CA Foundation

............................................................................................................................................................................................................................

manner and in terms of money, transactions and events which are, in part at least,

of a financial character, and interpreting the result thereof.

2. "The process of identifying, measuring and communicating economic information to

permit informed judgments and decisions by the users of accounts.”

3. "The function of accounting is to provide quantitative information, primarily of

.................................................................................................................................................................................................................................................................................................

financial nature, about economic entities, that is needed to be useful in making

.................................................................................................................................................................................................................................................................................................

economic decisions.”

srerssreserenreresnsenadinnnnd

Accounting covers the following activities:

Identifying || Measuring |~
the the
Transactions || Identified |
and Events Transactions

Communicati

Recording Classifying Summarizing Analyzing Interpreting ng

Transaction Exchange in which each participant receives or

sacrifices value (e.g., purchase of raw material).

Event Happening of consequence to an entity (e.g., use of raw

material for production).

Entity An economic unit that performs economic activities

(e.g., TATA Steels, Birla Industries Ltd., Reliance

| Industries Ltd., Infosys, Bharti Airtel).

..........................
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Accounting measures the transactions in terms of a common

measurement unit, (that is the ruling currency of a country.)

.............

It is concerned with the recording of identified and measured

financial transactions in an orderly manner, soon affer their

occurrence in the proper books of account.

It is concerned with the classification of the recorded transactions

so as o group the transactions of similar type at one place.

............

For example, all purchases of goods made for cash or on credit on

different dates are brought to purchases account.

It is concerned with the summarization of the classified transactions

in a manner useful to the users.

This function involves the preparation of Financial Statements such

as Income Statement, Balance Sheet, Cash Flow Statement.
It is concerned with the establishment of relationship between the
various items or group of items ftaken from Income Statement or
Balance Sheet or both.

Its purpose is to identify the financial strengths and weaknesses of
the enterprise. It provides the basis for interpretation.

It is concerned with explaining the meaning and significance of the

relationship so established by the analysis.

It is concerned with the transmission of summarised, analysed and

interpreted information to the users to enable them to make

reasoned decisions. L

.........................................................................................................................................................................................................................
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""""""""""""""""""" Systematic Recording =~ | Ascertainment of | Ascertainment | ComIUEaiG)
of Transactions Results of Financial Im‘qrmahon to
......................... Position : various Users
: Book-keeping: Journal, Manufacturing, i )
SRR S Ledger' and Trial Tr'ading, Profitand - Balance Financial
Balance Loss Account <L) Sepois

...................................................................................................................................................................................................................................................................................................

................................................................................................................................................................................................................................................................................................

Accounting measures past performance of the business entity and

.........................................

~depicts its current financial position.

e e o

 Accounting helps in forecasting future performance and financial

position of the enterprise using past data and analysing trends.

Accounting provides relevant information to the users of accounts

to aid rational decision-making.

.........................................

- Accounting assesses performance achieved in relation fo targets

and discloses information regarding accounting policies and

........................................

contingent liabilities which play an important role in predicting,

comparing and evaluating the financial results.

- Accounting also identifies weaknesses of the operational system

and provides feedbacks regarding effectiveness of measures

adopted to check such weaknesses.

........................ Accounting provides necessary information fo the government to ...

~exercise control on the entity as well as in collection of tax

........................................

Crevenues.
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Book-keeping involves —

Identifying the
transactions,

measuring the
identified transactions,
recording the measured
transactions and
classifying the
recorded transactions.

Accounting in addition to Book-

keeping involves —

summarizing the classified
transactions,

analysing the summarized results,
interpreting the analysed results
and

communicating the interpreted
information to the interested
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parties.

Book-keeping is primary Accounting is the secondary stage. I't

stage. starts where book-keeping ends.

The basic objective of The basic objective of accounting is

..............................................

book-keeping is to maintain to ascertain Financial Performance

: systematic records of and Financial Position and to :
financial transactions. communicate information fo the ..
: interested parties. E

Book-keeping ~ work  is Accounting work is performed by

..............................................

performed by junior staff. senior staff.

The book-keeper is not The accountant is required to have

required to have higher higher level of knowledge than that

.............................

level of knowledge than of book-keeper.

..............................................

that of an accountant.

The book-keeper may or An accountant is required to possess

may not possess analytical analytical skill.
skill.

The job of a book-keeper is The job of an accountant is analytical

often routine and clerical in in nature.

nature.

It does not cover designing It covers designing of accounting

..............................................

of accounts system. system.

: The book-keeper does not An accountant supervises and checks
supervise and check the the work of a book-keeper.

work of an accountant.

................................................................................................................................................................................................................................................
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Preparation of Balance-sheet and Profit and Loss account,

determination of net result and for the period and financial

.....................................

position as on given date.

The different ways of grouping information and preparing

reports for Planning, control and decision making.

The process of accounting for cost which begins with the

recording of income and expenditure or the bases on which

...................................

they are calculated and ends with the preparation of

periodical statements and reports for ascertaining and

..........................

controlling costs.

Concerned with accounting for social cost incurred by the

...................................

enterprise and social benefits created.

An attempt to identify, quantify and report investment made

in human resources of an organization.

....................................

...................................................................................................................................................................................................................................................................................................

User's Of Accounting Information And Their Needs

Users Need for information

Present investors need information to judge prospects

for their investment and to determine whether they

should buy, hold or sell the shares.

Potential investors need information fo judge prospects ...
of an enterprise and to determine whether they should
........................ buy the shares.

......................................................

------------------------ Tax authorities need information to assess the tax

........................ H liabilities of an enterprise.
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continuation of an enterprise, especially when they have

established a long-term involvement with, or are

.............................

dependent on, the enterprise.

Process of identifying, measuring and communicating accounting
information to permit informed judgements and decisions by the

................

users of accounting

Process of accounting and controlling the cost of a product,

operation or function.

It is the application of accounting techniques for providing
information for the purpose of planning, controlling and decision
making.

Process of identifying, measuring and communicating the social
effects of business decisions to permit informed judgements and

decisions by the users of information.

Process of identifying, measuring and communicating the
investments made in human resources of an enterprise to permit

informed judgements and decisions by the users of accounting.

..........................

..........................
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Written records are always better than oral records.

Nowadays, the volume of transactions is so large, a human

memory cannot absorb each and every transaction.

Accounting is done to keep a systematic record of
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(i) Financial Transactions, (ii) Assets and (iii) Liabilities.

A systematic record of Incomes and Expenses facilitates

~ the preparation of the Income Statement.

- To evaluate the financial strengths and weakness of an

..........................

enterprise and a businessman wants fo know what the

business owes to others and what it owns, and what

happened to his capital whether the capital has increased,

decreased or remained constant.

............................................

- A systematic record of various assets and liabilities

- facilitates the preparation of a Position Statement (also

..........................

 known as Balance Sheet) which answers all these questions.

...........................................

 Accounting communicates information to infernal users and

- external users.

 The internal users include all the organizational participants

at all levels of management (i.e. top, middle and lower).

- Since the external users (e.g. Banks, Creditors) do not have

- direct access to all the records of an enterprise, they have

- to rely on financial statements as the source of information.

- External users are basically interested in the solvency and

..........................

profitability of an enterprise.

............................. imitati A UG .
- Since the accounting is confined to the monetary
........................ matters only, the qualitative elements like quality of
........................ management, quality of labour force, public relations
- are ignored.
- The subjectivity is inherent in personal judgement; the
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' In case of financial statements prepared on historical
- Sheet at historical costs less depreciation and not at
- the value stated in the Balance Sheet.

- concern basis as against liquidation basis, they report
~only the estimated periodic results and not the true
- results since the true results can be ascertained only
- on the liquidation of an enterprise.

- When the management decides to enter wrong figures

~provide true and fair view of the Financial
- Performance and Balance Sheet fails fo provide true

~and fair view of the Financial Position of the

CA Foundation

...................................................................................................................................................................................................................................................................................................

financial statements are therefore not free from bias.

As a result, the analysis of financial statements also ...

' cannot be said to be free from bias.

costs, the Fixed Assets are shown in the Balance

the replacement value which is often far higher than

.........................

- Since the financial statements are prepared on a going

to artificially inflate or deflate the figure of Profits,

~ Assets and Liabilities, the Income Statement fails to

enterprise.

...........................................................................................................................................................................................................
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_____________________________ P N G D S, e
_____________________________ Accounting Is Based On Various Accounting CoNCePtS:t ..
"""""""""""""""""""""""""""" *Business enterprise is a separate identity apart from its owner. Accountants
should treat business as distinct from its owner. Business transactions are
"""""""""""""""" Entity recorded in the business books of accounts and owners transactions in his =~
concept personal books of accounts.
------------------------------------------------ *This concept requires that those transactions alone that are capable of being
------------------------------------- measured in terms of money be only to be recorded in the books of accounts.
; Money Transactions, even if, they affect the results of the business materially, are
s Measurement not recorded if they are not convertible in monetary terms.
' concept
____________________________________________ * According fo this concept, accounts should be prepared after every
period and not at the end of the life of entity. Usually this period is
e pepiodicity one calendar year from 1 April of a year to 31 March of the
o concept immediately following year.
* The effects of transactions and other events are recognised on :
-------------------------------------------- mercantile basis i.e., when they occur (and not as cash or a cash -
: equivalent is received or paid) and they are recorded in the accounting :
"""""""""""""" Accrual records and reported in the financial statements of the periods to
i concept which they relate.

...................................................
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« All expenses matched with the revenue of that period should be taken into

consideration. In the financial statements of the organization if any

Matching =~ revenue is recognized then expenses related to earn that revenue should
concept also be recognized. :

The value of an asset is to be determined on the basis of historical
cost, in other words, acquisition cost. Although there are various
measurement bases, accountants traditionally prefer this concept in
the interest of objectivity.

..............

Realisation
concept

...............................................

.........................

Dual aspect
concept

Any change in value of an asset is to be recorded only when the
business realizes it. Accountants anticipate decrease in value they
count it, but if there is increase in value, they ignore it until it is
realized.

*This concept is the core of double entry book-keeping. Every fransaction or event

has dual aspect.

+1. It increases one Asset and decreases other Asset

+2. It increases an Asset and simultaneously increases Liability
+3. It decreases one Asset, increases other Asset

4. Tt decreases one Asset, decreases a Liability.

.............

Materiality

- All the items having significant economic effect on the business of
the enterprise should be disclosed in the financial statements and
any insignificant item which will not be relevant to the users need
should not be disclosed in the financial statement.

...............

...............

...................................................................................................................................................................................................................................................................................

*The financial statements are normally prepared on the assumption
that an enterprise is a going concern and will continue in operation

______________ G Q_i_ng____(;gn_cg_[?n___ﬁ ___________ for the foreseeable future. Hence, it is assumed that the

enterprise has neither the intention nor the necessity of
| liquidation or curtailing materially its scale of operations.

...............

.............................................................................................. —_
: It is assumed that accounting policies are consistent from one

S S S period to another. Whatever accounting practices are selected
Consistency < for a given category of transactions, they should be followed on a

R horizontal basis from one accounting period to another to achieve
- compatibility.
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*The effect of fransaction and other events are recognized on
mercantile basis i.e. when they occur. Financial statements :
------------------ < prepared on the accrual basis inform users not of past events ...

involving the payments and receipts of cash but also of obligations :
to pay cash in the future and of resources that represent cash o
be received in the future. :

..........................

..........................

..........................

..........................

........................................................................
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The financial statements should present information in a manner as to
be readily understandable by the users with reasonable knowledge of
business and economic activities. '

No relevant information can be however withheld on the grounds of

complexity.
The financial statements should contain relevant information only.

Information, which is likely to influence the economic decisions of the

users, is said to be relevant.

The relevance of a piece of information should be judged by its :
materiality
To be useful, the information must be reliable; that is to say, they |

must be free from material error and bias.

=> The information provided are not likely to be reliable unless: :
(a) Transactions and events reported are faithfully represented.
(b) Transactions and events are reported in terms of their substance :

.............

and economic reality not merely on the basis of their legal form.

This principle is called the principle of ‘substance over form'. :
(c) The reporting of transactions and events are neutral, i.e. free
from bias. -

(d)Prudence is exercised in reporting uncertain outcome of

transactions or events.

The financial statements should permit both inter-firm and intra-firm :
comparison.

One essential requirement of comparability is disclosure of financial

effect of change in accounting policies.

.............

Financial statements are required to show a true and fair view of the |
performance, financial position and cash flows of an enterprise.
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It is an expenditure which is incurred:

a) To acquire or bring into existence an asset,or 77

b) To acquire or bring into existence an advantage or benefit of ...
an enduring nature, or

c) To increase the productivity or earning capacity.

It normally yields benefits beyond current accounting period.
It is debited to the Respective Asset Account which appears on

............

the Assets side of the Balance Sheet.

a) Cost of Land and Building
b) Cost of Plant and Machinery
c) Cost of Furniture and Fixtures

Balance Sheet As At ....
Liabilities X Assets £

Capital Expenditure

. Revenue Expenditure

..........................
..........................
..........................

. Dr.

et Papticulars
i TO Revenue

. Expenditure

..........................

It is an expenditure which is incurred:

a) To maintain the productivity or earning capacity of a business.

b) To carry out operating activities in the normal course of business.
It normally does not yield benefits beyond current accounting period.
It is debited to Respective Expense Account which appears on the
debit side of Trading A/c (If Direct Expense) or P&L A/c (If
Indirect Expense).

a) Depreciation on Land & Building

b) Rent of Machines

¢) Repairs of Building

d) Insurance of Building

Income Statement for The Period Ended On.... Cr
E{ ' Particulars E§

.............

.............

............

CA TEJAS SUCHAK



CA Foundation

...................................................................................................................................................................................................................................................................................................

. Distinction Between Capital Expenditure And Revenue Expenditure

| Basis of
7 Distinction

.........................

Capital Expenditure

It is an expenditure which is

incurred:

a) To acquire or bring into
existence an asseft, or

b) To acquire or bring into

existence an advantage or

benefit of an enduring

nature, or

c¢) To increase the productivity

or earning capacity.
It normally yields benefits
during current accounting
period.
It is debited to the Respective
Asset Account.
a) Cost of Land and Building
b) Cost of Plant and Machinery
c) Cost of Furniture & Fixtures

"It is an expenditure which is
~incurred:

It normally does not yield benefits

' b) Rent of Machines
' ¢) Repairs of Building

Revenue Expenditure

a) To maintain the productivity or
earning capacity of a business, or
b) To carry out operating activities -

in the normal course of business. ...

............

during current accounting period.

............

It is debited to Respective Expense

- Account.

a) Depreciation on Land and

Building

d) Insurance of Building

...................................................................................................................................................................................................................................................................................................

= It refers to that expenditure which is, for the fime being, deferred

..........................

..........................

from being charged to income i.e. expenditure which is carried

forward on the presumption that it will be of benefit over a

subsequent period or periods.

= Such deferment of charging off the expenses may be due to the

nature of expenses and the benefit is expected over a number of

years.

............

Heavy advertising to launch a new product is a deferred revenue

expenditure since the benefit from it will be availed over the next 3 to
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Normally such expenditure should be written off over a period of 3to

5 years. The written of f portion is debited to P&L Account and
""""""""""""" unwritten off portion is shown on the Assets Side of Balance Sheet.
T D Income Statement For The Period Ended On.... Cr
Particulars X Particulars T e
To Deferred Revenue

Expenditure w/o

Balance Sheet As At ....

T Liabilities X Assets X

Deferred Revenue Expenditure =~

(Unwritten of f portionie.
carried forward portion)

Capital receipts refer to those receipts which are not revenue in
nature.

These are credited to the respective account of capital nature.

.............

a) Sale of Land and Building by a person other than a dealer in real
estate.

..........................

b) Raising of Loan by a person other than one engaged in the business
of finance/banking.

¢) Raising of Capital.

Revenue receipts refer to those receipts which arise in the normal
course of business.

These are credited to Respective Revenue Account which appearsin
the Income Statement.

..........................

..........................

a) Sale of Land and Building by a dealer in real estate. (Sale of goods)
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b) Sale of Securities by a dealer in securities. (Sale of goods)

. Distinction Between Capital Receipts And Revenue Receipts
. ..... Bﬁs.i.s...of ....................... C.api.'ral.Receip'."s ..................................................... Reve.nue...Reee.ip.fs ................................................................. i
| Distinction

.................................................. lnnafure.Co.ur.seofbusrness. ................................................................
LAccounting....These.are.credited to.the.............These are.credited.fo.Respective...........
: respective account of capital Revenue Account which appears in

nature. the Income Statement. |
.......................................... C\)SaleOfLandandBU”dingbyaG)SOICOfLandandgundingbya
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________________________ Contingent Asset

: As per Accounting Standard 29, "A contingent asset is a
1. Possible asset

: 2. That arises from past events

: 3. The existence of which will be confirmed only by the occurrence or :
non-occurrence of one or more uncertain future events not wholly within ...........

5 the control of the enterprise. |
It usually arises from unplanned or unexpected events that give rise to =
------------------------ the possibility of an inflow of economic benefits to the enterprise.

5 A claim that an enterprise is pursuing through legal process, where the

...............................................

outcome is uncertain, is a contingent asset.

..........................

| Terms Explanation

..........................

As per the concept of prudence as well as the present accounting

: standards, an enterprise should not recognize a contingent asset.
This is because, it is possible that recognition of contingent assets

5 may result in recognition of income that may never be realized.

: However, when the realization of income is virtually certain, then
the related asset no longer remains as contingent asset and can be
: realized in the financial statements.

A contingent asset need not be disclosed in the financial
statements.

A contingent asset is usually disclosed in the report of the
approving authority (i.e., Board of Directors in the case of a

..........................

company, and the corresponding approving authority in the case of
: any other enterprise), if an inflow of economic benefits is

probable.

Contingent assets are assessed continually and if it has become

virtually certain that an inflow of economic benefits will arise, the
: asset and the related income are recognized in the financial
statements of the period in which the change occurs.

.......................................................................................................................................................................................................................................................................................

........................ As per AS 29,
: 1. A possible obligation
: ' 2. That arises from past events
3. The existence of which will be confirmed only by the occurrence or ...
5 non-occurrence of one or more uncertain future events not wholly within |

................................................

the control of the enterprise; or

CA TEJAS SUCHAK
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1. A present obligation that arises from past events but is not recognised
: because: :
------------------------ 2. It is not probable that an outflow of resources embodying economic
5 benefits will be required to settle the obligation; or :
: 3. A reliable estimate of the amount of the obligation cannot be made.
Possible Obligation - An obligation is a possible obligation if, based on ...
the evidence available, its existence at the balance sheet date is 5
: considered not probable. (Chances of happening are <50%) :
Present Obligation - An obligation is a present obligation if, based on -
E the evidence available, its existence at the balance sheet date is E

considered probable, i.e., more likely than not. (Chances of happening are

Terms | Explanation
- An enterprise should not recognise a contingent liability.

..........................

E A Contingent liability is required to be disclosed by way of
- Note to the Balance Sheet unless possibility of outflow of @ -
: resource embodying economic benefits is remote. :

' Contingent liabilities are assessed continually to determine
whether an outflow of resources embodying economic :

: benefits has become probable.
- If it becomes probable that an outflow or future economic
benefits will be required for an item previously dealt with as
; " a contingent liability, a provision is recognised in financial :
statements of the period in which the change in probability
5 occurs except in the extremely rare circumstances where no E

' reliable estimate can be made.

................................................

................................................

. Distinction Between Contingent Liability And Other Liabilities
-t Basis  of | Contingent Liability Other Liabilities
;| Distinction

: It is an obligation which may or These are financial obligations :

------------------------ ' may not arise depending on the of an enterprise other than -

: - happening or non-happening of an = owners' equity. |

: uncertain future event. :

It is disclosed by way of foot These are disclosed on the

: note to the Balance Sheet. liabilities side of the Balance
Sheet.

e A e e e e L /e

..........................

CA TEJAS SUCHAK



CA Foundation

...................................................................................................................................................................................................................................................................................................

1. Bills discounted but not yet 1. Creditors for Goods

matured 2. Outstanding Expenses
------------------------ ' 2. Arrears of dividend on Cum-

Pref- Shares

...................................................................................................................................................................................................................................................................................................

In relation to Assets: Any amount written off to P&L by way of
providing for diminution in the value of assets.

Eg: Provision for Depreciation, Provision for Doubtful Debts.

In relation to Liability: Any amount written off to P&L by way of
providing for any known liability of which the amount cannot be
determined with substantial accuracy.

.....................

: Eg: Provision for Warranties.
As per AS 29, A provision is a liability which can be measured only
: by using a substantial degree of estimation.
; AS-29 doesn't cover provision in relation to Assets. It only covers :
provision in relation to liability.
1. An enterprise has a present obligation as a result of a past
: event.
2.It is probable that an outflow of resources embodying economic
: benefits will be required to settle the obligation, and
3.A reliable estimate can be made of the amount of the obligation.
All the above 3 conditions should be satisfied in order to recognize

a provision.

...................................................................................................................................................................................................................................................................................................

..........................

. Distinction Between Provision And Contingent Liability :
Basis of | Provision Contingent Liability
... Distinction
: Provision is a present liability = It is an obligation which may or :
of uncertain amount, which = may not arise depending on the
: can be measured reliably by happening or non-happening of :

using a substantial degree of ' anuncertain future event.

________________________ ] A  provision meets the A contingent liability fails to
recognition criteria. meet the same.

e

...................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................
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Provision is recognised when
(@) an enterprise has a
present obligation arising
from past events; an outflow
of resources emobodying
economic benefits is probable,
and

(b) a reliable estimate can be
made of the amount of the
obligation.

Contingent liability includes
present obligations that do not
meet the recognition criteria
because either it is not
probable that settlement of
those obligations will require
outflow of economic benefits,
or the amount cannot be
reliably estimated.

...................................................................................................................................................................................................................................................................................................

.................................................................................................................................................................................................................................................................................................

SR,

.................................................................................................................................................................................................................................................................................................
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Refer to;

1. Specific accounting principles and

..........................

2. Methods of applying those principles

in the preparation and presentation of financial statements.

........................

(§ Anticipated losses ) (§ Transactions and ({.‘ Financial Statements |
------------------------------ S and expenses: fobe [| & other events should 8 should disclose all
______________________________ 2 recognized | § beaccounted for and E material items, that |

1% immediately. 3 presentedin g is, items, the
E—— Anticipated profits | § acc?rdance with . kr}owle.dge of which
: . s Their substance and might influence the
______________________________ and incomes: fobe || 2 .~ “ ) _ -
v  financial reality and decision of the
deferred. Q ) ! . ,
] | & not merely with their | users of the financial |
{ legal form. i statements.
: iC iC J

..........................

Change In Accounti

 All significant accounting policies adopted in the
- preparation and presentations of financial statements
should be:
disclosed at one place in the financial statements under the
' heading significant accounting policies.

ng Policy

It is required by statute(law) for compliance with an
accounting standard.

It is required by an Accounting Standard.

If it is considered that the change would result in a more
appropriate presentation of the financial statements of an
enterprise.

..........................

...................................................................................................................................................................................................................................................................................................




CA Foundation

...................................................................................................................................................................................................................................................................................................

..........................

Disclosure Requirements

The amount of change should be
disclosed.

The fact should be disclosed.

...........................

..........................

..........................

The fact that such change will have
in the
should

later
be

a material impact

accounting  periods

appropriately disclosed.

..................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

..........................

..........................

..........................

Basis of
Distinction

Fundamental Accounting
Assumptions

Concern, Consistency and
Accrual.

Memory technique:

General

CAG= Consistency, Accrual,
Going Concern

No disclosure is required

been followed.

There are only three fundamental
accounting assumptions viz. Going

CAG= Comptroller and Auditor

the fundamental assumptions have

Accounting Policies

There is no single list of
- accounting policies which are
applied in all circumstances.
- As a result, there may be
- different accounting policies
adopted by different
' enterprises.

if all Disclosure is required if a
particular accounting policy

' has been followed.
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3. In case the  fundamental In case, the policy is changed
Disclosure | assumptions are not followed; the in  subsequent year, the
if not fact has to be disclosed in the reasons for such change and
followed financial statements together the resulting financial
with the reasons. consequences have tfo be

disclosed.
4. Choice There is no choice. The firm has a choice to

select a particular policy

23
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...................................................................................................................................................................................................................................................................................................

Elements of

_________________________________________________________________________________________________________________________ Measurement e
[

................................................................................... e S ————————

............................................................. Idenfifica.‘.ion Se'ecfion of Evil?nlsra]:;g: g; .

............................................................. of Objectsand Standardsor

Measurement :

Events Scale 5

Standards or Scale

..................................................................................................................................................................................................................................................................................................

..................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

Although decision makers need past, present and future information but generally the
past information is communicated to the external users.

..................................................................................................................................................................................................................................................................................................

ok Money as a measurement scale has no
universal application because it takes the
......... shape of currency ruling in a country which
differs from one reporting country to

..................................................................................................................................................................................................................................................................................................

Accounting as a measurement discipline

................................................................................................................................................................................................................................................................................................. -

1. Accounting is not exact measurement discipline because accounting measures

................................................................................................................................................................................................................................................................................................. -

information mostly in money terms which is



.......................................................................

.......................................................................

.......................................................................

..........................

..........................

..........................
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' Assets are carried at the amount of cash or cash equivalents that

“amount of cash or cash equivalents expressed to be paid to satisfy the

- CA Foundation -

............................................................................................................................................................................................................................

............................................................................................................................................................................................................................

...........................................................................................................................................................................................................................

.......................................................................................................................................................................................................................

Current Cost Present Value

1. Assets are recorded at an amount of cash or cash equivalent

paid at the time of acquisition.
2. Liabilities are recorded at the amount of proceeds received in

exchange for the obligation.
The assets are recorded 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 recorded at the undiscounted amount of cash or cash
equivalents that would be required to settle the obligation currently.

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; i.e., the undiscounted

liabilities in the normal course of business.
- An asset is recorded at the present discounted value of the future net




..........................

..........................

..........................

.......................................................................

........................................................................

........................................................................

CA TEJAS SUCHAK

' Liabilities are recorded at the present discounted value of future net

' re-estimated during the current period or difference between earlier

based or as a result of new information, more experience or subsequent

' a. Change in the amount of doubtful debts :
' b. Change in useful life of depreciable asset

CA Foundation

............................................................................................................................................................................................................................

cash inflows that item is expected to generate in the normal course of
business.

- cash outflow s that are expected to be required to settle the liabilities

in the normal course of business.

The measurement of certain assets and liabilities is based on estimates

of uncertain future events. As a result of the uncertainties inherent in :
business activities, many financial statement items cannot be measured -
with precision but can only be estimated. |

Differences arising between certain parameters estimated earlier and

estimates and actual result during the current period. :
If changes occur regarding circumstances on which the estimate was

developments. For examples:

c. Change in estimated residual value of the depreciable asset.

............................................................................................................................................................................................................................

...........................................................................................................................................................................................................................
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...................................................................................................................................................................................................................................................................................................

. Meaning of Accounting Standard

...................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

..................................................................................................................................................................................................................................................................................................
...................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

e e e A e e e AR A e A E AR AR R R E AR AR E AR AR AR e AR AR AR R AR E AR R AR R AR R R AR R AR R AR RN E AN AR AR AR N AR RER RN R nn e e

...................................................................................................................................................................................................................................................................................................
...................................................................................................................................................................................................................................................................................................

........................................................

. | Standard reduces to a reasonable extent or eliminate altogether confusing variations in 5
"""" the accounting treatments used to prepare financial statements

There are certain areas where important information is not statutorily required fo be
disclosed. Standards may call for disclosure beyond that required by law.

The application of accounting standard would, to a limited extent, facilitate comparison
of financial statements of companies situated in different parts of the world and also of

rrrrrrrrrrnnregenans, e SSEEITLAATIMIT VT RLLVRIITITIG S TRITAAD S VTV, TV R TR R AT R, R A e A I

| different companies situated in the same country. However, it should be noted in this
.| respect that differences in the institutions, traditions and legal systems from one :
il country to another give rise to differences in accounting standards adopted in different

countries.

CA TEJAS SUCHAK
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Limitations of accounting standards

( ) ( )

Alternative solutions to

Difficulties in making choice certain accounting problems

between different

treatments may each have arguments to

recommend them.
_ Y, _ J

e : ™\
Accounting standards cannot

override the statute. The
Restricted scope standards are required o be

framed within the ambit of
prevailing statutes

J
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(Contributed capital
+ beginning retained
earnings + revenue -
expenses -dividends)
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Debit Credit J
Increase in Purchases Increase in Sales |
Increase in Expenses Increase in revenue and Incomes
Increase in Assets Increase in Liabilities and Owners' Capital

. In the same way, decrease in purchases, expenses and assets are credits and decrease in

..................................................................................................................................................................................................................................................................................................

. Classification Of Accounts: As Per Traditional Approach

.................................................

.................................................

: These accounts relate to | Natural-Ram's A/c Artificial-Ram &
natural  persons, artificial | Co.'s etc Representative-

persons and representative = Outstanding Salary A/c, Prepaid

persons. Insurance
These accounts relate to the | Tangible-Land A/c
------------------------ tangible or intangible real | Intangible-Goodwill A/c
assefts.

e I N [YTTTTT Py

These accounts relate to | Expenses-Purchases A/c
losses, profit & gains. Loss-Loss by fire A/c
Profits & Gains-Sales A/c, |

Discount Received A/c

. As Per Accounting Equation Approach

These accounts relate to Tangible | Land A/c, Building A/c, Cash A/c,
or Intangible real assets. Goodwill, Patents.

These accounts relate to the | Trade Creditors, Bank overdraft,
financial  obligations of an| Short-term loans, Long-term

g e bbb P HITIAnIeial Vdityu\l iviie . Ve W JTIIViE T sl i IiVRATG, VI Tl T s

enterprise towards outsiders. loans.
 These accounts relate to owners | Capital A/c, Drawings A/c.
- of an enterprise.

CA TEJAS SUCHAK
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.............................

These accounts relate of the
amount charged for goods sold or

 services rendered or permitting |
~others

to use

resources  Yyielding
Royalty or Dividend.
These accounts relate to the
amount incurred or lost in the

process of earning revenue.

enterprise’s
Interest,

Sales A/c, Discount Received
A/c, Dividend Received A/c,
Royalty Received A/c, Interest
Received A/c.

Purchases A/c, Discount Allowed
A/c, Salaries A/c, Interest
Allowed A/c, Loss by Fire A/c.

..........

..................................................................................................................................................................................................................................................................................................

.............................

.............................

1. Personal Accounts having debit balances

(other than those relating to Owner)

3. Personal Account relating fo Owner

..................... 4. Real Accounts

R S

2. Personal Accounts having credit balances
(other than those relating to Owner)

5. Nominal Accounts relating to Revenue
6. Nominal Accounts relating to Expenses

Liabilities Accounts

Assets Accounts

Capital Account

Assets Account

Revenue Account
Expenses Account

...................................................................................................................................................................................................................................................................................................

Rules For Debit And Credit :
""" When The Accounts Are Classified As Personal, Real And Nowminal e

.............................

- Debit the Receiver

Debit What Comes in
~ Debit All Expenses &
Losses

Credit the Giver

Credit What Goes out
Credit all Gains and
Profits

.............................

.............................

Debit the Increase
Debit the Decrease
Debit the Decrease

Credit the Decrease
Credit the Increase
Credit the Increase

...........

CA TEJAS SUCHAK
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.............................
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................................................................................................................................................................................................................................

Debit the Decrease Credit the Increase

Debit the Increase Credit the Decrease

> a book in which fransactions are recorded in the order in which
they occur i.e., in chronological order.

> A Journal is called a book of prime entry (also called of original :
entry) because all business transactions are entered first in this ...
book. :

The process of recording a transaction in a journal

.............

An entry made in the journal

The system of recording all the transactions in a journal requires

(i) the writing down of the name of the account involved as many
times as the transactions occur; and

(ii) an individual posting of each account debited and credited and

hence involves the repetitive journalising and posting labour.

Such a system does not provide the information on prompt basis.

Such a system does not facilitate the installation of an internal
check system since the journal can be handled by only one person.

The journal becomes bulky and voluminous.

It is a reduction granted by a supplier from the List Price of goods
or services on business considerations (such as quantity bought, trade
practices, etc.,) other than for prompt payment.

A reduction granted by a supplier from the Invoice Price in
consideration of immediate payment or payment within a stipulated
period.

................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

...................................................................
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.............................

.............................

.............................

It is a reduction granted by a
supplier from the List Price of goods
or services on business
considerations (such as quantity
bought, trade practices, etc.,) other
than for prompt payment.

allowed to promote the sales or as a
trade practices.

allowed on purchase of goods.

shown by way of deduction in the
invoice itself.

Trade Discount Account is not

opened in the ledger.

It may vary with the quantity
purchased.

A reduction granted by a
supplier from the Invoice Price
in consideration of immediate
payment or payment within a
credit period allowed.

allowed tfo encourage the

prompt payment.

allowed on immediate payment
or payment within a specified
period.

not shown in the invoice.

Cash Discount Account is
opened in the ledger.

It may vary with the period
within which the payment is
made.

..........

.........

P SN

.............................

.............................

.............................

There are books of original or
prime entry.

| These books are prepared on
| the basis of source documents.

Recording of entries in these
books is the first stage.

These books do not help to

| know the net effect of the
various transactions affecting
a particular account.

In the Journal, there is one
column for particulars and two
columns for amounts - one for
debit and another for credit.

This is a book of final or
secondary entry.

This book is prepared on the
basis of books of original entry.

Recording of entfries in the
ledger is the second stage.

A ledger helps to know the net
effect of the  various
transactions  affecting a
particular account.

In the ledger, there are two
divided sides having identical
columns. The left side is known

..........
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Special journals (except Cash | as debit and the right side is |
i Book) have only one column of | known as credit. :
.. GmOUhT. ........
In the books of original entry | In the ledger, all the accounts | ...
(except Cash Book) balancing is | (except nominal accounts) are |
SRR S no_'_ done‘ balanced- .
------------------------ From the books of original | From the ledger, first the trial
entry, entries are transferred | balance is drawn and then
: o the ledger. financial ~ statements  are|
------------------------ é--- pr!epar\ed. --------é
The process of recording The process of recording ...
: entries in these books entries in the ledger :
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1. Ledger: - It is a secondary/principal book.

2. Posting: It is a process of transferring transaction recorded in journal into ledger.

...................................................................................................................................................................................................................................................................................................

SR

..................................................................................................................................................................................................................................................................................................

SR,

s
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Transfer entry
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.............................

.............................

.............................

a) Simple Cash Book

b) Cash Book with Discount Column

¢) Cash Book with Bank & Discount Column
d) Petty Cash Book

a) Purchases Book

b) Sales Book

c) Sales Returns Book (or Returns Inward
book)

d) Purchase Returns Book (or Returns
Outward Book)

a) Bills Receivable Book
b) Bills Payable Book

a) Cash Transactions

b) Cash and Discount transactions

c) Cash, Bank and Discount transactions
d) Petty Cash transactions

a) Credit Purchases of Goods

b) Credit Sales of Goods

c) Goods returned by those customers to
whom goods were sold on credit

d) Goods returned to those suppliers from
whom goods were purchased on credit

a) Bills Receivable drawn
b) Bills Payable accepted

Transactions not covered elsewhere

..........

.........

Advantages Of Special

ournals

..................................................................................................................................................................................................................................................................................................

.................................................................................................................................................................................................................................................................................................

: With the use of internal check, the poss:blh’ry of
. ............................................. pooe @y hasas aac s e s saneensnnafens occur‘renceoferr‘or'/fr'aud .may be aVOIded

.............................

------mo-r-'e---aeeu-r—‘a-te--sup-ply—--of—---aeeou—nt-lng—--i-n-for!me-’r-lon---mey---be-

obtained.

.............................

The amount of cash recelved from the main cashier is recorded on the left hand

side column.

The payments of petty cash expenses are recorded on the right hand side in the

respective columns.

............

...................................................................................................................................................................................................................................................................................................
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can never show a credit balance because the cash payments can never exceed the

cash receipts.

Its balance represents unspent petty cash in hand.

..............................................

Recording is done on the basis of internal as well as external vouchers.

..............................................

Petty Cash Book is both a book of original entry as well as a book of final entry.

both serve the purpose of journal

E Both are journal in the sense that the transactions are :
recorded in it for the first time from the source documents. ...

both serve the purpose of ledger

Both are ledger in the sense that main cash book serves the
purpose of 'Main Cash A/c' & 'Bank Account’ (only in case of :
three column cash book) and Petty Cash Book serves the
purpose of 'Petty Cash A/c'. 5

.........................................

.............................

Main Cash Book Petty Cash Book
all Cash Receipts are recorded only Cash Receipts from Main Cashier are :
PR r‘ecor‘ded ..
all Cash Payments except payments of | only Payments of Petty Cash Expenses are /"
Petty Cash Expenses are recorded recorded.
.............................. E[r.es.r And Non....I H es.l. li: em Of Pe.‘..'.y Cash BOOk
The Chief Cashier makes the reimbursement of the amount spent by

the petty cashier and the Petty Cashier again has the same amount
of petty cash at the end as in the beginning.

The Chief Cashier may hand over the cash to the Petty Cashier equal
: to/more than/less than the amount spent by the petty cashier. ;

.......................................
..................................................................................................................................................................................................................................................................................................
...................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................
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...................................................................................................................................................................................................................................................................................................

.............................

estimates the total petty cash expenses for a particular fixed
' period.
advances the estimated amount to the petty cashier in the
beginning of the period.
submits the petty cash book along with supporting vouchers
to the chief cashier at the end of the period.

Chief Cashier makes the reimbursement of the amount spent
by the Petty Cashier.

The Petty Cashier again has the same amount of petty cash in
the beginning of new period.

..............

..............

...................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

Advantages Of Petty Cash Book

R S

P SN

saved when petty expenses are recorded in petty cash book.

- chances of mistakes are reduced since the chief cashier
regularly examines the petty cash book.

~Petty cashier can never spend more than the available petty
cash.

- Misappropriation is always kept within the limits of imprest.
available since recording of cash transactions is divided

between main cash book and petty cash book.

...................................................................................................................................................................................................................................................................................................

. ..... DebifNo*.eAndCr\editNo're.

Basis of Debit Note Credit Note

............................. DiSTinC1i°n ] TTTTITTITIIII:
1. Who Prepared by Purchaser. Prepared by Seller.

s prepares? A e

------------------------ 2. Contents | a) Date of return a) Date of return

.............................

.............................

b) Name of supplier to who
returned

¢) Details of goods returned
~d) Reasons for returning goods

b) Name of Customer who
returned

c) Details of goods returned

d) Reason for returning goods

...............

CA TEJAS SUCHAK
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3. Source Used as source document for Used as source document for

Document recording in Purchase Return recording in Sales Return Book.
Book.

4. Why prepared to debit supplier's prepared to give credit to

Prepared? account. customer.

40
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...................................................................................................................................................................................................................................................................................................

................................................................................................................................................................................................................................................................................................

‘............................................................................................................................................l ..................................................................................................................................................
[ |
......................... e G T I e =i s
...... Whon™ Wf-ﬁﬁé ...... aééaﬁﬁﬁﬁé ............................................................................................................................................................................................
| principles..are.-applied. for..| ERRORS OF OMISSION . ERRORS OF COMMISION .. COMPENSATING
: ERRORS
din journal ent . .
., ..... r‘ec.orllga‘]our.a ..... er‘y Whenc-‘-f\ansac-hon's 1 Whena*f\ansﬂc*lon ............. I fff ...... 1_ ..... f .......
it is called an error of completely or partially || is posted to a wrong an effect o
e prmc'p'e .................................................... oml'l"l‘edfr‘ombem ...... | SR M e | S GHG--GF'-F'OF-QQ-TS ........
. 9 || account or is posted cancelled out or
________________________ |.E9: Machine Purchased Dr. ) recorded or posted. || to the wrong side.of ...||.-nuliified by
‘| to Purchase Account Eg: Goods sold not ,
: a particular account another error,
NSRRI 1.7 e oo e ser e e s 1 recorded.at Gl e et
or a wrong balance is such errors are
...................................................................................................................................................... calculated.-of -G} called ...
: particular account. compensating
........................................................................................................................................................................................................................................... O —

777D BEFORE PREPARATION AFTER PREPARATION OF TRIAL BALANCE =~ IN THE NEXT FINANCIAL

... OFTRIALBALANCE i ........................................................ YEAR (AFTER PREPARATION
: | OF FINAL ACCOUNTS)

............................ éFr""ci'r"'é"&}"é'd'c"ﬁ"g{é"g'ém han srrors e e ciied aFFeR” i

___________________________ happen.at four.......|..preparation of TB, the following | m—
| different stages changes will take place; When errors are rectified affer

________________________ 1. e . JOURNAL ... For..rectification..entries..that..|.|. preparation of final accounts, all effects |
« LEDGER had only 1 effect, the second of NOMINAL nature i.e. Incomes, Gains,

i g BALANCING e effect-will-be-given-in-suspense |- ..Expenses,.Losses.will_be.debited. to P&L....{

e TOTALING a/c adjustment a/c.

e e T T LT T T LT T VPP

take place.

be given in suspense a/c
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Ram a/c Dr 500 Cash a/c Dr. 500
s By Tosalesq/c ....... 500 ...................
SN B e

............................................................................................ Ram.a/C.oo [0 <

Suresh a/c Dr. 500
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. ............................................................................ e.ash...u/C ........... Br.-

Goods sold fOl" 5000 pos1'ed to the credit of PUrchases s u

........................ CashDrSOOOCasha/cDrBOOO
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Reverse

Purchase a/c Dr. 5000

..................................................................................................................................................................................................................................................................................................

. POINT TO BE NOTED

. When there is an error while posting in Ledger a/c, rectification of such errors can

.........................

- have.

.........................

ONE EFFECT TWO EFFECTS

e h e A E e e e ah A e AR R AR AR AR AR AR AR AR RN E AR AR R E AR AR R A H AR AR AR RN R AN R AR AR AR AR RN R RN R RN Ra R RN N R n e e

..................................................................................................................................................................................................................................................................................................

NN S S "

e a e e m e ea e e e e e R AR H AR R R AR AR AR A E AR R AR R AR AR R AR R R AR AR AR AR AR AR R R AR R AR R R n

o Media/c Cr. 10000 Modia/c_Dr. 10000 .. .. .

Reverse As it is

.................................................................................................................................................................................................................................................................................................
..................................................................................................................................................................................................................................................................................................
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,
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Rahul a/c Cr. 5000
.............................................................................................. Babil e OOOO
........................ Ra,hula/cCr'55000

. POINT TO BE NOTED

......................... While rectifying errors that occur during balancing of ledgers, the rectification effect

<] has just ONE EFFECT
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| POINT TO BE NOTED: -

Rectification of Errors occurred while totaling of subsidiary, will have only ONE EFFECT
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Chunnu 's books i 111
R ) E— e 111

..............................................................................................................................................................................................................................................................................................

...........................................................................................................................................................................................................................................................................................

...............................................................................................................................................................................................................................................................................................

...............................................................................................................................................................................................................................................................................................

...............................................................................................................................................................................................................................................................................................
...............................................................................................................................................................................................................................................................................................

. customers as recorded in their books) showing causes of all differences between two. Som

_entries may have been recorded in Cash Books but do not appear in Bank passbook/statement

...............................................................................................................................................................................................................................................................................................
...............................................................................................................................................................................................................................................................................................
...............................................................................................................................................................................................................................................................................................
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...................................................................................................................................................................................................................................................................................................

. > While reconciling, the individual needs to ensure that he matches all his transactions

with the transactions of the bank. This means:

...............................................................................................................................................................................................................................................................................................
.........................................................................................................................................................................................................................................................................................

....................................................................................................................................................................................................................................................

............................................................................................................................................................................................ Remember:
: Individual will
match the Bank

Cash book (Bank Column) OR Bank A/c
e o —
""""" Balan:ce as per Cash book (Fav.) X Balance as per Cash book (Fav.) X
""""" Balance as per Pass book (U. Fav.) X Balance as per Pass book (U. Fav.)

........... 2.Cheque issued but not presented + - - 4 1.Cheque deposited but not cleared - + + -
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3.Cheque directly deposited by a + - - 4+ Db.Expensesdirectly paid by bank - + + -

customer
4.Income directly received by bank + - - 4 6.Bank charges levied by bank -+ o+ -
__________ 9.Wrong credit in Cash book + - - 4 7.locker rent levied by bank -+ o+ -
.......... 11.Wrong credit in Pass book + - - 4 8Wrong Debit in Cash book -+ o+ -
---------- 12.Undercasting of Debit side of + - -+ 10.Wrong Debit in Pass book -t
.......... Cash book
__________ 15.0vercasting of Credit side of + - -+ 13.0vercasting of Debit side of -+ o+ -
.......... Cash book Cash book '
16.Bills receivable collected directly + - - + 14.Undercasting of Credit sideof - + + -

by bank Cash book

17 Interest on Bank O/D charged - + + -

PREPRATION OF BANK RECONCILIATION STATEMENT AFTER PREPARING

ADJUSTED CASH BOOK
f—AII the logics as studied earlier will apply in the same manner.

§—However, the changes need to be considered: -

1. Effects of all errors made by the entity will be done in adjusted cash book.

2. After doing so, the effects of errors committed by the bank will be done in BRS.
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for consumption in the production of goods or services for sale,
including maintenance supplies and consumables other than
machinery spares, servicing equipment and standby equipment.

Inventories

statement until finally sold in market and revenues are recognized. The significance of

........................ e T
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...................................................................................................................................................................................................................................................................................................

The valuation of inventory is necessary for determining the true

income earned by a business entity during a particular period. To

determine gross profit, cost of goods sold is matched with revenue

....................................

of the accounting periods. Cost of goods sold is calculated as follows:

..........................

Cost of goods sold = Opening inventory + Purchases +

Direct Expenses - Closing inventory.

Hence, Value of Inventory has major impact on determination of

Income

...................................

1. If Closing Inventory is overstated, income for the period will be

overstated and due to this income for subsequent period will be

..........................

understated as opening inventory is overstated.

....................................

2. if Closing Inventory is understated, Income for the period will be

understated and income for subsequent period will be overstated as

opening inventory is understated.

Inventories are classified as current assets. The inventory is not

properly valued, the balance sheet will not disclose the truthful

financial position of the business.

It is one of the components of net working capital which reveals the

liquidity position of the business. Current ratio which studies the

..........................

relationship between current assets and current liabilities is

significantly affected by the value of inventory.

Schedule ITT to the Companies Act, 2013 requires valuation of each

class of goods i.e. raw material, work-in-progress and finished goods

under broad head to be disclosed in the financial statements. As per

the requirements of the Accounting Standards, the financial state-

-ments should disclose:

....................................

(a) the accounting policies adopted in measuring inventories, including

....................................

CA TEJAS SUCHAK
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...................................................................................................................................................................................................................................................................................................

the cost formula used, and

(b) the total carrying amount of inventories and its classification

appropriate to the enterprise.

....................................

The common classification of inventories are raw materials; work-in-

....................................

progress; finished goods; stores-in- trade (in respect of goods acqu-

-ired for trading) and spares and loose tools.

..................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

...........................................................................................................................................................................................................................................................................................

O R L e e

costs of conversion other costs incurred in
........................ sts e bringing the
All cost of purchase (pr‘::g;‘lz‘gowrof;:lf?:d inventories to their
........................ USSR S ¢ | e posent location and |

progress) and condition.

...................................................................................................................................................................................................................................................................................................
...................................................................................................................................................................................................................................................................................................
..................................................................................................................................................................................................................................................................................................
..................................................................................................................................................................................................................................................................................................
e
...................................................................................................................................................................................................................................................................................................
...................................................................................................................................................................................................................................................................................................
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...................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

..................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

.........................................................................................................

...........................................................................................................

‘A method of ascertaining inventory by taking an actual

physical count (or measure or weight) of all the inventory
items on hand at a particular date on which inventory is
valued. It is because of actual physical count that the system
is also called physical inventory system.
*The cost of goods sold is determined as shown below:
Opening inventory (known) + Purchases (known) - closing
inventory (physically counted) = Cost of goods sold.

*This system is used by small enterprises where is easy to

control physical inventory. This system is not considered
suitable for medium or larger enterprises which generally use
Perpetual Inventory system.

A system of recording inventory balances after each receipt

and issue. In order o ensure accuracy of perpetual inventory
records, physical inventory should be checked and compared
with recorded balances.

‘Under perpetual inventory system, closing inventory is

determined as follows: Opening inventory (known) +
Purchases during the period (known) - Cost of Goods Sold
(known) = Closing Inventory (balancing figure)

..................................................................................................................................................................................................................................................................................................
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...................................................................................................................................................................................................................................................................................................

n Between Periodic Inventory System And Perpetual Inventory System

________________________ Periodic Inventory System Perpetual Inventory System

1. This system is based on physical verification 1. It is based on book records.

. 2. This system provides information about 2. It provides continuous information
et inventory and cost of goods sold at a particular About inventory and cost of sales.
date. 3. It directly determines cost of goods

. 3.This system determines inventory and takes Sold and computes inventory as balancing

. cost of goods sold as residual figure. figure.

. 4. Cost of goods sold includes loss of goods as 4. Closing inventory includes loss of goods ™
i G0OAS NOT in inventory are assumed to be sold. as all unsold goods are assumed to be in
5.Under this method, inventory control is not  Inventory.

possible. 5. Inventory control can be exercised
""""""""""""" 6. This system is simple and less expensive. under this system.
et 7 Pepiodic system requires closure of business 6.It is costlier method.
for counting of inventory. 7. Inventory can be determined without

affecting the operations of the business.

............................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................

Specific Simple Weighted
.................................. Identification »..»> FIFO Method >..> LIFO Method »..,» Average Price .., Average Price
Method Method Method

' Pricing under this method is based on actual physical flow of goods. I't

..........................

attributes specific costs to identified goods and requires keeping

different lots purchased separately to identify the lot out of which

units in inventories are left. This method is generally used to ascertain

the cost of inventories of items that are not ordinarily interchangeable

and their value is high like expensive medical equipment.

Goods which are received first are consumed first, inventory on hand

therefore, consist of last lot received and valued based on price paid for

..........................

last lot. When prices of good are continuously rising, higher income is

,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,
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...................................................................................................................................................................................................................................................................................................

reported as old cost which had lower rate is matched with revenue.

When prices of goods are going down, lower income is reported as old

cost which had higher rate is matched with revenue. Value of closing

....................................

inventory tends to be nearer to current market price, more realistic.

..........................

Goods which are received last are consumed first, inventory on hand

therefore, consist of earlier lot received and valued based on price paid

for earlier lot.

When prices of good are continuously rising, lower income is reported as

...................................

old cost which had higher rate is matched with revenue. When prices of

goods are going down; higher income is reported as old cost which had

..........................

lower rate is matched with revenue. Value of closing inventory tends to

....................................

be different from current market price.

...................................

Simple Average price for computing value of inventory is a very simple

approach. All the different prices are added together and then divided

by the number of prices. The closing inventory is then valued according

to the price ascertained.

This technique of valuation is based on assumption that each issue of gooc

consist of due proportion of earlier lot. Evert time new lot for material

purchased, new weighted price is calculated.

..........................

Total cost of material in stock

Weighted Average Price=

-------------------------- Total quantity of material in stock

........................ It averages out effect of price fluctuation, more suitable to continuous

process industry.

Weighted Average Price / unit=
: Total cost of goods available for sale during the period :

------------------------- Total number of units available for sale during the period

"""""""""""" Closing inventory = No. of units in inventory Weighted average price/unit

Cost of goods sold No. of units sold x Weighted average price/unit.

....................................
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Adjusted Selling Price method Standard Cost method

This method is also called retail inventory method. It is used

widely in retail business or in business where the inventory comp-

-rises of items, the individual costs of which are not readily asce-

...........................................

-rtainable. The cost of the inventory is determined by reducing

from the sales value of the inventory an appropriate percentage

..........................

of gross margin. The percentage used takes into consideration

..........................

inventory which has been marked below its original selling price.

An average percentage for each retail department is often used.

Under this method, standard cost is set for all items of inventory

and used as basis for pricing the material issue. While determining

standard cost, factors like purchase of material, issue, storage,

usage, level of consumption etc are considered and standard cost is

reviewed and updated on regular intervals to give realistic picture.

...................................................................................................................................................................................................................................................................................................

e

...................................................................................................................................................................................................................................................................................................
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...........................

. Property, plant and equipment are tangible items that:

..........................

..........................

. tear and many other reasons.

f'ight or any other cause.

» Depreciation is allocated so as to charge fair proportion of the depreciable amount in

. each accounting period during the expected useful life of an asset. It includes

. amortisation of asset whose useful life is predetermined.

. »Thus, there are 3 important factors for computing depreciation:

..........................

CA Foundation

Concept of Depreciation

are held for use in the production or supply of
goods or services, for rental to others, or for
administrative purposes; and

are expected fo be used during more than a period
of twelve months. |

. »The utility or value of an asset goes down over a period of time mainly due to wear &

As per Schedule IT under the Companies Act, 2013, Depreciation is the systematic

allocation of the depreciable amount of an asset over its useful life. The depreciable
amount of an asset is the cost of an asset or other amount substituted for cost, less its
residual value. The useful life of an asset is the period over which an asset is expected to
be available for use by an entity, or the number of production or similar units expected to

be obtained from the asset by the enftity.

Estimated useful life of the asset

Cost of the asset

Residual value of the asset at the end of the of its estimated useful life

CA TEJAS SUCHAK
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...................................................................................................................................................................................................................................................................................................

.....................................................................................................................................................................................................................................................................................

* In case an enterprise does not account for depreciation on
5 Property, Plant & Equipment, it will not be considering loss in
: value of property, plant & equipment due to their use in :
production or operations of the enterprise and will not result in .
: true profit or loss for the period.

............................

+ Should be adjusted for depreciation charged in order to depict
: the actual financial position. :
- In case depreciation is not accounted for appropriately, the -

5 property, plant and equipment would be disclosed in financial
statements at a value higher than their true value.

..............................................................................................................................................................................................................................................................

............................

* A portion of profit is set aside in the form of depreciation and
accumulate each year. This will provide definite amount at certain

.................................

future date for replacement of specific assets.

sreresrsrerssreressenadies

* For ascertaining the cost of the production, it is necessary to
: charge depreciation as an item of cost of production.

A 2

...............................

Historic cost of Assets Expected useful life Estimates Scrap
[ -Cost of depreciable asset | | -Life  of  depreciable | (Salvage) Value
________________________ .| represents the cost| | assets means the period | | *Scrap value means amount |

: incurred in its acquisition, over which a depreciable expected to be realized :
........................ .| installation, ..| asset is expected to be |..| on sale of asset on|.....

commissioning and any used by firm or the completion of its useful
IS— — other  expenses  for |- number of production or |- life. If it is insignificant, |-

: improvement thereof of similar units expected to it is normally regarded as
""""""""""""""""""" capital nature. "1 be obtained from the || Nil.
................................... asset by the firm __—— | E
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Me‘l’hodsFor‘Pr'OVIdln ........ Derecua‘hon
..................................................................................................... Methods of Depreciation eeteesesesasassssesesasnssssasasnsassernsnsassarasnansarnsnnansarasnnannnrnned
------------- Straight-line ... Diminishing Balance - Units of Production

: — Method — Method — Method :

..................................................................................................................................................................................................................................................................................................

Results in a constant

chqrge over the useful .. Results ina deceasing ........ Resulisiing char'g ..................
life if the residual e pased on the
_____________________________ value of the asset "\ useful life expecteduseor .
- output
— does not change — P

e

An equal amount is written off every year during the working life of an

asset so as to reduce the cost of the asset to nil or its residual value

at the end of its useful life. The advantage of this method is that it is

simple to apply and gives accurate results especially in case of leases,

and also, in case of plant and machinery. This method is also known

as Fixed Instalment Method.

ost of Asset—Scrap Value
Usefullife :

Straight Line Depreciation =L

_Straight Line Depreciation

Straight Line Depreciation Rate = Cost of Assel X 100

Example: Company A purchases a machine for 100,000 with an _
........................ Estimated salvage value of X20,000 and a useful life of 5 years.
........................ Solution: The straight-line depreciation for the machine would be |
calculated as:

1. Cost of the asset: £100,000

CA TEJAS SUCHAK
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...................................................................................................................................................................................................................................................................................................

..........................

..........................

..........................

..........................

..........................

.......................... 5,35,000

""'"'"'"'"'"'""é'"'AEEQH'JI‘!.‘H:;Eﬂ.‘!'.t‘.iﬁi'.'&lﬂdEt:éiffg_fgb‘!?:.lgiﬂé'.:gﬂd"'RedUCina"Baiance"'MeThods-: -----------------------------------------------
------------------------ é‘-----‘Fher‘e--af‘e--'fwo--a—l’rernaﬁ-\re--appr'oaches--for‘--recor'd-ing-u—c-c-ounﬁng--em"r'ies-fo—r-depre—c-iaﬁon:"----
M First Alternative Second Alternative ’
A provision for depreciation or Accumulated ~ Amount of Depreciation is credited to the-
Depreciation account is opened to accumulate = Asset Account every year and the Asset -

2. Cost of the asset - Estimated salvage value: 100,000 - 20,000

= X80,000 total depreciable cost

3. Useful life of the asset: 5 years

Divide step 2 by step 3: X80,000/5 years = 16,000 annual depreciation
Amount. Therefore, Company A would depreciate the machine at the
amount of 16,000 annually for 5 years.

The depreciation rate can also be calculated if the annual depreciation
amount is known. The depreciation rate is the annual depreciation
amount /total depreciable cost. In this case, the machine has a straight
-line depreciation rate of %16,000 / 280,000 = 20%.

A fixed percentage of the original cost on the written down value of an
asset is charged every year so as to reduce the asset to its break-up

value at the end of its life. Annual charge of depreciation reduces from

......

eened

year to year. Commonly used for plant, fixtures etc. where repairs are

high in later years and depreciation would be lower.

Rate of Depreciation= 1 — n/wx 100 (n= useful life of asset)
Cost of asset

Ex: Purchase a Machine Rs.500000 and spent 35000 on registration,
insurance etc.. Useful life 5 years, Residual value Rs.1,10,000

Cost of Asset =Rs.5,35,000(5,00,000+35,000)

Rate of Depr.= 1 — ° |22 100 = 1 — 3/0.2056x 100 =72.87%

........
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-ferred by most of the organizations as it Accounting entries:

presents both the gross investment and the 1. Depreciation Account Dr.

' the balance of depreciation and the assets are Account is carried at historical cost less

. carried at historical cost. This method is pre- depreciation.

- CA Foundation -

........................................................................................................................................................................................................................

current value of the assets. To Asset Account

- Accounting entry

2. Profit and Loss Account Dr.

"""""""""""" . 1. Depreciation Account Dr. To Depreciation Account
To Provision for Depreciation Account
or Accumulated Depreciation
2. Profit and Loss Account Dr.

..........................

..........................

..........................

..........................

..........................

CA TEJAS SUCHAK

To Depreciation Account

This method considers actual machine hours running during the year out
of total estimated life of working hour of machine.

Amount of Depreciation

Cost of Asset—Residual Value . .
= A — X Machine hour run during the year.
Expected total hours of life

The asset is determined by comparing the annual production with the

estimated total production. The amount of depreciation is computed by

the use of following method:

Production during the period

Depreciable Amount x

Estimated total production

The method is applicable to machines producing product of uniform

specifications.

Depletion is the allocation of the cost of wasting natural resources such

as oil, gas, timber, and minerals to the production process. This method

is used in case of mines, quarries etc. containing only a certain quantity .
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...................................................................................................................................................................................................................................................................................................

of product. The depreciation rate is calculated by dividing the cost of :
""""""""""""" the asset by the estimated quantity of product likely to be available to
be extraced. Annual depreciation will be the quantity extracted multip-

........................................................................................................................................................................................................................................................................

.................................................................................................................................................................................................................................................................

..................................................................................................................................................................................................................................................................................................

T T s Uy o T AT S P U SR AR JU s U

-----\E----em‘-r!i-es--re-la-ted---to---sale---li-ke---sa-le---pnoceed-s---and---eal—eula-t-ion—--of—---pr—oﬁt---or!---loss--on--sale---wi-lI---be------i-

------------------------%----f-ine-neie-l---y-ear'-e-nd---er-\d-;---i-f---#-her'e---has---bee-n--a--signif-i-e-em‘---ehenge---in—---‘r-he—--ex—pee-‘red--pa—’r#er'n--of------g
------------------------é----consump-ﬁon--of---H'\e--f-uT-ur‘e--econom-ic--benef-i#-s--em—bodi-ed---in--T—he-as*se-‘r-;---f-h-e--me-’r-hod---s-hou#d--be-----é-
-------------------------:----c-hcmged—--1'0--f'e-f-lec-’f--’I‘-he—-c-hange—d--pa-‘r-‘rern; ......................................................................................................................................................
............................ —>Depreciation-of- method-Will-be-cRANGEA: Y- i
s G QU Y A
............................. T O COMPIY-WITH-ACCOUNTING STANAAIGS
----------------------------- =»To-have -more-appropriate presentation-of -Financial-Statement of firtm:
""""""""""""""" =>Depreciation should be re=calcutated as per new method from date of ‘asset put-to-use:

CA TEJAS SUCHAK



CA Foundation
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...........................................................................................

...................................................................................................................................................................................................................................................................................................

Revision-©

~The Estimated Useful Life-Of -An-Asset

"""""""""""""""" T'h'er'e"sh'ouI'd"b'e"p'e'riodi'c"r'evi'ew"of"useful'"Iife"'of"The"'dep'reci'a'bie"asse‘rs;"'Wh'e'never""rh'er'e"""é'
""""""""""""""" is“a“revision-in-estimated life, the unamortized depreciable amount-should be charged to
............................. asse‘l'over‘r‘thsedr‘emammges"hma'i‘edhfeofasse‘l‘
'Revdua“’ioncfpr'gLEFTV.PltmfAnd ¢ i y e,n.r ...............................................................................................................................
.......................................................................................................................... Revaluation
................................................................................................................................................ —— T —
[ |
.............................................................. I Secreae

..................................................................................................................................................................................................................................................................................................

P S

.............................

Credited directly Exceptions: When

to owners' it is subsequent Charged to the
interests under increase (Ini‘rially SfeTemem. of
the heading of .= Decrease) .. profit and loss

Revaluation suplus
recognised in the
Statement of Profit and
loss to the fextent that it
reverses a revaluation
decrease of the same asset
previously recognised in =
the Statement of profit
and loss

Exception: When it
..... is subsequent
Decrease (Initially
Increase)

Decrease should be
debited directly to
owners' interests under
the heading of
Revaluation surplus to the
extent of any credit
balance existing in the
Revaluation surplus in
respect of that asset

...............

...................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................
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......................................................................................................................................................................................................................................................

PromlssoryNoTe- ...... e T L UL (T o
........................ BlllsofExchqnge-Or‘der“ropay
Bill of Exchange Promissory Note @~
A bill contains an unconditional order to pay A promissory note contains only a promise
to pay certain sum of money ...
There are generally 3 parties (Drawer, There are 2 parties (Maker and Payee) in ...
. Drawee and Payee) in bill of exchange promissory note

A bill is paid by Acceptor A promissory note is paid by maker

A bill is drawn by creditor A promissory note is made by debtor

The drawer and payee may be same person  In promissory note maker and payee

R S

in case of bill of exchange cannot be same person

P S

In a bill of exchange, the liability of drawer In a promissory note the liability of a

is secondary and conditional maker is primary and absolute
_____________________________ A bill of exchange can be accepted A promissory note cannot be made
conditionally conditionally
---------------------------- In a bill of exchange, notice of dishonor Notice of dishonor is not required in case
" must be given of promissory note
In case of dishonor, a bill of exchange must Noting and protest is not required in case
"""""""""""" be noted and protested of dishonor of a promissory note.

...............................................................................................................................................................................................................................................................................................
...............................................................................................................................................................................................................................................................................................
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When a bill of exchange is drawn for a foreign trade, it is called as foreign bill of

..........................

. exchange.
.......................................................................................... P e s
el i \ ' ”}i’idii Bill is drawn after | Term of bill begins
Sight from the date of
. .......................... accep*l-ance of fhe b'”.
....................... | Term of Bill
Bill is drawn after Term of bill begms-
........................ ; fr.om The da.re When IT
Date .
........................ is drawn.
H L J .

Days of Grace : - 3 grace days are added to
all bills from the date of expiry

.-..-..-..-..-..-..-..-E ............................ Exception to the above .............................................................................................................................................................

........................ %.-..-..-..-..-..-..-..-..-.. are followings § 58 0 m e e e e S S S S S S S eSS E NSNS SN NSNS S NN SRS SSRGS R R RSB

........................ 1 r —
. ayabDle on

........................ J Payable on demand lJ Payable at Sight presyentation.
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........................................................................................................ B
.. ....................... The date which arrives after qdding the 3 grace dqys to the due date is i,

called DATE OF MATURITY OF BILL

.......................... Payment of Bill

........................ e — \.......

. _)No 'rime for' paymen'r is Specified. ......... :f.‘;'er:eafsopr‘eziazte"\jglrliso;nenT|oned. E.g- .......

—When it is expressed to be paidon | - Specific Dav. e
demand, at Sight, On presentation. P ' Y-

. _)No gr‘ace days added. .......... . Af'rer‘ S|9h1'. .......

| -- Happening of a certain event ..
AN J \_ )

NN e e N N R NN A N AR AR AN R SRR R R A AR B R AR R AR BN R AR R AR AR RN R AN AN RN A RN E NN R RERRANERRRRARSRRSNR RN RRRRaRRRRnRanan

If due date is public holiday: - Preceding day is due date.

....................... T e R S e R A OSSR SRR A

If due date is emergency holiday: - Succeeding day is due date.

After Sight

Maturity Date is Preceding Date Maturity Date is succeeding date.

........................ U o v SR ASPousu bt o= SRR Ss SRY ASvbu sttt bttt Aoyt SO
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to arrange funds which are then shared by the parties. On the due date the drawer

...............................................................................................................................................................................................................................................................................................

sends his proportionate share to drawee, who then repays the funds to the bank.

...............................................................................................................................................................................................................................................................................................

...............................................................................................................................................................................................................................................................................................
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Statements

: Income Positions
........................................................... s TaTemen'T .......................................................... S-fm'eme-n'l' .....................................................................................

---------------------- T r‘admg Account Profit & Loss Balance Sheet
- Account

Comparison between Income Statement and Position Statement

Income Statement Position statement |
Profit or loss is disclosed in the Income | It exhibits assets and liabilities of the |-
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...................................................................................................................................................................................................................................................................................................

| Statement prepared at the close of the

| financial year

Income Statement is sub-divided into

..........................

following two parts for a non-manufactur-

| -ing

| concern: (i) Trading account; and

| (ii) Profit and Loss account

..........................

..........................

| Income Statement discloses net profit or
| net loss of the business after adjusting
| from the income earned during the year,

| all the expenditures of the business

| incurred in that year.

Trading Account

CA TEJAS SUCHAK

 business as at the close of the financial

-tional statements are also prepared like

“etc. which is not mandatory for non- corpor-

-ate entities. These additional statements

liabilities position as on a particular date.

year.

Apart from balance sheeft, o judge financial

...............

position of the business, sometimes addi-

cash flow statement, value added statement

..............

are prepared for the better understanding

of the financial position of the business.

Position statement discloses the assets and
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...................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

__________________________ Particulars | X Particulars T
To Opening Stock | ** | By Sales *x
------------------------ To Purchases xx Less: Returns Inwards *x
Less: Returns outwards ** | By Closing Stock *x
To Direct expenses: | By Gross Loss c/d *x
Freight & Carriage | *x
Customs & Insurance | *x
Wages | *%
________________________ | os, Water & el | "
o Factory Expenses | -
........................ Royalty on production *x
To Gross Profit c/d | xx

E **x *%

....................................

,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,

Point to Remember: -
v" The opening inventory and purchases are written on the debt side.
v' Sales and the closing inventory are entered on the credit side.
v If there are any direct expenses then they should also be written on the
E debit side of the Trading account. E
v If the balances of credit side is more, the difference is written on the debit
"""""""""""" side as gross profit. This amount will also be carried forward to the Profit and
........................ Loss Account on the credit side.
: v" In case of gross loss, i.e., when the debit side of the Trading Account exceeds |

; the credit side, the amount will be written on the credit side of the Trading :
Account and transferred to the debit side of the Profit and Loss Account.
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...................................................................................................................................................................................................................................................................................................

..........................

..........................

..........................

..........................

..........................

..........................

-Closing inventory of the last year

-In the first year of a business there will be no opening inventory.

-Trading A/c Dr.
To Opening Stock A/c

-Purchases account will have debit balance;
-Purchase returns account will have credit balance;
-Purchases Return A/c Dr.

To Purchases A/c
(This Net Purchases is transferred to Trading account)
-Trading a/c Dr.

To Purchase a/c
-It happens sometimes that goods are received but the relevant
invoice is not received from the supplier. On the date of the
closing of the account, an entry must be passed to debit the
purchases account and credit the supplier with the cost of goods.
-Debited to the Trading Account
-If any freight or cartage is paid on any asset, like machinery, it
should be added to the cost of the asset and not debited too the
Trading Account.
-Trading a/c Dr.

To Carriage or Freight Inwards
-Debited to the Trading Account;
-If wages are paid for installation of a fixed asset, it should be
added to the cost of the asset.
-Trading a/c Dr.

To Wages

..........

.........

..........

..........

..........
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...................................................................................................................................................................................................................................................................................................

..........................

..........................

..........................

..........................

-Sales account will have a credit balance;
-Sales return account will have a debit balance;
net of the fwo amounts is entered on the credit side of the
Trading Account.
-Sales A/c Dr.

To Sales return

To Trading A/c
-No account to show the value of goods lying in the godown at the
end of the year.
-The entry is
Closing Inventory Account Dr.

To Trading Account
-Alternatively, Closing Inventory can be adjusted with purchases:
Closing Inventory Account  Dr.

To Purchases Account
-The effect of this entry is to reduce the debit in the Purchases
Account. The closing inventory is also shown in balance sheet on

Assets side.

it is shown only in the balance sheet. This is because it has
already been adjusted to arrive at Cost of Goods Sold.

-The valuation principle is cost or net realisable value w.i.l.

| =The other entries are usually summarised as follows:

(1) Trading Account

Dr.

To Opening Inventory Account

..........................

To Purchases Account

..........................

..........

.........

..........

..........

..........
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...................................................................................................................................................................................................................................................................................................

To Wages Account

To Freight on Purchases Account, etc.

(2) Sales Account Dr.

| Closing Inventory Account Dr.

..........................

| =At this stage Trading Account will reveal the gross profit, if the credit side is more, or

gross loss if the credit side is less. The gross profit will be fransferred to the Profit and

To Trading Account

| Loss Account by the entry:

| Trading Account Dr.

..........................

..........................

To Profit and Loss Account

| The entry for gross loss, if there be any is :

| Profit and Loss Account Dr.

To Trading Account

..........

.........

...................................................................................................................................................................................................................................................................................................

e 2% PO and Loss Account for the year ended | ST
_________________________ Particulars e Particulars T
To Gross Loss b/d *x By Gross Profit b/d il S
Management expenses Other Income | e
To Salaries (administrative) *x By Discount Received ekl B
To Office rent, rates and faxes | ** By Commission Received el S
To Printing and stationery *x Non-trading Income | e
------------------------ To Telephone charges ** By Bank Interest il
------------------------ To Postage and telegrams ool By Rent of property let-out jalall S
To Insurance *x By Dividend from shares TE et
] To Audit Fees wo
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...................................................................................................................................................................................................................................................................................................

Particulars

| To Legal Charges
| To Electricity Charges

;| Maintenance expenses

| To Repairs & renewals

| To Depreciation on:

..........................

Office Equipment
Office Furniture

Office Buildings

| Selling and Distribution expenses

..........................

| To Salaries (selling staff)

| To Advertisement

To Godown rent

To Carriage Outward

| To Bad Debts

To Provision for bad debts

| To Selling commission

..........................

Financial expenses
To Bank charges

| To Interest on loans
To Discount on bills

| To discount allowed to customers

| Abnormal Losses

| To Loss on sale of machinery

..........................

| To Loss on sale of investment

..........................

x %X

XX

XX

x X

XX

x %

xx

x %

x %

XX

xx

xx

xx

xx

xx

xx

xx

*x %

xx

*xx

Particulars

Abnormal Gains

By Profit on sale of
machinery

By Profit on sale of
investment

By Net Loss (transferred tc
capital A/c)

.........

.........

..........

.........

.........
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| To loss by fire *x

| To Net Profit (tfransferred to *x

| capital A/c)

...................................

.................................................................................................................................................................................................................................................................................................

..................................................................................................................................................................................................................................................................................................

-Drawings are not expenses for the firm but reduction of capital and

..........................

therefore, should not be debited to the Profit and Loss Account but to

..........................

Capital account of the proprietor.

Capital A/c Dr.

To Drawings

-The income tax payable is treated like other expenses. But in the case

of sole proprietorship, income tax is treated as a personal expense. It

....................................

is debited to the Capital Account and not to the Profit and Loss Account.

....................................

Capital A/c Dr.

To Income Tax A/c

....................................

-Discount is of two types. Trade discount and Cash discount.

Trade discount: is deducted from the invoice;

Cash discount is allowed to a customer if he makes the payment before a

certain date.

-Therefore, Trade discount is not debited to P/L a/c, but cash discount is.

-Discount received is really in the nature of interest received and similarly,

discount allowed really means interest paid. Discount received is a gain and

....................................

is credited to the Profit and Loss Account while discount allowed is debited.
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...................................................................................................................................................................................................................................................................................................

..........................

..........................

..........................

..........................

..........................

..........................

Profit/Loss A/c Dr.
To Discount Allowed A/c

Discount Received A/c Dr.

To Profit/Loss A/c
Rebate Account is debited and is later written in the profit and Loss
Account on the debit side. Various customers who have earned the rebate
are credited.
Initially when Rebate is given:
Rebate A/c Dr.

To Customer A/c
In the year end
Profit/Loss A/c Dr.

To Rebate A/c
The bad debts account is debited, which is later on written in the Profit
and Loss Account on the debit side. Since it is no use showing the amount
due still as an asset, the account of the customer concerned is closed by
being credited. The entry
Bad Debts Account Dr.

To Debtor's/Customer (by name) Account
Profit/Loss Account Dr.
To Bad Debts A/c

In case of Provision for Bad debts has already been prepared then bad debt

be written off first from it. Entry for it will be:
Provision for Bad Dents A/c Dr.
To Bad Debts A/c
If later on, the amount is recovered, it should be treated as a gain. It

should not be credited to the party paying it. It should be credited to Bad

..........

.........

..........

..........

..........
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Debts Recovered Account. It will be entered in the Profit and Loss Account

on the credit side.

Bad Debts Recovered Account Dr.

....................................

To Profit/Loss Account

....................................

(c) At this stage, the Profit and Loss Account will show net profit or net loss. Both have to

be transferred to the Capital Account. In case of net profit, i.e., when the credit side is

..................................................................................................................................................................................................................................................................................................

.................................................................................................................................................................................................................................................................................................

.................................................................................................................................................................................................................................................................................................
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...................................................................................................................................................................................................................................................................................................

To Profit and Loss Account

...................................................................................................................................................................................................................................................................................................

.........................................

or Trading Account is to be credited.

If amount of loss is recoverable from insurance company, then

insurance company is to be debited instead of Profit & Loss A/c.

Till the money is not received from the insurance company,

........................................

Insurance Company's Account will be shown in the Assets side of

the Balance Sheet. If any part of the loss is recoverable from

..........................

the insurance company, then the portion not compensated by

.........................................

the insurance company should be debited to Profit & Loss A/c.

Loss by Fire Account Dr.

e ———— b R

To Purchases/Trading Account

Insurance Company's A/c (Insurance Claim) Dr.

Profit & Loss A/c Dr.
To Loss by Fire A/c

(i) Sales A/c Dr.

To Trade receivables A/c

.........................................

(i) Stock on approval A/c Dr.

To Trading A/c

These goods should now be included in the amount of Closing

Stock at their cost price.

Goods are used for some other purposes, such as distributed as

free samples, used in construction of any assets or used by

proprietor for personal use. In such cases the amount used for

.........................................

other purposes are subtracted from Purchases A/c

..........................
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...................................................................................................................................................................................................................................................................................................

..........................

..........................

..........................

..........................

..........................

..........................

When goods are given away as donation
Donation A/c Dr.
To Purchases A/c

When goods are used by the proprietor for his personal use
Drawings A/c Dr.

To Purchases A/c
When goods are distributed as free samples :-
Free Samples / Advertisement A/c  Dr.

To Purchases A/c
When goods are used in business for construction of Building or
the Machinery :-
Building A/c / Plant & Machinery A/c Dr.

To Purchases A/c
When goods are used for maintenance of business premises/
Machinery: -
Repair & Maintenance A/c Dr.

To Purchases A/c
commission is payable to manager based on net profit

(i) Commission on net profit before charging such commission =

Rate of commission
100

Profit before commission x

(ii) Commission on net profit after charging such commission =

Rate of commission

Profit before commission x

100+Rate of commission

Commission is recorded by following journal entry
Commission A/c Dr.
To Commission Payable A/c

(Being commission payable to Mr....@....% on net profit after

...............

..............

...............

...............

.............
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Commission will be debited in the Profit & Loss Account and

.........................................

Commission Payable Account will be shown in the Balance Sheet

.........................................

on liability side.

Profit/Loss Account Dr.

To Commission A/c

Liabilities e Assets T
Bills Payable **| Cash in Hand *x
Trade Creditors **! Cash at Bank e N
Loans **| Government Securities *x
Outstanding Expenses ** Other Investments *k
Reserves & Surplus **! Bills Receivable *x
Capital **| Sundry Debtors *x
------------------------ Furniture & Fixtures *x
"""""""""""""""" Plant & Machinery *x
Land and Building S

...................................................................................................................................................................................................................................................................................................
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...................................................................................................................................................................................................................................................................................................

(ii) Permanence: Assets, which are to be used, for long term firm in the business

...................................................................................................................................................................................................................................................................................................

| Liabilities T | Assets | T |
Capital ** | Land and Building | *
Reserves & Surplus ** | Plant & Machinery | *%
------------------------ Outstanding Expenses ** | Furniture & Fixtures *x
Loans ** | Stock ‘ *%
Trade Creditors ** | Sundry Debtors ‘ **
Bills Payable ** | Bills Receivable | ekl I
Other Investments ‘ **
Government Securities | **
Cash at Bank Lokl S
Cash in Hand | il —

...................................................................................................................................................................................................................................................................................................
...................................................................................................................................................................................................................................................................................................
..................................................................................................................................................................................................................................................................................................

. payable. The other way is to start with short-term firm liabilities and then show long term

. firm liabilities and last of all capital.

e

...................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................
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It is the summary of the cash and bank transactions like cash book, all the receipts (capital or
revenue) are debited, similarly, all the expenditures (capital or revenue) are credited.

...........................

S S

It starts with opening cash and bank balances and also ends with their closing balances.
This account is usually not a part of the double entry system.
It includes all cash and bank receipts and payments, whether they are related to current, past

or future periods.

........................................................................................................................... S

"""""""""""""" Surplus or deficit for an accounting period cannot be ascertained from this account, since, it
shows only the Cash/Bank position and excludes all non-cash items.

..........................................................................................................................................................................................................................................................................................

.............................................................................................................................................................................................................................................................................................
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...................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

..................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

R

...................................................................................................................................................................................................................................................................................................

. Main Sources of Income

...................................................................................................................................................................................................................................................................................................

. ¥/ These are subscriptions, ordinary donations, membership fees or entrances fees (if the

amount is normal or provided according to by-laws of the society), recurring grants from

..................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................
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...................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

..................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

R

e aw e m e a e e e e e AR H AR AR A BB R A AR R H AR R E AR AR R AR AR R AR R AR AR AR AR AR AR N AR R RN n

...................................................................................................................................................................................................................................................................................................

. & The receipts are entered on the left-hand side and payments on the right hand side i.e.

same sides as those on which they appear in cash book.

e

...................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................
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...................................................................................................................................................................................................................................................................................................

7

. <+ Income and Expenditure Account is drawn up in the same form as the Profit and Loss

...................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

..................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

R

...................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

. e Any income received from such investments or any donations collected for a special

purpose are credited to an account indicating the purpose and correspondingly the

..................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

Tournament Account etc.
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...................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

..................................................................................................................................................................................................................................................................................................

treatment depends upon the requirement of question. If the question is silent then

always take it to be capital receipt.

...................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

R

e aw e m e a e e e e e AR H AR AR A BB R A AR R H AR R E AR AR R AR AR R AR R AR AR AR AR AR AR N AR R RN n

...................................................................................................................................................................................................................................................................................................
..................................................................................................................................................................................................................................................................................................

. (1) The entire amount may be carried forward in a special account until the member dies,

. when the same may be transferred to the credit of the Accumulated Fund.

e

...................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................
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...................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

..................................................................................................................................................................................................................................................................................................
..................................................................................................................................................................................................................................................................................................
...................................................................................................................................................................................................................................................................................................
...................................................................................................................................................................................................................................................................................................

R
e aw e m e a e e e e e AR H AR AR A BB R A AR R H AR R E AR AR R AR AR R AR R AR AR AR AR AR AR N AR R RN n
...................................................................................................................................................................................................................................................................................................
..................................................................................................................................................................................................................................................................................................
..................................................................................................................................................................................................................................................................................................
e
...................................................................................................................................................................................................................................................................................................
...................................................................................................................................................................................................................................................................................................
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...................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

..................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

. Salient Features

e h e A e e AR AR AR E AR R AR E AR AR H AR R AR R E A E AR AR R E AR AR A H AR AR AR R R E AR R E AR AR RN R AN R AR RN AR RE AR N R n e e

. The basic tenets pre-suppose, that part of the expenses of the educational institutions are

R

e aw e m e a e e e e e AR H AR AR A BB R A AR R H AR R E AR AR R AR AR R AR R AR AR AR AR AR AR N AR R RN n

...................................................................................................................................................................................................................................................................................................

. assistance to the educational institutions in the form of grants.

. All the educational institutions follow financial year as their accounting year.

e

...................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

. (3) Grants received from the Government.
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...................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................
..................................................................................................................................................................................................................................................................................................
..................................................................................................................................................................................................................................................................................................

. family of the donor.

...................................................................................................................................................................................................................................................................................................

- (b) Capitation fees or admission fees: Amounts are collected from parents/guardians of

...................................................................................................................................................................................................................................................................................................

..................................................................................................................................................................................................................................................................................................

R

e aw e m e a e e e e e AR H AR AR A BB R A AR R H AR R E AR AR R AR AR R AR R AR AR AR AR AR AR N AR R RN n
...................................................................................................................................................................................................................................................................................................
..................................................................................................................................................................................................................................................................................................

. and surplus carried over to the next year. The following are main items on which term fee

. can be used:

e

...................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................
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...................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................
...................................................................................................................................................................................................................................................................................................
..................................................................................................................................................................................................................................................................................................
..................................................................................................................................................................................................................................................................................................
...................................................................................................................................................................................................................................................................................................
...................................................................................................................................................................................................................................................................................................

..................................................................................................................................................................................................................................................................................................

R
...................................................................................................................................................................................................................................................................................................
...................................................................................................................................................................................................................................................................................................
..................................................................................................................................................................................................................................................................................................
..................................................................................................................................................................................................................................................................................................
..................................................................................................................................................................................................................................................................................................
...................................................................................................................................................................................................................................................................................................
..................................................................................................................................................................................................................................................................................................



CA Foundation

...................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................
...................................................................................................................................................................................................................................................................................................
..................................................................................................................................................................................................................................................................................................
..................................................................................................................................................................................................................................................................................................
...................................................................................................................................................................................................................................................................................................
...................................................................................................................................................................................................................................................................................................

..................................................................................................................................................................................................................................................................................................

R
...................................................................................................................................................................................................................................................................................................
...................................................................................................................................................................................................................................................................................................
..................................................................................................................................................................................................................................................................................................
..................................................................................................................................................................................................................................................................................................
..................................................................................................................................................................................................................................................................................................
..................................................................................................................................................................................................................................................................................................
..................................................................................................................................................................................................................................................................................................
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__.__é...__‘.T_l?gr_'_t_n_et:s_hip_._i.s.__.thg.__cg.lqtign__.bg_twggn.__p_g.r:.sg.ns.__w_h_o__._h_q_v_g_._ggr_ged__m.__s_hgr._e.__I._hg__.pmfi_t._gf_._q_

........................ E.....business...cami.ed...Qn...b.y...qll...o.r.'...cmy...Qf....the.m...qc..ting...f.or.'...qll....'.'.........................................................................................
‘__.__..................é..._Feafur'es Of @ PArTNEPSIIDL |
""" + The relation of partnership arises from contract between
i EXistence  of - an parties and not from status as it happens in case of HUF |

. agreement (Hindu Undivided Family). A formal or written agreement
ro— is not necessary to create a partnership.

oo e~y ...

* A partnership comes into existence only when partners
: begin to carry on business in accordance with their
""""""""""""""""" Business agreement. Section 2 (b)of Indian Partnership Act, 1932

only states that business includes every trade, occupation ..

and profession.

N U

R S

* no person is a partner unless he or she has the right fo

IS S share the profits of the business. Section 4 of Indian .
. Sharing of profit Partnership Act, 1932 does hot insist upon sharing of

R S losses. Thus, a provision for sharing of loss is not |-
: necessary.

* the business is to be carried on by all or any of them

R acting for all. Thus, if the person carrying on the -
. Mutual agency business acts not only for himself but for others also so

"""""""""""" that they stand in the positions of principals and agents, |~

........................ they are partners.

..............................................................................................................................................................................................................................................................................................
..............................................................................................................................................................................................................................................................................................
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...................................................................................................................................................................................................................................................................................................

Number of
Partners

.............................

« Minimum Partners: Two

* Maximum Partners: Section 464 of the Companies Act,
2013, no association or partnership consisting of more
< than 100 number of persons as may be prescribed shall

be formed for the purpose of carrying on any business.
Rule 10 of Companies (incorporation) Rules 2014
specifies the limit as 50. Thus, maximum number of
members in a partnership firm are 50.

..............

..................................................................................................................................................................................................................................................................................................

Key Elements

1. Applicable Law

.............................

.............................

2. Registration

3. Creation

4. Body Corporate

5. Separate Legal
Entity
6. Perpetual

Succession

P SN

7. Number of

.............................

Partners

- | 8. Ownership of
........................ Assets
9. Liability of |
Partners / Member

.............................
.............................

10.Principal Agent

.............................

Relationship

| Partnerships
Indian Partnership Act 1932

Optional

Created by an Agreement
No

1 No

Partnerships do not have

perpetual

| Minimum 2 and Maximum 50

| Firm cannot own any assets.
| The partners own the assets
| of the rm

Unlimited: Partners are
Severally and jointly liable for
other partners and the rm

and their liability extends

to personal assets

Partners are the agents of
the firm and of each other

The Limited Liability Partnerships
Act, 2008

Compulsory with ROC
Created by Law
Yes

Yes

It has perpetual succession and
succession individual partners may
come and go

Minimum 2 but no maximum limit

The LLP as an independent entity
can owh assets

Limited to the extent of them
contribution fowards LLP except
in case of intentional fraud or
wrongful act of omission or
commission by a partner.

Partners are agents of the rm only
and not of other partners

.............
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No partner
has the right
to a salary,

No interest is
| o be allowed
_| on capital,

| No interest is
.| to be charged
on the

"| drawings,

- the rate of

- firm, and

Interest at

6%. p.ais to

| Profits and

. | lossesareto  |.....
be allowed on

, be shared :

| apartners - equall
loan to the qually.
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...................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

..................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

..................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

..................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

..................................................................................................................................................................................................................................................................................................
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...................................................................................................................................................................................................................................................................................................
...................................................................................................................................................................................................................................................................................................

Number of Years | Goodwill is generally valued by multiplying the amount of super profit

Purchase Method | by certain number of years depending upon the expectation about the

....................................

maintenance of such profit in future.

Annuity Method | The major drawback of number of years purchase method is that time

.............................

value of money is not considered.

.....................................

Capitalization value of whole business is determined applying normal rate of return.

Basis If such value (arrived at by applying normal rate of return) is higher

than the capital employed in the business, then the difference is

goodwill. The steps to be followed under this method are given below:

a. Determine the normal rate of return.

S Y PP

b. Find out the average profit of the partnership firm for which

P SN

goodwill is to be determined.

C. Determine the capital employed by the partnership firm for which

.....................................

goodwill is to be determined.

d. Find out normal value of the business by dividing average profit by

normal rate of return.

e. Deduct average capital employed from the normal value of the

business to arrive at goodwill.

Goodwill Normal Capital-Actual Capital

_____________________________ Normal capital = Average Profit/NRR

...................................................................................................................................................................................................................................................................................................
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...................................................................................................................................................................................................................................................................................................

.............................

Dr.
To Assets Account

(Individually which show a decrease)
To the Liabilities Accounts

(Individually which have to be increased)

with the reduction in the value

of the assets;

with the increase in the

liabilities.

.............

_____________________________ Assets Account (Individually) Dr. | with the increase in the value of |
_____________________________ Liabilities Accounts Dr. | the of assets.
_____________________________ To Revaluation Account with the reduction in the amount
- S llabllltles
_____________________________ Revaluation Account Dr. | with the profit in the old profit
_____________________________ To Capital A/cs of the old partners sharing ratio.
............................. Or‘
Capital A/cs of the old partners Dr. | with the loss in old profit

N PN

To Revaluation Account sharing ratio.

e PR

...................................................................................................................................................................................................................................................................................................

_____________________________ Any increase in the value of assets and/or decrease in the liabilities is credited to
_____________________________ Memorandum Revaluation Account.

i, ASSETS ACCoOUNTS Dr. (with increase in the value of individual assets)
Liabilities Accounts Dr. (With decrease in the value of individual liabilities)

.............................

.............................

To Memorandum Revaluation A/c

Any decrease in the value of assets and/or increase in the liabilities is debited to

Memorandum Revaluation Account. With the increase in the value of the of assets.

the reduction in the amount liabilities.

CA TEJAS SUCHAK



. CA Foundation .

...................................................................................................................................................................................................................................................................................................

.............................

.............................

.............................

R S

P SN

.............................

Memorandum Revaluation A/c  Dr.

To Assets Accounts (with increase in the value of individual assets)

To Liabilities Accounts (with decrease in the value of individual liabilities)
If the credit side of the Memorandum Revaluation Account is more than the debit
side, there is a profit. This profit should be transferred to old Partner's Capital
Accounts in the old profit-sharing ratio.

Memorandum Revaluation A/c  Dr.
To Old Partners’ Capital A/c
If the debit side of the Memorandum Revaluation Account is more than the credit
side, there is a loss which is transferred to old Partner's Capital Accounts in the
old profit sharing ratio.
Old Partners' Capital A/c Dr.
To Memorandum Revaluation Account
The profit on revaluation is to be transferred to all Partners' Capital Accounts in
the new profit-sharing ratio.
Memorandum Revolution Account Dr.
To All Partners’ Capital Accounts  (New profit and loss sharing ratio)

The loss on revaluation should be transferred to all Partners' Capital Accounts in
the new profit-sharing ratio.
All Partners' Capital Accounts Dr. (New profit and loss sharing ratio)

To Memorandum Revaluation Account

..........

.........

e

.............................

.............................

Particulars £

Incoming partner's capital x Reciprocal of share of incoming partner
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Less: Total capital after taking into consideration the capital brought
in by incoming partner

Value of Goodwill

*x%

*x

99
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...................................................................................................................................................................................................................................................................................................

Unit - 4 Retirements Of A Partner

New Ratio Gaining or Benefit Ratio

.............................

When new ratio is | As given in the examination problem | New Ratio minus Old ratio

_____________________________ given
When the new The same old ratios between them | The same old ratios
........................ Ratio is not given between them
When gaining or Old ratio + Gaining ratio
benefit ratio is |
given

,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,

e e e A e e e e ah A e A E AR AR AR AN H AR R AR R A E AR AR R A AR AR R AR AR AR R R E AR R R E AR AR AR RN R RN RN R RE AR AR n e e

Y 10T RSP SR R RPY:

....................................................................

...................................................................................................................................................................................................................................................................................................

. retiring partner represents amount to be paid to him.

"""""""""""""""" The continuing partners may discharge the whole claim at the time of retirement.

Retiring Partner's Capital A/c Dr.

To Bank A/c

Sometimes the retiring partner agrees to retain some portion of his claim in the

.....................................

partnership as loan.

Retiring partner's Capital A/c  Dr.

.......................................
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...................................................................................................................................................................................................................................................................................................

To Retiring Partner's Loan A/c

To Bank A/c

It is closed every year by transferring to profit and loss

account. In this case complete amount received from the

insurance company either on a surrender of policy or on the

death of the partner becomes a gain.

..............................................

(a) On payment of premium Joint Life Policy Insurance

Premium A/c  Dr.
To Bank A/c
(b) On charging to Profit and Loss Account
‘ Profit and Loss Account Dr.
To Joint Life Policy Insurance Premium A/c
........................ (c) On maturity of the Policy
Insurance Company/ Bank Account Dr.
To Partners’ Capital A/cs (individually)
 (Including the account of the representative of a deceased |.......
partner)
(1) Insurance premium paid is first debited to life policy
account and credited to bank account.
(2) At the end of the year the amount in excess of surrender
value is treated as a loss and is transferred fo Profit and
------------------------ Loss Account.
------------------------ (3) The amount received from the insurance company in
excess of the surrender value results in a gain at the time

...................................................................................................................................................................................................................................................................................................
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.............................

.............................

.............................

srerrsresarsereresnnnadannn

of receipt of such amount which is transferred to Capital

Accounts of the partners in the profit-sharing ratio.

(1) Premium paid is debited to policy account and credited to
bank account.

(2) At the end of the year, amount equal to premium is
transferred from Profit and Loss Appropriation Account to
Policy Reserve Account.

(3) Policy account is brought down to its surrender value by
debiting the life policy reserve account with amount which
exceeds the surrender value of the policy.

(4) On the death of a partner Joint Life Policy Reserve

Account is transferred to Joint Life Policy Account and then

the balance is transferred to Partners' Capital Accounts.

..................

.................

...................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

..............................

Sona Gabbu Amit
1,00,000 2,00,000 3,00,000
10,000 20,000 30,000

..................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................
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...................................................................................................................................................................................................................................................................................................

..............................

..............................

The amount standing to
the credit to the
capital account of the
deceased partner

Interest on capital, if
provided in the
partnership deed upto
the date of death:

Share of

firm;

goodwill of the

Share of
undistributed profit
or reserves;

Share of profit on
the revaluation of

assets and

liabilities;

Share of profit
upto the date of
death;

Share of Joint
Life Policy.

...................................................................................................................................................................................................................................................................................................

..................................................................................................................................................................................................................................................................................................

R

...................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

.............................

year.

It is assumed that profit has been earned uniformly throughout the

Example: The total profit of previous year is X 2,25,000 and a partner
dies three months after the close of previous year, the profit of three
months is 31,250 i.e. 1,25,000 x 3/12, if the deceased partner took
2/10 share of profit, his/her share of profit till the date of death is
6,250 i.e. * 31,250 x 2/10
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...................................................................................................................................................................................................................................................................................................

.............................

.............................

.............................

sale of the last year. Profit is assumed to be earned uniformly at the
same rate.

Example: Arun, Tarun and Neha are partners sharing profits in the
ratio of 3:2:1. Neha dies on 31st May 2020. Sales for the year 2019-
2020 amounted to 4,00,000 and the profit on sales is 60,000.
Accounts are closed on 31 March every year. Sales from 1st April 2020
to 31st May 2020 is 1,00,000. Calculate the deceased partner's share
in the profit upto the date of death.

Solution: Profit from 1st April 2020 to 31st May 2020 on the basis of
sales: If sales are 4,00,000, profit is 60,000

If the sales are 1,00,000 profit is: 60,000/4,00,000 x 1,00,000=
15,000

Neha's share = 15,000 x 1/6 = 2,500

..................

..................

...................................................................................................................................................................................................................................................................................................

..........................................................................

.......................................

............. Premium ... Surrender Value .. Joint Life PO'ICY .......
Method Method Reserve Method
_______________________________ If Joint Life Policy .. If Joint Life Policy ... If Joint Life Policy
does not appear in appears in the appears in the Balance
"""""""""""" | | the Balance Sheet, - Balance Sheet af ™ Sheet at surrender
I then the firmwill | surrender value, value along with Joint
gain on the death of then the firm will Life Policy Reserve
I S a partner. gain on the death of ... then the firm will galin
a partner. on the death of a

..........................................................................
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among partners.
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To Separate Life Policy of Deceased partner A/c

(Policy value received on death of a partner)

.............................

Separate Life Policy of Deceased Partner A/c Dr.

Separate Life Policy of Remaining Partners A/c Dr.

To Executor's A/c

To Remaining partners A/c

(Being the total of assured value of deceased partner's

.............................

life policy and surrender value of other partners’ life

.............................

policy(s) distributed in the profit and loss sharing ratio)

(Assured value)

(Assured value)
(Surrender value)

(Total value distributed in
profit sharing ratio)
(Total value distributed in

profit sharing ratio)

...............

..............

..................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

..................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

.................................................................................................................................................................................................................................................................................................
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...................................................................................................................................................................................................................................................................................................

------- ['/ A. Writing off book Value of assets and liabilities
o 1. Transfer all assets to realization A/c.
................................ el (e A B S
= To Assets A/c
------------------------ Note: - Cash /Bank balance not to be transferred to Realization A/c
2. (I) Transfer all outside Liability to Realization A/c
Liability A/c Dr. [Book Value]
....... i To r‘ea“za'l'ion A/C ;r
....... i (II) Inside liabilities to Partner Capital A/c %
SO Reserves /profits A/c Dr.
To Partners Capital A/c
________________________________ B. Realize all assets and pay off liabilities.
1. When Assets are sold to Outsider
........................ i Cash A/c Dr. [Realizable Value] ;L
....... , To Realization A/c
i 2. When Assets are takeover by Partners.
Partner Capital A/c  Dr. [Realizable Value]
........................ i To rea“za.”on A/C i,
------- ’ 3. When Liabilities are paid through cash.
. Realization A/c Dr. [Realizable Value]
To Cash A/c
"""""""""""" 4. When partner takeover the liabilities
....... ; Realization A/c Dr. [Realisable Value] i
To Partner Capital A/c
................................. ' C. Recognizing Dissolution expenses and transferrring the profit / loss
................................ to partners
................................. i 1. Expenses of dissolution.
Realization A/c Dr.
................................. , g

_______________________________________________________________________________________
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------------------------ D. Transferring the profit/loss on dissolution to partners Capital A/c.
........................ Realization A/c Dr. -
To Partners Capital A/c
........................ i (Forn Prnof“') i
------ ' Partner Capital A/c Dr. l
S to Realization a/c
{ (For Loss) |
,', E. Settlement of Partners Capital A/c N
A Partners Capital A/c Dr. XX
...... i to Cash A/c XX i
e {For Payment made to Partners}
Cash A/c Dr.
------ to Partners capital A/c Dr.
""" :\\ {For Payment Received by Partners}
"""""""""""" Insolvent Partner:- A partner who has a debt balance and is unable to contribute his
...... share in the firm. ,
SR { Under Garner Vs. Murray Rule, the deficiency of insolvent partner is first
. calculated . This deficiency is then shared by solvent partners having credit L
------ balance in their capital ratio.
"""""""""""" Note:- Solvent partner having debit balance will not share the deficiency of
------ : insolvent partner.

..................................................................................................................................................................................................................................................................................................

..................................................................................................................................................................................................................................................................................................
...................................................................................................................................................................................................................................................................................................
...................................................................................................................................................................................................................................................................................................
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e L L e L LA L A L B S L L e L T LA TSR L e e L LR L e SRR e e e e

N R | Copital Accounts  {

o F— 1
............................ { Fixed Capital Method |~ Eluctuating Capital Methed
............................. ) “_"_1/_""""_"""""’\_""""""""""""\l;_"_""l
Opening balance of capital , St Bl e
it account will be considered """"""""""""""""""""" +/-  All Current Year Adjustments |
........................ , to c.alculcn‘e the Capital Balance of Capital to Calculate

oo i Capital Ratio
= — | Nate: Dorft considen relization
.............................................................................................................................................................. i pr‘OfIT/IOSSeS 1_0 CGICUIGTC Balance Of
O ' Capital.

...................................................................................................................................................................................................................................................................................................

, Garner Vs Murray rule is not applicable when: -

1. There are only two partner.
"""""""""""" 2. All partners are insolvent
""""""""""""""" i' When all partners are insolvent: -
=  This means that the creditors/ liabilities of the firm.
= TIn Such acase, don't transfer the creditor to realization A/c.
= After paying the available amount ,calculate the deficiency [amount still
payable] to the partners.
» = This deficiency will then be written off against the partners capital A/c and
""""""""""""""" ‘ then the accounts will then be closed.
I S : Piecemeal Distribution
: < Maximum loss Method. '
.............................................................................................. s Highest Relative Capital

..................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................
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...................................................................................................................................................................................................................................................................................................

> Maximum Loss Method

v In this method, any realization is considered the final amount realized.

v' This is then deducted from the total capital to calculate maximum loss.

v This maximum loss is distributed amongst all partners in Profit Sharing
Ratio.

v' This gives the final amount payable to all partners.

v If, however, amount is receivable from any partner, it will be considered
as deficit and distributed amongst remaining partners in capital ratio.

v' This finally gives us amount payable to partners.

v' for any further realization , the same steps are repeated

.........

..........

A

A A

> Highest Relative Capital Method

> In this method , payment is first made to the partner who has the
highest relative capital amongst all the partners.

> Highest Relative Capital is calculated as follows: -

1) First divide the capital of al partners with their respective profit sharing
ratio.

2) This will provide capital contribution /share of profit.

3) Taking the lowest capital contribution /share of profit as per base
calculated adjusted capital of all partners.

4) Comparing the actual and adjusted capital of all partners, calculate the
excess capital contribution of partners ,if any.

5) Now repeat the same process from point 1 , only for the partners who
have contributed excess capital until we arrive at final excess capital
contributed any single partners.

6) The partner who has the final excess capital will be paid first and so on.
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CA Foundation

Unit - 1 Introduction to Company Accounts

The word ‘Company’, in everyday usage, implies an assemblage of persons for social purpose,

.............................................................................................................................................................................................................................................................................................

Incorporated Perpetual

--------------------------- Association - Entity LA Existence B lpioizenscd
............................................................................................................................................................................................................................................................. &
..................................................................... Distinction I
____________________________ Transferability " between » 1w |
. of Shares N Not a citizen " Ownershipand Limited Liability
ISURUUURRPRAON ) [ S » ) S— Management ...
................................................ U
. Maintenance of . . Right of Access
Books - ... Periodic Audit T nformation

.............................................................................................................................................................................................................................................................................................

Government | Section 2(45) of the Companies Act, 2013, "Government company" means

Company Any company in which not less than fifty-one per cent of the paid-up

share capital is held by the Central Government, or by any State Govt or

Governments, or partly by the Central Government and partly by one or

more State Governments, and includes a company which is a subsidiary

company of such a Government company.

.............................

Foreign Section 2 (42) of the Companies Act, 2013, "Foreign company" means any

.............................
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...................................................................................................................................................................................................................................................................................................

Company | company or body corporate incorporated outside India which -

(a) Has a place of business in India whether by itself or through an agent

physically or through electronic mode; and

(b) Conducts any business activity in India in any other manner.

.............................

Private Section 2(68) of the Companies Act, 2013 defines 'Private company' as

Company a company which by its articles,

i. Restrict the right to transfer its shares:;

ii. Except in case of One Person Company limits the number of its members

..................................

to two hundred: Provided that where two or more persons hold one or more

shares in a company jointly, they shall, for the purposes of this sub-clause,

.............................

be treated as a single member:

.............................

Provided further that—

(A) Persons who are in the employment of the company; and

(B) persons who, having been formerly in the employment of the company,

were members of the company while in that employment and have continued

to be members after the employment ceased, shall not be included in the

R S

number of members; and

P SN

(iii) Prohibits any invitation to the public to subscribe for any securities of

the company. Shares of a Private Company are not listed on Stock Exchange

.............................

Public Section 2(71) of the Companies Act, 2013 defines Public Company as a

Company  Company which a is not a private company; provided that a company which

is a subsidiary of a company, not being a private company, shall be deemed

to be public company for the purposes of this Act even where such subsidiar

company continues o be a private company in its articles.

........................ One Section 2 (62) of the Companies Act, 2013 defines "One Person Company"” as
Person a company which has only one person as a member.
Company

CA TEJAS SUCHAK
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...................................................................................................................................................................................................................................................................................................

_____________________________ Small
________________________ .| Company
Listed
............................. Uﬂhml"'Cd
............................. Company
Company
limited by
Shares
........................ Company
limited by
........................ Holding
Subsidiary

Section 2(85) of the Companies Act, 2013 defines "Small company” means a

company, other than a public company

(i) paid-up share capital of which does not exceed 2 crores rupees or such
higher amount as may be prescribed which shall not be more than ten crores
rupees; and

(ii) turnover of which as per its last profit and loss account for the

immediately preceding financial year does not exceed twenty crore

rupees or such higher amount as may be prescribed which shall not be
more than hundred crore rupees
Provided that nothing in this clause should apply to:

(A) a holding company or a subsidiary company

(B) a company registered under section 8

(C) a company or body corporate governed by any special Act
Section 2 (52) of the Companies Act, 2013,"'listed company” means a compan
which has any of its securities listed on any recognised stock exchange.
Section 2 (92) means a company not having any limit on the liability of its
members.
Section 2(22) means a company having the liability of its members limited
by the memorandum to the amount, if any, unpaid on the shares respectively

held by them.

- Section 2(21) of the Companies Act, 2013, "company limited by guarantee"

means a company having the liability of its members limited by the

memorandum fo such amount as the members may respectively undertake to

contribute to the assets of the company in the event of its being wound up.

Section 2 (46) in relation to one or more other companies, means a company

of which such companies are subsidiary companies.

Section 2(87) "subsidiary company" as a company in which the holding

......

.....

......
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...................................................................................................................................................................................................................................................................................................

Company | company: (i) Controls the composition of the Board of Directors; or

(ii) Exercises or controls more than one-half of the total share capital ei‘rhe_____é_

at its own or together with one or more of its subsidiary companies.

A company shall be deemed to be a subsidiary company of the holding

.............................

company even if there is indirect control through the subsidiary company(ie:

control over the composition of a subsidiary company's Board of Directors

means exercise of some power to appoint or remove all or a majority of the

directors of the subsidiary company.

..................................

Pr‘e aration Of Financial Statements .

__.__é..._ﬁe.c.t.i__on_._1.2_9_.Qf....th.e.__.Co_mp..qn_i.es..A.cL..Z...O..1_.3,_I.he__f_.i_nqnc_i.ql_._sm_te_mems._s_h_ql_l_._g_iy.e_.__q._‘n:ue__qn_d__f_q.ir__.__.;.

............................................................................................................................................................................................................................................................................................

R

. A {TTT T T T T T I T T T O T T T T T IT I o I T IITT I IIIE
...................................................................................................................................................................................................................................................................................................
..................................................................................................................................................................................................................................................................................................

sub-clause (i) to subclause (iv):

. Provided that the financial statement, with respect to One Person Company, small company

..................................................................................................................................................................................................................................................................................................
e

Part I - Form Of Balance Sheet

...................................................................................................................................................................................................................................................................................................

.................................................................................................................................................................................................................................................................................................
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...................................................................................................................................................................................................................................................................................................

.............................

____________________________ EQUITY AND LIABILITIES
1. Shareholders' funds

a. Share capital (A)

b. Reserves and Surplus (B)

.............................

c. Money received against share warrants

.............................

2.  Share application money pending allotment

3. | Non-current liabilities

a. Long-term borrowings (C)

b. Deferred tax liabilities (Net)

C. Other long term liabilities

R S

d. Long-term provisions (D)

P SN

4. Current liabilities

a. Short-term borrowings (E)

.............................

b. Trade Payables

c. Other current liabilities (F)

d. Short-term provisions

Total

ASSETS

1. Non-current assets

a. i. Property, Plant and Equipment

.............................

ii. Intangible assets (H)

.............................

Notes
No.

Figures as
at end of
the current
reporting
period

XX
XX

XX

XX
XX
XX

XX

XX
XX
XX

XX

XX

XX

XX

Figures as
at end of
the previous
reporting
period

XX
XX

XX

XX
XX
XX

XX

XX
XX
XX

XX

XX

XX

XX

...........

..........

...........
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...................................................................................................................................................................................................................................................................................................

iii. Capital Work-in-progress

iv. Intangible assets under development

b. Non-current investments (1)

c. Deferred tax assets (Net)

.............................

d. Long-term loans and advances (J)

e. Other non-current assets

2. Current assets

a. Current investments (K)

b. Inventories (L)

C.Trade receivables

.............................

d. Cash and cash equivalents (M)

.............................

e. Short-term loans and advances

f. Other current assets

srerrsresarsereresnnnadannn

XX

XX

XX

XX

XX

XX

XX

XX

XX

XX

XX

XX

XX

XX

XX

XX

XX

XX

...........

..........

..........

et e 2

i, Particulars

I Revenue from operations

IT. Other income

IIT. | Total Revenue (T + IT)

Iv. Expenses:

.........................

Cost of materials consumed

.........................

Notes
No.

Figures as
at end of
the current

reporting
period
XX
XX
XX
XX

Figures as
at end of
the previous

reporting
period
XX
XX
XX
XX

...........
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...................................................................................................................................................................................................................................................................................................

.........................

.........................

.........................

XI.

.........................

| XIL.

| XTII.

XTIV

XV,
| XVI.

.........................

.........................

Purchases of Stock-in-Trade

Changes in inventories of finished goods, Wc
Progress and Stock-in-Trade

Employee benefits expense

Finance costs

Depreciation and amortization expense

Other expenses

Profit before exceptional and extraordinary
and tax (III-IV)

Exceptional items

Profit before extraordinary items and tax
(V-VI)

Extraordinary Items

Profit before tax (VII-VIII)

Tax expense:

(1) Current tax

(2) Deferred tax

Profit (Loss) for the period from continuing
operations (VII-VIII)

Profit/(Loss) from discontinuing operations
Tax expense of discontinuing operations
Profit/(Loss) from discontinuing operations
(after tax) (XII-XIII)

Profit (Loss) for the period (XI + XIV)
Earnings per equity share:

(1) Basic

XX

XX

XX

XX

XX

XX

XX

XX

XX

XX

XX

XX

XX

XX

XX

XX

XX

XX

XX

XX

XX

XX

XX

XX

XX

XX

XX

XX

XX

XX

XX

XX

XX

XX

...........

..........

...........
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(2) Diluted

XX

XX
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Unit - 2: Issue, Forfeiture & Re-Issue of Shares

Shares forfeiture: -

Share Capital Ac. Dr.10- = Amount called up :
To Share forfeiture Ac 26 i Amount received
To Calls in arrears Ac ¥4  ——> Amount not yet received

SR

Application 3

Allotment = X3

received

........................ RS

1st call 4- b

not yet received.

........................ TP

< Issued at Premium: -

: Premium money
........................ SN oY o0 1V7-Te N S
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...................................................................................................................................................................................................................................................................................................

_____________________________ Share capital Ac. ~~~ DrX10-———> Amount calledup
_____________________________ To Share forfeiture Ac. =~ X6 ——>  Amountreceived ¢
To Calls in arrears Ac. 4 — Amount not yet received

...................................................................................................................................................................................................................................................................................................
..................................................................................................................................................................................................................................................................................................

..................................................................................................................................................................................................................................................................................................

% Premium money not received

.........................

> Effect of premium amount will be shown

..................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................
...................................................................................................................................................................................................................................................................................................

Example: - FV =10 |
Premium = 2 |

...........................................................................................................................................................................................................................................

........................ L T L e [T

% Such amount is first adjusted against CAPITAL amount due and only then adjusted

........................ ST T IS

against premium amount
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Share 1st call: - 600x4 = 2400 1200

Excess money adjusted = 2400

..................................................................................................................................................................................................................................................................................................

Share capital (600x10) Dr. 6000

------------------------ T T e C e e L T L C T L L LT T PR EEA L CLLLLE

Securities Premium Dr. 1200

........................ Bieseesenuseeseenass s ans e RRSRERRS AR RS R RRS A RS RR SRR 4RSS RS RS RR SRR LA R RRS LA RS RRS L ERR SRR ERS AR RRS R ERR SRR RS R R RRS SRR e RRS 0 005

To Share Forfeiture 6000
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...................................................................................................................................................................................................................................................................................................

,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,

...................................................................................................................................................................................................................................................................................................

..................................................................................................................................................................................................................................................................................................

. 3. Loss on reissue debited to shares forfeitures a/c.

. 4, Reissue price > Face value; excess amount tfransferred to Securities Premium a/c.

...................................................................................................................................................................................................................................................................................................

. B. When only part of forfeited shares is reissued then profit (share forfeiture a/c)

...................................................................................................................................................................................................................................................................................................

..................................................................................................................................................................................................................................................................................................

..................................................................................................................................................................................................................................................................................................

| Allotment 3 |
....................... Els*ca||4_Nof,~ece.ved:
....................... :shar-eForfe.fedandrece.ved@8/shqr-eFu||ypq.dupi
.............................. 15ha,~epo,m|A/CD,~10cquedup
B R e ey it s e
S S T Amoumnofyarecewed ...............................

..................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

..................................................................................................................................................................................................................................................................................................
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...................................................................................................................................................................................................................................................................................................

SR

..................................................................................................................................................................................................................................................................................................

Share Forfeiture A/c (300 x 2) Dr. 600

............................. TOShareCaplfCl[A/C(3oox1o)3000

To Capital Reserve A/c 1200

............................. ( 1800_600)

s
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Unit - 3: Issue of Debentures

.........................................................................................................................................................................................................................................................................................

T (1 0 T P A A B O R

ke e e ha e e a e e E A AR E A AR A R AR AR AR AR E AR R AR H A AR AR AR E AR R AR AR R AR AR R AR R AN AR RN RN R A RE RN RN R ey

et a e e m e n e a e e e e e e AR H A AR H A AR A E AR A E AR AR H AR AR H AR AR AR AR R RN AR RN R A AN N AR R RN R RN N RN R R n

............................. Debentures Shares

Debenture holders are the creditors Shareholders company are the owners of
""""""""""""""" of the company. the Company.
7 Debenture holders have no voting rights Shareholders have voting rights and
and consequently, do not pose any threat to| consequently, control the total affairs of
the existing control of the company the company
........................ Debenture interest is paid at a pre- Dividend on equity shares is paid at a

Determined fixed rate. It is payable, wheth variable rate which is vastly affected by

there is any profit or not. Debentures rank | the profits of the company (however,

.| ahead of all types of shares for payment of | dividend on preference shares is paid at
| the interest due on them, a fixed rate).

CA TEJAS SUCHAK



- CA Foundation -

...................................................................................................................................................................................................................................................................................................

Interest on debentures is the charges again

profits and they are deductible as an expen:

in determining taxable profit of the compan

There are different kinds of debentures
Secured/ Unsecured; Redeemable/

.............................

Irredeemable; Registered / Bearer;
. | Convertible/ Non-convertible, etc

In the Company's Balance Sheet, Debenture:

are shown under “"Long Term Borrowings

Debentures can be converted into other
.| debentures or shares as per the terms

.............................

of issue of debentures.

"""""""""""""""" Debentures cannot be forfeited for

non- payment of call money.

At the time of liquidation, debenture
holders are paid-off before the
shareholders.

Dividends are appropriation of profits and
these are not deductible in determining
taxable profit of the company.

There are only two kinds of shares-
Equity Shares and Preference Shares.

In the Company's Balance Sheet, shares
are shown under "Shareholder’'s Fund"
detailed in 'Share Capital' of Notes to
Accounts

Shares cannot be converted into other
shares in any circumstances

Shares can be forfeited for non-payment
of allotment and call moneys.

At the time of liquidation shareholders
are paid at last, after paying debenture
holders, Trade payable, efc.

......

beeeed

R

...................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................

..............................................................................................................................................................

..............................................................................................................................................................................................................................................................................................
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...................................................................................................................................................................................................................................................................................................

- (ii) A floating charge generally covers all the assets of the company including future one.

...................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

..................................................................................................................................................................................................................................................................................................

shares (either at par or premium or discount) after a certain period of time from the

date of its issue. These debentures may be fully or partly convertible. In future, these

...................................................................................................................................................................................................................................................................................................

debenture holders get a chance to become the shareholders of the company.

...................................................................................................................................................................................................................................................................................................

..................................................................................................................................................................................................................................................................................................

R

e aw e m e a e e e e e AR H AR AR A BB R A AR R H AR R E AR AR R AR AR R AR R AR AR AR AR AR AR N AR R RN n
...................................................................................................................................................................................................................................................................................................
..................................................................................................................................................................................................................................................................................................

. 4. Negotiability

. (a) Registered Debentures: These debentures are payable to a registered holder whose

e

...................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................
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(b)Bear‘er' Debentures: These debentures are transferable by delivery. These are

negotiable instruments payable to the bearer. No kind of record is kept by the company

in respect of the holders of such debentures. Therefore, the interest on it is paid to

U .i.

the holder irrespective of any identity. No transfer deed is required for transfer of
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IV. When Debentures are issued at Par & Redeemed at Premium

T e R S e R A OSSR SRR A

................................................................... ISSUC. ..o Redemption............e.

Loss on issue of Deb.

To Deb. Red. Premium




. Bank A/c Dr. 95 Loss on issue of Deb. Dr. 10

Discount on issue of Deb. 5 To Deb. Red. Premium 10

Don't treat as liability at the time Treat as liability at the time of issue.
of issue. Hence, Entry will be: -
Hence no entry needs to be made. Debenture Suspense A/c Dr.

To % Debenture A/c

[ \

If initial liability is Paid If initial liability is not Paid

% Debenture A/c Dr. Initial Liability A/c Dr.
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1. Capital Redemption Reserves.

..............................................................................................................................................................................................................................................................................................

2. Securities Premium.

........................ S R

3. Free Reserves:

........................ emasweeenaaerrennaeeeeasaeeeeeaaeeeeaasaeeeeaaaaeeERaEEeEeNRSA e e Eaaa e e EEaN e e ERRR e e EaaA e Eaa e e ERRR e e Eaaa e e ERa e e N RRR e EaaA N e E R RN e R RR R E R RN EEaA e R RRR e e R RRRA N e e RAA NN e e RRR e e N RRR NS e EaNENeeRRRRerrRnnaeernanaarnnnnn

1) Profit & Loss A/c

3) Dividend Equalization Reserves

4. Capital Reserve, if realised in cash and authorised by AOA.

..............................................................................................................................................................................................................................................................................................
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""""""""""""""""""""""" 1. Profit & loss balance.
""""""""""""""""""""""" 2. General Reserves.

3. Dividend Equalization Reserves

Conditions to be complied

As per Company's Act,2013, the following conditions need to be complied with for
"""""""""""""""" the purpose of bonus isswe:

...............................................................................................................................................................................................................................................................................................

1. Bonus issue should be authorized by AOA.

2. Bonusissue should be approved by shareholders in the AGM.

3. There should be no default in repayment of principle or payment of interest

..............................................................................................................................................................................................................................................................................................

..............................................................................................................................................................................................................................................................................................
T TP g L T T T LT L S T T T Ty L L L LR R L LY ST EC T PO LT RO PR

The company should make a provision of bonus shares on convertible debentures

or preference shares before bonus shares are issued to Equity Shareholders.

_____________________________ Particular Debit Credit
1. Capital Redemption Reserves Dr.

""""""""""""""""""""""" Securities Premium D . |

"""""""""""" Fr‘eeReservesDr'

------------------------ SR> A7 VE 1o MCTXTTVIT-N (2] 1 —— b | WTT_G—— W———— ———— N—

To bonus to equity Shareholders.

........................ U oottt v Ao SO SO ST

2. Bonus to Equity Shareholders Dr.

........................ S RPN (SRR SO ST,

To Equity Share Capital




.

2.Bonus call made to convert partly paid-up shares into Fully Paid-up shares

Only free reserves can be used for the purpose of making a bonus call. This means

CRR, Securities Premium, capital reserves realized in cash cannot be used for

this purpose.

Journal Entry

Particular Debit Credit
1. Equity Share Call/ A/c Dr.
To Equity Share Capital
2. Bonus to Equity Shareholders Dr

To.Equity.Share.Call

3..Free Reserves Dr.
To Bonus to Equity Shareholders

131
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e Only fully paid-up preference shares can be redeemed

............................. .Ppefepenceshapescanberedeemedm-|-hefo||owmgways

i) Out of proceeds of fresh issue

ii) Out of Existing Funds

. < Only free reserves can be used for this purpose.

':,FreeReServes_Reszrveswhlchareavallablefor‘dls.’.r,lbu.honasdwldend ..........................................
........................................ Thesecompmseof- ....................................................................................................................................................................
........................................ aGenerGlReserve .........................................................................................................................................................................
......................................... bBalanceofP&L ..............................................................................................................................................................................
, ........................................ CDlwdendEquallsaT'onReser‘ve ....................................................................................................................................
"’AspercomPGHYAC* ..... 2013 ..... mordermredeemPreferencesharesoufof .................................
....................... qexls-hngfundslacompanyshould
........................ ‘.TransfernommalVq|ueof5hares1’oberedeemedfrom|1'(FreeResgrves)1'o
........................ ‘Cap|1-a|RedemphonReserve(CRR)

_ Free Reserves . cap,.rd Redemp-ﬁon Resepve
Nominal value of shares to be redeemed
........................ .Example

Solu‘hon - Transfer to CRR = Nominal value of shares to be redeemed.
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...................................................................................................................................................................................................................................................................................................

. Example

. Preference Shares to be redeemed = 10,000 shares Nominal Value = ¥ 100/

x = 10,000 * 100 x = 10,00,000/-

. Note:-Redemption value of Shares is immaterial. Amount to be transferred

_ to CRR is always based on the nominal value of shares.

Date | Particdlar
10! General Reserve A/c Dr.

PaL A/ br. (Nominal Value of -
. o Shares Redeemed)

Dividend Equalization Reserve A/c or. T

‘ To Capital Redemption Reserve. L.

(i) ___ % Preference Share Capital A/c Dr.[Nominal Value]
| Premium on redemption A/c Dr.[Premium, if any]

"""""""""""" To Preference Shareholders A/c [Redemption Value]

E—) Preference Shareholders A/c Dr. [Redemption Value] -

| To Bank A/c
(iv) | Securities Premium A/c Dr.

To Premium on Redemption A/c
| (As per ICAI Module, Profit & Loss A/c may be used, but as per Section 133,
------------------------ General Reserve A/c may be used.)

________________________ >FreshIssueofdeben‘rureslsnoTconS|deredhere
........................ >Howmuchoffreshlssue|srequu"ed—
________________________ E_________________I?m_cgg_ql_s___o_f____f_r_g_s_h___issug___5...N_Qm_i_ng_l____\(_qlu__e____o_f____S_hgn_e_s____tg___bg___ng_dggmgd&_______________________________________________3

........................ E......................E’r.'o.ceeds..o.f...f.r.'.es.h..issu.e...;..Nomi.nal...Value..of..Shanes..to...be..Redeemed.....................................................i
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. Fresh é; is at Par / premium Fresh issue is at Discount

R

———Proceeds = Par Value Proceeds = Issue Price

............................................."Na?ég..:.....-...............NS....A;;\.SG.A.{...i.;.....|:..o....B.é..:'.-.;‘..a..a.s":ﬁé.l:Féa...{..a....éh..ﬁ...i.a..;ﬁ.i.;...H.é.i:.';.‘..o"a.:...................................................;

........................ Example

R RN

> Preference Shares to be redeemed = 10,000 shares

e v NommalValue:¥100/Shar‘e

> Redemption Value = X 100/ Share.

> ..... Equn-yshar-esare|ssueda1-¥10/$hqre(Nomma|value:QIO/Shqre) .............................................

..... é alcula'l’enoofeqUITyShar'esTobelssuedfor"l’hepur'poseofr‘edempflon .....................................................

Solution: - Proceeds of Fresh Issue = nominal Value of Shares to be redeemed.

| X = 10,000 *100
........................ X=10,00,000
..... NliBeF oF EGlity Shares ™" Total Procesds 7 Procesds per Shape, "
‘ .................................................................................................... — 10:00:000°7 102 1007000 harag "

TSRS,

T T T LT Ll T Lt Ly LD T Lr Lt LTSRN

| X = 10,000 *100
....................................................................... g OGO

. Number of Equity Shares = Total Proceeds / Proceeds per Share.
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i b0 EQUitY Share Capital AZc ] [Face Value] | .
_________________________________________________________________________________ To Securities Premium o LPrEmiUm if any] |
________________________________ (ii).....|.— % Preference Share Capital A/c .. .. .........DrINominal Valuel ... . .| .
____________________________________________________ Premium on redemption A/¢. . .. .......Dr. [Premium, if any] | .
SR B U To Preference Shareholders  A/c...........| [Redemption Value] | .
....... (iii).......Preference.Sharehalders. A/C. ... Dr..[Redemption.Value]........
........................................................ B oY 214 12 L o S
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...................................................................................................................................................................................................................................................................................................

.................................................................................................................................................................................................................................................................................................

.................................................................................................................................................................................................................................................................................................

..................................................................................................................................................................................................................................................................................................

..................................................................................................................................................................................................................................................................................................

................................................................................................................................................................................................................................................................................................

..................................................................................................................................................................................................................................................................................

________________________________________________________________________________________________ 1) Profit &loss A/c  ......%50000

e 2) GENETQI RESEIVES 2200000

e 3) SecUrities Premium 2100000
4) Dividend Equalization reserve % 1,00,000

...................................................................................................................................................................................................................................................................................................

... Solution: Free Reserves + Proceeds of Fresh Issue = Nominal Value of Shares

.................................................................................................................................................................................................................................................................................................
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1. Before issue of prospectus or offer letter a company should appoint a

................................................................................................................................................................................................................................................................................................. H

debenture trustee.

3. Maximum life of SECURED DEBENTURES should not exceed 10 years.

Exception: -

' A. Company involved in setting up Infrastructure Projects Maximum
... B Infrastructure Finance company. ,._"'fe‘3°Ye°'"5
............................. C. Infrastructure Debt Fund - NBFEC. e e

D. Companies permitted by C6/RBI/NHB _
| 4. No limit for unsecured debentures.

SR

..................................................................................................................................................................................................................................................................................................

- charge on such assets should be created in favour of debenture trustee:

........................ ErrateneaseasaseeseaneeeseaseteaseseseaeeaeeEeEeasseEeafessestaseseeseaneateseseseaneseseasessaseneseentateatenteneseaeeseneteseseteatestaseseneaseEeaneAeEeafeasaseaseaneseEeneReeEeEeafeseaneaeeAeeEeEeaneAeereneaneseseneeeeanenenenrnnnanen

- such assets can be of: - 1. The Company itself

2.It's Holding Company |

SR,

....................................................................................................................................................... I
| | | |

Giving a specific Annual Drawing After a certain Any Time after :

........................ _. No-'-lce Number‘ Of years flxed NO Of year.s S
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...................................................................................................................................................................................................................................................................................................

i Payment in .. Payment in ... Purchase in Open | | 2 .
y conversion

lumpsum installment market for immediate into shares

.................................................................................

cancellation

...........

..................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

..................................................................................................................................................................................................................................................................................................

..................................................................................................................................................................................................................................................................................................

..................................................................................................................................................................................................................................................................................................

R

...................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

..................................................................................................................................................................................................................................................................................................

..................................................................................................................................................................................................................................................................................................

.................................................................................................................................................................................................................................................................................................
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...................................................................................................................................................................................................................................................................................................

_________________________________________________________________ %.Debenturesa/c  Dr. 100
To own debentures 98
To, profit cancellation (P&L) 2

...................................................................................................................................................................................................................................................................................................

..................................................................................................................................................................................................................................................................................................

...................................................................................................................................................................................................................................................................................................

i . Debentures a/e o Dr 100
Premium on redemption 5
To, Debenture holders 105

e h e A e e e ah A e A E AR AR AR E AR R AR AR AR AR R A AR AR R AR AR AR R A E AR R R AR R E AN R AR RN R R AR N R n e e

Debenture holder a/c Dr. 105
To, Equity share Capital a/c (PV) 70
................................................................. ToSe,cur'|1'|esPr'em|uma/c(5)35

e aw e m e a e e e e e AR H AR AR A BB R A AR R H AR R E AR AR R AR AR R AR R AR AR AR AR AR AR N AR R RN n

...................................................................................................................................................................................................................................................................................................
..................................................................................................................................................................................................................................................................................................

18(7) Of Companies (Shares & Debenture) Amendment Rules 019

-Banks Other financial Listed No. Unlisted No. :
"""""""""""" -AIFT Institutions ( { \ [ : ‘
"""""""""""" regulated by NBFC HFC Others NBFC HFC Others -

RBI

.........................
.................................................................................................................................................................................................................................................................................................
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R & It A S S S S created
................................... v ""SfedOThef'SIO%OfFree.reszrves
: debentures Any time before
.................................................................................................. ou,fs‘ra“di.hg'nedempshon.
sseeeeeeeEERasseeeeee s e EE RS RE RS SREE RS AR RS SRRE SRR R nensnnEnmsnsnnne] DRI ... Investment s
IS |
| | | |

S SR | Who has 1’0 Cr‘ea“‘e .......... HOW Much .................. OUT Of .............. When Should .
R iR | amounT 1-0 inveSTed hererernrnrana
......E........:.L.is.tgd..cp.mp.qny...._..'....1.5.%...of...dgbentunes ................ Bank Bal............ before” 301'h

~ -Unlisted others ~ Maturing at the :" °:' fe l:;eF
........................................................................................... Sid OF CURRERT Y. pril-o’ ".The. yaf

the end of which




