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4 Accounting for Managers

PREFACE

With the advent of time, financial accounting has taken a facet of computerized
accounting whereby more specialized knowledge is required. This book is an attempt to
aid students in climbing the ladder of knowledge regarding various aspects of accounting
accompanied with business application of computers. During the epoch of my teaching, I
have realized that it is often difficult for non-commerce background students to understand
the basics of financial accounting. With a weak foundation, they stake their future.
Pondering the issue, the book was initiated with accounting glossary as a starter.

The text of the subject matter has been presented in a logical and simple manner.
The text matter is accompanied with adequate illustrative material. Adequate number of
solved and unsolved questions has also been given in each chapter. Moreover, objective
type questions like Multiple Choice Questions, True or False Statements, etc. have been
appended at the end. In some of the chapters, business application of computers is also
included, viz., preparation of vouchers, lease and loan accounting, payroll accounting,
inventory accounting, etc.

The approach of the book is examination-oriented. To assist the students to gain
proficiency in solving diverse variety of problems, a large number of properly graded
questions and problems mainly from examination question papers of various universities
are given at the end of each chapter. Answers to the problems, along with the hints
where necessary, have also been provided. The contents of the book are designed keeping
in mind the diversity of knowledge expected from a student. Regarding the organization,
the book consists of four main units, well arranged in a coherent and logical manner,
divided into numerous chapters inside units. Starting with the basics of financial
accounting, it stretched towards the fundamentals of computerized financial accounting
and management accounting. The book will be suitable for the students undergoing
B.Com., BBA, BCA MBA and MCA courses. The book will also be of immense help to
practicing non-financial managers who have the unenviable task of studying the financial
statements and finally landing up with significant decisions on its basis.

I hope that students will find this book relevant, interesting and useful as well. I
shall be happy to receive critical reviews, comments, observations and suggestions from
my readers in an endeavour to enhance the quality of the contents in later editions of
this book.

 —   Ruchi Bhatia

PREFACE
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1. Account – It is a summary of transactions prepared separately for each type of asset, liability, equity,
income and expense. It is prepared in T shape format, left hand side of the account represents debit
aspects of transactions and right hand side represents credit aspects. It shows the balance at the
beginning of the period, records every increase or decrease thereof, during the period and depicts the
balance at the end of the period.

2. Account Payable – It is the amount due to a creditor owing to a credit purchase of goods or services.
3. Account Receivable – It is the amount due from a debtor owing to a credit sale of goods or services.
4. Accounting Equation – Accounting equation is an equation signifying that, the total assets of a business

will always be equal to the sum of liabilities and capital.
Assets = Liabilities + Capital

5. Accounting Period – Accounting period is either the calendar year (January 1 to December 31) or the
financial year (April 1 to March 31) consisting of 12 months or 365 days. Suppose, the business follows
financial year as accounting year and has commenced business from 1 July 2007, then in that case, first
accounting period of the business will be from 1 July 2007 to 31 March 2008. The next accounting period
will be for 12 months, i.e., from 1 April 2008 to March 31 2009.

6. Assets – An asset is a resource, things of value, possessions or properties capable of being expressed
in monetary terms, from which future economic benefits are expected to flow to the enterprise. The word
asset is derived from the French word ‘Assez’ which means ‘enough’. So, asset means enough or
sufficient economic resources that the business owns for carrying out its operations. It also includes
the amount due to it from others. For example – furniture, machinery, debtors, cash in hand and cash at
bank, etc. Assets can be classified into current assets and fixed assets.

7. Bad Debt – It is that portion of debt (money due from a person) which is irrecoverable.
8. Balance Sheet – It is a financial statement showing the balances and composition of assets and

liabilities on a particular date. It is prepared to ascertain the financial soundness or position of a
business on a particular date.

9. Brought Down – In short, it can be written as b/d. While preparing ledger, it is written in the beginning
of the new period to highlight the fact that the total displayed has been brought down from the previous
year or from the previous month.

10. Brought Forward – In short, it can be written as b/f. While preparing journal, it is written at the top of
the page to highlight the fact that the total displayed has been brought forward from the previous page.

11. Business – The term ‘business’ is used to define all those activities which are undertaken with a view to
earn profit. Business should always be a legal business.  Business may relate to any industry or trade, for
example, hotel business, service business, trade business, manufacturing business, retail business,
insurance agency business, matrimonial agency business, educational institution business, etc.

12. Capital – Capital is the amount of money or money’s worth invested by the proprietor or owner to start
the business. The amount of capital is increased with additional introduction of capital, interest on
capital and profits earned. It is decreased with drawings (amount withdrawn from capital), interest on
drawings and losses sustained. It is also known as net worth or owner’s equity and for business it is a
liability towards the owner. It can also be described as the owner’s claim on the assets of the business.
It can be represented as:
Capital = Assets – Liabilities
And, deficiency of capital = Liabilities – Assets

BASIC ACCOUNTINGBASIC ACCOUNTINGBASIC ACCOUNTINGBASIC ACCOUNTINGBASIC ACCOUNTING
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13. Closing Stock – It is the amount of stock lying unsold in a business as at the end of the accounting year.
14. Cost of Goods Sold – Cost of goods sold is expressed as:

Opening Stock + Purchases + Direct Expenses – Closing Stock  Or
Cost of Goods Sold = Net Sales – Gross Profit

15. Credit – It has been derived from the Latin word ‘credere’ which means ‘to believe’. It means the giving
aspect of a transaction. Whenever, a firm enters into transaction relating to increase in liability, increase
in equity, decrease in asset, income and gain, it will be a credit.

16. Carried Down – In short, it can be written as c/d. While preparing ledger, it is written at the end of the
current period to highlight the fact that the total displayed has been carried down to the next year or to
the next month.

17. Carried Forward – In short, it is written as c/f. While preparing journal it is written at the foot of the page
to highlight the fact that the total of this page has been carried forward to the next page and it will
continue there from.

18. Creditor or Trade Creditor – A creditor is a person to whom the business owes money.
Trade Creditor
Loan Creditor

Creditor
Creditor for an asset sold on credit
Creditor for expenses incurred

A trade creditor is a person to whom the business owes money on account of goods purchased from
him on credit. A trade creditor is actually the person who has supplied the goods on credit to the
business concerned and has not received the money yet.
A loan creditor is a person to whom the business owes money for the loan borrowed from him. That is,
a loan creditor is the lender of money to the business.
If business has purchased any asset on credit from any person, then such a person will be regarded as
a creditor for asset purchased.
If business owes money for any service received from any person on credit, then such a person will be
regarded as a creditor for expenses incurred.

19. Current Assets – Current assets are those assets which are held for short-term with an intention of
converting them into cash within that short period of time. For example – debtors, stock-in-trade, cash
in hand, cash at bank, prepaid expenses, bills receivables, etc.

20. Current Liability – Current liabilities are those liabilities that are to be repaid within a period of one year,
i.e. they are payable within a short period of time out of current assets. For example – bank overdraft,
bills payable, creditors, outstanding expenses, etc.

21. Debit – It has been derived from the Latin word ‘debere’, which means, ‘to owe’. It indicates the
receiving aspect of a transaction. Whenever, a firm enters a transaction related to decrease in liability,
decrease in equity, increase in assets, expense and loss, it will be a debit.

22. Debtor or Trade Debtor – Debtor is any person who owes money to the business.
Trade Debtor
Loan Debtor

Debtor
Debtor for an asset sold on credit
Debtor for the service rendered on credit

Trade debtor is a person who owes money to the business on account of his purchase of goods on
credit. Trade creditor is actually a person or entity to whom goods have been sold on credit and the
payment for the same has not yet been received.
A loan debtor is a person who owes money to the business for the loan advanced to him.
In other words, a loan debtor is the person to whom business has lent money.
If the business has sold an asset to any person, then for the business concerned such a person is
known as debtor for an asset sold.
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If the business has rendered any service to any person on credit, then such a person will be regarded as
a debtor for service rendered.
Debt is that amount which is due from a debtor to the business.

Good Debt
Debt Bad Debt

Doubtful Debt
Debt which is fully recoverable is Good Debt.

Irrecoverable debt or debt which can not be recovered is Bad debt.
Any debt whose recovery is uncertain, i.e., whose recovery is doubtful is regarded as a Doubtful Debt.

23. Depreciation – Depreciation is defined as an economic depletion in the value of tangible fixed assets. It
usually occurs due to the normal wear and tear, efflux of time, accidents and obsolescence of an asset.

24. Drawings – Drawings refers to the amount withdrawn by the proprietor from his business for his
personal or domestic use. Drawings may be in cash or may be in the form of goods or assets.

25. Entity – An entity is defined as any economic unit which undertakes economic activities. Entity may be
a business entity or a non – profit making entity, for example, Delhi University, HDFC Ltd., IBM, Indian
Airlines, Pizza Hut, etc.

26. Entry – It is a record of a transaction entered in any book of account.
27. Expense – Expense refers to an expenditure incurred in the usual process of earning revenue. It is the

cost of doing business. Rise in the amount of expense results in an immediate decline in the amount
of capital. For example – advertisement expenses, salary, telephone charges, etc. Expenses can be
classified into:
(a) Outstanding Expenses – Outstanding expense is the liability for the firm. It refers to an amount due

by the business which has not yet been paid. For example – rent paid for eleven months whereby
it was due for twelve months beginning from 1st April 2008 to 31st March 2009. In this case rent for
one month is due which has not been paid. This one month rent is the outstanding rent.

(b) Prepaid Expenses – Prepaid expense is an asset for the firm. It refers to an amount paid which is not
yet due. For example – Rs. 15,000 paid on account for insurance at the rate of Rs. 1,000 per month.
This means that Rs. 12,000 was required to be paid for a period of one year. That is, Rs. 3,000 is the
amount of prepaid insurance for three months.

28. Final Accounts – It is a composite term used for manufacturing account, trading account, profit and loss
account, profit and loss appropriation account and balance sheet.

29. Fixed Assets – Fixed assets are those assets which are acquired not for the purpose of an immediate sale
but with an intention to hold them for long term purposes of operating the business. For example:
building, machinery, furniture, etc.

30. Fixed Liability – Fixed liabilities are those liabilities that are to be repaid after a period of more than one
year, i.e. they are payable after a long period of time. For example – debentures, long-term loans borrowed,
public deposits, etc.

31. Gain – Gains are the results of the incidental transactions of an entity carried out in a concerned
accounting period. Gains results in the enhancement of equity of the owners. For example: profit on sale
of fixed assets.

32. Goods – Goods refer to the products or services in which the business entity deals. They are purchased
with a motive of reselling them at profit. For example – purchase of fan will be goods for an electronic
appliances dealer.
Goods account is spread into six different heads, namely, purchase account, purchase returns account,
sales account, sales return account, opening stock account and closing stock account.

33. Gross Loss – It is the excess of cost of goods sold over the revenue generated from sales of goods or
services.
Gross Loss = Cost of Goods Sold – Sales

34. Gross Profit – It is the excess of revenue generated from sales of goods or services over the cost of
goods sold.
Gross Profit = Sales – Cost of Goods Sold
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35. Income – Income refers to the earnings of a business earned during a period of time. Increase in income
leads to increase in capital. Income can be classified into:
(a) Accrued Income – Accrued income is that income which has not yet been received but has been

earned by the business during a given period of time. It is an asset for the firm.
(b) Unaccrued Income – It is the income received in advance. In other words, it is the income which

has been received but has not yet actually been earned during a given period of time. It is the
liability for the firm.

36. Invoice – In general, it may be termed as a bill. But there is a basic difference between the two. An invoice
is issued by the seller to the buyer and a bill is received by the buyer. However, they can be used
interchangeably. It is thus, a business document prepared and issued by the seller on the name of the
buyer. It contains details of the goods sold and the amount of total sales thereof.

37. Journal – Journal is an important book of accounting. It is an original book of account wherein, prime
entry of transactions is made. In Journal, transactions are recorded in a chronological order, i.e., in the
order of date of their occurrences.

38. Journalizing – It is an art of recording transactions in a journal.
39. Ledger – It is another important book of account, containing a set of accounts. In other words, it is an

account book in which the accounts of personal, real and nominal nature are maintained.
40. Liabilities – The word liability is derived from the French word ‘lier’ which means ‘to bind’. So, liability

means the obligations or debts that a business is bound to pay in future to those who have their claims
on business. For example – debentures, creditors, outstanding expenses, etc. Liabilities can be classified
into fixed liabilities and current liabilities.

41. Loss – Losses are the results of the incidental transactions of an entity carried out in a concerned
accounting period. Losses results in the decrement in the equity of the owners. For example: loss on
sale of fixed assets or loss on sale of marketable securities.

42. Narration – Narration is a brief explanation of the transaction. It is written in brackets, after each entry
in journal. It helps to know in future the reason for the entry and also as to why a particular account was
debited or credited.

43. Net Loss – It is the amount in excess of total expenses over total revenues of the business. In other
words, it is the amount in excess of indirect expenses over a sum of gross profit and indirect income.

44. Net Profit – It is the amount in excess of total revenues over total expenses of the business. In other
words, it is the amount in excess of sum of gross profit and indirect income over indirect expenses.

45. Opening Stock – It is the amount of stock lying unsold in a business as at the beginning of an
accounting year. Opening stock is simply the closing stock of the previous accounting year.

46. Payables – It is a composite term used for trade creditors and bills payable. A bills payable is a bill
accepted that contains an undertaking to pay money at a certain specified date.

47. Posting – It is an act of transferring information from journal to ledger.
48. Prepaid Expenses – These are expenses paid in advance. Prepaid expense is that part of the expense

which has not been utilized in the current accounting year and is carried forward to the next year. This
unused part is treated as a current asset.

49. Profit – It is the excess amount of revenues over expenses. Profit is earned because of the successful
endeavour in running the business.

50. Profit and Loss Account – It is a ‘T’ shaped account containing a summary of indirect expense, indirect
income and gross profit or gross loss. In a nut shell, it is prepared to ascertain the amount of net profit
earned or net loss sustained from the activities of the business.

51. Proprietor/Owner – A proprietor or owner is a person who invests money in a business with a motive
of earning profit from it. On the one hand, he earns profit, but on the other hand, he is the one who bears
the risk of loss.

52. Receivables – It is a composite term used for trade debtors and bills receivables. A bill receivable is a bill
which confers a right to the receiver of such a bill to receive the amount stated in the bill on the
mentioned date.
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53. Revenue – It is an amount which has already been earned, whether received or to be received in future.
For example – credit sales of goods or services to customers, interest earned on bank deposits, amount
received by the sale of old newspaper, etc.

54. Trading Account – It is a ‘T’ shaped account, prepared to know the trading results of the business. It
contains summary of purchases, sales, direct expenses and direct income. It discloses gross profit or
gross loss.

55. Transactions – Transactions are those parts of events relating to a business, which can be measured
and expressed in monetary terms. It is an exchange in which each party receives or sacrifices value.
Transactions can be classified into four types, namely:
(a) Cash Transactions – A cash transaction refers to the transaction relating to a business which

involves immediate transfer of money. For example – payment of rent, cash purchase, cash sales,
etc.

(b) Credit Transactions – A credit transaction refers to the transaction relating to a business which
does not involve immediate transfer of money, rather such a transfer (receipt or payment) of money
is postponed to a future date. For example – rent due but not paid, credit purchase, credit sales, etc.

(c) Barter Transactions – A barter transaction refers to the transaction relating to a business which
does not involve any transfer of cash. It is a mere exchange of one thing for another. For example –
sale of goods for purchase of furniture, etc.

(d) Non – cash transactions – They are also called paper transactions. In such transactions, there is
no transfer of cash at all. For example – loss by fire, depreciation charged, bad debts written off,
goodwill written off, etc.

56. Trial balance – After balancing of all the ledger accounts, the debit and credit balances of these
accounts are recorded in the form of a list. The list so prepared containing these account balances is
known as trial balance.

57. Stock/Inventory – Stock or inventory refers to those tangible goods which are held by the business for
sale or for consumption in the production of goods or services for sale. It is also known as stock-in-
hand. In other words, it may also be defined as those goods which are lying unsold in a business on a
particular date. Inventory may compose of stock of raw-materials, stock of semi-finished goods (work-
in-progress) and stock of finished goods. Raw-material is the unprocessed stock lying with the entity.
Work-in-progress consists of those goods on which some processing has already been done and
further processing is yet to be done. Finished goods are those goods on which whole of the processing
are complete and are lying unsold with the business. The stock may be categorized into opening stock
and closing stock.

58. Voucher – It refers to any written document in support of a financial transaction. For example – cheque
books, cash memos, pay-in-slips, invoices, etc.


