some Ty A TAEET Fary ATC TR EL Ay Alc Dr
errors. The errors were: ToSalesA/c 8500|  ToMachinery gsoo| (sales A/c)
1. An invoice for Z 1,000 for goods purchased from Basu was entered in Ale :i X‘/“:h‘“'
Sales Returns Book. No entry DepreciationA/c Dr 500  [P&L Adj A/c Dr.
ii. Goods ht i (Dep- A/c)
bought on credit from Ramlal for ¥ 1,500 were entered in the ToMachinery 500l  To Machin-
Sales Book as ¥ 1,050. Alc ery Alc
i#i. A Cash Discount of ¥ 50 allowed to G. Gupta remained un-posted to o entry Mac;i";ryglc' P M“;“":Ef ;/\fn o
his account. O T v 4
g sale of Ma- Alc(profiton
. e Ma-
iv. Tll;e fSﬂleﬁ Book for the month of April was overcast by ¥ 100, It was chinery Afe. s;:;\:ur{) ¢
also found that a sale of ¥ 456 to Kabir was entered in the Sales Book as OoR
2 645 from where he was debited by % 615, Pl AdjAlc D
. v.A hi g o To Machin-
2,000 depregll:lo . dgn 1st J. Y, 2013 for ¥ 10,000 (on which ¥ -
had been sold onr;s:.] ]ee;‘;vrltten off for the two years 2013 and 2014) vi. |Freight A/c Dr. Machinery A/c  Dr.
uly, 2015 for Z 8,500 but the sale was entered in ToCashA/e To Cash Afe To P&L Adj.

the Sales Day Book.
Alc

liiingh Ui TRr— ‘—-CM




Page 70 of 275

WP ] R— o

REX:TIFICATION OF ERRORg

11.17
RECTIFICATION OF ERRORS and Loss Account and Bal
11.16 mentioned errors had Sheet afte,

e ader been doing 5o he f,
commmedlnzms‘ e found that
PaL Adj. (Dep) Dr.[ 12 3
Alc

ﬂ“zo A machine, book value 2 8209 was
To Machin-
ery A/c

80
The amount Was posted o the creqy, o? :4?1::2 t 1o Mehtani for 7 7500.
A cheq“ef"" 22,100 was received from Ea .
(i) th. It was, however, returneq dishon,
{he debit of Trade Expenses A/, o

POOr and was correctly dealt
ured and was then posted to

OR
Machinery A/c  Dr.
Suspense A/c Dr.
To P&L Adj. A/c

Capal A/c  Dr.

z L s 2 ication, is transferred
hzcm %{"L adjustment A/c, after all rectification, is To P&l adi. Ale
|to caputal

income tax paid on behalf of
@ ;’l;;hci e TRAR o 5 the proprietor, 2 2370 was debited to

A steel cupboard was purchased for 7 1,25
al Expenses Account as % 2150, Gjye jour
corrections required. How much wag the

P&L Adjustment Account G 0, it was ‘debited to Gener-

To Ramlal A/c 2,550 [ By Sundries (640 - 12)

differenc
To Suspense A/c 100 | By Capital A/c (mistake in last years Profit) December 31, 2015? e in the books on
To Sundries (159 + 30) 189 | (Balance ransferred)
To Machinery A/c 8,000 §olution:

[ | 10839

Iready given in A/c Correct effect
[Bfec slready e Alc

To Mchta A/c
Suspense Account To Machin- 7500  To Machin-
5 ery A/
To G. Gupta A/c 50 |By balance b/f (Balancing figure) 100 ery Ale 5 2100 Ko A/C
To P&L Adj, A/c 180 | (Difference in trial balance of last Trade expense Dr. poor Afc
year,) Alc 2166 TobankA/c
§ . TobankA/c
gy ::Il: :jj :; z 'gg SockA/c Dr.|110000 Stock A/c
l ‘ 230 , & - . 'E 1 To Trading A/c 110000 To Opening
stock A/c
Comment: ’ Gen Exp.A/c Dr.| 2150 , FunTnmre Alc Dr. Furniture A/c  Dr.| 1250
. ) . A ToCashA/c 1250 oCashA/c 1250|Suspense A/c. ~ Dr| 900
# Balancein suspense A/c indicates that in last year’s Trial balance, Credit To P&L adj. 2150
side was short by 2 100. r YPRT ETTT = Ale
. N . . . . A Income tax A/c Dr.| 3 rawing A/c  Dr.| 2370 Drawing A/c  Dr.| 2370
# As the rectification is being carried out in the next years books of ac- ToCashA/c 2370|  ToCashA/c 2370 5:2;,\:‘5 A;C Dr,_ 1350
count, the Profit & Loss adjustment account is debited/credited in place | To P&L Adj. A/c 3720

of income & expenses account. | Balance in Suspense A/cnu\\rcrcdilcdluCnpilaIA/c,becausedi[f.inTria\(Suspense Alc  Dr. mso\ \
12750

¢ The debit balance of Profit & Loss adjustment account indicates that in o alance was lost year debited o Capital A/c,instead of Suspensc A/c To Capital Afc
last year profit h by 2 10211 alance in P&L adj. indicating that last year profit was shown excess now|Capital A/c Dr.| 2030
Yy prolit was shown excess by ,211. | rectified by debiting 1o Capital A/c. To P&L Adj. A/c 2030
* (9, (i) & (v) are double sided error, hence their rectification does not

involve suspense A/c but (iii), ( ) & (vi) are one sided error, hence their Suspense Account

rectification involves suspense A/c. To P&L Adj. A/c By Sundry A/c 15000
¢ W E.'Enof.of Principle, (vi) is Error of Principle as well as error of com- ‘ ToP&L Adj. A/c »

Zl:ms(igg is Error of Partial omission and (2), (i) & (iv) are Error of | ToCapital A/c (Bal.ir. To Capital A/c)

0.9 Nitish close ‘
differen whl:;'hl:”tr::;h on 31st December. In 2015, his books showed 2 |

erred to the debit of his Capital Accountand prepared |

15000




10000 | By Kapoor Alc
By Sundry A/¢

© : d (debited) to Capj
. in Trial balance was transferred (de apita]
. ,5?: z::rc‘ilg;;]ncfe 4/c does not have it as opening balance. Therefore
after rectification instead of suspense A/c getting closed, it is showing
balance T 12,750 which is n-ansferred_(credned) to capital A/c so that

last years debit to capital A/c gets nullified.
o The debit balance of Profit & Loss adjustment acco
last year profit was shown excess by 2 2,030.

o (i) & (iij) are double sided error, hence their rectification does not
involve suspense A/c but (i), (iv) & (v) are one sided error, hence their
rectification involves suspense A/c.

o (iv) & (v) are Error of Principle as well as error of commission,-and (3,
(ii) & (iti) are Error of commission.
k for the year ending 31st March, 2015

Q.10 The books of account of B. Quic] '
were closed with a difference in books carried forward. The following errors

were detected subsequently: ;
(a) Goods? 125 returned to Mita Bros. were recorded inthe Returns Inward
ebit of Mita Bros.

Book as ¥ 251 and from there it was posted to the d
Account. <
(b) A credit sale of ¥ 760 was wrongly posted as T 670 to the customer
account in the Sales ledger.
(c) Closing Stock was overstated by T 5,000 being casting error in the sche-
dule of inventory.
(d) Paid acceptance to Bala Ram for ¥ 7,600 was posted to the debit of Sita
Ram as ? 6,700.
(¢) Goods purchased from A & Co. % 3,250 entered in the Sales Day Book
for ¥ 3,520.
(17} ::1,?100 being the total of the discount column on the credit side of the
ash Book was not posted. Pass rectification entries in the next year.

unt indicates that ip

L S

—TpaL Adi- Alc

TP &L Adj. A/c (3520 +3250)

To Sundry A/c
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RECTIFICATION OF ERRORS

Rectification in Subsequent year

251)

nse A/ @51+

US.:-): p&L Adj- A/c (125 +251)
To Mit2 Brothers A/c (251 - 125)
ingreCﬁflC

ation of wrong debit to
(B rchase return s20es Return 251 omission of credit
10

% 125 & excess debit to Mitg Brothers, now rectified:
3 ec| )

LT Castomer Alc

“ To Suspense Alc
ing short debit to customer A/c, now rectified)

To Opening stock A/c

B f closing stock last .
ing excess entry ol 8 year, now rectified. Last
(Bea osing stock A/c is Current years opening stock A/c) years

—Bills payable Alc

To Sita Ram A/c

To Suspense Alc

:no debit to Sita Ram instead of bills payable A/c that i
(Be:ﬁo‘ml. 1o Slta Rawm ¢ that too with short

To A& Co.Alc
(Being 2 purchase wrongly entered as sales is now rectified)’

77 |Suspense A/c
To P&L Adj. A/c

Dr.| 6770
6770
L@Mf posting to Discount received A/c, rectified)

Dr. | 1500
1500
Suspense Account

502 |ByBalanceB/f(diff.Inlastyears | 1012
trial bal)

1500 | (Balancing figure)
By Customer A/c 90
By Sundry A/c 900

To P&L Adj. A/c

2002

"|ToA& Co.A/c

P&L Adjustment Account ’

5000 |By Suspense A/c
6770 | By Suspense A/c
By Capital A/ c(Balancelransfen'ed)

To Opening stock A/c
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RECTIFICAT]ON OF ERRQ
. f
JON OF ERRORS ‘
11.20 RECTIFICAT! |
. a4 7 " '
Commez;: in suspense A/c indicates that in last year's Trial balance, Credjy sugeest T
& Balanceinsu .

: by 2 1012 . e .
'Sl'l:e(;vf'(s::]:nc}; of Profit & Loss adjustment account indicates that i,
@ Thedebi

last yedr profit was shown excess by ¥ 9,894.

/ J (/)u‘rnal Entries in the books of Miss Daisy

77

 Poriculars
(& Loss Adjustment A/c

ble sided error, hence their regtiﬁcalion does not fy,. (GNo: profi d - =
@ (o) & (¢) are do:/cebut @0, (D& () are one sided error, hence thej,. ] To Suspense’A/c r.| 8000 4000
; ense h \ %) - N !
\olv_gsutsizn o olves Susperise Alc. . (purchase Account under cast in the previous Year; error now
e ial omission, and (a) to (€) are Error of commission, rectifid)
« () is error of Partial om b | TRahim's A/¢ ) : pr.| 2500
ations not required) to rectify the following: @ To Profit & Loss Adjustment A/c . ’

.11 Give journal entries (narr:
o(l) Purchase of Furniture on credit from Nigam for 3,000 posted to P
furniture & Subham account as Z 300. . @ Anbu's g
(#) A Sales Return of 7 5,000 fo Jyothy was not entered in the financia] To Asok’s A v Aok 1
accounts though it was duly taken in the stock book. ; g rrgzu::; ‘;e::é‘:ﬁ ) sok wrongly posted to the account of
nou,

(itf) Investments were sold for 75,000 at a profit of ¥ 15,000 and passeq e Adjustment A7c

through Sales account. ) S ) B e Ao
(iv) -An amount of ¥ 10,000 withdrawn by the proprietor (Darshan) for his s poting o el st e, €468, e o

personal use has been debited to Trade Expenses account.

) A 7 4,167 now adjusted) _
e s 2 Marks] /(F Profit & Loss Adjustment Alc

(Sales t0 Rahim omitted last year; now adjusted)

Dr.

Dr. 1,800
; To Machinery A/c 1.800
. tries . g
Solution: Journal En . (Repairs to machinery. was wrongly debited to machinery
[SNe ] Particul [ LEPDy. ECr. i account, now rectified)
() |Subham A/c Dr. Ly 9 |Profit & Loss Adjustment A/c pr.| 6,000
Furniture A/c ‘ Dr. 2,700 To Mr. Paul 6,000
To Nigam A/c 3,000 (Credit purchase of goods from Mr. Paul entered as sale last
(i) |Sales Returns A/c Dr. 5,000 year, now rectified)
To Jyothy A/c : 5,000 (vii) | Daisy’s Capital A/c . Dr.| 13,750
(i) |Sales A/c i Dr. 75,000 To Profit and Loss Adjustment A/c 13,750
To P&L A/c (Gain on sale of investments) 15,000 (Being balance in P&L Adjustment Account transferred to
- To Investments A/c 60,000 . | Daisy's Capital A/c - Refer WN. 1) .
Uv) ] Drawings A/c Dr. 10,000 |, (viii) | Suspense A/c Dr. 8,450
To Trade Expenses A/c 10,000 To Daisy's Capital A/c ) 8,450
; 7 (Being balance of Suspense A/c transferred to Capital A/ c-Refer
Q.12 Miss Daisy was unable to agree the Trial Balance last year and wrote ! |WN.2) PUsP
off the difference to the profit and loss account of that year. On verifying the *Considerd
: : Sy onsidering th i osted to Suspense account.
old books by a Chartered Accountant next year, the following mistakes were g that the difference was poste P
found: , , Working Notes:
() Purchase account was undercast by  8,000. ; L Profit and Loss Adjustment Account

(i) Sale of goods to Mr. Rahim for % 2,500 was omitted to be recorded.

24 gice‘pt of cash from Mr. Asok was posted to the account of Mr. Anbu ToSuspense A/c 8000 | By Rahims A/c
.200. i % To -S“SPEnse Alc ‘ 450 |By Daisy’s Capital Alc 13,750

() Amount of 24,167 of sales was wrongly posted as 7 4,617.

i W{'fuﬂﬁllmmlmwm_vm ¥



To Daisy's Capital A/¢

-—
[ |5,

were located in the books of 2 concern afm. its

0.13 The following mistakes ¢t was opened in order to get the

books were closed and a Susp
Trial Balance agreed:

(7) Sales Day Book was overcas( by 71,000.
(if) A sale of Z 5,000 to X was wrongly debited to the Account of Y. 4
(iti) General expenses of 7180 were posted in the General Ledger as 3810,
(iv) A Bill Receivable for Z 1,550 was passed through Bills Payab]e Book,’
The Bill was given by P. |
(v) Legal expenses T 1,190 Paid to Mrs. Neetu was debited to her perso
account. . /

(vi) Cash received from Ram was debited to Shyam 1, 500

(vif) While carrying forward the total of one page of the Purchases Book to
the next, the amount of ¥ 1,235 was written as ¥1,325.

Find out the nature and t of the Susp A t and pass entries
(Including narration) for the rectification of the above errors in the subsequent
year’s books. [Nov. 2018, 10 Marks]

Solution :

Journal Entries

8. No. { Particulars . ’ l LF. | Amount | Amount
- % i (z) 7 (?)
(1) P&L Adjustment A/c 1,000
To Suspense A/c 1,000
(Being sales day book over cast by % 1,000, now rectified)
X'sA/c Dr. 5,000
ToY'sA/c 5,000
(Being sale of 7 5,000 t '
v 0 X wrongly debited to Y, now
Suspense A/c D 630
I.
@ To P&L Adjustment A/c 630
CINg amg
rect] ount of general expenses wrongly posted now J

[ To Ram'’s A/C
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RECTIFICATION o ERRORS

ToP's Alc

(Being B/R wrongly recorded in B/P Book, now rectified)
= Adjus"“cm Alc

U} To Neetu's Alc

(geine | Lol Exp. wronly posted & Nea's Ale, now
rectified)

|_—Tsuspense A/ . Dr.

To Shyam's A/¢
ing amoum wrongly posted in Shyam's A/c, now
rectified

=" [Sus
e '11‘): p&L Adjustment A/c

eing amount of purchase book wrongly carried for-
ward, nowW rectified)
| ward, now rectiec

L— Suspense Account

To P&L ‘Adjustment Alc 630 | By Difference in Trial Balance 2,720
To Ram's Alc 1,500 | (Balancing fig))

To Shyam's Alc 1,500 |By P&L Adjustment A/c 1,000

To P&L Adjustment Alc %0 .
e T | -

0.14 Give/"’ournal entries (with nan'at\ons) 1o rectify the following errors
1ocated in the books of a Trader after preparing the Trial Balance :

amount of % 4,500 recewed on account of Interest was credited to
Commissnon account.
.(if) Asaleof%2,760 was posted from Sales Bookto the Debit of M/s Sobhag

- Traders at < 2,670. .

(iii z 35 000 paid for pm'chase of Air ‘conditioner for the personal use of
‘ proprietor debited to Machinery A/c.

Goods returned by customer for % 5,000. The same ‘have been taken

into stock but no entry passed in the books of account.
, [May 2019, 4 Marks]

Solution; In the Books of Trader

Rectification Journal Entries

LE | Amount | Amount
(Dr) (Cr)
T

4,500

Particulars

Commission A/c
To Interest received A/c




AML i

Amoyn,
\(ck
Being i E f interest
i sceived on account of 17
irediredarsaogx;:;ﬂssiun account, now rectified) o S—
M/s. Sobhag’s A;c/ N
To Suspense A/C )
i . sales understated in M/s Sobhag Traders
account, now rectified) E—
Drawings A/c e
To Machinery A/c ) %
(Being amount of drawings debited to Machinery
account, now rectified) — I
Sales Return A/c : B
To Customer A/c 000
(Being entry for goods returned by customer not
passed in the books of account, now recorded) L]

.15 Correct the following errors (i) without opening a Suspense Accoun;
and (if) with opening a Susp A t: 8 :
(1) The sales book has been totalled ¥ 2,100 short. {
(2) Goods worth? 1,800 returned by Gaurav & Co. have not been recordeq
anywhere. & ;
(3) Goods purchased ¥ 2,250 have been posted to the debit of the supplier
Sen Brothers. :
(4) Furniture purchased from Mary Associates, I 15,000 has been entered
in the purchase Daybook. :
(5) Discount received from Black and White % 1,200 has not been entered
in the books. - - '
(6) Discount allowed to Radhe Mohan & Co. 7 180 has not been entered in
the Di: Col of the Cashbook. The account of Radhe Mohan
& Co. has, however, been correctly posted. [Nov. 2019, 10 Marks]

Solution: (i) Without opening a suspense account
(1) In the credit side of the Sales A/c:-

“By wrong totalling of the Sales Book Z 2100”

)

3 Particulars [LE]Amount [ Amount
Sales Return A/c Dr. ’ , 1800
To Gaurav & Co.’s A/c

&ere)gm returned by Gaurav & Co. not recorded any-

3 o
EB) s ?rth side of Supplier Sen Brothers Alc—
Y error in posting 4500 .

ﬁfﬂwj’v'lylm: A
w o T 1 i

—~

@

|

(5)
pate.
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Furniture A/¢ or.
To Purchases Alc

Being correction of Furniture Purchased en.
iered in the Purchase Day Book) ed en

. _ Particulars
Black and White A/c
To Discount received A/c

“To oMY

(i) Wi

(‘ﬁ%m"he debit side of Discount allowed A/c.—

(Being rectification of the entry omitted)

jssion of entry in the Cash book Z 180"
th opening a Suspense A/c
Journal Entries

Particulars

Suspense A/c Dr.

To Sales A/c

eing correction arising from under casting

of sales day book)

Sales Return A/c Dr.

" To Gaurav & Co.s A/c

(Being the recording of unrecorded returns) :

Suspense A/c Dr.

To Sen Brother's A/c

(Being the correction of the error by which

Sen Brothers was debited instead of being

credited by ¥ 2250)

Furniture A/c Dr.
To Purchases A/c

(Being correction of recording purchase of

furniture as ordinary purchases)

Black and White Dr.
To Discount received A/c

(Being the recording of discount omitted to be

recorded)

Discount allowed A/c
To Suspense A/c

(Being correction of discount allowed not

1800

4500

15000
15000

entered in the cash book




11.26 RECTIFICATION OF ERRORS

Suspense A/c

m-z!:‘:’m
To Sales A/c 2100
To Sen Brothers' A/c 4500

he Trial Balance
ed Lab les were unable to agree t ag
gz‘.:lm 2020 and have ralsed a suspense account for the difference,
Next year the following errors were discovered :
(1) Repairs made during, the year were wrongly dehlted to the building
A/c-%12,500.
(#) The addition of the ‘Freight’ column in the purchase journal was short
by ¥ 1,500.

(i##) Goods to the value of ¥ 1,050 returned by a customer, Rani & Co. had

been posted to the debit of Rani & Co. and also to sales returns.

(iv) Sundry items of furniture sold for ¥ 30,000 had been entered in the saleg

book, the total of which had been posted to sales account.

(v) A bill of exchange (received from Raja & Co.) for ¥ 20,000 had beenj
returned by the bank as dishonoured and had been credited to the bank
and debited to bills receivable account.

You are required to pass journal entries to rectify the above mistakes

[Nov. 2020, 5 Marks]

J.F, Amoup,

[;
By Difference in Trial

Balance (Bal. Fig.) 6420
By Discount allowed A/c 180
Total o600

Solution:
In the books of M/s. Applied Laboratories
Rectification Journal Entries
8. No. ] = a1 Particulars. . .
Profit & Loss Adjustment A/c Dr.| 12,500
To Building A/c

12,500
(Being repairs debited to building account, now
rectified) .
Profit & Loss Adjustment A/c Dr.
To Suspense A/c 1,500

E-lzceg\ﬁge dl.;nder casting of 1,500 in freight column,

Suspense A/c
ToRani & Co, A/

(BEi.ng Rani’s A,
now recuﬁed)

2,100
ccount debited instead of crediting,
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11.27

ot & Loss Adjustment A /¢
To Furniture Alc Dr.
cing sale of furniture crediteq
no reCuﬁA/
Co. A/C
/) Ra!rilslus receivables A/c
honour of bill wro,
E_Es;lvagll: account, now recuf:1
Capital A/cWN
To'Profit & Loss Adjustment A/
eing Balance of Profit & Loss A
u,ansferred to Capital account

»ﬁ“g Note:-
1.

to sales account,

gly deblted to Bills

djustment A/c

Profit & Loss Adjustment Alc

yarﬂé{ilhré b v i ) 77 z J
W 12,500 | By Capital A/c (Bal. fig) 44,000
7o Suspense A/¢ 1,500 | (Loss on adjustment)
To Furniture A/¢
Total | aa,000

615 v éscarﬁed forward

! (ii) A sale of T 281 was entered in the Sales Book as {821 and posted to
' the credit of the customer.

(iti) A return to creditor, ¥ 295 was ered in the Retums Inward Book;
. however, the creditor’s account was correctly posted.

), Cash received from Senu, 7 895 was posted 1o debit of Sethu
) Goods worth % 1,400 were dispatched to a customer before the close of
the year but no invoice was made out,

vi) Goods worth % 1,600 were sent on sale or return basis to a customer
G and entered in the Sales Book at the close of the year, the customer still

~ had the option to return the goods The gross profit margin was 20% on
Sale.

(vid) ¢ 600 due from Mr. Q was omitted to be taken to the trial balance.
(vjﬁ) Sale of goods to Mr, R for 3,000 was omitted to be recorded. £
' uired to give joumal entries to rectify the errors in a way 80 as
urrent year's profit or loss correctly. [Jan. 2021, 10 Marks}

Sllow the ¢ ¢
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B
RECTIFY
CATION OF ERRORS

RECTIFICATION OF ERRORS
- =
ation: . - Dr, @) | Cr. ®
Solatio: 1 the books of M. Joshi o, e
Journal Entries o Capital Alc Dr. 5,066
LE[Dr.®) [ Cr. 3 s 5,066
Dr. 936 Note:
Suspense A/c cking . .
To Profit & Loss Adjustment A/¢ %36 > Profit & Loss Adjustmen A/ )
(Being the total of the Purchases Book of one page:
1S carried forward to the next page as Y6351, nowW|
rectified)
(i) |Trade receivables A/c Dr. 1oz Suspense Alc
Profit & Loss Adjustment A/c- Dr. 540 To eceivab]es Alc
To Suspense A/c . 1642 To Traée rA/ (Bal. fig.)
(Being a sale of % 281 entered in the Sales Book as ¥ 821 To Cap'tal £ y
and posted to the credit of the customer, now rectified)
(iii) | Suspense A/c Dr. 590
To Profit & Loss Adjustment A/c 590 S _
(Being a return to creditor, ¥ 295 entered in the Returns 18 Mr. Ratan was unable to agree the Trial Balance last
p . } > ; Ui i g year and wrote
4 Inward Book, now rectified) —50 off the d?ffereBCe to the Profit and Loss Account of that year. Next year, he
(iv) [Suspense A/c Dr. , »,Ppoin'ted a Chartered Accountantwho examined the old books and found
To Senu A/c 895 he following mistakes: /, :
To Sethu A/c 895 ; f t s debi
‘ ‘ ) i) Purchase of a scooter was debited to conveyance account 7 30,000. Mr.
gfﬁ.:g [C]Z;.SJ’/I :::::;}iv:(% from Senu, T 895 posted to debit of ( Ratan charges 10% depreciation on scooter. ’
(v) |Trade receivables A/c Dr.| - 1,400 (i) Purchase account was over cast by 1,00,000.
To Profit & Loss Adjustment A/c ‘ 1,400 (1) Acredit purchase of goods from Mr. X for Z 20,000 was entered as sale.
(Being Goods worth ¥ 1,400 were dispatched ‘to a ’ iv) Receipt of cash from Mr. A
customer before the close of the year but no. invoice ) . £ [ Dostid o the aoount of Mr.
) Bhaskar 2 10,000.
was made out, now rectified) .
(v | Profit & Loss Adjustment A/c (1600 X 20%) Dr. 1 320 (v) Receipt of cash from Mr. Chandu was posted to the debit of his account,
Closing Stock A/c (1600 X 80%) Dr. 1,280 . ¥5,000.
To Trade receivables A/c 1,600 (vi) 5,000 due by Mr. Ramesh was omitted to be taken to the Trial Balance.
(Being goods worth 1,600 were sent on sale or return vii) Sale )
basi 102 customer and no intimation has been received (vii) Sale of goods to Mr. Ram for 2 20,000 was omitted to be recorded.
- from him, at the close of year, now adjusted in books) (viti) Amount of ¥ 23,950 of purchase was wrongly posted as ¥ 25,930.
(vid) Tra_;i: SrecelvathS/(O) Ale Dr. 600 Suggest the necessary rectification entries. [July 2021, 10 Marks]
uspense A/c 600
(Being 7 600 due from Q omitted to be taken to the trial
ce, now rectified)
(viil)| Trade receivables R)Alc Dr 3.000
(BeT0 Profit & Loss Adjustment A/c ’ 3,000
ing sale of goods to Mr. R f, '
recorded, now rectified) or ¥ 3,000 omitted to be




ERRORS
RE(TlﬂCAmN OF
11.30

In the books of Ratan
Journal Entries

Dr.
Motor Vehicles A/c

To Profit & Loss Adjustment Alc

bited to con-

Purchase of scooter wrongly del ited to
freyance account now rectified; _capn_ahsauon of
727000, e, ¥30,000 less 10% deprecnauon)
Suspense A/c
To Profit & Loss Adjustment A/c

(Purchase account overcast in the previous year;
error now rectified)
m | Profit & Loss Adjustment A/c Dr.
ToMr.XA/c

| sales last year; now rectified.)
IV | Mr. Bhaskar A/c
To Mr. Anand A/c

(Amount received from Mr. Anand wrongly posted
to the account of Mr. Bhaskar ; now rectified.)

Dr.

[ﬁ

(Dr.) %

(Credit purchase from Mr. X 20,000 entered as

27,000

1,00,000

40,000

10,000

10,000

-V - [Suspense A/c Dr.
To Mr. Chandu’s A/c

(% 5000 received from Mr. Chandu wrongly debited
to his account; now rectified.)

10,000

10,000

VI | Trade Receivable A/c Dr.
To Suspense A/c

(2 5000 due by Mr. Ramesh not taken into trial
balance; now rectified.)

5,000

5,000

VI | Mr.Ram's A/c Dr.
To Profit & Loss Adjustment A/c
(Sales to Mr, Ram omitted last year; now adjusted)

20,000

20,000

Suspense A/c Dr

To Profit & Loss Adjustment A/c

(Excess posting to
%25,930 instead of £

purchase account last year
23,950,nowadjusled,) e

mmmﬂ”ﬂ”mym:nmmm_

1,980

1,980
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|
Proﬁ' & Loss Adjustment A/c

To Ra[a.ﬁ's Capital A/c pr. 1.08,980
" 1,08,980
nce of Profit & Loss Adjustmeng o
g‘iarl:d to Mr. Ratan’s Capital A/c) Alc trans.

1131
il
N
X

s Capital A/c
{ Ratan’s CaP Dr. 1,06,980
To Suspense A/c
1,06,980
alance of Suspense A/c transferred to Mr.
Ratan Capita.l'A/C )
orking NOtE*

Profit & Loss Adjustment Alc

— Particulars

Té Mr. X's Alc ' 40,000 | By Motor Vehicles A/c
To Mr. Ratan’s Capital A/c| 1,08,980 | By Suspense A/c

R (transferred) By Mr. Ram A/c
By Suspense A/c
— Total [ 1,48,980 Total | 1,48,980 |
2 ] Suspense A/c
. Particulars R | Particulars s B2
To Profit & Loss Adjustment | 1,00,000{ By Trade Receivable A/c 3,000
Alc B , .
y Ratan’s Capital A/c| 1,06,980
To Mr. Chandu’s A/c 10,000 | (Transferred) g

To Profit & Loss Adjustment

/c
-

10.19 Pass the Journal entries to rectify the following errors detected during

preparation of the Trial Balance : i

ages paid for construction of office building debited to wages accoun!

20,000, |

[ (i) A credit sale of goods ¥ 1,200 to Ramesh has been wrongly passed

I through the Purchase Book.

{(#t1) Anamount of % 2,000 due from Mahesh Chand which had been written
off as a bad debt in the previous year was unexpectedly recovered and
has been posted to the personal account of Mahesh Chand.

() Goods (Cost being 2 5,000 and Sales price being 2.6,000) distributed as
free samples among prospective customers were not recorded anywhere.

1,980

Total | 1,11,980| Total [ 1,11,980 |




. { OF ERRORS
RECTIFICATION O
11.32

11.33
ees of proprietor’
College F proprictor's son, 215000 debited to the Audit foes

RECTIFICATION OF ERRORg

| (") ccoﬂ“"
Agceil" of T 4,500 from Meet K

o) @s amounting to X 6,200 had be

£1500 paid for wages to workmen f,
(y!”) charged to wages account,

) salary paid to a clerk ¥12,000 has béen debite
(i archase of goods from Raghay amountj

® : rongly entered through the sales book.

golution :

In the books of Hare Rama & Sons
Journal Entries

Mar credited 1o the Pinki Rani.
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€N returned
U inventory, but ed by a custo
(ol ) (oken I0 to ry N0 entry was magde in the bo m.er and were

or making office furniture had been

d 10 his personal Account.

ng to ¥ 20,000 has been
[Dec. 2022, 10 Marks]

t been recorded ap,,
by Green have noi any.
) Good'wmh?l,swmuﬂd [ Dec. 2021, 5 Marky)
where.
Solution: Journal .
Amt.(Cr,)
=
Building A/¢ 20,000
To Wages A/c ) ;
" . id for construction O
rectified) 5 m_ E—
Ramesh A/c I: 1200
To Purchases A/c 1'200
/ To Sales A/c .
/ (Being goods sold to Ramesh \vrongly re-
| corded in purchases book, now rectified) o T
3. |Mahesh Chand A/c Dr. 2,0
| To Bad Debts Recovered A/c 2,000
/ (Being bad debts recovered from Mahesh
Chand wrongly credited to his account, now
| rectified) IS
4. |Advertisement A/c 5,000 .
To Purchases A/c 5,000
(Being goods distributed as samples not
recorded earlier, now recorded)
5. |Return Inward A/c Dr. 1,500
+ To Green's A/c 1,500
(Being goods returned by Green not record-
ed earlier, now recorded)

@ 20 Before preparation of the Trial Balance, the following errors were found
ln books of Hare Rama & Sons. Give the necessary entries to correct them:
pairs made to the building amounting to ¥ 1,850 were debited
.ﬁ', ~ 1o the Bullding Account.
i TRk
() An amount of ¥ 3,000 due from Shayam Lal, which had been written
off as bad debu in the previous year, recovered in the current year, and
- had been Pposted to the personal Account of Shayam Lal,
ff) Furniture purchased for office use am s
entered In the purchase iswaby ounting to ¥ 20,000 has been

(V) Goods purch
e ‘:ife.d’ 'from Ram Singh amounting to ¥ 8,000 have remained

To Audit Fees A/c
(Being college fees of proprietor’s son wrongly

{ Repairs Alc Dr. 1,850
To Building A/c 1.850
(Being repairs made to building wrongly debited
to building A/c, now corrected)
W Shyam Lal A/c ) Dr. 3,000
To Bad debt Recovered A/c 3,000
(Being bad debts recovered wrongly credited
to Shyam Lal A/c, now corrected)
(i) | Furniture A/c Dr. 20,000
To Purchases A/c 20,000
(Being furniture purchased wrongly recorded
in purchases book, now corrected)
(iv) |Purchases A/c Dr. 8,000
To Ram Singh A/c 8,000
(Being goods purchased from Ram Singh not
recorded earlier, now recorded)
(v) | Drawings A/c Dr. 15,000
15,000

| debited to audit fees A/c, now corrected)
) | Pinki Rani A/c Dr.
To Meet Kumar A/c
(Being amount received from Meet Kumar
wrongly credited to Pinki Rani A/¢, now cor-

L rected)
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12.2 INVENTORY VALUATION

basis.
o Important and valuabl
e ystem al
In tual inventory sys
. :hep:cﬁracy of stock records. o et e yoi ang
o In periodic inventory system stock taking is carri )

DIFFERENCES
Q.1 FIFO & LIFO method
Ans. FIFO & LIFO method:

FIFO (First In First Out) method: . .
& In FIFO method it is assumed that the lot of material which comes i
will be issued first and then the next and so on. :
@ Therefore the closing stock.will be out of the _lalest (recent) lots apq
hence the stock will be valued at the rates of this lots.
# Closing stock can be valued from out of the latqst ({ast) lots or by pre.
paring date wise stores ledger, both approaches will give same valuatiop,

¢ Incaseof rising prices, the inventory will be valued at thelatest i.e. higher
prices and hence profit will be higher and cost of sales will be lower.,

¢ In case of declining prices, the inventory will be valued at the l:atest
Le. lower prices and hence profit will be lower and cost of sales will be
higher.
LIFO (Last In First Out) method:

¢ InLIFO method it is assumed that the last lot (i.e. the last among the lots

available at the time of issue) will be issued first and then the previous
lot and so on.

e items will be verified more frequently tha,,

Iso stock taking is carried so as to Proy,

® Therefore the earlier lots will be in stock and hence the closing stock
will be valued at those rates of earliest lots (i.e. oldest lots)
¢ Incaseof rising prices, the inventory will be valued at the oldest i.¢. lower
prices and hence profit will be lower and cost of sales will be higher.
¢ In case of declining prices, the inventory will be valued at the oldest ie.
higher prices and hence profit will be higher and cost of sales will be

lower,
¢ In this method the current (ie latest) cost gets charged against current
revenue,

® In case of LIFO'method the v

aluation of inventory from earliest lot will
be followed only when date

wise details of issue are not given,

o Allitems may be verified togethel at one time or on few items eve 1
Ty ay
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(if in the questiox_" the details

¢ ° rectly the valuation shoulq
co rd. Both approaches can giv
E;]FO as a cost formula is oy

f 123

Of date.yig, :

. z W;Se 1SSues are given then more

o differem ‘E’Q‘ltfinng adate wise stores-
af

Permitteq "y

alued ay net realj
1 ble value only
d goods are normally valued . e ’-
2 Fll.nlshe at cost'or market price whichever is
WP ge: As per AS-2, finished g

00ds ar
Ans'b]e value whichever is lower. € normally valued at cost or netre
ah;a'rhe inventory under AS.2 js ya]

< lacement cost, whichever is less.
rep False: As per AS-2, Valuation o
! \:ér of cost and net realizable valy
o .

4 Warehouse I:em paid for storage of finished inventory should be included
in the cost of finished inventory. [Suly 2021, 2 Marks]

1s. False: Warehouse rent paid for

i S ished i inventory should not
. Juded in the cost of finished inven N
l@?Cc{istribution expenses. d as the part of selling

ued on the basis of cost price or current

f Inventories. 'mvemory is value

- d at the

Storage of finisheq
tory, as it is treate,

0.5 Periodic inventory system is a method of ascertaining inventory by taking
an actual physical count. [Dec. 2022, 2 Marks)
method of ascertaining inventory
asure or weight) of all the inventory
hich inventory is valued.

PRACTICAL QUESTIONS : %

Ans. True: Periodic inventory system is a
by taking an actual physical count (or me
items on hand at a particular date on w

Q.1 M/s. Subhalaxmi 'l‘r;ders find out the following historical cost and net
realisable value for various types of inventories. Find out value of Closing Stock
Inaccordance with AS-2 (Revised) - Valuation of Inventories issued by ICAL

[ ——————— - T —

nventory Categories [01 02 [03 |od {“i [os %H \
|Historleal Cost 17,400 20,100 |18,200 {16,500 |15,400 |21,400 |=1,09,000

th\hduc 12,200 {27400 [19,100 [17,200 {16,300 {20500 [=1,13,600 |
e

S(_)lullon 1As per AS-2 (Revised), valuation of inventories must be at the lower
o historical cost and Net Realisable value. Comparison between cost and net
realisable v

alue can be done individually onitem-by-item basisor intheaggregate
& 8roup-wise of similar and interchangeable items. But comparison by gl"b:f‘l_

IS is 10 be avoided. That is to say, total cost of all dissimilar items \V}'lh }h( ",
Otal net realisable value is not permitted. Hence, as per category-by-category
Umparison, we can determine value of inventories as under.
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124
12200

20,100
18,200
16,500
15,400
20,900

Thus, value of closing stock is T 1 ,03,300
©-2 A firm has two products A and B. It analyses its costs for the ptoductg\
as follows:

Iu.mm, ) 1,450,000
) 1,00,000 .
araill 70,000
Production Expenses . ) 3
Administration Expenses :g,ggg
Advertising 4
3,90,000

Production was 20,000 units of A and 30,000 units of B. The selling price
was T 20 per unit of A but the price of B was only ¥ 10; agents in both cases
received commission @ 5% of the selling price. The closing stock was 2,000
units and 3,000 units of A and B respectlvely Wbat is the value that shoulq
be put on the closing stock?

Solution :
Statement Showing Valuation of Stock as on........
Cost of Production
) e, S T
[ Materials z ?
1,20,000 1,40,000

Labour 80,000 1,00,000 )
Production Expenses 70,000 ) 70,000
Total 4 . 0] 2,70,000 3,10,000
No. of units produced |y 30,000
Cost per unit [(;) - (i9)] 10.33
Net Realisable Value (NRV)

(Selling price less 5% selling comm.)‘ 9.50
Valued at Lower of Cost or NRV
No. of units in Stock

rm H,’;"VWWW§."fﬂ;mmnimm-mmnm.m_-_
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FIFO, LIFO AND WEIGHTED AVERAGE
»rbe following are the detalls of a spare part of Srira,
m Mills -
& urchases
: e 100
:51.1 7 gy A S :sue: for consumption 5o “nu:.::; 8 gt
51 urchases
. L7 200
F:l-z Issued for Consumption -
L ; 100 units
42 . ) ssued for consumption 100 tmits
20 Purchases
: .
@ 150 units @ 2 50 per unit
5 Issued for ion 100 units =

Find out the value of stock as on 31.3.201¢ if the
1, First in First Out basis

2, Last in First Out basis

3. Weighted Average basis

company follows:

Solution :
Stores card/Stores ledger

FIFO METHOD
Item - Spare parts — Method of Valuation of issues - FIFQ

Date | . | Receipt | Issue

2016 | Particulars | V.No.| Qty. lRate‘ Amt. l Qty. \ Rate \Amt \Qﬁy ‘Rate‘Amt \

1.1 Opening Bal.

11 |Purchase 100 30 3000\ \ \ 30| 3000

151 |lIssue | | so| o[ 1300] s 30] 1500

12 Purchase 200{ 40| 8000 30 1500
| \ \ EREEES

152 |Issue 100| 50x30 1500\ \so\ 40\6000\‘
k ‘ \ \ \ 50x40| 2000

202 [Issue | [ | T 100[100xd0[ 4000] s0] 40120001

13 Purchase 50\ 7500\ \ \ \ \ \2000\

7500

|

153 |Issue 100| 50x40| 2000

I ‘ \ 50X50 2500\ \ 50| 5000

L [Totl 4s0]  [18500[ 350] L5 00
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INVI culars. V.No.
X purchase
12 Tssue
Purchases 350 13,500 15211 ccue
Consumption 100 5,000 202 purchase
Closing Stock (Cost by FIFO method) - 13 1seue
- ~card, if wesimply value the stock of 100 units f:lom the 152 Total
WiLhoul;w:akmg 5:::; Eer lots have been issued, we get the same valuatiop
last lot because
100 units @ 50 = ¥ 5,000. - . T Qv Value
LIFO METHOD. purchas 450 - 18500

issues — LIFO : ] tion
Method of Valuation of . ) sump ,
Item - Spare parts = " . Balance cor g stock (Cost by weighted method) 3‘50 13:300

[ Receipt Igaue : Closin -
g.,:]l Pariolets, [’ VNo. | Quy. | Rate| Amt Quy. | Rate A‘mt Qty; Rali Amy A]tetﬂauvely per?odif: weighted average can be applied
[11_[Opening Bal | ’ 0 100] 30 3000] qy quarterly weighted average = 3000+8000+7500/100+200+150 4111
FI /th& ]’ ]I wo], 00 30— 6] 1500 50| 30] is00] closing stock = 41.11 X 100 = 411] .
15.1 |Issue 0
50| 30 1500
0
[12 [Purchase I / 200 l 40 ! 800 200 40| 8000 e Qy  Value
152 [Issue / ] I I 100] 40| 4000 SO| 30| 1500 Pu_rchaseS. 430 18,500
| oo comumpton 350 a8
[202 [Issue ] | | | 100] 40 4000 1500 Closing Stock (Cost by weighted method) 100 PRETY
/u /Pumhm / ] 150} 50; 7500’ 50 301 1500 S ’
150] 50| 7500 turer has the following record of eofa i
= /Issue [ / , ~o0T o[ s000] 0] 30 1500 i l) chase of a condenser which
50| 50| 2500 g
18500 350 e
[ Tl Ii | 450] | | | 14500{ 100 4000 ; -
Qn. Value _ Quantity (U ts Price per (Unit) |
Purchases 450 18,500 ‘ 200 3 5.00
Consumption 350 14,500 _ 400 550
_ Closing Stock (Cost by LIFO method) 100 4,000 3 L8550
Alternatively: The shortcut valuation of closing stock by LIFO ie. without S -
preparing stores card, would have been 100 units @30 = 3,000. It differs 475 1
from the above valuation which is more correct if datewise issue is known. ' i
WEIGHTED AVERAGE METHOD
Item - Spare parts — Method of Valuation of issues — Weighted Average
Method >
uantity (Units)

et | T Reeet | e | Balenco

- s [VNo | o, | Rate | Ame. | on. [Rate| Amt. | Oy. | Rate | An
L.1__|Opening Bal. ’ - .
1];1 Zsu::hm 100 30| 3000 100| 30| 3000
50] 30] 1500 50| 30 _I_SQQJ

00
00
600
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oD ; ticulars V-No. o Rate e o : 3
Solstion: m‘olﬁ"‘“ jon of issues - FIFO P purchase 475 3509 ‘d-z. o;,.m n.ai.c‘.;;
Jrem - Comdesser = M Balance - 30| sso| 1es0
T Rt [ame | 0 [Rawe 4 | 6| 1200
- v = =3 200| 475| 3800
S fopemmgBel| | | m”i__L" TR Tl Lo 0| 47|20 300 3| 1500
201 ] 00, -,I &0 5| se0] 300] s[5 30| s50| 1650
M 3000 sl 200| 6| 1200
"3 ,' w0 33 A 400| 5s0 ZZm! 3 2600 13350 200 475| 930
: || ST o 300 5[5y T — 1600 8050| 1000 5300
1112 |Purchase I | 30 S5 I8 700] 550| 35|
| ! 0] 300G| 1500 600] 550] 3355 Qy. Value
DD [l f ' 100x55| 550 Yy ases. : 2600 13350
! ol §] 1200 600 550[ 3355 Consumption - 1600 8,050
512 |Puschase 200 6] 1209 — Stock (Cost by LIFO method) -
! | ] 600 530] 3355 Closing . . 1000 5300
[ [Parchas 800 475| 3800 2000 6| 1259 The shortcut valuation of closing stock by LIFO ie without preparing stores
| [ 800| 475 33y card, would have been 9(;(; units @5 = 4,500 and 100 units @550 = 550. 1t
% 00| 550 3300| 200 6| 12g differs from the above, which is more correct if date wise issue is known.
= !,ss,,, [ I ! _ 500|475 o WEIGHTED AVERAGE METHOD
[ Toml | [ 2600] [ 13350] 1600 o Tﬁ Item — Condenser — Valuation of Issues - Weighted Average
g e 3 T B
2600 133350 e L L o Recelp dsSuckey Bal
Pm‘dzass. 1600 8350 Date |Particulars . | V-No.| Qty.| Rate] Amt.| Qty.] Rate Amt.| Ory.] Rate]Ame)
Consumption 1000 5,000 01.12 | Opening Balance -1 -1 -
Closing Stock (Cost by FIFO method) . o). fm' " 0412 | Purchase 900] 5[ 4500 %00]  5[4500]
Without making stores card, if we simply value the stoc ot el a.lur:t' e 05.12 [Issue | [e00] s|4s00] 300] - 5|1500]
last lots because the earlier lots have been gss-";fl'z‘gg b o 10.12|Purchase 400] 550{2200( | | | 700] 5286(3700]
800 units @ 4.75 =¥ 3,800 and 200 units @6 = ¥1,200. _ - [it12[Purchase___ 300] s50]16s0] | | |1000] 533]53%0]
. -LIFO METHOD 12.12 | Issue | | 1 400] 535] 2190] 00| 535]3210]
Item — Condenser - Method of Valuation of issues - LIFO | [1912 [ Purchase 200 {12000 | | | soo|5s5125]4a10]
L z Receipt | Issue . |  Balance I [28.12|Purchase 800 475]3800] | | [1600] 5.131]8210|
| Date | Particulars | ViNo.| Oty. | Rate | Amt, | Oty ] Rate | Amt. | Qty. | Rate | Amt. } 29.12 | Issue [T T e0o]s131] 3079] 1000] s.131[5131]
01.12 [Opening Bal. | - -] = — : :
[04.12 [Purchase | 900] 5] 4500] » 900 5| 4500 } | o | vale |
05.12 | Issue | T e00] 5[ 3000] 300] 550|150 | |Purchases 2600 \ 13350 ‘
10.12 [Purchase 400 ss/ zzool ' “300[ 5[ 150 | [Consumption 1600 f219
400| 550 zzgg | [Closing Stock (Cost by LIFO method) 1000 | 5131 |
1112 : .
Purchasq & - ' 1650 I I ;gg 553 ;:50 \[ Alternatively periodic weighted average can be applied. It can be monthly,
- Quarterly etc, ,
12.12 [Issue J I . l 400 550 2200 300[ 5 lsgg Mont y ) 53900+ 5.5x 400 + 5.5% 300+ 6x 200 + 475X 800
300| 550] 16 onthly Weighted Average = ) +200+800
19.12 [Purchase 200[ 6| 1200 300 5] 1500 | g verage = 900 +400+300
' .| 300| ss0f 1650 4500 +2200+1650+1200+3800 _ 13350 _¢ 2o
— 200/ 6] 120 = 2 2600
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3 = 5135
re closing stock will be 1000 X 5.135 5

Therefo _

Purchases .
Consumption
o 5“’“‘M(C‘”':l~;umgdo::;h :o)ck by preparing trading account
.
From wing puﬁcnlm.fdr the years 2014 and 2015 determig
gfnln :l‘!;ebg:dnx stock at the-end of 2015. .

12.10

30,000

1,90,000
2,40,000

Uniform rate of gross profit may be assumed.
At the end of 2015, goods purchased were received, but no entry was made fo
this credit purchase since invoice was not received. These goods cost ¥ 20,000,

Solution :

Closing stock of 2015 can be ascertained by pcepe}ring Tr: a(.iing a/c but £ross
profit ratio for 2015 is not given hence the same is ascertained ?)y Preparing
Trading a/c of 2014. For this remember the closing stock-of this year is the
opening stock of next year.

Trading Account
For the year ending 31st December, 2014
[ = B o it Gk
| To Opening Stock By Sales 2,00,000
To Purchases By Closing Stock 30,000
To Gross Profit (Balancing fig-
ure)
2,30,000
Calculation of Rate of Gross Profit
Gi fit 90,000
Gross Proft Ratio = 0P (o 0000 - 00 = as%
Sales 2,00,000
Trading Account
For the year ending 31st December, 2015
Particulars F3 Partical
» :Z Opening Stock 30,000 | By Sales
By Closing Stock (Balanc-
210000 | ing Figure)
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=45% is tak,
f gross Profit aken from 2003,
T ifﬂﬂnlkiifo?ce was not accounted is Z 1,08,000
whicl!
of

Stock as on 31-12-2005 inclu

Stock, when stock of diff
aining Gate s kl:i:rlr‘x date is known (Stock of latter

o was closing his books on 31-32016 faneq

0-6"‘,",': did only on 9th April, 2016, when it was a:::,eﬁ:ienteh::;‘ hufrinsttoo:)‘;

w:lﬂh E4 25;000' )

ound that sales are entered in the saleg boo

d return inwards in the return book as

p 3 back. Purchases are entered in the purc

vott‘ées are received.

In found that sales between 31-3-2016 and 9.

1t w;sﬁre 71,720. Purchases between 31-3-2016 an

boo book are 120, out of these goods amountin.

::¥ﬂ after the stock was taken.

Goods invoiced during the month of March, 2016 but goods received only on
4th April, 2016 amounted to T 100. Rate of gross profit is 33 1/3% on cost.
Ascertain the value of physical stock as on 31-3-2016.

k on the same day of
and when the goods are
hases day book once the

4-2016 as per the sales day
d 9-4-2016 as per purchases
g to T 50 were not received

Solution:

Stock on 9-4-2016

Add: Cost of goods sold (1720/100) X 75
Note: Profit 33 1/3% on cost = 25% on sale

Less: Goods purchased and received (120 - 50)

Less: Goods purchased in March but received on 4-4-2016
Physical stock on'31-3-2016

Add:Stock in transit (purchased but not received till 31-3-2016)
Closing stock for final A/c.

Ascertaining stock, when stock of different date is known j
(Stock of earlier date is known)

07 A trader T March, each year. Due to some
prepared his accounts on 31st March, :
“avoidable reasons, stock taking was done on 15th March, 2016 on which
e the total cost of goods in his godown came to X 50,000. 'l‘he6 following
&8 Were established between 15th March and 31st March, 2016.

L
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12.12
h sales € 10,000) -

(a) Sales t 41,000 (including cas hases € 1,990)
(5) Purchases ¢ 5,034 (includ cash p
r 4 >
1,000
{¢) Sales Returns T 1| fit of 20% on sales.
trader at a prol
v ::l: :olhm. i the value of stock on hand on 31st March, 29,
You are reg .
Solution:

Statement showing the Valuation of Stock as on 31st March, 2016

(Physical inventory) as on 15-3-2016

A Stock in gododn 53 to 31.3 net of return 80% of ~32,009

B Less: (a) Cost of sales between 1
/ (% 41,000 - T 1,000)

C Add-(a) Purchases durin_g the period
D _Stock as on March 31, 2016 (at cost)

ded on 31st My,
.8 Raj Ltd. red their accounts for financial year en rch
2% ‘9‘}3,“ to f:? et '(_'e cl: o es actual stock has been takgn on 10t
April 2019, when it was ascertained at ¥ 1,25,000. It has been found that;

(i) Sales are entered in the Sales Book on the day of dispatch and retury
inwards in the Returns Inward Book on the day of the goods receiveq
back.

(i) Purcﬁases are entered in the Purchase Book on the day the Invoices are
received.

(7ii) Sales between 1st April 2019 to 9th April 2019 amounting to 20,00
as per Sales Day Book.

(iv) Free samples for business promotion issued during. Ist April 2019 ¢,
9th April 2019 amounting to ¥ 4,000 at cost.

(v) Purchases during 1st April 2019 to 9th April 2019 amounting to % 10,000
but goods amounts to 7 2,000 not received till the date of stock taking,

(vi) Invoices for goods purchased amounting to ¥ 20,000 were entered op
28th March 2019 but the goods were not included in stock.
Rate of Gross Profit is 25% on cost. !

Ascertain the value of Stoclg as on 31st March 2019, ['May 2019, 5 Marks]
Solution: :

Stock as on 10th April, 2019

Add: Cost of Goods sold ( Z?T(:)OO X BO)

20% on sale] .
ed

[Note:- Profiy 254 on cost =
Add: Free samples distribyug

u::;J-‘f:.’,;'/m.
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= purchaSCd & received (10,000 - 2
Gooices entered but goods not includeq
\ vaan 31t March, 2019

ok e [ t57.000
W
04 P l,g,e value of the stock was? 28,00,000, The fn 1L One on 23rd February,
;3020' o 23rd February to 29th Fe ruary, 2 020? ‘Owing transactions took

ace the goods sent on consj
ol 1) 0“::5“ sold. 80ment, goods ¢ cost worth 2 2,30,000
we

in

I urchases 0£33,00,000 were mage t
(2);: ‘l: ‘;:: delivered on 5.th March, 2020_u of which
{ ‘:[Saleﬁ were ¥ 13,60,000 which
(3) proval. Half of these goods w
§ ;ut no information is availab
ds are sold at cost plus 25
) GO old for T 1,50,000.

petermine the value of stock on 29th February, 2020,

[Nov. 2020, 10 Marks]
/—X

Solution:

goods worth 2 1,20,000

nclude goods worth 2 3,20,000 sent on
erereturned before 29th February, 2020,
© regarding the remaining goods.

%. However goods costing  2,40,000 had

Statement of Valuation of Stock on 29th Feb., 2020

Value of stock as on 23rd Feb. 2020
Add: Unsold stock out of the goods sent on consignment

Purchases during the period from 23 Feb.,, 2020 to
29 Feb., 2020 .

Goods in transit on 29 Feb,, 2020 l 120000 5,30,000 |
| 33,30,000 |
Less: Cost of sales during the period from 23 Feb, 2020 to \ \ (9,52,000)
29 Feb,, 2020 (W.N.1)
| | 23,78,000
Working Notes:
L. Calculation of Cost of Sales: ?
" Total Sales 13,60,000
Less: Goods sent on Approval*
(a) % returned (1,60,000)
(b) No intimation received for approval of % goods (1,60,000)
1040000
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7 10,40,000
al Sal Normal Sales
Abnormal S 000-% 1,50,000)
1,50,000 (® 10,40, 2290000
Less: Gross Profit 21,78,000
(25% on cost o 20% on Sales)
COGS ¥ 712,000
COGS ¥ 2,40,000
. 72,40,000 +3 7,12,000)

Total COGS is ¥ 9,52,000 (
* This stock is already included in sto

0.10 From the following particul
tories as on 31st March, 2020:

ck taking made on 23rd Feb., 2020,

ot ascertain the value of inyey

%

Inventory as on 1st April, 2019 . . %3,50,000 =

Purchase made during the year . 712,00,000

Sales . 718,50,000
Manufacturing Expenses - 71,00,000
Selling and Distribution Expenses - ¥ 50,000 ‘
Administration Expenses . t80,000 :

At the time of valuing inventory as on 31st March, 2019, 25um of X 20,000 was
written off on a particular item which was originally P“F!?”ed f‘?" 55,000

and was sold during the year for T 50,000.

Except the abovementioned transaction, gross profi
was 20% on sales. - ; D

ed during the year
[Jan 2021, 5 Marks]

Solution: .
Memorandum Trading a/c
for the year ended 31st March, 2020

[ Particulars - [ Normal |Ab 1] Total [ Particulars | Abnormal| Total

i 55,000] 3,70,000|BySalesA/c 50,000/ 18,50,000

--[12,00,000|By Closing| 1,75,000 1,75,000

To Manufactur- J

ing exp 5000 5,000
To Gross Profit 60, »

19,75, Y
000|_55,000]20,30,000 55,000/ 20,30,000

So, value of Stock on the date of fire %1,75,000,

Note:- Selli istributi
" ConSisgingfz Distribution expenses and Administration expenses will not
ed for the purpose of preparing Trading A/c P
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following infor, 1248
T m the fo Mation, cq),
ol Fro® | ing adjusted selling price mm the historical cost of closing

ver g ing the year
1Y% pase during 25,00,000
‘ Mdurlns the year 27,50,
4 5316:‘“1 g Inventory Nl], 0e0
2 t
i nvgnt°fy at selling price 21,00,000

[July 2021, 5 Marks]

soluﬂon : - . .
calculation of Gross Margin of Profi..

@ ing th . :
Sales during the year 7,50,000
Add: Closing Inventory (at selling price) 1'00' 000
Less: Purchases during the year (5,00,000)

2 Gross Margin m’
3,50,000 -

(if) Rate of Gross Margin = 850,000 100=41.176%

(iii) Cost of Closing Inventory =3 1,00,000 - 41.176% of % 1,00,000
©=%1,00,000 - T 41176
=%58824

llowing are the details of the spare parts of an Ol Mill:

. Opening Inventory Nil ‘
112021 " | Purchases A . {10 units @ % 300 per unit J
15-1-2021 | Issued for consumption ‘ 5 units J
122021 | Purchases . \ 20 units @ 400 per unit
152:2021 | Issued for consumption | 10 units
20-2:2021 | Issued for consumption Y 10 units

the company follows

I
! Find out the value of Inventory as on 31-3-2021, if
| . S \

Weighted Average Method. [Dec. 2021, 4 Marks]
Solution : .
" STOCK LEDGER |
{ Receipts o Issues { Balance j
/ - Oty. | Rate | Amt. | Q. Rate\Amt.. \ Qty. \Ra‘e\ Anit, \
| (Units) |z | = | (Units) | R X | (Units)} 2 2

T
“10 3000 | - |

300
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[
12.16 INVENTORY VALUATION
Date 2021 TR e a0 Ralkce T
‘ - : e | Amt| Qty. | Rate
g me [a | o Toue Thee | Q) [ R0 [y
i M s | 300 | 1500 | 5 | 300 | g~ | ’
ISthJan. | - —— — T .. 25 | 380 | o5 '
1st Feb. 20 400 | 80 \
N 10 | 380 | 380 | 15 | 380 | 575
15th Feb. - sl ' 3800 | S 380 | é
l%th Feb. - - - 10 = 5 380 - m
| 31st Mar. - | - - - - — 0 g
Value of inventory as on 31st March, 2021 is X 1900. | HoRT
\\\\\\\\\ﬁi \ y .:’\\ ?: N\ » llded s
= - e s N e
Ans. M
An expP
treated
are hel
of proc
Fixed ¢
like, bt
40,000 R €
chased assets :
farch, systen
2 ~to the
. he | Amort
Solution : ' ‘
Trading A/c for the year ended 31st March, 2021
ToOpening Stock 28,00,000| By Sales 2,08,80,000
+ Written off  2,40,000 22,40,000 | Less: Sale of (6,40,000) | 2,02,40,000
1 abnormal item - A B & il
-Abnormal item (8,00,000) | 1,38,40,000 By Closing Stock (Bal. fig.) 37,00,000 Ans. &
To Purchases 28,00,000 ' * *
To Manufacturing exp. 5060000
To Gross Profit
(1/3 on Cost Or1/4on sales) |
Total '
2,39,40,000 Total | 2 3@

- So, value of stock as on 31 March, 2021 is 7 37 00,000
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T T RT NOTES s,
Year HORT IN¢ ___ e
IM gy WY YR arion T / ———
eaning of depreciation: ,
mﬂ.\og} A ::enditure which results int
e o . " . :
38,40,09 ﬁzated as capital expenditure/fixed igfeli? rlég bgneﬁt.(long-term benefir) are
28,00,000 : e held for use in the business and not foi* Slxle assets are th_ose.assets which
00 | , _ ale or consumption in the course
08,80 , of productlon. ‘ »
——200) ts which have a limited us¢ ' '
Fixed assets W. llc ave a limited useful life are known as depreciable assets
; 2 like, building, plant and machmery, etc. land is a non-depreciable asset. Rev-
. 2»40,(00()‘% enue eXpenses are charged to the year’s P&L A/c similarly depreciable fixed
yurchaseq assets shguld be charged over (written off) over its useful life. This process of
st March, systematlcally allocating d.epr_emable amount (cost less estimated scrap value)
. to the P&L accounts over its useful life is known as depreciation accounting.
uring the Amomzatlo_n,‘ ofassets whichhas specificlifelike patents etc.is alsoincluded init.
¢ Depreciation is the reduction in the value of fixed assets due to:
5 Marks]  m itsuse,

m passage of time and

| m_obsolescence. | | |
! ¢ Depreciation is the apportionment of cost of asset net of estimated scrap
‘ 3
[ :
J
I

value over its estimated useful life. .
000 B
12,40, 02 Sum of * faits 1
7 00,000 Ans, Sum of Years of Digits Method: , : ‘ | o
’ ¢ Inthis method the depreciationis calculated in theratio of .the}re.malil;‘lll‘l‘llg
life of the asset in the beginning of that year to the sum of digits of the
life remaining for all the year. o
| 13.1



132 DEPRECIATION

 Number of years (ocuding the rECH YD PSSt e ocluding the presest year) of remaining He of the aus.y
" the asset (in years)
Deprociation o the Year = Depreciablc Valoe X “Total of alldigts of the ke of *

0.3 Depletion method ; :
letion method: ) - .
e D"’_ I:.hod is followed in case of exhaustive (wa.stmg) assets e.g, mines,
* T'"HSH}J.:; ing depreciation on such item the life of t_he A§set (leas,
¢ Fo:iof:l) isgrl;% very important because it can be used (ie, Mineral cap
g: extracted) only till it contains mmera.ls.- l
o As soon as the mineral is exhausted the mine becomes useless.
# Thereforedepreciationis calculated in proportion of themmgral extracteq
in a particular year to the total extractable mineral contained in it.

Cost of Asset
®  Depreciation (per ton, eic.) = Extractable Quantity of Mineral

lculation of d preci
__[Nov. 2020, 5 Marks]
Ans. The elements relevant for deciding the rate/amount of depreciation are:
¢ Costofacquisition (Costs necessary toput anassctinto usable condition),
# The estimated life of the asset.
¢ Estimated scrap value at the end of its life.
0.5 Amortisation_ o o 21, 1 Mark]

Ans. The word Amortisation refers to the economic deterioration by the expi-
ration of intangible assets like goodwill, patents, copyrights, trademarks etc.

TRUE OR FALSE

Q.1 Land is also a deprecial:ble asset.

Q.4 Discussthe factors :akenmxooonsxqemuon‘

Ans. False: Land is not a depreciable asset because it does not qualify for
depreciation as per AS-10.

Q.2 Depreciation is a cash expenditure like other normal expenses.

Ans. False: Depreciation is a non-cash expenditure because it does not involve
any cash outflow. . :

Q.3 Depreciation is an amortised expenditure.

gns. True: Deprec_:iation ischarged on value of fixed asset over its useful life. So,
Yy way of depreciation any capital expenditure is amortised over its useful life.

Q.4 Depreciation cannot be provided in case of loss, in a financial year.

al}!ls;.;als;:l Depreciation is a charge against profit so it has to be provided for
€I there is a profit or loss in a financial year of the business.
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DEPRECIATION 3
13.
sable amount refers to the
a5 Dﬂ#ﬂ”bkgtvalue of an asset. difterence between historical cost and
:; patse: DEP reci;a:lz:l,n.:amm * refers 1o historical cogt jess salvage value

3 n )
0.6 pepreciz tio ‘ €Xpense and doeg not result in any cash out-
ﬂ"w"rrue: Depreciation is a non cash expense and her, o ot oo

A“[’};e s € is no outflow of cash

l'l;»R'AC"“" QUESTIONS

1712013 machinery was purchased for 80 000 = S
0 1.1.2013 machinery was purchased forZ 80,000, On 172014 addition

0. O nade to the amount of 2 40,00. 00 31.3.2013 maching puschced on

:’11014 2013 cos:vas ;"ld for 311,000 & on 30.6.2015 machinery

L1 ased on 1.1 1ng X 32,000 was sold for < 26,700. On 1.10.2015
¢ on were made to the amount of % 20,000, :

; A/c & Depreciation A/ 5

crow Machinery ep! 0 Afc for 3 years 2013, 2014, 2015.

;l;;reciat ¢ Machinery at 10% p.a. by W.D.V. method,

s

olution: )
5 Machinery A/c (W.D.V. 10%)
1 e
ﬁ Par ars P = T
112013 | To Bank A/c 80,000 |31.122013| By Depreciation A/c X
By Balance c/d
' :
112014 | To Balance b/d 31.1u014 By Depreciation A/c
172014 | To Bank A/c 40,000 " | By Balance c/d

1.12015 | To Balance b/d 1,02,800{31.3.2015 | By Bank A/c

By Depreciation A/c
By Lossonsaleof Machinery
By Bank A/c

By Depreciation A/c
By Depreciation A/c
(6548+500)

By Balance c/f

3062015 | ToProfit onsaleof machinery
1.102015| To Bank A/c

2,076 {30.6.2015

Depreciation A/c

7

| Date | Pariculars - | % | Date | Particulars
31.12.2013| To Machinery A/c 8,000 |31.122013 | By P&L A/c 8,000
8,000 8,000

9,200 |31.12.2014| By P&L Alc

—_
31122014 To Machinery A/c

3132015
3062015
31122015

P&LA/c

To Machinery A/c 285 |31.12.2015 By
To Machinery A/c

To Machinery A/c

¥ ¥ )
m’iﬂ § -"Z}Iv-.'q



13.4

‘Working Notes:—

Depreciation : Calculation by S

“Balanice of old machine

on 112015

() sold

(-)ysold *

Balance

Depreciation @10%

On new machine

20,000 % 10+ 100X 3+ 12

Depreciation
Balance
Depreciation
Balance
Sold for
Profit -

LM and Accounting by credit to Asset A/c

hased for? 80,000, On 1.7.2014 addition

0.2 0n 1.1.2013 machinery was purc 0
3;:2‘: nnmde to th:n ::munt of Z 40,000. On 31.3.2015 m: chine purchased op
1.7.2014 costing ¥ 12,000 was sold for :
ppurchased on 1.1.2013 costing Z 32,000 was sold’ :

addition were made to the amount of ¥ 20,000. .

v A/c & Depreciati

for Z 11,000 & on 30. .2015 machinery
for? 25,700. On 1.10.2015

Show Machi

Depreciate Machinery at 10% p-a. by S.L.M.

A/c for 3 yearlel 3, 201@, 2015,

Machinery A/c (SLM 10%)

Solution:
Date_| Particulars [ 2 | Date |  Particular 7
1.1.2013 | To Bank A/c 80,000 |31.122013| By Depreciation Alc 8,000
’ By Balance c/d 72,000
80,000
1.1.2014 | To Balance b/d 31.12.2014| By Depreciation A/c 10,000
(8000+-2000)
1.7.2014 | To Bank A/c 40,000 By Balance ¢/d 1,02,000
. 1,12,000
1.1.2015 | To Balance b/d 1,02,000|31.3.2015 | By Bank A/c 11,000
3062015 | To Profit on sale of Mach- | 2,700 By Depreciation A/c 300
inery A/c

1102015 | To Bank A/c 20,000 By Loss on sale of Mac- 100

hinery A/c
30.6.2015 | By Bank A/c 26,700
By Depreciation A/c 1,600
By Depreciation A/c| 8100

(7600+500)
. By Balance c/f 76,900
124700] 1,24,700

Depreciation A/c
Em T ae
122013 To Machinery A/c 8000 |31.122013| By P&L A/c
8,000
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300 31122015 By P&LA/c

3]122014 DeprEciation
015 Balance . 28,800 40,000 - =
1;3%15 Depreciation __300|31.122014 Depreciation _3 200 000 - 12,000
313 11,100|1.12015  Bal
s : ance 25,600 | Depreciati
 caidfor 1100013062015 Deprecition 1600| on @10%
Loss 100 Balance 24,000 | On new machine

Sold for 26,700120,000 X 10 =+ 100 X 500

3+12

Profit 2,700

Depreciation : Calculation by WDV and Accounting by credit to
Depreciation Provision A/c.

030n1.1.2013 machinery was purchased for 80,000. On 1.7.2014 addition
were made to the amount of T 40,000. On 31.3.2015 machine purchased on
1,13014'cpstlng ¥ 12,000 was sold for X 11,000 & on 30.6.2015 machinery
sed on 1.1.2013 costing T 32,000 was sold for ¥ 26,700. On 1.10.2015
addition were made to the amount of ¥ 20,000.
achinery A/c, Depreciation provision A/c and Asset disposal Ale
s 2013, 2014, 2015. Depreciate Machinery at 10% p.a. by W.D.V.
{(for calculation refer Q. 1)

Machinery Account

Particul 7% | Date | ¥ I T |
112013 | To Bank A/c 80,000 |31.122013 | By Balance c/d
112014 | To Balance b/d 80,000 |31.122014| By Balance ¢/d
172014 | To Bank A/c 40,000 .
LIS | To Balance b/d 120000 | 3132015 | By Asset disposal A/c
102015 | To Bank A/c 20000 | 3062015 | By Asset disposal A/
L\< 31122015 ByBaIancec/d




| 13.6
Provision for Depreciation

17,200 | 1.1
31

600 [ 1.1

3132015 To Asset disposal A/¢
30.6.2015 To Asset disposal A/c

‘ DEPRECIATION

[t | Date Mcular:/ :
iati c
31.12.2013 Py Depreciation T

285|31.122015 | By P&L A/c
1,296
31.122015 | To Depreciation provision A/c| 7,048

Account (WDV 10%)

2014 | By Balance b/d
12.2014 | By Depreciation Alc

By balance b/d
By Depreciation Alc

2015

8,629

Dr. - Asset Disposal Account . Cr.

[ Date | “Particul: Date | | Particulars -

3132015 | To Machinery A/c 31.3.2015 | By Bank A/c (sale) -

. By Depreciation provision Alc 600
By Depreciation,A/c 285
. d By P&L A/c (loss) 115
30.62015 |-To Machinery A/c 32,000 [ 30.6.2015 | By Bank A/c (sale) 26,700
| 30.62015 |To P&LA/c By Depreciation provisionA/c| 6,080
~ | By Depreciation A/c 1,296
' 46,076

in earlier Question also.

+ Depreciation upto the date of disposalisdirectly credited toasset disposal
A/c alternatively it can be routed through depreciation provision Alc.
& Similarly asset sold can be accounted through asset Disposal account

Depreciation : Calculation by SLM and Accounting b)} credit to
Depreciation Provision A/c.

mnde.to the amount of 7 20,000.

Q.40n 1.1.16 machinery was purchased for % 80,000. ¢
made t0 the amount of ¥ 40,000, On 31, 18 inac
costing ¥ 12,000 was sold for 11,000 & on 30.6.18 machinery purchased
jon 1.1.16 costing ¥ 32,000 was sold for % 26,700. n 1.10.18 zgdli,tion were

17 17 addition were
purchased on 1.7.17

Tjachin®
Mate Ma

To Balance b/d
To Bank Alc

To Balance b/f
To P&L A/c (profit)

To Bank Alc

ry A/c & Depreciation
chinery at 10% p.a. by
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F]f,m""“ a/c for 3 years 16, 17, 18.
or m‘cu‘atlon refer Q. 2)

-Machinery Account

80,000 | 31.12.17 | B,
e y Balan
e C/d

1,220,000 | 313,18

By Bank A/c

By Depreciation provision A/c
By P&L (loss) A/c

ByBank A/c

- 20,000 | 30.6.18

i \Jt—i\;m@et can be routed through asset disposal A/c as done

Altern@ i
in earlier question.

Dr.

Provision for Depreciation Account (SLM 10%)

b ’!;’:/!,‘,Da(eli Particulars

Par

[ Dat Part
31.12.16 | To Balapce c/f

31.12.17| To Balance c/f

313.18 |To Machinery A/c
306.18 | To Machinery A/c
31.12.18 | To Balance ¢/f

8,000|31.12.16 | By Depreciation A/c

18,000|1.1.17 | By Balance b/d-
31.12.17 | By Depreciation A/c

900({1.1.18 |By Balance b/d

8,000{31.3.18 |By Depreciation A/c
19,100 |30.6.18 |By Depreciation A/c
i 31.12.18 | By Depreciation A/c

Date

3L12.16

31318
306.18

31218

3112.17| To Depreciation provision A/c

To Depreciation provision A/c
To Depreciation provision A/c
To Depreciation provision A/c

. 8,000
10,000 | 31.12.17 By P&LA/c
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13.8
15,000 e
chased 6 machines for ¥ 15, ach
0.5 On 1st January, :.?;.z ::-;llg';::e;ber, Depreclation at t:;e ra‘;e of 10y
m'mm-l e(:lolt‘sh{:.t:een charged to profit and loss account and cre ited 1o 5
on

separa reclation provision account. »
l; dep 2013 one machine was sold for 12,500 ?1":1 :gell,:v ;r,;‘ua )
On Ist -B“T' achine was sold for < 12,500. An improve: : ch cogt
3%‘033’50.: PITI'dllsed on 1st July, 2013. The same rate of depreclation way

decided for the new machine was well. You are required to show: .

m 1 t 3. The d lation pro.
1. The asset account 2. The asset disp a P Pro.
vision account.
Solution : .
Ledger of Harl Om
Dr. Machinery Account Cr,
[2012"] F I [T [ zoiz [ Particulars T
To Bank A/c 90,000 | Dec. 31 | By Balance c/d 90,000
5000
2013
To Balance b/d 90,000 | Jan. 1 | By Machinery disposal A/c| 15,000
To Bank A/c 28,000 | Dec. 31 | By Balance c/d . M
1,18,000 [1.18,000]
2014
To Balance b/d 1,03,000 | Jan. 1 | By Machinery disposal A/c| 15,000
. Dec.31 |By Balancec/d 88,000
03000
To Balance b/d

Note: The balance in the asset account at any time represents the cost of assets
retained by the firm.

Machinery Disposal Account
2013 | Particulars . | % | 2013 | = Particulas | 2
Jan. 1 | To Machinery A/c 15,000 | Jan. 1 | By Provision for depreci- | 1,500
ation A/c
Jan.1 |ByCashA/c 12,500
Dec.31 | By Profit and loss A/c| 1,000
(loss)
15,000 15,000
2014 ) (2014 B
Jan.1 | To Machinery A/c 15000 | Jan. 1 | By Provision for depreci- | 3,000
Dec.31| To P&L A/c (profit) aton /e
500 | Jan.1 | By Cash A/c 12,500
] 15,500 15,500
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DEPRBCIATION

; . 139
inery disposal account is nota cony

n

 Mach repared o
N‘f:;lﬂ" 1t must be prep: separately for g,
ac

pee:?

;\}lllmexs account like machinery
provision for Depreciation Accoun}t, (;rl"M 1
tla 2 0%) Cr.

2013 ToMachinery disposal A/c-
jan-} | ransfer c
To Balance c/d

jon- !

ath To Machinery disposal A/c-
Jan-! transfer
To Balance c/d

By Balance b/d

* 22200 Dec.31 | By gepreciauon}\/c (6000
0

1
pec.3 ke

By Balance b/d
/

Note : The balance in the provision account at any time shows the balance of
accumulated depreciation in respect of retained assets.

Working of depreciation

(1)0n 2 75,000 % 90,000 - T 15,000) @ 10% per annum
on% 28,000 @ 10% p.a. for 6 months

Depréciation for the year 2013

(2)0n % 60,000 (% 75,000 - X 15,000) @ 10% p.a.

0n% 28,000 @ 10% p.a. for one year

{Direciat'ion for the year 2014

;0.6, A purchased on 1st January, 2012 certain machinery for % 1,94,000 and
spent % 6,000 on its erection. On 1st July, 2012 additional machinery costing
1,00,000 was purchased. On 1st July, 2014 the machinery purchased on 1st -
January, 2012 having become obsolete wasauctioned forZ 1,00,000 and on the
same date new machinery was purchased at a cost ofZ 1,50,000. Depreciation
Was provided for annually on 31st December at the rate of 10% per annum on
the original cost of the machinery. No depreciation need be provided when
g machinery is sold or auctioned, for that part of the year in which sale or
Buction took place. But for the above, depreciation shall be provided on time
basis. In 2015, however, A changed this method of providing depreciation and
the method of writing off 15% p.a. on the written down value on the
appeared in machinery account on 1-1-2015.
- 3 ars 2012 to 2015, (certain
student which

adop
bal




13.10 DEPRECIATION
Solution:
Machinery A/¢ i
122012 | By Depreciation A/c 25,000
94000+6000) (200,000 | 311 (20000+5000)
By Balance ¢/d 2,75,000
172012 | To Bank A/¢ %
31.12.2013 | By Depreciation A/c 30,000
1.1.2013 | To Balance b/d (20000+10000)
By Balance c¢/d 2,45,000
57
1 275,000
1.1.2014 | To Balance b/d 172014 | By Cash/Bank A/:l 1,00,000
. 172014 | By P&L (loss on sale 60,000
1.7.2014 [ To Bank A/c machine) A/c )
31.122014 | By Depreciation A/c 17,500
(10000+7500)
31.12.2014 | By Balance c/d %ggg
1.1.2015 | To Balance b/d 31.12.2015 | By Depreciation Alc 32,625
(15% of 217500)
31.122015 | By Balance ¢/f * | 1.84,875 |
2,17,500 2,17,500

New method to be applied on the balance appearing as on 1.1.2015 as given
in the question in the last sentence, as prospective change. .

Q.7
Cost of Machine = T20,000
Scrap Value = 32,000 g
Estimated life = 5 years 4 \
Calculate depreciation of all the years on the basis of Sum of Years of Digits
Method. : W e .

Solution:
’ Number of years (including the present year) of remaining life of the asset
Total of all digits of the life of the asset (in years)

Depreciation of the Year = Depreciable Value X

5

Ist Year depreciation = (20,000 - 2,000) X ——————
1+2+3+4+5

5
= 18,000 x-— =% 6,000
15

2nd Year depreciation = 18,000 x1—45- =34,800

3rd Year depreciation = 18,000 ><i =3 3,600
15 ’

4th Year depreciation = 18,000 x i =%2400
15 '

F‘ W O 2 L W I 17 e
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1
= 18,000 X5 =% 1 599

: d a Plant costing ‘

- Apurchase 860,000 on 1505

gix: plant fm'l: 5?{:2%?“ 1st July in the same :::a% 2015. He purchased

gnot 1 1/3rd pa ant for 3 11,00q and T. On 1st October 2016,
gioo 00 on the same date. Prepare Plant A/

%* 0,

purchased another Plant for
¢ for three years in the following

; If rz;te of deprqclation 18 10% p.a. on SL
1. If rate of depreciation s 10% p.a. on Wpy

SOMlon
Case I:-
Working Note:- \
o3 Yaly 1 . - Plant
> m
onJon b 2035 On duly 1, 2015 50,000 On Oct 1, 2016 30,000
part R = Zg’ggg Less: Dep. 2,500 | Less: Dep. 750
: Dep- & &
bess 5P 18,000 | Less: Dep.
1,500
: Dep- ’

v 16,500 | Less: Dep.

Less: Sold 11,000

Loss 5,500

part II- 60,000 X 2/3= 40,000

Less: Dep.

Less: Dep.

Less: Dep.

Plant Account
Date

2015
Jan.1 | To Bank: Plant I By Depreci-
ation on

July 1| To Bank : Plant II

16
Jan, | By Depreci-

ation on
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DEPRECIATION
13.12 Plant Account
Particulars | LF | Amoyp; =
By Cash 11,000 @
By P & L A/c (Loss) 5,500 2015 | 1, Bank: Plant I
By Depreciation on Jan 1 pank : Plant I By Depreciation on
Plant 1@ 4,000 ) July 1 |To Plant 1
Plant I 5,000
Plantll  __ 750 9,750
By Balance c/d .
Plant 1@ 32,000 o el
Plantll 42,500 |
Plant I 29,250 1,03,750 2016 7o Balance b/d
Total 1,31,500 jan! o1
By Depreci- Plant 1T
ation on .
:Plant III
To Balance b/d Dec 31 | Plant®? 4,000 octl ToBank:
Plant1®» 32,000 Plant I 5,000 B
Plant I 42,500 Plant IIT : 3,000 12,000 P:Ian te;)(l;ic'lahon on
Plant IIT 29,250 By Balance ¢/d g
Plant1@? 28,000 o
Plant I 37,500 Bax; a[ln'
‘ Plant I 26,250 91,750 Plyam iﬁe c/d
L | Total | [1,03,750 ] Total 1,03,750 Plant I
Case IL:- _— Plant Il
‘Working Note:- Total|  131,500] _ I
. - - — — e 2017 17
PlantI | Plant IT S _ Plantii : Jan1 |To Balance b/d Dec31'| By Depreciation on
On Jan 1, 2015 . 60,000 | On July 1, 2015 50,000 [ On Oct 1, 2016 30,000 Plant I¢/¥ 32,400 Plant 1@/
Part I- 60,000 X 1/3= 20,000 Less: Dep. 2,500 | Less: Dep. ___T50] Plant II 42,750 Plant I
Less: Dep. 2,000 47,500 29,250 Plant IIL 29,250 1,04,400 Plant I 10,440
18,000 | Less: Dep. 4,750 | Less: Dep. 2,925 By Balance ¢/d
Less: Dep. 1,350 42,750 26,325 Plant 1¢/»
. 16,650 | Less: Dep. 4275 Plant IT
Less: Sold : 38,475 Plant Il 93,960
Loss : : Total | [1,04,400] | [ 10400
Part II- 60,000 X 2/3= 40,000 TR , : —
Less: Dep. 4,000 0.9 A Plant & Machinery costing 10,00,000 is depreciated on straight lln%
25000l year working life and zero residual value, for four years. At the
36,000 U L 000. The
Less: Dep. 3600 e tour| h year, the machinery was revalued upwards by % 40,000. The
’ 32,400 useful life was reassessed at 8 years. Calculate Depreciation for the
Less: Dep. 3,240 3 . [NOV. 2018, 4 Marks]
29,160 Solution:
Depreciation per year = 10,01%000 =71,00,000
= 10,00,000
Zalue of Plant & Machinery B 400000
‘;ss * Depreciation for 4 years (1,00,000 X 4) _ 6’00'000
- i)
DV of the machine at the end of 4th year —=—
P ‘ ) L
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| 13.14
I = 40000

It Add: Upward Revaluation . m
[ Depreciable amount after revaluation 640,000

as per revised estimate = 8 years

Remaining useful life
= 280,000

= 6,40,000
Depreciation for the fifth year onwards 04000

fachi 000 on 1st January, 2015
Firm d an old Machinery for ¥ 37,000 b
o.;o_ 5 tT s%cl;:s iis overhauling. On 1st July 2016, another machine wag
and oper  or210,000. On Ist July 2017, the machinery which was purchaseg
gn 1st January-20 1,5, was sold for 728,000 and the same day a :;w,m];:‘ch_mery
costing T 25,000 was purchased. On 1st July, 2018, the machine w ich wag
purchased on st July, 2016 was sold for< 2,000. 3 H, ; ti, :d’ b

preci 10% per annum on straight line method. The firp,
lzt ,ltﬂ;en is f&’;geai? d .p i diminishing balance method with effect
from 1st January, 2016 and the rate was increased to 15% per annum. Th¢

books are closed on 31st December every year. S :

Prepare Machinery account for four years from 1st J: ?ﬁ:;yé :?g,si() Marks]

Solution: Machinery Account
e Particul [ [ Date | Particulars T
2015 2015
/ Jan 1 / To Bank A/c (Ist) 2 40,000 | Dec 31 | By Depreciation A/c 4,000
(37000+3000) By Balance c¢/d 36,000
Total ' 40,000 1 [ __ Total| 40,000
2016 2016
Jan 1 |To Balance b/d 36,000 | Dec 31 | By Depreciation A/c
July 1 | To Bank A/c (IInd) 10,000 Ist - 5400
’ Ind 750| 6,150
By Balance c/d
Ist 30600
Ind 9250| 39,850
] Total | 46,000 L Total | 46,000
2017
Jan 1 |To Balance b/d By Depreciation A/c 2,295
Ist 30600 ) By Bank A/c 28,000
Ind 9250 39,850 By Profit & Loss A/c (1) 305
July 1 | To Bank A/c (TlIrd) 25,000 | Dec 31 | By Depreciation A/c
IInd 1388
Ird 1875| 3,263
By Balance ¢/d
IInd 7862
R S ST
64850

T P e———
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By Depreciation Alc

By Bank A/c

By Profit & Loss Alc(2)
By Depreciation Alc

By B:

g Notes:- |
alculation of Loss on Ist Machinery:

(1a)l:nce of Machinery as on 1 Jan, 2017 30, 602
e pepreciation upto 1 July, 2017 (30,6ooxﬁ § ’
Less: 100 XE) 2295
. . _ 28,305
o Sall value of Machinery X 28,000
305
? Calculation of Loss on IInd Machinery:
Balance of Machinery as on 1 Jan, 2018 7862
) jati to 1 July, 201 15
Less: Depreciation up y, 2018 (7,862 o %) 590
. )
Less: Sale value of Machinery =
iy

on lst January 2017 for % 4,80,000 and
On July 1, 2017 another machinery costing
0,0t clh -On ly, 2018 the machinery purchased on 1st
January, 2017 having become scrapped and was sold for ¥ 2,90,000 and on
the same date fresh machinery was purchased for ¥ 5,00,000. Depreciation is
ided annually on 31st December at the rate of 10% p.a. on written'down
t for the years 2017 and 201

D

achinery ace

Solution:
Working Note:-

-

1 Jan. 2017
-50,000 | 31 Dec. 2017
4,50,000 | 1 Jan. 2018

-22,500| 31 Dec.2018
4,27,500 Balance
-2,90,000
1,37,500

5,00,000

1,71,000 | Balance




DEPRECIATION

hinery Account
Mac YT
-Amoun()
—

50,000
o 10000| 600,
. | By Balance c/d p
I 4,50,000

I 1,90,000] 6,40,00¢
Total | 7,00,009]
1 700,009

To Balance b/d
1 4,50,000
o 1,90,000
1 July | To Bank [III]

1 July |By Depreciation [I]. 2250
4 By Cash 2,90,000
By Profit & Loss Alc(Loss)| 1,37,500
5,00,000 | 31 Dec. | By Depreciation
N o 19,000

: M 25000| 44009

31 Dec. | By Balance c/d

1Jan.

o 1,71,000 .
IO 4,75,000 | 6,46,000
Total | 11,40,000

Total | 11,40,000 |

! Zs» Dayal Tran“ nsport Company pﬁi‘chwi

\nsurance in full settlement. On the same date, anothe
kg‘wm pany for the sum of Z 60,00,000. The co
cost per annum. The company observes th

@nndal year.
Gln tbe motor truck account for two years ending SISt D mber, 2020
4 . [Jan. 2021, 10 Marks]

Soluﬁon s
In the Books of M/s. Dayal Transport Company
i Trucks A/c

X 20% X (9/12)]

To Profit on destroyed
Oct. | Truck (WN-2)
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() On1new,
ruck _ 3,00,000

By Balance ¢/g -

(@ 9 old trucks 22500000

(B) 1new truck

@ 41750000 |

2
)

10 Balance b/d
9old trucks 2,25,00,000

‘g_

Eb)) i new truck ———57 00,000}2,82,
(@) 9 old trucks
an M (® Inewtruck  4500000{1,80,00,000
! Total
e
orking Notes:

(1) Calculation ‘of Balance as on 1st Jan., 2019:

z
5,00,00,000
(50,00,000)

(1,00,00,000)
3,50,00,000

Cost of 10 trucks
Less: Dep. for 6 months of Year 2017
Less: Dep. of Year 2018

(2)7 Calculation of Profit or Loss on deétroyed truck:-

Balance of 10 trucks as on 1st Jan., 2019 = W
Balance of destroyed truck =35,00,000
Less: Depreciation of Year 2019 (7,50,000)
27,50,000
Less: Insurance Claim 35,00,000

Profit  _7,50,000

unt of a firm on 1st April, 2020 was
lngbookvalueof?zmﬂ()ﬁason ’
) for T 82,000. On the same date a new
000wasspentonltser'
ased for Z 5,60,000. De
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13.19

10,00,000
1,50,000

Jeulation of depreciation for the year engeq 3, March, 2021
¢ ,

 for % 8,00,000, On 1
pletely destroyed an

od. Calculate the amount of depreciation f
and gain or loss on the destroyed B

13.18 DEPRECIATION
Solution : . b, 2021:
nded 31st March, :
tion of Depreciation for the year el et ™ ‘ ‘
Calculat _ e . T m
Depreciation on: -
1. Opening Balance (1.4.2020) . .
15 3 J 1100
(@) Machine Sold 1.7.2020 ( 2,16,000x 755 %13
3,95,70
15 ,700
(&) Other Machine (28,54,000 - 2,16,000) X 100
2. Machine Purchased on 1.7.2020 ’
54,000
15 9
(4,58,000 + 22,000) X 100 X A
3. Machine Purchased on 1.11.2020
35,000 -
560,000 X % x %
]
I Total Depreciation for the year 4,92,800

Solution : i )
Calculation of Depreciation on Buses

Bliinaie i S

(i) On 1st Bus X
Cost on 1.1.2019 8,00,000
Less : Depreciation @ 20% upto 31.3.2019 __M
WDV as on 1.42019 7,60,000
Less : Depreciation @ 20% upto 31.3.2020 1,52,000
WDV as on 142020 608000
Less : Depreciation @ 20% upto 1.7.2020 for 3 months 30,400

z ‘
) On 1stBus 30,400 '\J
(i O» 2nd Bus = 1,50,000 . i
Gain‘ on destroyed Bus : . L |
msuranc‘e claim received = 6,00,000 \
.WDV on 1.7.2020 = 577,600 'll‘

Less - .
Gain = M
.15 The Machinery Account of a Factory showed a balanc A

fgn 1st April, 2020. The Books of ‘Account of the Factory aree 3f):egiﬁa§1h:

March every year and Depreciation is written off @ 10% per annum under the

Diminishing Balance Method. On 1st September, 2020 a new machine was

‘acquired at a cost of T 14 Lakhs and % 44,600 was incurréd on the same day
as installation charges for erecting the machine. On 1st § ber, 2020 a
machine which had cost¥21,87,000 on 1st April, 2018 was sold forz 3’,75.000.
Another machine which had cost % 21,85,000 on 1st April, 2019 was scrapped
on 1st September, 2020 and it realized nothing.

Prepare ’thé Plant and Machinery Account for the year ended 31st March, 2021.
Allow the same rate of depreciation as in the past and calculate depreciation
tothe neatest multiple of a rupee. Also show all the necessary working notes.

[June 2022, 10 Marks]
Solution :
Plant and Machinery Alc
_ Particulars %] Date | - Particul | 2|
2020
A; il To Balance b/d 1 Sept | By Depreciation on
“Machinery 1- 1771470%% Machineryl- 73811
-Machinery2- 1966500 Machinery2-  81938| 155749
Others - 5762030 95,00,000 | 1 Sept ?Ay;clz?nnekl)l\/c (Sale of —_—




DEPRECIATION

Particulars \?
By Profit & Loss Alc m‘
(Loss asscrap of Machine
2)
31Mar | By Depreciation on
Others - 576203
New
Machine- 84268 6,60_47]
By Balance c/d
Others - 5185827
New
Machine - 1360332 ] 6546,159
[ 109846551
[ | Total L #4600 |
Working Note:
Machinery 1
ke
Cost as on 1.4.2018 21,87,009
- Depreciation @ 10% (2,18,700)
W.D.V as on 31.3.2019 : . 19,68,300
- Depreciation @ 10% 1,96,830)
W.D.V as on 31.3.2020 17,71,470
Machinery 2
Cost as on 1.4.2019 21,85,000
Depreciation @ 10% (2,18,500)
W.D.V as on 31.3.2020 19,66,500

Q.16 A purchased a machinery for ¥ 1,30,000 on 1st April, 2019 and paid
% 20,000 for freight & installation charges. On 1st October, 2021 another ma-
chine was purchased for ¥ 50,000 and sold old machinery for ¥ 1,00,000. The
machine purchased on 1st October, 2021 was installed on 1st January, 2022,

Under existing practice, the company is charging depreciation @ 20% p.a. on
the original cost. However, from' 1st April, 2021 it decided to adopt WDV
method and charge depreciation @15% p.a. You are required to prepare Ma-

chinery Account from 1st April, 2019 to 31st March, 2022,

[Dec. 2022, 4 Marks]

Solution :
Machinery A/c

| Amount | Date | Particulars

By Depreciation A/c
By Balance c¢/d

1,50,000( 31.3.2020
@ 130000+ % 20000)

Amount
30,000
1,20,000

o

1,50,000 Total

1,50,000
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/ Pparticulars )
(P o Balanceb/d - T e S g
1420 By Depreciation A/c

| Total _ By Balance ¢/d

B i . e My
% To Profit & Loss A/c

110297 N

1.01_2022

Working Notes
I Machinery Z IT Machinery Tz
1st April, 2019~ 1,50,000

Depreciation @ 20% .

on 31st Mar, 2020 (30,000)
1st April 2020 ‘ 120000
Less: Depreciation @ 20%

on 31st Mar, 2021 M

Less:

1st April 2021 90,000 1st Jan, 2022 50,000
Less: Depreciation @ 15% Less: Depreciation @ 15%
on 1st Oct, 2021 (6,750) on 31st Mar, 2021 (1,875)
T 83,250
Less: Sold 1,00,000 Balance on 31st Mar, 2022 48,125
Profit on sale - 316,750

‘Machinery purchased on 1 Oct, 2021 was putinuse on 1 Jan, 2022 sodepreciation
has been charged from this date only.

he following balances appear in the books of Dheera] Enterprises:

\ X

- ;,,ehii‘ery account asﬁ on 1-4; | 12’00'00%
uv?'!ﬁvislon for depreciation ac S n 174-2021 \ : 4,65,000 |
On Ist October 2021 the Machinery which was purchased on 1st Apell, 2014

for %2,00,000 was sold for 2 1,10,000 and on the same date another Machin-
&y was Purch:::tlsgg:‘ §°:,80,2)00 The firm has been charging depreciation




DEPRECIATION

.wmﬂ
'55. ‘account for lhe year e 20
lution In the Books of Dheeraj Enterprises
Machinery A/ c

By Machinery
dlsposal A/c (trf)
I 200,000
I 10.00.000 12,00,000 | 2022 By Balance c/d:
To Bank A/c Il 4,80,000 | 31Mar. I 10,00,000
(Machinery purch- m 480,000
ased)
[ | Total | 16,80,000

Provision for Depreciation A/c

1272000

2,00,009

14,80,009
g
16,80,009

[T)‘tg = , Particulars !
2021 2021
Ist Oct. | To Machinery 61,490 1Apr. | By Balance b/d
disposal A/c © I 54,2000
I (trf) I 410800 | 465000
(54200+7290) -
2022 o
31 Mar. | To Balance c/d 10ct. | By Depreciation 7,290
o 469,720 A/c (on Ist)
I 24,000 2022 | By Depreciation
493720 31Mar |A/c
I 58,920
: I 24,000 82,920
| Total [ 555210 - . | Total | 5,55,210

Mnchinery disposal A/c

| Date
1 Oct.
2021

__ Particulars
To Machinery A/c | 2, 00 000

By Provision for
Depreciétion Alc
By Bank A/c

By Profit & loss
Alc

(Loss on sale)

S ) YY)

e,

61,490
1,10,000
28,510

2,00,000
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v as son 1 April 2019

wp Less: Dep: @ 10%

D\IaSOn 1 April 2020

Less: Dep. @ 10%

pvason ! April 2021
rovision for depreciation upto 31st

ot 0y =% 54,200

jon on machmery for 2021-22 ¢

2 Dcpreciat
X LA =37,290

[ =% 145800 —o 100 >
{1 =% 10,00,000 - 4,10,800
=% 5,89,200 x 10% = X 58,920

arch, 2021 [% 20,000 + 2 18,000 +
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m Limitations of Financial Statements

in mind while e

The following are the limitations of financial statements:-

(. Historical Cost

The financial statements are prepared on the basis of histori j

market value of thcf fixed asset is not taken into cons?fi%?gglo;(.)s'lt:}:e&vcﬁgeeg;
the fixed asset continues to decrease with the passage of time, but the effect
of these subsequent changes in price is not taken into account. The Balance
Sheet losesits significance sinceit does not take into consideration the economic
~alities of the business organization. Thus, heavy reliance on historical cost
makes the financial statements misleading & irrelevant for decision making.

X Perpetual Continuity & Periodical Account
Financial statements are prepared at the end of th
records are maintained on the going concern assump
continue to exist forever).
Asa result, many items of capital expe
of beneficial vears arbitrarily which may
inancial statements.
3. Strengths & Weaknesses
The assets which can be expressed in term
;‘I‘:ﬂcla.l statements of a company. The st_rer!g
not taken into consideration while preparit e
Services, skills & lovalty of the employees are also important for the bpsme?ss,
but these are not shown in the Balance Sheet. Thus, it should be kept in mind
While 1114 Y : % non-monet
bl judging the company’s financial POSIO% that many awy
s will not be reflected in the Balance Sheet.

e year but the accounting
tion (i.e. the business shall

nditure are distributed over a number
lead to incorrect preparation of

s of money are recorded in the
ths & weaknesses of the business
gthe Balance Sheet. For example:

14.1
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4. Intangible assets

A company may have

its financial statements, but the

are charged to expense. ‘ .
i fect the reli he financial statenyep.

This policy can drastically affect the reliability of tl L emengg o

a number of intangible assets that are not rcco"d\‘di
expenditure made in regard 1o those “Sscth
) s

a company.
e hel alstatements by them,
el sibili brication of the financial stateme! e Manager,
c;rf' ,((l:s ins:rln:;:;l:'ihltr{ .:{J?h a case, financial statements may not provide h‘u: 2:
fair view of the financial position of the company.
6. Different Accounting Policies
, The financial statements of different companies are not always comparap,
because the entities use different accounting policies. For example: One Compyy,
may charge depreciation on straight line method & another on written dq
value method. When different methods are.adopted by different COmpanjeg
for the treatment of a particular item, the results of comparison between such
enterprises shall be misleading.

SHORT NOTES
Q.1 Trading account
Ans. Trading account ‘
¢ Trading account shows the profit/loss made on a gross basis that js
including only the direct cost of the goods.
¢ In trading a/c, we credit the trading income like sale and
¢ Debit the cost of goods sold (opening stock + purchases (-) closing stock),
# Alternatively Opening Stock & purchases is debited & Closing stock is
credited to trading account.
¢ Other direct expenses related to purchase or manufacture of goods like
carriage inward, wages, etc. are also debited here.
¢ Purchase return & Sales returns will be deducted/adjusted from the
purchases & sales respectively.
¢ The balance is known as the gross profit or gross loss, which is trans
ferred to profit and loss A/c.
¢ Non-corporate entities usually prepares trading A/c so as to know the
gross margin available in its sale.
¢ Butat corporate level usually it is not prepared. In those cases the items
of trading account gets incorporated in profit & loss account.
Q.2 Profit and loss account

Ans. Profit and loss account:

® It sh(.)ws the perf ormance of the entity ie. profit earned or loss suffered
considering all indirect expenses and incomes,

Alth
arl

Sheet.
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Gross profit or gross loss fron, tradin 143

8 accoupt g
a/c o transferred to P&1
other incomes like discount, inter .
inistrative expense, sellj credited,

Administ! e, g and gy o

expense, INCOME ax, losses, etc.are e iPAton. expense, financial

The net profit/netlossis transferpeq t it.

olherwise to capital A/c,

trading A/C IS not prepared then i )

¢ iltfems of trading A/c will come j P&E ;72 ?fsi{f"ss profit/gross loss all
oughnot necessary, but usuall
1 .
(ners capit

SL ete, are

y full profit/loss ist)
ran: i
alaccount, hence profit & Josg account doesslrfxZ?ﬁzxesp‘:a‘;ri;)IF{";T;J“‘;(3

0.3 Balance sheet
Ans. Balance sheet: .
+ Balance sheet shows the financi;
point of time.
.e It shows what and‘ho.w much entity owns (ie. its assets) and how much
it owes to others (ie. its liabilities), the balance (ie. asset - liability) is the
owners equity.

o Itis not an account, hence does not have debit and credit side:

# Ononeside assets like fixed assets (building, machinery, furniture, etc.),
current assets (like stock, debtors, cash bank balance, advances prepaid
and investments, if any) are shown.

« Onthe otherside in addition to owner’s capital and reserves, the outside
liabilities like loans taken, creditors, expenses payable etc. are shown.

# The two sides total must be same. ’

¢ On the asset side of balance sheet we start with most permanent to
least permanent i.e. fixed assets, investments and then current assets. It
is known as permanency preference. In case of manufacturer/trader

this sequence is followed hence student will see this in all the chapters.
¢ When asset side starts with most liquid asset to least liquid like cash
bank balance and ends with fixed assets is known as liquidity preference
generally followed by institutions like banks. . )
¢ Liability side is mostly same in all cases we have first owner capl?al and
reserves, then loans and thereafter current liabilities and provisions.
Balance sheet is a point of time statement, when stated as at 31.3.200% it means
asat close of that date ie. after considering all transactions of that day. "
Even though balance sheet does not have debit and cred;? stl)dl; S‘sl_ll(;i::_:;l‘:em
'emember that asset side represent debit and capital and liability
credit, Tt will help in correctly preparing final accounts.

. it is roper and
Generally, Mercantile/accrual system is followed, as Ilr: \::n:r:yl‘l)abﬁs every
‘omplete system to measure the performance of entity.

position of the entity as at a particular
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incomes are recogm'Zeq Whe
pective of whether amount is received or not. Simj) ;;
ed when these are incurred or accrued irrespectiyq f
d or not. As a result we have to make adjustmeng X
ble), prepaid, income outstanding (receivable) ang

where this is considered. Under this system,

“these are earned irres
expenses are recognize
whether amount is pal
expenses outstanding (paya
advance-received etc.
Q.4 Manufacturing A/c
Ans. Manufacturing account: )
¢ A manufacturing concern may prepare Manufacturing A/c to ascerty,
cost of goods manufactured. )

« Rawmaterial consumed (Op.stock +Purchases- C}ogng stock?, Carriag,
inward, wages, power, depreciation of factory building, machinery, ete,
and other manufacturing (factory) expense are debited to it.

& Opening WIP stock is debited and closing WIP stock credited.
# Balance is the cost of goods manufactured and is then transf_e"ed to
trading account. .
¢ When manufacturing A/c is not prepared, these 1ter'HS will come A
trading A/c. Sometimes depreciation A/c may be directly taken ¢,
P&L A/c instead of trading A/c.
& Manufacturing A/c is also a period statement.

A manufacturer is one who purchases raw ‘material a_nd process it into
finished goods with the help of labour and machines at his facto.ry and sells
the finished goods. Whereas a trader purchases goods and sells it as it is.
Q.5 Trial balance
Jii Ans.-Trial balance:
o Trial balance is a statement containing the balances of all accounts as
| at the end of certain period usually classified into debit and credit.
¢ The total of debit and credit side must tally because whole accounting
is done by double entry principle, otherwise it indicates arithmetical
inaccuracies.
# It has balance of expenses, incomes, assets and liabilities.
¢ With the help of trial balance and adjustments the final accounts are
prepared.
¢ All expenses and incomes will go into Manufacturing, Trading, P&L and

P&'L app. a/c depending upon its nature and all assets and liabilities will
go into balance sheet,
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! l’;"’ ision & Reserve >
and Reserve:

" provision
S. Provision means
» “any amount written off o .
depreciation, renewal or dixm;ev.:f'::: ?n}\),);lway of providing for
» retained by way of providing for apy | ue of assets, or
amount cannot be determined with sut?\:m 11?113‘11‘)’ of which the
g . stant »
provision is a present liability which by its natur rela accuracy”.
amount of estimation. quires a significant
The following are examples of amount Tetained in thy .
carning for different purposes that are described as pt:‘obvl;.:ilgl:s outf
1. Am 9unt_pr€)\rllded for meeting claims/ liabilities which are admissi-
ble in principle but the amount whereof has not been ascertained.
2. Amount prqv@ed for payment of taxes still to be assessed.
3. Amount set.as1de for writing off bad debts or for discounts.
The term ‘reserve’ is not defined in Part-I1l of Schedule I except nega-
tively in the sense t'hat p_rt_)ﬁt retained in the business not having any of
the attributes of a ‘provision’ is to be treated as a reserve.
Also provisions in excess of the amount considered necessary for the
purposes these were originally made, are to be considered as reserves.
o ltisthus evident that provisions are a charge against profits, while reserve
is an appropriation of profits.
¢ Reserve are accumulated profits hence part of owners equity, provision
are in the nature of liability due to outsiders.
# Provision will be debited to P&L A/c and reserve to P&L appropriation
A/c when created.

Q.2 Capital reserve & Revenue reserve

>

L

Ans. Capital reserve and Revenue reserve:
¢ Capital reserve is any reserve, which is not free for distribution as divi-
dend.
¢ Revenue reserve shall mean any reserve other than capital reserve.
¢ Following are the examples of capital reserve.
Profit/Reserve which are credited to capital reserve account
= Profit prior to incorporation (as per GAAP)
Profit on re-issue of forfeited shares
Debenture premium (as per GAAP)
Profit on redemption of debenture/ shares (as per GAAP)
Profit on buyback of shares (as per GAAP) -
Profit on acquisition of business (as per AS-14)
Balance of reconstruction account (as per GAAP).
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14.6

tal nature not distributable but kept in separate accounts
premium A/c
/share buyback reserve A/c

Profit of capi
u Share premium/Securities
w Capital redemption reserve
a Revaluation reserve (as per AS-10) )
Reserve which are not distributable for the time being (Created up, der
the provisions of Income-tax Act)
= Investment allowance reserve
s Export allowance reserve
= Shipping reserve
= Export project reserve
Free reserves/Revenue reserve is a res
distribution as dividend like:
» Profit & loss account balance
® General reserve
= Dividend equalisation reserve
= Profit on disposal of fixed assets/ investments.

Q.1 Profit and loss account shows the financial position of the concern.
Ans. False: Profit and loss account shows the profit or loss of a concern fora
particular accounting period. g
Q.2 Profit and loss account is a point statement whereas a balance sheet isa
period statement.
Ans. False: A profit and loss account is a period statement and a balance sheet
is a point statement.
Q.3 The provision for discount on debtors is calculated before deducting the
provision for doubtful debts from debtors
Ans. False: The provision for discount on debtors is calculated after deducting
the provision for doubtful debts from debtors
Q.4 The gain from sale of capital assets need not be added to revenue to
ascertain the net operating profit of a business. ) '
Ans. True: The profit on sale of capital assets should not be added to ascertain
the net operating profit of a business.

Q.5 Under the liquidity approach’ assets which ) el
at the bottom of the balance sheet. which are most liquid are presen

Ans. False: Under the Tiquidity a h ; o« Tiquid are
presented first, like, cash & casi equvogem:sm which are most figuid

0.4 The
:opr‘lewr of a shop feels that he has made a loss due to closing stock
Ans, False: O, 5 k i i

a business. ily closing stock is not taken in the calculation of the profits of

erve, which is available fy,

% S,

o
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ing stock will never appear ip th trial bal,

; . Closing stock may appear in the v o

False: ~ k h the tria] by i -

Ael;:u-ng to'cloggagn sct:c as already been pasge anfi“gg}‘i;fe‘;dlustmg entry

e Pin trial 3 . i) purchases are

glvs 1 Closing Stock appears in the Tria] Balance;
Josing inventory is then not entereq in

?‘hteh‘; 0 alance sheet.

n

ue: If closing stock appears in the Tria]
AﬂZ'a dy been’ adjusted with the purchase and

7Cl0*

[Nov. 2018, 2 Marks]
Trading Account. It is shown only

b.alar!ce it indicates that it is
will be shown in the Balance

heet 001y .
09 The provision for bad debts is debited to sundry debtors account.

ion for Bad debs i [Dec. 2021, 2 Marks]
False: Provision for Bad debts is created on S d it i
de;ited to Profit & Loss A/c only. nndry debtors, but i 1s
0.10 Overhead is defined as the total cost of direct material, direct wages and
direct expenses- ) [June 2023, 2 Marks]
Ans. False: Overhead is defined as the total of indirect material, indirect wages
and indirect €Xpenses.

[PRACTICAL QUESTIONS

(38

Particulars | (Dr.) Balance [ (cr) Balar&\

Bad Debts

Discount Allowed

Discount Received

Debtors

Qreditors ;

[Provision for Bad Debts
Provision for Discount allowed
{Provision for Discount received
Additional information )
There was a further bad debt of 7 1,000.

During the year sales of 8,000 omitted to be recorded.
/M”‘w a Provision for bad debts @ 5% on debtors.
Make 2 Provision for discount @ 2%-

extract of Profit & Loss Account & Balan

ce Sheet for the above
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148 FINAL ACCOUNTS FINAL Accoyngg _ o A
Sotut ‘»ddl T8 nal n;form:tion: B 14.9 \_
ution: £ p ave been prepaid 4
Profit and Loss Account (Extract) : T Reie ePaiCto the extent op ¢ 175
—— e r&.\ 2 debts T 500 have to Written off. & .
~ | Amount oAt — ¥ 1 is neces: * A4 pro
By Discount receive 3 ~ 00 L\Wm 5% on debtors is n sary, Vision for doubtful debts @
To Bad Debts £ New Provision 800 3 Building. has to be depreciated at 39
+ Further Bad debts > Bias 5 and Furnityr,
- 0ld Provision 1,000 0 A The manager is entitled to a comy, s e @ 10%.
+ New Provision ! g such co ssion 2o of 5% of net profits before
is , olution ) i
- 0ld Provision 2,500 S Trading and Profit and Logs A, |
To Discount allowed 1,100 for the Y. ccount of Shah
+ New Provision 1,140 or the Year ended on December 31, 2015 |
- Old Provision 1,500 —__’_’__4 ¥ cuints» e i i T \
‘Balance Sheet (Extract) o djusted Purchiases 699200 |By Sales lx
[ Lisbilitles | T Assets | Amouny To Carriage on Purchases 400 720,000
Creditors 40000 Debtors 53,000 To/cmsgl’,m_fﬁf_/d——— 20,400
-New Provision - 800 39,200 | - Further Bad debts _ 1,000}
N b 52,000 To Salaries 4,500 | By Gross Profit b/d
+ Sales not recorded 8,000 To Carriage ont Sales 500 - | By Discount
60,000 To Rates & Insurance:
- New Provision of Bad 3,000 Paid 400
debts Less: Prepaid 175
57,000 To Bad Debts written off
- New Provision for dis. 1,140 55,860
‘allowed To Provision for Doubtful
- Debts (5% of Z 7,500)
0.2 Below is the ‘ﬂal balance of Shﬂh To Depreciation:
Debit Balance i Buildings (2%)
{Drawings Furniture (10%)
Mjugled purchases To Interest
Sal. To Commission
Carriage on Purchases payable to manager
Carrlage on sales (5% of ¥ 11,860")
Rates and Insurance To Net Profit
Buildings | 20900 | [ 20900 |
Furniture : 20,900 less % 9,040 (the total of all expenses so far), Manager is entitled to
Sundry Debtors 8,000 3% of this figure. ’
Cash on Hand 7 250 -
Cash at Bank - 1,500 (1) The trial balance gives “Adjusted Purchases”. It means that the opening
Stock (31st December, 2015) | 61,250 S§°°k has already been transferred to the Purchases Account and thus been
Elo sed. Further, entry for closing stock has alreadybeenpassed by debmll'ng the
osing Stock Account and crediting Purchases Account. That is why closing
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. L ACCOUNTS
14.10 FIA Provision for bag gepy, A/ i
N - S % 7 c
hown in the Bala, - : ¥
al balance. It will now be s L
stk appealf mr_sl:g?rrt:m Account since purchases already stand reduc@d
Sheetand notin ot taken in 2014 ie. in last accounting yey, ToBad debt A/c 9040 | 315t e, | 5
(2) Therc is a Loan of Desal @ ¢ up to 31.12.2014 must have been provideg | To Balance c/d (5% | 11,200 Y Balance b/d
As per mercantile systerltfl ?}igrt;s aﬁ)l:alan ce makes no mention of any intereg 315t De on Z 2,24,000) By Profit & Loss A/c
tsel
bemm th; l;JSaft:l), m/‘;;ence interest @ 9% must be pr ovided for the whole of
current year only. 2014 bt A
_ Balance Sheet of Shah as on December 31, 2015 315t Dec: To 1::11:.; - /Gc % 14 By Balance b/d
_ T [AmountX | L‘"“% 315t DeC: Eﬁ % 2,88,000) 400 31 e, By Profit & Loss A/c |
o Fixed Assets: T i
e o Baldngs 2100 | -
Less: Drawings * 59,767 |Less: Depreciation - 540 26,460 2015 r . » \ -‘
Furniture 5000 . JisDec. | ToBaddebta/e By Balance b/d ik |
i Less: Depreciation __ 600 | 5,400 al /d (5% N il |
s 1,?,';2373‘32 g 21,800 Curment Assets: 315t Dec Zg 31;28303 ( By Profit & Loss Alc | \
Cash on hand 250 : |\
Con e e I S IS ) . S — )
Sundry Creditors 20,000 |Sundry Debtors 7,500 . Extract o ccount for the year ended on 31-12-2013 -
Commission Payable . 593 (Less: Prolejsmn for 375 7,125 Dr. « Cr.
Doubtful debt
Stock A 61,250 ToBad Debt A/c 9,360 \
: Prepaid Rates L 175 | Extract of P&L Account for the year ended on 31-12-2014 ; : A
1,02,160 1,02,160 it
To Bad Debt A/c | 14880 ] » ‘
u
Q.3 0n 1-1-2013 M/s A & Co. had a prov;sxon fox; bad debt of % 10, 880. Extract of P&L Account for the year ended on 31-12-2015 i
e bad debts luring the ye: 2013 amounted 1 y ;
The bad dusing the yeu: ToBad Debt A/c [ 6560 |

The debtors as at 31-12-2013 were 2,24,000
Extract of Balance Sheet as at 31st December, 2013
Sundry Debtors 224000

Less: Prov. for Bad 11,200 \2,12,800
Debts

Extract of Balance Sheet as at 31st December, 2014
Sundry Debtors 2,88,000

Less:Prov.forBad 14,400 \ 2,713,600
Debts

Provision for bad debts @ 5% is maintained éyliusiness. |
Bad debts Jurmg 2014 and 2015 were T 11, 680 and % 14, 160 respectively. \

The sundry debtors as at 31 12- 4 and 31 12»2015 were ?2 88,000 and
1, 36 000 respecﬂvely.
Prepare necessary Ledger Accounts in the books of M/ s, A & Co. Also show
‘how these would appear in the Proflt and Loss Account and Balance Sheet
for the years 2013 to 2015.

Solution:

Bad Debts A/c * Extract of Balance Sheet as at 31st December, 2015

Total | 9,040

2D014 31st | To Sundry Debtors A/c | 1 1,680
ec.

. Date % pae ] T Paricuiass . | Sundry Debtors 136000
]23013 31st [ To Su.ndry Debtors A/ c| 90402013 31st I By Prov;sxon forbad debtsA/c| 9,040 Less:Prov.forBad 6,800 1,29,200
) Dec. Debts -

' Total | 9,040 .
2014 isi : : ; ) der) -
Dec. 31st | ByProvisionfor bad debts A/c | 11,680 F;nal Accounts of Proprietary Concern (Sole Trader) - :

L Msas | Total | 11,680 . : 1[11,680
201531st |To S T
Sy 0 Sundry Debtors A/c | 14,160 ]2)0]5 31st | By Provisionforbad debtsA/c 14,]60

Total | 14,160

—
Total | 14,160]




FINAL ACCOUNTS

14.12
Trial Balance as at 31st March, 2016 \‘

Salaries
Sales

O A |
Dr. })

; zo,ooo ;

4,000 |
3,21,000 |
5,000

Purchase Returns
Wages ! fad
Rent ’. 15,000 i
Sales Return - 10,000 >
Bad Debt Written off 7,000
Creditors 4 —
Drawings 24,000
Provision for Bad Debts G
Printing & Stationery 8,000 =
Insurance | 12,000 e
Opening Stock * 50,000 -
Office Expenses 12,000 o
P ion for Depreciation . i 2,000
r 5,58,000 |5,58,000 |
Additional Information:

(1) Depreciate Furniture by 10% on orlgmal cost;

(2) A provision for Doubtful Debts is to be created to the extent of 5% on

Sundry Debtors;

~ (3) Salaries for the month of March 2016 amounting to ¥ 3,000 were
unpaid which must be pmvided for. However salaries included % 2 000‘

paid in advance;.
(4) Insurance amounting to ¥ 2,000 Is prepaid;

" (5) Provide for outstanding office expenses < 8,000;

(6) Stock used for private purpose 6 000'
EAD Closing Stock-in-Trade ¥ 60,000.

Salllﬁon:
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14.13

M/s Hari

By Gross Profit b/, d
By Interest

o Salart
<+> o

:_) Advance salary

To Rent

To Bad debts

utsta.ndmg

) Provisions
To Printing and
Stationery
To Insurance

() Prepaid
To Office expenses

(+) Outstanding *
To Depreciation
To Net profit tran-
sferred to Capital A/c

10,000

20,000
2,000
69,000

1,66,000
M/s Hari
Balance Sheet as on 31.3.2016

(-) Dep. Provision:
Bal. B/f |
4 Current year dep. 2,000 4/ 000{ 16,000

6,000|1,39,000{Stock 60,000

1,20,000| Debtors
(<) Provision: oldb/f 6,000

+ Additional provi- 4,000
sion

Advance salary

Prepaid insurance

) DraWings
(-) Goods taken

Creditors




14.14 FINAL ACCOUNTS
Adjustment Entries
= r ; L LRy
— 2,0
Depreciation A/c 0
To Depreciation provision Alc ) by Sl 2,000
Depreciation for the current year provided by
Dr. 4,
Bad debt A/c - 000~
To Provision for Bad debt A/c ved - 400,
Provision for additional bad debts created. Required prov. )
y ((mnl))eblors of 72,00,000 ie. ¥ 10,000 less existing prov. ¥ 6,000)
3 Salary A/c Dr. 3,000
To Salary payable A/c 3,000
(Being salary for the month of March due)
Advance Salary A/c Dr. 2,000
To Salary A/c ; 2,000
(Being advance salary paid transferred to advance A/c)
4. Prepaid Insurance A/c Dr. 2000
To Insurance expenses A/c 2,000
(Being premium paid for next year, transferred to prepaid A/c)
5. |Office expenses A/c i . Dr 8000
To Expenses payable A/c 8,000
(Being provision made for exp payabl
6. | Drawings A/c Dr. 6,000
To Goods used A/c 6,000
(Being goods withdrawn by owner for personal use)
7. [Stock A/c Dr. | 60000[
. To Trading A/c 60,000
(Being closing stock adjusted)

Transfer Entries/Book Closing Entries
Particulars

Purchase return A/ c
To Purchase A/c

(B/eing purchase return balance transferred to purchases
Alc) - .

Dr.

Trading A/c
To Opening stock A/c
To Purchase A/c
To Wages A/c *
'(SeMg direct expenses of goods transferred to trading -
X N

" Dr.

Sales A/c
To Sales return A/c

To Trading A/c
(Being sales A/c and
ding A

trading A/c goods used A/c transferred to

2,15,000

10,000

3,11,000
6,000

50,000
1,45,000
20,000

10,000

3,17,000

T
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—oAlc
T'ﬂf-:,n[%roﬁt & Loss A/c Dr.
(peint gross profit shown by trading A/c L
paLA/C -

Jnterest A/C .
To Profit & Loss Alc

Being indirect incomes transferred to pg,|. NS
profit & Loss Ale

To Salary A/c

ToRent A/c

To Bad debt A/c

To Printing and stationery A/c

To Insurance Alc

To Office expense A/c

To Depref:ialion Alc .
Being expenses A/c transferred to P&L Alo)

Tansferred 1,

?‘/ Proﬁt& Loss A/c br
: To Capital A/c
(Being net profit as per P&L A/c transferred to capital
Alg
o | CapitalA/c ) Dr.

To Drawings A/c
Being drawing adjusted against capital A/c)

m the following Trial Balance of K. Katrak as on 31-3.2016. Prepare
Account, Profit and Loss\ Account for the year ended 31-3-2016, and
e Sheet as on that date after making necessary adjustments:

. _ Trial Balance :
Particulars Dz | T Particul [ et ]
{[K. Katrak's Drawings 12,000 | K. Katrak's Capital 60,000
Furniture & Fixtures 4,000 | Returns Outward 2,000
{| Plant & Machinery 30,000 | Sales 1,30,000
Opening Stock 20,000 | Creditors 12,000
|| Purchases 80,000 | Loan at 6% p.a. taken from
|| Salaries and wages 22,400 ' | M. Méhta on 1-10-2015 10,000
|| Debtors 20,400 | Discount 600
|| Return Inward 5,000
Postage & telegrams 1,500
Rent, Rates and taxes 3,600
Bad debts written off 400
Trade Expenses 200 _
f Interest on loan from M. Mehta 150 l
Insurance 800 |




14.16 FINAL ACCOUNTS
e 3 [ pr.t | . Particul. - Cr.7
Travelling Expenses 500
Sundry Expenses 300
Cash-in-hand 3,050
10,300 3
Cash at Bank >
[ 214,600 | : 2,14,609
Adjustments:

ck was valued at T 21,000.
3 ((zl)) g]fot:: gdesl'::ors % 400 are bad and should be written off. Create a Tesery
for bad debts at 5% on Sundry Debtors and a reserve for discount on
Debtors at 2.5%. .
(3) Salaries ¥ 800 for March, 16 were not paid. X

(4) Interest on Capitalis to be calculated at 6% p.a. and on drawings? 33¢.

(5) Prepaid Insurance amounted to ¥ 100. ’ :
| - (6) Depreciate Furniture & Fixture by 5% ?nd plant and machinery by

Solution: )
M/S K. Katrak

Trading and Profit & loss Account for the year ended on 31.03.16
[ Particulars . [a | . Particulars :
To Opening stock 20,000 |By Sales 1,30,000
To Purchase 80,000 (-) Return Inward -5,000 1,25,000
(-) Return outward 2,000 78,000 | By Closing stock 21,000
To Gross profit 48,000

1,46,000
To Depreciation: Furniture 200 By Gross Profit 48,000
Plants & Mach. 3,000 By Discount 600

To Sundry expenses
To Travelling expenses
To Trade expenses
To Salary & wages

+ Salary payable
ToPostage & Telegram
ToRent, Rates & Taxes
To Bad debts 400

+ Addl Bad debts 400
written off

+ Provision for bad 1.000
debts
To Interest on loan
from Mr. Mehta

+ Interest payable
To Insurance

() Prepaid Insurance
To Discount on debtor
Provided
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Profit & loss Appropri,

By Ne.t profit as per P&I‘_ account
By Interest on drawings

Intereston capital, interest on drawing,

. and transfer to reserves etc. is taken

,salary/ commission etc. toowners
In P&L appropriation a/c.

Capital Furniture & fixture
(+) Interest on 3,600 (-) Depreciation 200
Capital
() Drawing 12,000 Plant & Machinery
(-) Interest on 330 (-) Depreciation 3,000
drawing . .
“® Profit tran- 9,555 60,825 | Debtors
sfer from P&L A/c
‘ (-) Bad debt written
off .
Loan 10,000
Interest payable . 150 (-) Provision for 1,000
bad debt 5% .
Creditors 12,000
Outstanding salary 800 (-) Provision for 475
discount 2.5%
Closing stock
Prepaid Insurance
Cash
Bank
83,775 83,775

- S ding and
he following trial balance and information, prepare Tra
1d Loss Account of Mr. Rishabh for the ear ended 31st Mazch, 2016




FINAL ACCOUNTS

14.18
; Drt | Crne
Particulars 25y 1'00,000
Capital 12,000 ¥
Drawings 90,000 =
Land and Bulldings 20,000 -
Plant and Machinery 5,000 -
FPurniture — 1, 40, 000
Saln - 4,000
Returns Qutward 18,400 =
tors -
l:?:h from Gajanand on 1.7.2015 @ 6% p.a. 0% 30,003
Purchases
Returns Inward 13:333 ™~
Carrlage Outward 500 -
Sundry Expenses 500 -
Printing and Stationery -
Insurance Bxpenses 1,000 -
P for Bad and Doubtful Debts - 1,000
Provision for Discount on Debtors - 380
Bad Debts 400 17
Profit of Textile Deptt. s 10,000
Stock of General Goods on 1.4.2015 21,300 e
Salarles and Wages 18,500 e
Creditors - 12,000
Trade Expenses 800 ey
Stock of Textile Gaods on 31.3.2016 8,000 S
Cash at Bank 4,600 2]
Cash in Hand 1,280 ok
| 2,97,380|  2,97,380

Additional Information:

(i) Stock of General goods on 31.3.2016 valued at ¥ 27,300.
(ii) Fire occurred on 23rd March, 2016 and ¥ 10,000 worth of general
goods were destroyed. The Insurance Company accepted claim for

¥ 6,000 only and paid the claim money on 10th April, 2016.

(iii) Bad Debts amounting to ¥ 400 are to be written off. Provision for Bad
and Doubtful debts is to be made at 5% and for discount at 2% on
debtors Make a provision of 2% on creditors for discount.

(iv) Received? 6,000 worth of goods on 27th March, 2016 but the invoice

of purchase was not recorded in Purchase Book.

A}

(¥) Rishabh took away goods worth ? 2,000 for personal use but no record

was made thereof,

(vi) Charge depreciation at 2% on Land and Buildings, 20% on Plant and

: Machinery and 5% on Furniture.
(vii) Insurance Prepaid amounts to 7 200,
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() Returns
By Closin, )
g stock A/c
82,000 By Goods lost Alc
71,000 | By Goods used A/c

tward)

age Alc (ou

ﬂrdry expenses A/c

¢ and stationery Alc

10,000 | By Gross profitb/d

600 | By Profit of textile department
500 | By Excess discount
cancelled

o
o sund
To Pﬂ“‘i“ Pprovision

0,000 X

o mtcreét Alc (3 1,350 | By Discount on creditors A/c

2 X 9/12)
o Insurance expenses A/c
) prepaid
Bad debts Alc
(+) Further bad debts
() Excess provision
cm\celled
To Salaries and wages A/c
To Trade expenses Alc
To Loss by fire Alc

(9 Claim
To Depreciation Alc
(1800 + 4000 + 250)

To Net profit

To

M/s. Rishabh
Balance Sheet as on 31st March, 2016

Capital
(+) Net profit - 38,098
() Drawings 12,000

(-) Depreciation
Plant and
machinery

() Goods taken - 124058 () Degeseaion
Loan 30,000 | Furniture
Creditors 12,000 () Depeediation
(H)Unrecorded purchases 6,000 Deviors ' '
S 18,000 () Bad debt e o
() Reserve for discount 360

Interest outstanding o
. (-) Excess provisi
cancelled *




'0.7 From the under mentioned TﬁalB nce
2015, prepare a Trading Account, P

31-12-2015 and a Balance Sheet as on that da
' al

[
Plant and machinery
Opening Stock
Purchases
Returns
Land and bulldings
Carriage Inwards
Carrlage Outwards
Wages
Sundry Debtors
Coal and Coke
Bad Debts
Gas and water
Furniture and fixture
Advertisements
Rent, Rates and taxes
Bills receivable
Salaries
Drawings:
X
Y

Trading expenses
Cash-in-hand
B.

alance at Bank
: - Total

442500

14.20 FINAL ACCOUNTS
‘Lisbilitles T Assets 7
Provision for 380
| rovisior
(-) Excess provision 38 342 16754
fed
Stock (textile) 8,000
Stock (general 27,300 35,30
goods)
Cash at bank 4600
Cash in hand 1280
Claim receivable 690
Prepaid insurance ) 200
——— ——200|
1,73,088 7308
[ Final Accounts of Partnership Firm :I

v

golution
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- i Sllowing additional informaiigy, ¢ - 14.21

£ e partners share profits and |, ¥
@ reciate Plant and Machinery by 10%;

@ D Y
9 Bad Debts 1t e to be xalled 0 2.5% on gung, del
( at erest O capital I8 to be Provided o 5% Ty debiors;
@ pa- (assumed 1o be drawn on 304, June zg
galarles inglude ?,§,000 d/raw" ¢qually by the partners
{ Advertisement €Xpenses to be writgen ofp !

sy : against rev,
Outstanding Iiabilities to be provided: for o ovee § yosen

v Wages?2,000; salaries 23,0005
patners are allowed an annual salary of 23,000 sacpy,
50% of the net distributable profits are transferred to Reserve Fund;

Closing Stock ? 10,000.

=4/51n4Y=]/5;

fé):nd on drawings at 6%

L0

SR L R |

ount for the year ended on 31.12.2015

Trading and Profit and loss Acc

" Particulars oo Particulars B X
To Opening stock 35
T Purchases 75,000

() Purchase return 2,000
To Carriage inward
To Wages

(+) wages payable
To Coal & coke

To Gas & Water

To Gross profit

73,000 | By Closing stock

25,000

1,16,850

12,000 | By Gross profit

To Trading expenses
To Carriage outward
To Bad debts

(+) Provision for bad
debts

To Rent rate & taxes

To Salaries
() Salary of Partner
+ Salary payable

To Depreciation

To'Advenisemem expenses
Wwritten off

1,500
1,200

16,000
3,000
3,000

}'0 Net profit transferred
0 P&L Appropriation a/c




14.22 FINAL ACCOUNTS
Profit & loss Appropriation Account
- T Particulars ﬁm
To Interest on capital By Net profit ) 915
N 4,000 By Interest on drawing
Yy 3750|7750 X 150
To Parmers salany: with- Y 1201 g
drawn 3,000 _
(+) outstanding salary X 1,500
Y 1,500 6,000
To Reserve fund 27838
| (0% of profit 55.670)
To Net profit ransferred to. X 22268
Y 5567 | 27,835
! 69,420 B
Ba.lnncenheetaéon 31.12.15 T
! ~ Liabilities , Am:unt - Assets Amoug;
X's Capital 80,000 Land & Building 6:],000
(-) Drawing 5,000 Plant & Machinery 70,000
+ Interest on capital 4,000 (-) Depreciation 7,000 63,000
(-) Interest on drawing 150 Furniture & Fixtures 15,400
-+ Salary payable Closing Stock 10,000
+ Profit 1,02,618 | Sundry Debtors 48,000
(-) Provision forBaddebts _ 1,200 | 46,800
Y’s Capital Bill receivable 22,000
(-) Drawing Cash 750
+ Interest on capital Bank 22,700 23,450
(-) Interest on drawing Miscellaneous expenditure
(totheextentnot written off)
+ Salary payable
+ Profit 81,697 | Advertisement 15,000
Reserve fund 27,835 (-) 1/5th Written off 3,000 12,000
Bill payable 10,500 |
Wages payable
Salary payable 5,000
Creditors 25,000
‘ 252,650 [ 25265

FINAL ACCo g

ccount Head

dv.msmz ’

el

ad debts provision
B charges
capllsl A/cof S. Singh
jent A/c of S. Singh
prawing A/c of S. Singh
| piscount
Factory POwer

Furniture
| General expense-factory
expense-office

B

General
| [nsurance

Light & Heat

Plant & Machinery 1-1-2015

plant & Machinery bought 30-6-2015
purchases

packing and Transport
Rent and rates

Repairs to plant

Salaries - office

Sales ‘
Stock, 1st. Jan. 2015:

(d)  Raw materials
(8) Finished goods
2] WQrk-in-prﬁgiess

T Trlal Balance ag at3lap 14.23
A ¢ember, 2015
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14.24 FINAL ACCOUNTS
TR .y ’gﬂﬁm 1000 |

3 Pr
Stock on 31st December, 2015 were: 480 (c) F ) charges A/e
(a) Raw-materials ¥ 7,120 (b) Work-in-progress < 3,480 (c) Finisheq 80aq, To ”w‘:r:;l expenses A/c 692

2 19,300 (d) Packing materials ¥ 250 ) 100" istanding 80|
The following liabilitles are to be provided for: () ing and trans= 2,170

» king
Rates ¥ 772 (c) Light & Heay 2 7o ok
a) Factory power ¥ 1,124 (b) Rent & ! % Pl e

((d)) General expenses - Factory ¥ 50 (e) General expenses - Office ¥ 8¢ ﬂcu(') cl?S;ﬂi/sc‘ ock

Insurance prepaid T 340 >

Provide depreciation at 10% p.a. on Plant and machinery and 59 Pa. g Topep re:r:::;n/ ’

o » To Ins:I and heat Alc

L Bad debis provision by ? 1,000. o ugn, g

Five sixth of Rent & Rates, Light & Heat, and Insurance are to be a"““*“ed g ::t it

to the Factory and one sixth to the office.

M/s. S. Singh Balance Sheet as on 314

Solution: , t December, 2015
Manufacturing Account for the year ended on 31st December, 2015 3 — e ‘
— G e A R =T articalare 3 Capital 3246 70,000 | Furniture
To Opening stock 3,340 | By Cost of EG. produce transfer to 1,309% current 17'430 () Depreciation
To Raw material purchases trading a/c \ +Net pr¢ ofit 16,000 67 Plant and maching
(+) Addition By Closing stock of WIP 3480 (-) Drawings —220 1 4676 (+) Addition
’ Creditors . 12,300
i 4+7 iati
) Closing stock ?Z%Er;g{:gs (() ; 12 2346 |(-) Depreciation
To Power ' Prepaid insurance
(+) Outstanding - Debtors
To General expenses (-) Provision
(+) Outstanding (-) Provision
To Repairs to plant Bank
To Wages Cash
ToDepreciation on machinery Stock (7120 + 3430 + 19300 + 250)
To Insurance . 89,322 89,322
| To Heat and light —
To Rent owlng are the balances extracted from the books of ShriRaghuram

1,34,408
on 318t December, 2015

03.2018, who carries on business under the name and style of
m and Associates at Chennai: N : ‘

To F.G. produced

transfer from mamff- 138

acturing A/c
By Closing finished goods | 19,300 } /
By Grows profit A/c 31,960 ;
By Discount A/c ’,BZA
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FINAL ACCOUNTS

N e
Debit (T)
R Pactian i %
| Cumtage Qurwnrde 55,000
Rest of Godown 24,000
P— 72,000 |
Salurtes 7,500
- 12,099
Discrest received 20,000
Drwwings 6,000
Printing and Stationery 48,000
e presmienn 14,000
llecmbclty checges 11,000
Se—— 3,800
:: . 12,200
13,000
Repairs the Motor vehicle
Interest on loan 4,400
' Provision for Bad-debts 10,000
Loan from Mr. Rajan 60,000
Sundry creditors < 62,000
Motor vehicles 1,00,000
Land and Buildings 5,00,000
Office equipment 2,00,000
Furniture and Fixtures 50,000
Stock as on 31.03.2017 3,20,000
Sundry debtors . 2,80,000
Cash at Bank 22,000
Cash In Hand 16,000
Total 30,73,400 | 30,73,400

Prepare Trading and Profit and Loss Account for the year ended 3 1.03.2018
and the Balance Sheet as at that date after making provision for the following:

(a) Depreciate Building by 5%, Furniture and Fixtures by 10%, Office
Equipment by 15% and Motor Car by 20%. .

(b) Value of stock at the close of the year was ¥ 4,10,000.

(<) One month rent for godown is outstanding. e L

{d) Interest on loan from Rajan is payable @ 10% per annum. This loan
was taken on 01.07.2017 \ .

(¢) Reserve for bad debts is to be maintained at 5% of Sundry debtors

() Insurance premium includes ¥ 42,000 paid towards proprietor’s life
insurance policy and the balance of the insurance charges cover the
period from 01.04.2017 to 30.06.2018. [May 2018, 20 Marks]
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14.27
s“l““(yl‘ll M/s Raghuram & A
grading Account for the year ended fas
ars _ [Amounty] ©n 315t March 2018
g SO ol 2000 By Sales
! chas es 12,00, Less: Saleg Returns
ToP purch ase Re- (18,000)| 11,82,000 By Closing Stock
- >

wrr® ight
?Zr:,ss profit ¢/d
0

M/s Raghuram & Associates

profit and Loss Account for the year ended on 31st March 201

e PPN 1 T sy Ty
o Salaries

Io Rent for Godown

add: Outstanding

To Provision for Doubtful

Debts

(WN.4)

To Rent and Taxes

To Discount Allowed

To Carriage outwards
ToPrinting and stationery
To Electricity charges

To Insurance premium
(WN. 1)

To Depreciation (W.N. 2)
To General expenses

To Bank Charges

To Interest on loan
Add:Outstanding (V.V.N.3)
To Motor car expenses
(Repairs)

To Net Profit transferred
1o Capital A/c

55,000
5000

4,400
100

Balance Sheet of M/s Raghuram & Associat

—
pital 14,11,400 :
Add: Net profyy 8,700 Less: Depreciation

Less Dra Motor Vehicles




FINAL ACCOUNTS
Amount Auetls L
Less: Proprietor’s (42,000) 13,58,100 | Less: Depreciation
;nSurfm;e Office equipment
remiu mer
j Less: Depreciation
Rajan 60,000 ; !
;lxj?of::::anzjing Int- 100| 60,100 | Furniture & Fixture
;qu:in Creditors 62,000 | Less: Depreciation
Oulsu;nding rent 5,000 | Stock in Trade
Sundry Debtors
Less: Provision for
doubtful debts
Cash at hand
Cash in bank
Prepaid insurance
(WN. 1)
14,85,200

Working Notes:
(1) Insurance premium

Insurance premium as given in trial balance

Less: Personal premium
Less: Prepaid for 3 months

(6'10500 * 3)

Transfer to Profit and Loss A/c

(2) Depreciation
Building @ 5% on 5,00,000

Motor Vehicles @ 20% on 1,00,000
Furniture & Fittings @ 10% on 50,000
Office Equipment @ 15% on 2,00,000

Total
(3) Interest on Loan

‘.

Amg,
(20,000)%
80,09,
2,00,000
(30.000)| 1,79,
50,000 W
(5,000) 45000
4,10,
280000 0
(14,000 | 2,669,
22,009
16,009
1,209
L
14,
114,85, 20|
48,000
(42,000)
(1,200)
T
25,000
20,000
5,000
30,000

80,000

Interest on Loan 60,000 X 10% % 9/12 4,500
Less: Interest as per Trial Balance (4,400
Amount (Outstanding) 100
( " Provision for bad debts A/c
io Il::ld debts A/c 12,200  |By balance b/d 10,000
0balancec/d(5%0f2,80,000) 14,000 |ByP&L A/c 16,200
26,200 26,200

T RN T T oy ey e
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14.29
azhﬂ is a proprietor in bus .
) 10 and P&L Account is as follow, es. of trading. A abstract of hi
i t3

T ding T,adi“g and P&L A/c for the Year ¢ ‘
" nded on 31st March 201l8

| e B 7T
i of Goods 100,000 | By g ars
w“" ,p,oﬁ: c/d . o 00,
0 6
id 12,00,000 | B,

sd,ﬂes pa i Y Gross Profit b,

(;ent’v""l Expenses . 6,00,000 By Other lntome/d

selling Expenses : 2
To Commis ssion to Manager
! ’l\?n et profit before charging | .
| igch comumission
"Tdﬂe“ profit

ge*mn?xpenses amount to 1% of total Sales,

You are required to compute the missing figure. [Nov. 2018 ‘5 Marks]

golution * ‘
Trading & Profit & Loss A/c

. (for the year ending on 31st March, 2018)

r“ ~ Particul e Partioal - I
To Cost of Goods sold

22,00,000 | By Sales
To Gross Profit ¢/d

45,00,000
12,00,000 | By Gross Profit b/d 23,00,000

6,00,000 | By Other Income

To Salaries Paid

To General Expenses

To Selling Expenses

To Commission to Manager
To Net Profit

L

0.11 Following particulars are extracted from the books of Mr. Sandeep for
the year ended 31st December, 2018. '

[23,45,000] [23,45,000

2,500 | Purchase r



FINAL ACCOUNTS
14.30 FIN

Credit Balances
_——56.7 Reserve for Bad debts

5,000 Commission
4,000/ Bills payable
1,400
2,000
1,600
3,000
B it

35,000 |

BEE

Other information:

(i) Closing stock was valued at ¥ 4,500
(ii) Salary of ¥ 100 and Tax of 3200 are outstanding whereas i 1nsumu¢e
T 50 is prepaid.
(iii) Commission received in advance is T 100
(iv) Interest accrued on investment is T 210
(v) Interest en overdrafi is unpaid ¥ 300
(vi) Reserve for bad debts is to be kept at T 1,000
(vii) Depreciation on furniture is to be charged @ 10%

You are required to prepare the final accounts after making above adjustments,
[May 2019, 10 Marks]

Solution : Trading & Profit & Loss A/c
for the year ended 31st Dec. 2018
P lars ”Amdnm,l - Particul Amount
To Opening Stock A/c 1,400 | By Sales A/c 9000
To Purchases A/c 12,000 Less: Sales return * 1000 8,000
Less: Purchase return 2,000 10,000 | By Closing Stock A/c 4,500
To Gross Profit ¢/d 1,100 l
12,500 12,500
To Salaries A/c 2500 By Gross Profit b/d 1,190
Add: o/ % salary __ 100 2,600 | By Accrued Interest on 210
To o/s Interest on Overdraft Alc Invesmer?t I-VC
— 300 | By Commission A/c 500
1200:50) © (500 650 | Less: Received in 100 400
To Bad Debts A/c ——
500 | By Net Loss t/f to Balance Sheet 2500
__/
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5000
11,500
lﬁesg Reserve for Bad 1000

ov erdmf

pank 1 Overdraft

/s Interest

reditors

pills Pa)'ﬂbl"

e ccrued Commission
n

utstanding Salary
guistanding Tax

100|Bills Receivable
. 100 Prepaid Insurance
200 Closmg Stock

hyam]al runs a factory, which produces detergents. Following
re available in respect of his manufacturing activities for the year
-3-2019.

Qpening work in-progress (9000 units) 26,000
osing work -in-progress (14,000 units) 48,000
pening inventory of Raw Materials . 2,60,000

 Closing inventory of Raw Materials . ©3,20,000

' Purchases ‘ 8,20,000
lee charges of Machinery @ X 0. 70 pex unit manufactured )
rges of factory 2,60,000
es-contmcted @0, 80 pe unit manufactured
40 per unit of closlng WJ
maintenance 1,80,000
d-5,00,000 units . a3
yamlnl for the year e
[nuetorng Je 2 [Nov. 2019, 5 Marks]

Solution :

In the books of Mr. Shyamlal
Manufacturing A/c
for the year ended 31st March, 2019

By Cost of finished goods (Bal. Fig)

A

Amount

- _ Particulars &
00 Raw materia] consumed:
Pening Invemory

260000




~ EAarchases

+3Closing Iweseary 300 | - |
o Direct Wages (1) | ﬂ 1@
| To Direct Expensss it
ﬁgfhrpd“ v% . |
| | ‘
To Indirect Expenses: 1
| Sire Charges of Factory i e
‘wadw {5 150000 |
| Fo Adjestment of work-m- ]
25000 9
oo ! ) ‘
Working Notes: .
(1) Direct Wiages
500000 uzits @ ¥ 0.50 per umit = 400000
14000 enits @ ¥ 0.40 per unit.= 5600
' 7405600
(2) Direct Expenses

500000 uriits @ 7 0.70 per unit = 350000
Q.13 The balance sheet of Mittal on 1st January, 2018 was as follows:

Liabilities Amount Assets Ama;m
7 i
Trade payables 16,00,000 | Plant & Machinery ] 31,00,000
Expenses payable 2,50,000 | Furniture & Fixture 4,00,000
_Capital 51,00,000 | Trade receivables 14,50,000°
- | Cash at bank 7,00,000
. Inventories 13,00,000
- 69,50,000 69,50,000

During 2018, his profit and loss account revealed a net profit of 15,10,000.
This was after allowing for the following:
(i) Interest on capital @ 6% p.a. .
(i) Depreciation on plant and machinery @ 10% and on Furniture and
Fixtures @ 5%. v

" (iii) A provision for Doubtful debts @ 5% of jvables as at
31st December 2018. @ of the trade receivab e
But while preparing the profit and loss account he had forgottén to px'o‘fide

for (1) outstandin,
to the extent of ngs.eoxg;.n % ariog 5,185,000 and (2) prepaid murmcé

golutio? *
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uired Draw up revised Profy
\Ul&::;q of the year. , 20d Loss account and Balance Sheet

Profit and Loss A/

hahm'b‘; Cloxlas A---l

e

Rtoxe(?mﬁ!- %BFWMe
"E//"’/—:' 35000 Total smee
Balance Sheet as at 31st December, 2018
Trade payables 1384000 | Trade receivables - 2100000
oumandin% expenses 185000 | (-) Provision for
capitel 5100000 doubtful debts 103000 1995000
(#)Net Profit 1350000 Cash at Bank 520000
o Drawings 620000 Plant & Machinery 3100000
(+) Interest on Capital 306000 | 6136000 | (-) Depreciation 310000 2790000
Furniture & Fixture 400000
(-) Depreciation 20000 380000
Closing Inventories 1995000
Prepaid Insurance 25000
Total . [ 7705000 Total - [ 7705000

0.14 Max & Co. employs a team of 9 worker who were paid 40,000 per

month each in the year ending 31st December, 2018. At the start of 2019, the
“company raised salaries by 10% to ¥ 44,000 per month each.

On st July, 2019 the company hired 2 trainees at salary of 221,000 per month

each. The work force are paid salary on the first working day of every month,

one month in arrears, so that the employees receive their salary for January

on the first working day of February, etc.

,’Y““ are required to calculate :

| () Amount of salaries which would be charge
| the year ended 31st December, 2019.

if' (?fy;iﬁmohnt actually paid as salaries during 2019.
'

(it1) Outs 31st December, 2019.
& u‘sta.m»iing salaries 2s on 4y Nov. 2020,

d to the profit and loss for

5 Marks]




~

14.34 FINAL ACCOUNTS
Solution:
(1) Amount of Salaties which would be charged to the Profit and Logg f

For 9 Existin;

For 2 New trainees (2><¥21000><6)

(if) Amount Actually paid as Salaries d

(a) For9 workers for Dec., 2/

(b) For9 workers from Jan.,

(c) For 2 New trainees from July to No
X5) .

to Nov., 20

(iii) Outstanding Salaries as on 31st Dec.,

o Z

(a) For 9 Workers for Dec., 2019 (% 44,000 X 9)
(b) For 2 New trainees for Dec,, 2019 (% 21,000 X 2)

the year ended 31st Dec., 2019

g workers (9 X 744,000 X 12)
urin,

018 (9. 240,000 X 1)

g 2019

3,60,000

19(OXT44000X 11) | 43,5600
v, 2019 (2 X T 21,000 2,10,000
‘ Total | 49,26,000]

| 99,26,000]

2019

| 3960
o)

Total

Q.15 Following are the Manufacim‘mgﬂ/c, Cr
provided by M/s. Shivam related to financial: e

figures missing from these accounts.
Raw Mat

Darticnl A
Par

To Opening Stock A/e

To Creditors A/c

Particulars Ame
To Bank A/c 23,50
To Balance ¢/d 6,60,0

Page 118 of 275

FINAL ACCOUNTS

7 diﬁonal Information:

hase of machinery worth 7 12 y
() Pure i ,00,000 on 1st A
" omitted. Machinery are chargeable at a deprecsiaﬁf::xﬂ;;(en:f‘;;s"/:’een

Wages include the following :

paid to factory workers -2 3,15,000
. Paidto labour at office - ¥ 50,000
(ii#) Direct expenses including following

@)

Electricity charges " % 80,000 of which 25% pertained to

; office
Fuel charges 325,000
Freight inwards 732,000
Delivery charges to customers 322,000

Youarerequired to prepare revised Manufacturing A /cand Raw Material A/ c.
[Nov. 2020, 10 Marks]

Solution:
Raw Material A/c
T | . Particulars
1,27,000 | By Raw Material Consumed
14,40,000 | By Closing Stock (Bal. fig)

 Particulars

To Opening Stock
To Creditors (Purchase of

Total

ance b/d
6,60,000 | By Purchase of ra<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>