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N - Evolution of Accounting
i o b ot 1 dar e At
o 5 fa'::mun[‘in o m%! -r.-t i f U? a!?fi?t?ﬂummg is a5 old as civilisation. The
B.C. who recorded transactions }; slshown in Babyloniaand Egyptaround 4000
_ : O payment ol wages and taxes on clay tablets.
tHistorical evidence indicates that Egyptians used some form of accounting to keep
rcmrds. of treasuries where gold and other valuables were stored. The incharee of
me:amlmes was required to send day-wise report to their superiors known as Wazirs,
who in turn, used to send month-wise report to kings. In Babylonia, known as city of
commerce, accounting was used to uncover losses occured due to frauds and
inefliciency. In Greece,accounting was used to maintain records of revenues received
intreasunes, The records consisted of opening balance, total receipts, total expenditure
and the closing halance. Romansused memorandum or day books where in receipts
and payments were recorded and therefrom posting to ledger were made on monthly
bhasis.

In India, accounting could be traced back to twenty three centurigs ago when
Kautilya, a minister in Chandragupta’s kingdom wrole 4 book titled *Arthashasthra’®
which described how accounting records had to be kept.

However, the presently followed system of double entry book-keeping has been
developed only in the 15th Century. Its development goes to the genius ol Fra Luca
Pacioli,a multi-lalented mathematician and philosopher of Venice, A book writien by
him was published in 1494 which contains the cssential elements of the double entry

accounting system that is still in use today. The present day popular terms of
accounting Debit (Dr.) and credit (Cr.) were first mentioned by him in this book.

(3f coursc. the double entry system remained ignored in Europe until the beginning
of the 19th Century. The people thereol continued following “Stewardship
Accounting” known as ‘munim system of accounting” in our country.

In the second phase, the concept of financial accounting hased on Double Entry
Principle came to be recognised with the advent of Joint Stock Companies wherein
. ownership was separated from the management. The Shi'ﬂ‘E'-thdE‘.]j:ﬁ and other interests
were to be safeguarded by providing them the information about the performance of
the company. The need was statulonly recognised, and these emerged an accounting
information sysiem in the shape of Profit and Loss Account and Balance Sheet.
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In the third phase, accounting information was penerated Lo hg[lj: the mﬂl‘ll.ag Men
. dencisiwn makjngl'ms new dimension developed in 20th Century iy Ftﬂle d
{?ﬂﬂnﬂgemem Accounting” which has contributed a lol 1o improve the Quality qf
management decisions,

Lastly, since the business upe}‘am_s ip sn‘-:.:ifll environment,
could not limit itself just at providing information 1_;1::
Social cost incurred by business as well gs social
assessed. This necessiated the emergence of
which is in the formative process.

evolulion of 8CCoUnty
the investors and MABAECTS algne
benefit created by it had 1, be

‘Social Responsibility Accgummg-

BASIC ACCOUNTING TERM"S _

There are certain basic accounting terms which are daily used in the busingss
world. Before recording the transactions in the books, it is essentia] 10 understand theg,
terms as these terms have their specific meaning in Accounting. These basic terms are
called secounting terminology

(1) Business Transaction :— A business transaction is an econo
the business that changes its financial position. Whenever

takes place, it resulis in change in the values of Some o
capital.

Mic activity of
any business ranisaction
f the assets, liabilitieg or

The chief features of 4 transaction are -

(7} 1t involves an economic activity, For example, when goods are purchased or
sold for cash or on credit or when salaries are paid to employees or whep
interest iy paid on money borrowed from the bank, a business transaction Lakes
place. Social activities are not considered as transactions, For example if ¥

purchases a gift for his friend. it will not pe considered as a transaction because
’ it 15 social engagement.
(#7)

Transactions may he classified into twe tvpes — exte
ransactions are those which
independent business entities
Tansactions are those EConom|

business entity such as depreciation charged on fixed assets,

(Fi) 1t results in o change in the financial Position of the firm — 4 change in the
values of some of the assets, liabilities or capital,

(#v) The change must he capable of being expresseg in terms of money. Loss of

loss due 1a 4 Customer’s inability to Pay are transactions

s of money, However, when an
efficient manager retjpes from to the business may be quite
large, but since it cannoq be terms of money, it will not be a

rmal and internal, Extemnal
involve economic aclivities between (wo
such as purchase or sale of goods. Internal
C activities that 1ake place entirely within one

(2) Event :— An event ;

S the consequence op result of a transaction. For
example -

Sachin starts a business with a Capita] of T5,00,000. He purchases poods for
©4,00,000 for Cash and sells 3/4th of thege Eoods for T3,80,000. He also pays 20,000
as rent of the godown,

The following results can be drawn from the ahgve -

L o e



2. Events are:
(@) Profit of 260,000 computed as under :

A e

(b} Closing Inventory of ¥1,00,000 computed as under :

(¢) Cash balance of 74,60,000 computed as under :

Capital Contribution

Add : Cash Sales

Less - (Cash Purchases 4,00,000
Godown Rent 20,000

(d) Capital of 75.60,000 computed as under -

— —

"_;E' ;ﬁ: i : ....l e 'r."_._;‘.:_.
Initial Capital Contribution 500,000
Add : Profit _imum
e | 560,000
(3} Voucher :— A voucher is a document which provides the authorisation to pay
corded in the

and on the basis of which the business transactions are, first of a}l, recor: .
hooks of accounts. A separale voucher is prepared for each trm-saj_:tmn and it specifies
the accounts to be debited or credited. The form of a voucher vanes from firm to firm
since vouchers are printed separately by different firms in their own names. Vouchers
are prepared by accountant and each voucher is numbered and countersigned by an
authorised person of the firm. o M ‘

(4) Capital :— It refers to the amount invested by the proprieior i a :“5“?5
enterprise. It is the amount with the help of which goods and assels are purchase ::;
the business. As such, in order to calculate the amount of capital all current assels an
fixed assets are added up and external liabilities are deducted out of it.
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= e e Liabilite |
CCapitnl = Assels — LI _
e T ces appearcd 0 the books of g
00,000; Debtors T40,000 ang

L e - S

y . jollowing balan

amnple, suppose that ihe ; .

i s ig:':‘:[:ﬂﬂ (00 Machinery #50.000; Stock T1
[l.rrn _ ' L Ll

Creditors 730,000, In this case the Capital will -'nn:: — -|
| Capital = Cash 30,000 + Machinery 250,000

“redi po0 = £1,80,000.
240,000 - Creditors €30, _ e
Capital is also known as Onamer’s Fguity or Net Worth or Net Assets

(5) Agsels +— Anything which

Stock ¥1,00,000 + Debtars

is in the possession or is the property of a business

o luding the amounts due to il from others, is called an asset. In Etlhfﬁ
i -E‘-:h will epable u business enterprise to get cash or a benefit in
-.-;mds,lan}'lh:lng thlma (‘ash and Bank balances, Suock, Furniture, Machinery, Land
Tire = o L Money owing by Debtors etc. arc all assets.

and Building, Bills Receivable, | : -
‘Aceety are future economic benefits, the rights of which are owned or

controlled by an organisation o individual,™ — Finney & Miller
A ssats are valuable resources owned by a business which are acquired at a
measurable money cost.”™’ — Prof. RN, Anihony

Acto
asuel -
1. The resources must be valuabie.
IL. The resources must be owned by the business.
Il The resources must be acquired at a measurable money cost,
Assets may be classilied into the following categones —
() Fined Acsets - Fixed assels refer to those assets which are held for continued
use in the business for the purpose of producing goods or services and are not meant

lor sale. Examples of fixed assets are long-term investments, Land and Bulding, Plant
and Machimery, Computer, Meotor Vehicles, Furmiture ete.

rding to the above definitions there arc three main characteristics of an

Fizxed assets are turther classified into

i (@) Tangible Assets - langible assets are those assets which can he seen and
touched. In other words, which have a physical existence such as Land & Building,
Plant & Machinery, Computer, Motor Vehicles, Furniture, Stock, Cash ete.

(B} Intanpible Assets - Intangible assets are those assets which do not have a
physical existence and thus, cannot be seen or [t Fxamples of such assets are
Goodwill, Patents, Copyright, Trade Marks, Computer Software and Prepaid
Expenses. Intatigible assels are also valuable assets. For example, with the help of
Patents (know-how) businessman is able to produce poods and his poodwill helps in
altracting customers easily. Therefore the intangible assets help the firm in caming
profits as much as the tangible assets. Hence, both tangible and intangible are valuab l;

assets. Value of intangible assels is based on the benefit and facility available to the
business from such assets.

_ (E) Coirent Assets - Current assets are those assets w
which the manavement would want to CONVert

these assets are also tenned as ‘Short-lived 0r a

. hich are meant for sale or
Into cash within ane year. As such,
Clive assets’, For example, *Debtors'
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are expecied to be con : A
: verted into cash withi T
continuou : ithin & reasonahble period, .

sly sold and Bills receivables are also r:mw&rtcg ilrjncn ‘cg‘]ma}lmr1L S

According to :
suiers-includa EﬁE]‘:raI-i:ii mafltltiu of Certificd Public Accountants, U.S. A, - Curtent
B 433€1s O resources commonly identified ;:«. those which

are reasonably expected t R o
. P 0 be realise ; :
Setati Gyals 6 the Hustnese ' d in cash or sold or consumed during the normal

Althougl 4 — :

ssitidad 4. Fugzenr["*fssféﬂszas will never be realised in Cash, thesc are also
; - £ , HInge i i - -

without further payment service or benefit will be available against these

Current ass : ;
and nature of szha::;iﬂkﬁnwﬁﬁ ﬂ"_:'ﬂtmg assets or circulating assets as the amount
sechiases gopds T ps changing continuously, For example, a businessman
P _ goods lon cash and these goods are sold to X on Credit, X' becomes our
Dchi_xm u"d.’t means that the stock has been converted into *Debtors’. Again, if a bill
FL‘CEI‘:.-'ﬂth is received from X, it means that the Debtors arc converted o “Bills
Receivable’ and afier some time Bills Receivable will be converted into Cash, It shows

that all Current assets are [inally converted into Cash.

| Eurrmi assets are usually shown in the balance sheet in the *Liquidity Order’.
I.n]_md:l}f is the facility with which the asset inay be converted into cash. Those assets
which are most difficult to be converted into cash arc written last. Following are the
Current assets in order of liquidity - - Cash in Hand, Cash at Bank, Bills Receivable,

Short Term Investments, Debtors, Stock and Prepaid ExXpenses.

Chit of the above assets, Stock and Investments are shown in the balance sheet al
'y, Bills Receivable and Debtors are shown

e Cash in Hand and Cash at Bank are shown at

Cost or realisabhle valuc wi -
at the estimated realisable values and th

the actual figure.
(i1} Ljquid Assets :— Liquid assets are those whic
or can be quickly converted into cush. such as Cash. Bills Receivable, Short lerm
[nvestments, Dehlors, Accrued Income ele, In gther words, if Prepaid Fxpenscs ard
Closing Stock are excluded from Current Asscls, the balance will be Liquid Assets.
() Wasting Assets i— Wasting assets are thosc assets which are consumed
through being worked or used, quch as mings. AS SOOI &5 all the minerals hax-e_ hu._:en
s valueless. Oil wells have the same characterisics.

extracted, the mine become _ ha
Wasting assets also ipelude assets which get cxhausted with the lapse ol imé, such as

Putents, Trade Marks, [.easehuld Properties etc.
(v} Fictitipus or  These are the Assets which cannal be

realised in Cash or oo further benefit can be derived from these asseis. Such assets
include Debit halance of P & L Ade and the expenditure not ycl written oft such a3

Advertisement Expenses CIC, These assets are not really assets but are shown on the
Assets side only for the purpose of transferring them to the Profit & Loss Account
E_mduﬂlly over a pen

jod of hime.
(6) Liability — It refers to the amaount which the firm owes 10 UurSI_derS
(excepting the amount awed to proprietors). In and Miller,

the words of Finney
o] juhilities are debts, they are amounts owed 10 Creditors.” This can be expressed as:

[ [iahilities '-—_ﬁs_sémfmpﬂaﬂ

h are either in the form ol cash

MNominal Assels :
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Thus, when a firm purchases goods on credit from A, the amount owi
liability. Likewise when a bank account is overdrawn, the amount ow
(ie., bank overdraft) is known as a liability. Likewise the
Unpaid Wages are also the examples of hiabilities.
Liabilities may be divided into two parts ;
L) Internal Liabilities :— All amounts which a bu
Proprietor or owners are internal liabilities such as capi

(17} External Liakbilities :— All amounts which a business entity has
outsiders are known as external liabilities such ag creditors, bank overdraft, |
Liabilities may be further classified as under :—

(#) Long-term Lisbilities :— These refer to those liabilities which fall due fyy
payment in a relatively long penod (normally after more than one vear). For example,
Long Term Loans and Debentures ete.

ng oA '[3 a
ing to the bank
Bills Payahle, Creditgry

siness entity has to Pay o the
tal and accumulated profis

10 pay
0ans ety

(if) Current Liabilities :— Current liabilities refer to those habilities which are 4
be paid in near future (normally within one ¥

car), For example, Bank Overdraft, Bijls
Payable. Creditors, Qutstandin £ Expenses and Short Term Loans ete,

{51} Contingent Liahilities :—These ape nol the actual liakilities on the date of
Balance Sheet, but may become payable only on the happening of some specific event
Examples are ;—

{1} Bills Discounted but not matured :— The firm will become liuble 10 pay the
amouni of such a Bill only if an acceptor dishonours the hill accepled by him on the
due date.

(1) Tf a suit against the firm is

pending in the court, the actual liability in this
respect will arise only if the suitis d

ecided against the firm.
(I} If the firm has given a Guarantee for anoth

respect will arise only

oblipation.

et person, the actual liability in this
i the person for whom the guarantee is given fuils o meet his

Treatment in Final Accounts :— Contingent Liabilities are not recorded in the
books. These will be stated only outside the Balance Sheet as a footnote.
(7) Trade Receivables :

— Trade receivables refer 1o the amount receivable on
account of sale of poods or services re

ndered by the company in the normal course of
business.

Trade receivables include both Debtors and Bills Receivables,
12eitors i— The term ‘Debtory” re

presents those persons or firms to whom goods
have been sold or sery

iees rendered on credit and payment has not been received from
them. They still owe some amount to the business, For example, if poods wﬂﬂ]‘ﬁ
50,000 have been sold 10 Mohan on Credit, he will continue to remain the debtor of
the business so long as, he does not make the fig)] payment.

Bilt Hereivable :—A bill of exchange becomes bill receivable for the person ‘-’-'i_“]
draws il (drawer) and gets it back, afier its acceplance from the drawee. Thus bill
receivahle is an accounting term for bills of exchange drawn on debtors or received by
way of endorsement from them. The amount specified in such a bill is receivahle at 8
future date.
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(R'} Tllad ] e —— e e o W —————————— e - e T (e
Wi Hﬁ:ﬂ;’zi‘ﬂhlﬁshzh Trade payables is the amount payable on account of
s Lf-Ei"ﬂu:';: taken in the normal course of business.
© Fayables include b, “Creditors’ and *Bills Payables’.

. é; I'I:? ;ﬂﬂg Er_'!__ ;i hi ’Lt?l‘m *Emdi’furs’ represents those persons or firms from whom
el e Sgn? ased O Services procured on credit and payment has not been
ol i ﬁch E1Trﬂlle}- IS IE‘-T.I“ owing to them, For example, if goods worth
fﬂ{ : Purchased from Govind on Credil, he will continue to remain the creditor
Of The 1irm so long as, the fu]l Payment is nol made to him,
Bill Pavable :— A bill of exchan
accepts it Ldrawee) and returns it to (b
term for bills of exchan
such a bill s pavable at

ge becomes bill payable for the person who
e drawer. Thus hills payable i3 an accounting

g€ accepted in favour of creditors, The amount specified in
a future date,

. (9) Purchases :— The term purchases is used only for the purchase of ‘Goods® in
which the business deals In case of a man

ufacturing concern ‘goods’ means acquiring
of raw material for the purpose of conversion into finished product and then sale. In
case of trading concern ‘goods’ are those thin 25 which are purchased for resale. In both
the cases the purpose is 1w make a profit by ils resale, For example, if a cloth dealer
purchases cloth for sale, the cloth so purchased will be called ‘goods’. However. if the
same cloth dealer purchases fumiture for seating the customers, such furniture will not

be termed as goods, but it will be an *Asset’ and a separate account named “Furniture
Account’ will be opened for it

P'he term purchases includes both cash purchases and credit purchases of goods,

Purchase Hewnrns -— When purchased goods are retumed to the suppliers these
are known as purchase returns. Such returns are also termed as ‘returns outwards’ |

(10} 5alee :— Sales means transler of ownership of goods or services to customers
tor a price. For example, If Tarun sells a Computer to Varun, the ownership of
Computer will be transferred from T'arun 1o Varun and Tarun is entitled to receive the
agreed price of Computer from Varun. The term “sales’ 1s used only for the sales of
those goods which are purchased tor resale purposes. Tt also includes revenues from
services provided to customers. The term *sales” 15 never used for the sale ol assets, For
example, if a cloth dealer sells cloth, it will be termed as sales, bul if the same cloth
dealer sells old furniture or a typewriter, it will not be termed as sales.

The term sales includes both Cash and Credit sales.

Sales Returns :— Some customers might return the poods sold to them. These are
termed as sales returns or ‘returns inwards®.

{11} Gonds :— Goods include all those things which are purchased for resale or
which are used for producing the finished products which are also meant to be sold.
Thus, for a furniture dealer purchase of chairs and tables is termed as gocds, while for
others it is furniture and is termed as an asget, Stmilarly, for a stationery trader,
stationery is poods, whereas for others it jg EXpense,

(12) Stock or Stock-in-trade :-— The term *stock’ meludes the value of those
goods which are purchased for reselling and which are lying unsold at the end of
accounting period. The Stock may be of twg types:—

(£} Opening Stock, (i) Closing Stock.
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The term ‘Opening Stock” means the value of poods lying unseld al the bcgim;;

of the accounting period whereas the term ‘Closing Stock” means the value of gong,
Iving unsold at the end of the accounting period,

(13) Inventary :— In case of a manufacturer, there can he opening and E-lm'.[ng
inventory of four types :—

(7} Inventory of Raw Malterial :— I includes inventory of raw Materia)
purchased for using them in the products manutaetured but st Iying unused, For
example, the value of cotton in case of cloth mitls is the inventory of raw malerig|

(i) Inveniory of Woerk-in-progress ;- — 11 is also termed as invenlory of part|y
finished goods, 1t means goods in semi-finished form. Such poods need Furthey
processing for converting into finished products. For the valsation of work i Progress,
the value of raw materials used in it, the cost of labour, power, fuel and other £XPenspy
on proportionate basis are included. [n case of cloth mills the value of threads and (he
untinished cloth will be the inventory of work in progress,

{1ii) Inventory of Finished Goods :—Tt includes the siock of those Eoods which
have been completely processed and are ready for sale but are lying unsold at the and
of the accounting period. [t case of cloth mills the value of finished cloth wil] be the
value of inventory ol finished goods.

(iv) Inventory of Stock-in-irade : It includes the value of thoss goods which are
purchased for reselling.

Caleulation of Closing Inventory :— To ascertain the valye of the closing
inventory, a complete list of all the items in the godown together with their Cuanticies

is prepared. Also the separate lists should be prepared for raw materials, serm-finished
gonds, finished goods and stock-in-trade.

Care should be taken that the [bllowing goods are not included in the list of
mventory -
L. (roods which have been sold but remain undelivered.
II. Goods purchased and received but which have not been recorded in the
purchase book,
Following goods should be included in the 1jst ol inventories :—
L. Goads sent to the customers on sale or retum basis.
[I. Goods sent to the agents for sale but remain l¥ing with them as unsold.
It should atways be kept i mind that inventory is valued at cost price or realisable
value, whichover js less,
LVrisiinction betwecen Stock apd Inventory :

Stock refers only to the value of thoge goods which are purchased for reselling and
which are lving unsold at the end of the accountng period. Whereas the Inventory is a
wide term which includes stock also. Thus (he Inventory includes Lhe following :

(7} Inventory of Raw Malerial
(i) Invenmtory of Semi-Finished (GGoods
{4} Inventory of Finished Goods
(v} Invenlory of Stack
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PRI - g i b T e — :
enmeTTise for gy a;:c:u:ful;:_?;" cnﬁg of Tmlﬂl_rm-muts over total expenses of 8 businesy
1. F’mlﬂd. P'J‘l:')'fl_t mcreases the investment of the owners,

(15} Losg .- Y
of the busingys fDP:ITETEEH\"Wﬁ two different meanings, First, il comveys the result
EXample, if revenups aftng when tatal expenses axceed the tofal reverues. Fur
THLUO. Second itlrcﬁ_- 40,000 and expenscs are TT40.000, the loss will he
benefit. For example. |o .[E'dm Solne facl or activily against which firm receives no
differ fromn E":'-'_'p[:“srs, E :Tﬂ LI_E b ﬁn,:’ ﬂ'l.!.":-l.i, accident ete. TU Y be poted Lhat logses
not. FOT example. fhe penses ure incurred Lo generate revenues whercas Josses do

Ple, the thell ol an psser i3 a [oes bt its ﬂEp]‘ﬁ.‘-i.‘:Ltinn i am expense.

gl giJf::*z*:; 1-.;:1_ Exp-grwn: i the 0l incmn_fd m producing znd selling the goods
} g o ¥isney and iMiller, *Expense = the cost of use of tuines or
services for the purpose of generating revenus’”,
Faliowing are ineluded in thi: term Expenses : —
[, Cost ol goods sold.
Il Amount paid for Rent, Commissian, Salary, Advertisement 2te.
HI. Decline in the value of an asset canzed bw the wse of such asaet for business
purpase or depreciation is also an expensc,

(17) Tapendifure =— Any dishursement of cash or teansfer of property or
mmewming & liability for the purpose of acquiring assets, gonds or services s called
expendinure. [t means [hal any type ol payment for the receipt of & henelil is lermed as
expenditure,  Fxpenditure may be classifed inte bao categories © () Capiml
expendiure  and (ji) Revenue expendilure.

(i} Capital Expenditure — Any expendinare which is incurred in acquiring or
increasing the value of a fixed asset is termed as capital expenditure. As such, Lhe
amounst spent on the purchase or erectivn of Building, Plant, Fumnire ete. i5 _uapit:*:j
expenditure. Such expenditure yields benedit over & long period and hence wntten in

Assets,

(if} Hevenue Expendifure :— Any expenditure, the fall henl'ue:ﬂt af which is
received during onc accounting periad is tn:n'nr‘:'d as Tevenue exponditure. As 511::]1., :;:H
the revenue expenditures are debited (o [rading and Prolit & Lns; Ac-;:nu_nL Such

que in the earng apacity of the business bt

exnenditure does not result in an incre : . ress.
ﬁni' helps in maintaimng the exisling caming capacity. It also does not bring into

axislence an asect of an enduring nature. |
{1#) Revepue -— Kovenue in accnum:'!ng means Lhe iln-:uume of a recurring
(regular) nature from any SOLrce. It consists of 1h-re amont rec,&‘n'ed from sale csl’_gf:undﬁ
ﬂ_ﬂ& from service provided 10 CUSIOMETS. It :,-Elm includes receipt c:f'_rr:m, Commiss n,
. idend. interest etc. Revenue is refated with the day-to-day “.ITHH.E' of the business
d:]';; Egu]d alsi be regular in nature. As such, the amount of capital introduced by the
and s

: efor oF BOMAWINE loan 18 not revenue.
o Ineeme’ is different from ‘revenue’, Amount recﬂiv-'::d .ﬁ-ﬂm sale
avenue’ and the cost of gonds sold is called "Expense . Surplus of
' For example, the goods cosling T4, 00,00
t ¥5.00,000 is the rewveriie, the cost

(19 lincone i—
of poods is called "Reve :
n:vEnIznue aver expenses is called Income. |
are sold for T5,00,000. The salc amounting
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amounting o 24, 00,000 is expense and the difference berween the two Leo T1HLO0.00
i« the income. It can thus, be expressed as |

[ncome = Revenue — Expense |

Drawing :— Any cash or value ol goods withdrawn by the owner fo
payments made out of business funds are called drawing

(2t
p.,-rs:unal use Or any private

Other Lmportant Ag counting Terms :

21, Entry : Whena transaction or event is rec
called “entry .

27 Bad Debis 1 It is the amount that has become imecoverable from a debtor, Tt iy
2 business loss and is debited to Profit & Loss ACCount a5 @n CxXpense,

73, Insoivenf @ A person of an enterprise which 1s not in a position to pay it dehty
is called insolvent.

14, Solvent ;A person or dn enterprise which is in a position 1o pay 1ts debiy is
called solvent.

25, Srores : The term ‘etores’ 1s used to denote materials held by an enterprise {or
the parpose of consumption in the business and not for resale. Examples are
lubricants, spare parts of machinery, packing materials ete.

26, Dntity : An entity or business entity means an economic unit which is formed
for eaming 1Ncome by providing service or selling goods (for example LG,
Electronics, Wipro, Maruti Swzuki etc.)

37, Tarpever : Tumover means total sales made in a particular period.

a8 Livesiock : Domestic animals, such as catlle or horses are known as livestock,

26, Ipvestments @ [nvestment refers to deployment of funds in the shares or
debentures of Companies with the intention of eaming a returm.

30. Goods & Service Tax (G5T) : All indirect taxes like Excise Duty, Sales Tax,
VAT, Service Tax etc. have heen merged Into a single tax known as GST. G5T
is paid at the time of purchase and GST is collected at the time of sale.

orded in the books of accounts, iy i
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 What is a business transaction? What are its characteristics?

3 Define Assets. Explain the types of assets.
What is ‘Stock’? Explain its types. How is it valued?

= e e . = i _

e I & IO T I 1] e e 111 [ ]

LR A lo¥ Wy X P ok L ARl T
i

. Give any three examples of revenues.

(/) Amount received from sale of goods;

(i) Amount received from providing service 10 CusIOMErs;
(i) Receipts ol commission, interest, rent cic.

Distinguish between debtors and creditors.
Debtors are the persons who owe an amount to the enterprise for the goods sold

or service provided to them on credil whereas creditots are the persons who 2¢
to be paid an amount by the enterprise for buying from them goods or SErVice

=

Ans.

an credit.
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12.
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Distinguish bebw o

e ;
Profit is the exce gl
ult of bus

55 :
s i n:strevenuas_mrer expenses during an accounting period. It is
: ransactions which are of regular nature whereas gain

‘nclu"hat are Current Aszets?
urrent i
o Eel‘*kil’::lﬂt?: ITIII:IUI!E .Cash and other assets which are expected to be
@ L.ash within a short peripd (normally within one year),
L'l':!' hat Elni Current Liabilities?
urtent liabilities refer g those liabiliy i
ilita id i
(nermally within Ume vear). = TR

Give two examples of Current Assets,

- () Cash; (i) Inventory

Give two examples of Tangible Assels.
{(f) Land and Building; (if) Inventory

(iive two examples of Intan gible Assets,

- (1) Goodwill; (i) Prepaid Expenses.

Give two examples of Current Liabilitias,

- (#) Creditors; (if) Bills Payahle

Distinguish between non-current assets and current assets,

. Non-current assets refer to those assels which are held for continued use in the

business and are not meant for resale whereas current assels are either meant for
sale or which are expected to be converted into cash within one year,

Distinguish between revenue expenditure and capital expenditure.
{Drelhi 2016)

If the benefit of an expenditure is exhausted within a year, it is treated as
revenue expenditure (also called expense). On the other hand, if the benefit of
an expenditure lasts for more than a year it is treated as capital expenditure (also

called an asset).

Distinguish between expenses and expenditure.
Expense is the cost incurred in producing and sellling the goods and services.

Thus it includes cost of goods sold and amount paid for salaries, rent,
commission etc. On the other hand, expenditure is a wider term which includes
expenses also. Expenditure is the amount spent for acquiring assets, goods and

services.

Distinguish between expenses and losses.
If the benefit of an expenditure is exhausted within a vear it is called expense

whereas excess of expenses of a period over its related revenues is termed as

loss.
Give two characteristics of a business transaction.
(/) It results in a change in the financial position of the firm, i.e. a change in
the values of some of the assets, liabilities or capital.
(i} The change must be capable of being expressed in terms of money.
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QBJECTIVE TYPE QUESTIONS

(1) Fill in the blanks :
(1) Amount which the proprietor has invested in a business isknownas ...
(i) Amount which the firm owes to outsiders is known as ...
7 e 15 the cost incurred in producing goods and services,
{iv) Revenue means the income ofa ... nature.
(v} All those items which are purchased for resale are known as ...
(vi) The persons who still owe some amount to the business are termed as ..
(vii}) The persons to whom inoney is owing by the firm are termed as ...
(véii) Assets held for continued use in the business and not meant for resaje Are

termed as ........... =
3 are Lhose assets which have a physical existence and which cap b
seen or felt.
(%) orienininens refer to those liabilities which are to be paid normally within one yeq;
[Ans. : (i) Capital (&} Liability (i} Expenses
(v) Regularorrecurring  (v) Goods (vi) Debtors
(vify Creditors (viti} Non-Current Assets  (ix) Tangible Assets

{(x) Current Liabilities. ]
(2) Classify the fui].m;r.iﬁg. into (#) Assets (i) Liabilities (i#f) Expenses and
{fv) Revenues
Sales, Bank balance, Debtors, Bank Overdraft, Creditors, Salary to manager,
Discount to debtors, Cost of goods sold
[Ans. : (/) Assets : Bank balance, Debtors
{if) Lialities : Bank overdrafi, creditors
(éff} Expenses : Salary to Manager, Discount to debtors, cost of goods sold,
(v) Revenues : Sales,

Ejugbwsz the best Alternate
L. Current Liabilities include
(A) Bills Payable (B) Creditors
(C) Quistanding Expenses (D) All of the above
2. Which of the following is capital expenditure?
(A) Wages (B) Wages paid for building construction

(L) Repair ¢xpenses of building (D) Advertisement Expenses
3. A person who owes money to the firm is called
(A) Debtor (B} Creditor
(C) Supplier (D)} None of these
4. (Goods means ;
(A) Commodity to be bought and sold
(B) Commodity to be bought but not to be sold
(C) Commaodity to be used as an asset
(D) All of the above

IIIIIIIIIIIIIIIIIIIIIIIIII
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5. Current assets do not include *

':Z{zg g:]iurs (B) Motor Car
. | Balance (D) Prepaid Expenses
- Tangible Assets do not include :

(A) Goodwill (B) Furniture

(C) Stock (D) Cash

7. Which of the following will be treated as drawings :
(A) Withdrawing money for payment of salary to employees
(B) Wfﬂ'idrawing money for payment to creditors
(C) W}mdra\aring money from business for private eXpenses
(D} Withdrawing money for purchase of asset
8. Main feature of business transaction is :
(A) It involves an economic activity
(B) It results in a change in the financial position of the firm
(C) Change must be capable of being expressed in terms of money
(D} All of the above

9. Current Liabilities do not include :

(A) Bills Payable (B} Creditors
(C) Outstanding Exp. (D) Debentures

10. Purchases refers to the buying of
(A) Stationery for office use
(C) Goods of resale

i1. The term sales is used only for the sales of ...
OF asmising
(A) Assets, Investments
(C) Intangible Assets, Goods

17 Out of the following assels which
(A) Patents
(C) Goodwill

(B) Assets for the factory
(D) Investment
... and is never used for the sale

(B) Assets, Goods

(D) Goods, Assets

one is NOT an intangible asset?
(B) Investments

(D) Trademark
(CA-CPT June, 2013)

ear, during which sale of goods was worth ¥5,00,000,

13, At the end of financial ¥
d at £20,000. This B8, opernrens

the closing stock is value

(A) Anevent

(B) A transaction

(C) Bothan evenlt as well as transaction

(D) None of (A) and (B)

14, Which of the following is the (Capital expenditure?
(A) Wages paid for repair of building
(B) Wages paid for white washing of building
(C) Wages paid for construction of building

(D) Wages paid for cleaning of building

< Consider the following items :
|. Prepaid Salary 2. Acerued Interest (Receivable)

3: Loan (Short term) 4. Bank Overdraft
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Current Liability would include : i
A (B) 2,4,
Eléfi ‘:: %:?:4 (D) 3,4 (CA-CPT, June 201 3)
: 5. (B)
[Ans. 1.(D) 2. (B) 3. (A) 4. (A)
8. (D 9.(D) 10. (C)
6. (A) 7.(C}) (D) 14.(C) 15. ()

11. (D) 12. (B) 13.(C)

HIGH ORDER THINKING SKILLS (HOTS) QUES"!"I{}INS _—
1. Godrej Ltd. imported from Germany onc rr?achiﬂﬂl?a’ for sale in India ang |
another machinery for production purpose. Will you treat them goods or fixeq

assels? i " )
aling in electronic goods sold 20 TV sets costing 330,000

2. Mr, Jaspal Singh de ! . :
each at 40,000 each. Out of this 5,00,000 were received in cash and the
balance is not yet received. State the amount of revenue.

M Dinanath who owed us ¥50,000 became insolvent and paid only 40% of
this amount. What is term used for the amount not received?

Ans.
First Machinery will be treated as goods and second Machinery will be treated

as Fixed Assels.
Revenue will be 8,00,000 (i.e. 20 TV Sets x ¥40,000). Revenue is the amount

either received or receivable from sale of goods and services. Both cash sales
and credit sales are included in revenue.

3. Bad Debts.



