Formula Booklet

Accounts

Journal

According to double entry system, transactions are recorded in the books
of accounts in two stages:

First stage — Journal

Second stage — Ledger

The flow of accounting information from the time a transaction takes place
to its recording in the ledger may be illustrated as follows:

Business Transaction > Business Document Prepared > Entry Recorded in
Journal > Entry Posted to Ledge

The initial record of each transaction is evidenced by a business document
such as invoice, cash, voucher etc. Transactions are first recorded in journal and
there after posted to two or three concerned accounts in the ledger.

Definition and Explanation of Journal:

The word journal has been derived from the French word “Jour” Jour
means day. So, journal means daily. Transactions are recorded daily in journal
and hence it has named so.

Entry:

Recording a transaction in the appropriate place of the concerned book of
account is called entry. Entry may be of the following two types.:

Journal Entry :
Recording a transaction in a journal is called Journal Entry or Journalizing.

Ledger Entry:
Recording a transaction from journal to the concerned account in the
ledger is called ledger entry. It is also known as ledger posting.

Narration:
A short explanation of each transaction is written under each entry which
is called narration.
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Format of Journal:

Date | Particulars L.F. | Amount | Amount
Account to be debited .................... Dr. XXX
Account to be credited XXX
(Narration)

Simple Entry and Compound Entry :

Every transaction effects two accounts — one is debited and another is
account is credited, Thus in recording a transaction in a journal one account is
debited and another account is credited. This type of entry is called simple entry.
The entry in which more than one account is debited or more than one account is
credited, is known as compound entry. Three or more accounts are connected
with a compound entry.

Example of Simple Entry:
For example, on 10.04.05 we bought furniture from Salman Bros. The
entry is:

Date | Particulars L.F. | Amount | Amount

Furniture A/C ...........oon..... Dr. 10,000
Salman A/C 10,000
(Being furniture purchased on credit)

Example Compound Entry:
For example, on 16.05.05 we paid $ 1,000 on account o salaries and $ on
account of rent. For this the entry will be:

Date Particulars L.F. | Amount | Amount
16.05.05 | Furniture A/C .................... Dr. 1,000
Rent A/C 600
Cash A/C 10,000
(Being salaries and rent)

Ledger:

The journal provides a complete listing of the daily transactions of a
business. But it does not provide information about a specific account in one
place.

Date | Particulars J.F. | Amount | Date | Particulars J.F. | Amount

It appears that each account in the ledger has two similar sides — left hand
side is called debit side (briefly Dr.) and right hand side (briefly Cr.) side. Now a
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days these two words are not used, because it is obvious that the left hand side
is debit side and right hand side is credit side.

Posting Procedure:
Transferring information i.e. entries from journal to ledger accounts is
called posting. The procedure of posting from journal to ledger is as follows :

1. Locate the ledger account fro the first debit in the journal entry.

2. Record the date in the date column on the debit side of the account. The
date is the date of transaction rather that the date of the posting.

3. Record the name of the opposite account (account credited in entry) in the
particular (also known as reference column, description column etc)
column.

4. Record the page number of the journal in the journal reference (J.R)
column from where the entry is be3ing posted.

5. Record the amount of the debit in the “amount column”

6. Locate the ledger account for the first credit in the journal and follow the
same procedure.

Balancing An Account:

The difference between the two sides of an account is its balance. The
balance is written on the lesser side to make the two sides equal. The process of
equalizing the two sides of an account is know as balancing.

The rules for balancing an account are stated as below :

1. Add up the amount columns of both the sides of an account and write the
totals in a separate slip of paper.

2. Find out the difference of the two totals.

3. Write down the difference on the lesser side of the account.

4. Now total up both the sides and write the totals and draw double lines
under them.

5. Again write the difference on the opposite side below the double line.

If the debit side of an account is heavier, its balance is known as debit
balance. and if the credit side of an account is heavier its balance is know as
credit balance. If the two sides are equal, that account will show zero balance.
The rules for determining the balance is as follows:

Total debit = More than total credit = Debit balance
Total credit = More than total debit = Credit balance
Total debit = total credit = Nil balance

It may be noted that ate the time of balancing an account debit balance is
placed on the credit side and credit balance on debit site. This balance is known
as closing balance. What is closing balance in this year, is the opening balance of
the next year.

Trial Balance:

Definition:
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Trial Balance may be defined as an informal accounting schedule or
statement that lists the ledger account balances at a point in time compares the
total of debit balance with the total of credit balance.

Date Particulars L.F. Debit Amt. Credit Amt.

Purposes of Trial Balance:
The trial balance serves two main purposes. These are as under:

1. To check the equality of debits and credits — an arithmetical or
mathematical test of accuracy.
2. To provide information for use in preparing final accounts.

Method of Preparing Trial Balance:
There are three methods for the preparation of trial balance. These methods are :

1. Total or gross trial balance
2. Balance or net trial balance
3. Total — cum — balance trial balance

The method 1 and 2 are described below:

Total or Gross Trial Balance:

Under this method the two sides of all the ledger accounts are totaled up.
Thereafter, a list of all the accounts is prepared in a separate sheet of paper with
two “amount” columns on the right hand side. The first one for debit amounts and
the second one for credit amounts. The total of debit side and credit side of each
account is then placed on “debit amount” column and “credit amount” column
respectively of the list. Finally the two columns are added separately to see
whether they agree of not. This method is generally not followed in practice.

Balance or net Trial Balance:

Under this method, first of all the balances of all ledger accounts are
drawn. Thereafter, the debit balances and credit balances are recorded in “debit
amount” and “credit amount” column respectively and the two columns are added
separately to see whether they agree or not. This is the most popular method and
generally followed.

The various Steps involved in the preparation of Trial Balance under this method
are given below :

Find out the balance of each account in the ledger.

Write up the name of account in the first column.

Record the account number in second column.

Record the debit balance of each account in debit column and credit
balance in credit column.

Add up the debit and credit column and record the totals.

PoON=

o
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Cash Book

The book in which all cash transactions (either cash is received or paid)
are primarily recorded according to dates, is called ‘Cash Book’.

Format of Simple Cash Book:

No. No.

Date | Particular | V L.F. | Amount$ | Date | Particulars | V. L.F. | Amounts$

The Columns of the Cash Book are Explained Below:
1. Date:

The date of transaction is written in this column in two lines-in the first line, the
year and in the second line, the name of the month followed by the actual date.

2. Particulars :

In this column the name of the opposite account is written (the second aspect
of cash transaction). Below this is written the narration of the transaction.

3. L.F. (Ledger Folio) :

The page number of the Ledger where the concerned (opposite) account has
been opened is written in this column. This will help to locate the account from
the Ledger. It may be noted that in a Ledger account J.F. is written as reference,
while in a Cash Book L.F. is written, It is so, because cash transactions are not
recorded in any Journal.

4. Amount:

The amount of the transaction is recorded in this column. The amount of cash
received is recorded on the debit side in amount column and the amount of cash
paid is recorded on the credit side in amount column.

5. V. NO. (Voucher Number) :

The voucher number of each item of receipt and payment is also written. A

voucher is necessary for each item of receipt and payment. Generally, a voucher
has a serial number and this number-is written in this column (V. No.).
When cash is received from a debtor or customer, generally a receipt or ‘cash
memo’ is issued to the debtor which is called Receipt Voucher. Again, when
money is paid to a creditor or supplier a receipt is obtained from him which is
called ‘Payment Voucher, Cash transactions are recorded in the Cash Book on
the basis of Receipt Voucher and Payment Voucher.

Trading Account for the year ended 31.12.2005
(if accounting period ends on 31.12.2005)
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From the trial balance, the balance of opening stock account, purchases
account, returns inwards account and of all direct expenses are transferred on
the debit side of the trading account, and the balance of the sales account,
returns outwards account, and closing stock account are transferred on the credit
side of the trading account. If the credit side of the trading account exceeds the
debit side, the result is “gross profit”, and if debit side exceeds the credit side, the
result is “gross loss”. The format of a trading account is shown below :

Trading Account for the year ended ......

$

Stock (Opening)
Purchases

Less returns

Sales
Less returns

Stocks (closing)

Carriage inward
Wages

Insurance in transit
Custom duty
Clearing charges
Freight inward
Transportation inward
Excise duty on goods
Royalty

Dock charges

Coal, Coke, Gas, fuel
Motive power

Oil, water

Gross profit (Transferred to

P&l A/C)

------- Gross loss (Transferred to
------- P&L A/C)

If credit side exceeds the debit side = Gross profit
If debit side exceeds the credit side = Gross loss

Features of Profit and Loss Account:

1. This account is prepared on the last day of an account year in order to
determine the net result of the business.

2. ltis second stage of the final accounts.

3. Only indirect expenses and indirect revenues are shown in this account.

4. It starts with the closing balance of the trading account i.e. gross profit or

gross loss.
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5. All items of revenue concerning current year — whether received in cash or
not — and all items of expenses — whether paid in cash or not — are
considered in this account. But no item relating to past or next year is

included in it.

The following is a specimen of profit and loss account

Name of Business
Profit and Loss Account for the year ended ......

$

Trading A/C

Gross profit (transferred)
Office and Administration
Expenses :

Salaries

Rent, rates, taxes
Postage & telegrams
Office electric charges
Telephone charges
Printing and stationary

$

Trading A/C

Gross profit (transferred)
Interest received

Rent received
Discount received
Dividend received

Bad debts recovered
Provision for discount
on creditors
Miscellaneous revenue

Selling and Distribution Expenses :
Carriage outward
Advertisement
Salesmen’s salaries
Commission
Insurance

Traveling expenses
Bad debts

Packing expenses

Financial and Other Expenses :
Depreciation

Repair

Audit fee

Interest Paid

Commission paid

Bank charges

Legal charges

Net profit — transferred

to capital A/C

Net loss — transferred
to capital A/C

If credit side exceeds the debit side = Net profit
If debit side exceeds the credit side = Net loss
Balance sheet (As on 315 ................ )
Liabilities Amount Assets Amount
Capital Accrued income

Add.:- net profit

Prepaid expenses
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Or Patents
Less:- net loss Goodwill
Less :- Drawings Freehold property
Reserves Land and Building
Incomes received in Plant and machinery
advance Furniture
Sundry creditors Closing stock
Bills payable Sundry debtor
Loan :- Bills receivable
Long term loan Investments
Short terms loan Bank deposits
Bank overdraft Cash at bank
Cash in hand
GECICE
NATHIY

STHel %l |9 & Jour WG X ST B FHBI 3 ® SRNI| el AT
UGl 98 WEd JId © [OTH FaEd & IAd (I el & qFl Wl

B URMEG RGN TRIGIR UG HAMAR AT & IR a1 SIram & |

Date | Particulars L.F. | Amount | Amount
Account to be debited .................... Dr. XXX
Account to be credited XXX

(Narration)

ATEMRYT @l :— (Simple Entry)

: IR oRkd | IR Sl ol &l Udh

|y forge & 2| 1 uid 99 Ud Wl Debit (Sfde) Td §E-T @Al dise

gIar 2 |
JSTENT I W AT WRIST . 2000 fSih 14 Hs 1985
Date Particulars L.F. | Amount | Amount
14.04.85 | Purchase A/C .................... Dr. 2,000
To Ram’s A/C 2,000

(Being goods purchased on credit)

YT @l — 9 & AT &1 ¥ AS ol DI U o gRI Q@1 SIan

2, I I9 WIAd oIl ded © | 1ATd T A7 &1 W Afde W sfde 8 a1 |1

T AfF @ Bfee B 2 |

TJETERY :— 01 SFa 2010 I %. 10000 Rbs TAT H. 5000 BAR A
YR YRY T |

Date Particulars L.F. | Amount | Amount
01.01.10 | Cash A/IC ..., Dr. 1,0000
Furniture A/IC .............. Dr. 5,000
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To Capital A/C 15,000
(Being business started with cash and
furniture)

@I‘W(Ledger)
el — WAEel 9 ™ 99 YIbl T oRgR 9 7, oraH a9l
IIERT &7 Gferd g el fJaxor grar 2 |

@rdiag] 1 9Ty (Ledger)

Account

Date | Particulars J.F. | Amount | Date | Particulars J.F. | Amount

UH GdEel # &1 98€ 8Kl & | 9131 Uel (A18S) A UeT Sl & |
qAT SR UeT STHT UeT Healdl & |

IS UI5s & dR W BId @ |
g W fadi® — 3o e fordl o 21 59 39 =R gam &1

feda w9 fFTe — S99 @ & 9™ 9 591 fBar Srar 81 99 ue o
@A (Posting) #RA FHI To' & BT YART T SITar & | 97 ST uet H
By ¥&& BT YT fhar ST 2 |

qdl T — S Biferdl — SiHd H 98 Us TR foran rar & e
gfafie g2 2|

agel w9 — AR R @ AR @1 *ART forEr e B
Sl ¥ @raEe] § @ad & FH oa ufaftedl § o die $fde g1 7

SHBT WA @l B BT Uihar |

oI TRV (— Srodd &l FEIdl | I8 USl Wil Sfal IR 98 Wrar forar <
JET B |

feda aror — e Iss # feqie =i & 9ie f& e forar |
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i =RoT — Sfde 95 & f[AaRu W™ H 99 9 & ‘To' (@ . =)
BT 9™ forg=m H i @ ufafie @ 8 81 T SFl @ oo Hiferl
(L.F.) # @1 98 &1 g6 §&d1 forRg=r fad aman 9mm 141 ¢ |

U9 oIRUT — Ifdc IIgs & Yhd Wd 8 e Gdi & Ybd {or@ T |

STl gfaftedl | S Wi HiSe gU & | D! WM Wil § B DI Ufhar |
oI TRV (— Svodd &l FEIAl | I8 US Wil Sfal IR 98 W forar <
RET B |

fadia aror — Wfee age # kFe ™ A die @ fedie foran
AT AROT :— BfSC Age & [daRor W™ H IF W Bl By T H1H Bl

M foreer 1 9t & 9™ (Sfde) foar ar 7

aqef WX — @fse Aigs d BIfedl W™ H SHd @ U G ferrn
g die @ ufafle @ 78 8| 941 SHd @ oloR Biferdl (LF.) # @rares!
@ g8 A foramr foRed @ra 99T 19 7

U9 INUT (— hisc AgS & YhH WA § JHRT Wd BT b folRgHT |

RIdbs q81

Ripe g1 BT SYANT FH1 b UMETdl Ud g YAl BT @l B
Tq o SIrar 21 Uogd ORI & SfAR, Ridbs d81 H FHl Adbe Ui g
AT BT oRdT fbar S 2 R 9 =g Ryadl, ), dRed 3ifex a1 4
e fHd yeR ot 27|

RIps 981 & YR
U AR H Adhs ol Bl FH0] IHS! AeIHAT & ™ BT & |
Ahe 81 4 UHR 31 Bl 2 |
1. AERY Vb Gl
2. TIENT WR 98l
3. Pra=ig 98
4. GEXI DS T8

HIEROT XIS q81

AERY Abe Y&Idh H Dacl Abs FdeRl Bl okg BIAT © | AR
RIbS T8 Bl U WY Abs d8] ded & adild 594 Al 9§ JdR 6
9% IIERT &1 AT Ade 9 P oIl el fhaT ST |

dfar uer a1 Sfde Ags # Wi wftqdl &1 der <ifed uer A1 wfse
drgec H W1 RS I BT @l BT B feHe b ww § R Sfde
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Az ¥ witadl &1 faAre dor wfee dse d YIae & ankg fodl S
2| faavor w1 # R ue & fTae U g1 | ST AW forar S 7 |

RIS 981 BT 72?7  BHM Sfde Bl 8, il | A1 b Yiar
oIl | Aferep el BId € | S Uall BT IR BRI Abs MG & |

fgea i deps 1)

39 981 ¥ JAdpg dAT 92 S B W BId & | ST UEl B IhH W
®I I 9 H el ST 8 US 9T Ade BT el GAT 9 &I BT B,
gafery 39 fga™ig JAds 981 BEd 21 98 D WA N UTT 9 dAT I 98
BT AT BIAT © |

feeaeiia des 98 &1 yrvu

Date | Particular | L.F. | Dis. Amt. | Date | Particulars | L.F. | Dis. Amt.

Allowed Allowed

fee g dos 98 &1 A9 e —
fge=ig Ade 98 H Had AdS W BT & AN BT oirar 2| 92
@ WRT BT Dacl fel AN A BN @ A forg fean &rar & gad Wt Adbe

(& BT ™ Y & BT 3 |

Preadfia des 98

B Adms 981 BT AT 9 AReMRl | Blar § 9l 9gd offdd
Ripe TAT o FA8R BIAT & | SHd i YD U H Ihd og A W
B & Ade UITdl T a2 Adbe W, 6 § AT e STER B
do w1 TAT 92 B WIRGAT TAT WA G T W BT 2|

reada s T8

Three Column Cash Book

Date | Particular’'s | L.F. | Discount | Cash | Bank | Date | Particular’s | L.F. | Discount | Cash

Bank

Special points of a three column cash book.

ey e 981 BT ET wRa w9 [ 91dl BT e /g| T 3R |
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1. URMI® AV :— Jdps 981 H Udbs W™ BT g9 Sfde AT BT &
qT 9 Sfde |ge # UV A" A1 AT folge] SRR ST 7, IR, 9b
BT YUY T G ST HB A1 8 Fohdl & | 4 b Sfdc Y BT Sfde I9 & wy
H d6 W™ A faEd §, IR digc YT DI MARSUC & w4 A for@m Sran
=l

2. BIgl $791 — BigT &7 3 BAT 3— T UG oIRGB H H HI&l &
AT 31 WAl IR YSdT § IR I8 |1 81 9adl & fb ¥ <1 @1d Ads WG 9h
8 Ihd 2| U Alel B War 981 & S uel § forem Sar € | @rdresr #
T ¥ b WAl ol @&l Srar | U1 wfafte S [Adbs @rar § il avw
fordl Sl 8, BIgT %1 ®edidl o | 39 8 ook WIfordl @& dicH H C
foRaT ST B | ISl $51 & §Y SAER0T —

1) Jbs A db H Grar @ |
2) §& # IR ST BT
3) 9% ¥ AUR =g IR BT |

3. AP YT BIFT — AUR H U ddb &I 9= &7 avg 9 fora@r <
HhdT |

4. A YItd T SUAR — Ui fHU MU Jbl &1 4 a7 UeR I
SUAR fham ST AT 2 |

a. I U d% @I ST fedid &1 d6 H o471 fhar &1, 99 S0 96 @
sfac args # for@m S |

b. IfE UK = I 916 H &b H SAT fHAT ST, A I Abs Ui
AR bs & Sfae diad H forar S |

5. A BT IFATGRYT — IS UK b Pl YA U 9 81, a1 IH ISP
HT IR FHEd & | SHH O O UT gl 2, S U &l ST dn da@
®I iee fbar g |

6. 9B GRT UTW &I — U TSl & gRT §b DIt F 9T dAT 59
Jbs W & b bictd & sfdc geT F fore™ |

7. YT dd & I 98 Bl sEdRVl — IT U IF Hl U8 B
T 9 49 R B oFeR B BIRd BR feur Y, @ S dd B
SXITIRYT BT ST | 9 UbR 9T dd &l Adbs AT Sl 8, ST THR
T b b YA AT ST |

8. 4, A — d% §RT MU WD I HaARH & d&cl HY doid oy
S 2| 3% IPS Wi Bl % piad d wisc fHar sme |

eI AUdbs 8l
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Uh FII T8 ¥ UfAfeT eFd Blc—BIC Yad & I 8 o —
IR, SR T, 9181 anfe | Al 3 | Yaa b 981 4§ ford S
S IFEAID wY W RAdbs g8 IR B SRA | AT B, U ADBIST Bl
HIH LIS WU H 98 SIRATT | 3fA: BHI §RT AERUT: T ‘BICT D S
GaxT AHISA & wU H Fgad fbar Sirar &, A 3l Blc—8Ic YrdM o
25%. Y A1 YA DR DI B AU &7 SIar 8 | avdd H SHD gRT b
Y I BT Ul Y Al Srar €1 a7 9 fJ9elyor o) doasrel @rdl
1 Sfde fovar Sram 2 |

Format of Petty Cash Book

Receipts | Date | V.N. | Particular’s | Total | Conveyance | Cartage | Stationery | Postage

Sundry
Expenses

dduc
T 981 | Widl ) WAl BRd P uIard Sfdc dUT Bfse AU B
o™ & forw te faarer IR fear Srdr 2, 39 fddRur &1 defue &ed 2 |

doluc
dolue &I &A1 Y faferar

1. o Al — 39 (Y & @A IdS W—d8] W BT IRT R
SITAT § a9 Rl AR (Sfde den wfse Il wAl @ IR B deuc H
=IRd fhar SIrar 21 59 fafr § doue uR fhar S Fear ®, i 8
GTAT—d8] QT BT AT AT ST © | WTd—da! @Tal &l A¥ Hdbres §
T A9 39 fafy # 9= forn Sar 21 wife W@d deue ¥ 8 YN S
BT ST FdhdT B ISP WIAT—d8! QA & AN BT I8 IR 39 @ a9y
BT Y BT & a8 Al FH=Ia: wH J8) os S dife a8 fafery faaxor
P AT H ASIAT el BR Al © |

2. 3§ fafYr (Balance Method) :— 39 faffy @& 3 fd URI® WIAT—dal @M
BT Y YBTAT ST 8 TAT Hdd ol AW Bl dAUC § o ST ST & I8
fafr JETPRI §RT AT B dle Sl g, aor fafcay faavon @ e |
TERAT Bl 7 | fafcaa 9w @1 @ar-e8 @l © A B MR WR IR
fopar ST 2|

Hd qAT N B fAF (Total and balance Method) 3H fafr & srvia
TS Gl 981 SWiad g A &1 e fear smar 21 39 fafr § dede
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® IR & U9 @H & 9d W Bd 2| I8 A SN0 B @erdr 9
AHLTAT ST Ahdl &—

ddue 991 & faw —
Gl 81 AN B & TS GAl W T GIR B g e FgE
&9 H T AT a1fev —

(1) 1. @ FHfa @rar 2. g e 3. g
4. JAHS TAT 9 I B ToUc & Sfde WM H &7 ST 2 |

@) 1. 3 <R @A 2. M Gl 3. Y
4. Goll @I & N Pl TS & DS G H I@T SMdT © [Bise @
H T ST |

Trading Account for the year ended

$

Stock (Opening)
Purchases

Less returns

$
Sales
Less returns

Stocks (closing)

Carriage inward
Wages

Insurance in transit
Custom duty

Clearing charges
Freight inward
Transportation inward
Excise duty on goods
Royalty

Dock charges

Coal, Coke, Gas, fuel
Motive power

Oil, water

Gross profit (Transferred to
P&l A/C)

Gross loss (Transferred to
P&L A/C)

If credit side exceeds the debit side = Gross profit
If debit side exceeds the credit side = Gross loss

The following is a specimen of profit and loss account
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Name of Business

Profit and Loss Account for the year ended ......

$

Trading A/C

Gross profit (transferred)
Office and Administration
Expenses :

Salaries

Rent, rates, taxes
Postage & telegrams
Office electric charges
Telephone charges
Printing and stationary

$

Trading A/C

Gross profit (transferred)
Interest received

Rent received
Discount received
Dividend received

Bad debts recovered
Provision for discount
on creditors
Miscellaneous revenue

Selling and Distribution Expenses :
Carriage outward
Advertisement

Salesmen’s salaries
Commission

Insurance

Traveling expenses

Bad debts

Packing expenses

Financial and Other Expenses :
Depreciation

Repair

Audit fee

Interest Paid

Commission paid

Bank charges

Legal charges

Net profit — transferred

to capital A/C

Net loss — transferred
to capital A/C

If credit side exceeds the debit side
If debit side exceeds the credit side

Balance sheet (Ason 31% ................ )

Net profit
Net loss

Liabilities Amount

Assets Amount

Capital

Add.:- net profit
Or

Less:- net loss
Less :- Drawings

Reserves Land and Building
Incomes received Plant and
in advance machinery

Accrued income
Prepaid expenses
Patents

Goodwill
Freehold property
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Sundry creditors
Bills payable
Loan :-

Long term loan
Short terms loan
Bank overdraft

Furniture
Closing stock
Sundry debtor
Bills receivable
Investments
Bank deposits
Cash at bank
Cash in hand
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