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Unit 1
Basic Concepts

• Forms of  Business Organization

• Meaning & Importance of  Accounting in Business Organization

• Basic Concepts & terms used in accounting

• Difference between Capital & Revenue Expenditure, Capital & Revenue Receipts

• Users of  Accounting Information

• Accounting Concepts & Conventions

• Fundamental Accounting Equation, Journal, Ledger and Trial Balance.
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Forms of  Business Organization

Sole Proprietorship

Partnership Firm

Joint Stock Company

Co- Operative Organization or Society
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Sole Proprietorship

Features

 Sole ownership

 Contribution of  owned or borrowed 
capital

 Management & Control in the hands of  
proprietor

 No sharing of  Profit & Losses

 No sharing of  risk

 No special legislation

Partnership Firm

Features

 More Persons

 Profit and Loss Sharing

 Contractual Relationship

 Existence of  Lawful Business

 Utmost Good Faith and Honesty

 More Capital Available

 sharing of  risk
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Joint Stock Company

Features

 Incorporated Association

 Artificial person

 Distinct Legal Entity

 Perpetual Succession

 Common Seal

 Free transferability of  shares

 Limited Liability

 Separate Property

Co-Operative Organization 

or Society

Features

 Voluntary Membership

 Open membership

 Finance contributed by members

 Limited or Unlimited liability of  

members

 Runs on democratic principles

 Service motive
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Meaning of  Accounting in Business 

Organization

• Business accounting is the systematic recording, analyzing, interpreting and 

presenting of  financial information. Accounting may be done by one person in a 

small business, or by different teams in large organizations.

• Accounting is the way a business keeps track of  its operations. Accountants analyze 

the business finances so the owner can make better decisions. This information is 

organized into reports that show the financial health of  a business.

• Accounting helps business owners meet their compliance obligations. It also helps 

them make smart decisions with their money.
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Importance of  Accounting in Business 

Organization

• Keeps a record of  business transactions

• Facilitates decision-making for management

• TCommunicates results

• To Meets legal requirements

• To Prevents the misuse of  assets

• To ascertain the operational profit or loss

• To ascertain the true financial position of  business
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Basic Concepts & terms used in accounting

• Debtors                   

• Creditors

• Assets

• Liability

• Capital

• Drawings

• Goods

• Account

• Transaction

• Capital Expenditure

• Revenue Expenditure

• Capital Receipts

• Revenue Receipts
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Types of  Accounts

Personal
Account

Natural
A/C

Ram’s A/C

Bira’s A/C

Malhar’s A/C

Artificial or 
Legal 

Personal A/c

Bharat Color Ltd. 
A/C 

Nilkamal Print Ltd. 
A/C 

More & Sons A/C 

Groups or 
Representativ

e Personal 
A/c

Debtors A/C

Creditors A/C

Impersonal
Account

Real 
Account

Tangible 
Real A/c

Cash, Building, 
Goods, 

Furniture, 
Machinery, 

Stock etc.

Intangible 
Real A/c

Goodwill, 
Patents, 

Trade Marks 
etc.

Nominal
Account

Interest A/c, 

Commission
A/c,

Discount A/c,

Rent A/c,

Salaries A/c
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Rules of Debit & Credit for various Types of 

Accounts
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Users of Accounting Information

1. Shareholders & Investors

2. Creditors

3. Management

4. Employees

5. Government

6. Tax Authorities

7. Customers

8. Public at large
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Accounting Concepts & Conventions

A] Various Concepts of Financial Accounting

1. Entity Concept

2. Realisation Concept

3. Going Concern Concept

4. Periodic Matching of Cost & Revenue Principle

1) Revenue Realisation Principle

2) Matching Cost Principle

1. Disclosure Concept

2. Measurement Concept

3. Accrual Concept

4. Continuity Concept

5. Conservatism Concept
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B] Various Conventions of Financial Accounting

1. Convention of Consistency

2. Convention of Full Disclosure 

3. Convention of Conservatism

4. Convention of Materiality
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Fundamental Accounting Equation

Asset = Liabilities + Owner’s Equity (Capital)
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Meaning of Journal

• A journal is a detailed record of all transactions done by a business.

• The information recorded in a journal is used to reconcile accounts.

• Entries are usually recorded using a double-entry method.

• The double-entry method records a transaction in two (or more) entries. 

• Each entry identifies the account affected, and whether the account is a credit or a 

debit. The totals of credits and debits must be equal.

• Single-entry bookkeeping is rarely used.
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Format of Journal
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Meaning of Ledger

• A ledger in accounting is a book that contains different accounts where records of 

transactions pertaining to a specific account is stored. 

• It is also known as the book of final entry or principal book of accounts. 

• It is a book where all transactions either debited or credited are stored.

• A ledger account is a combination of all the ledgers and contains information 

related to all the accounting activities of an organisation. 

• It is regarded as the most important book in accounting as it helps in creating a trial 

balance that acts as a precursor to the preparation of financial statements. Dr. Poonam M. Khadke



Meaning of Ledger

• The information stored in a ledger account contains both starting and 

ending balances which are adjusted during the course of the accounting 

period with respective debits and credits.

• A ledger contains different components which include the various 

transaction elements such as date, amount, particulars and l.f (ledger folio).
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Ledger Format

❖ Following are some examples of ledger accounts

1. Accounts receivable            6. Revenue

2. Cash                                     7. Debt

3. Depreciation                        8. Inventory

4. Accounts payable                9. Office Expenses

5. Salaries and wages Dr. Poonam M. Khadke



Sr. 

No.

Transaction Journal Entry Type of 

Account

Effect

1. Started a Business with Cash Cash A/c __________Dr.

To Capital A/C

Real

Personal

Comes in

Giver

2. Started business with a capital of – Plant, Bank , Stock Plant A/c Dr. 

Bank A/c Dr. 

Stock A/c Dr. 

To Capital A/c

Real

Personal

Comes in

Giver

3. Bought goods for cash Purchase A/C __________Dr.

To Cash A/C

Nominal

Real

Expenses

Goes Out

4. Bought goods on credit from Y Purchase A/C __________Dr.

To Y’s A/C

Nominal

Personal

Expenses

Giver

5. Goods purchased and amount paid by cheque. Purchase A/C __________Dr.

To Bank A/C

Nominal

Personal

Expenses

Giver

6. Sold goods for cash Cash A/C ___________Dr.

To Sales A/C

Real

Nominal 

Comes in

Income

7. Goods sold to Pankaj Stores on credit Pankaj Stores’ s A/c _______Dr.

To Goods A/C

Personal

Real

Receiver

Goes out

8. Received interest on Investment Cash A/C ______________Dr.

To Interest A/C

Real 

Nominal

Comes in

Income

9. Paid Salary Salary A/C ___________Dr.

To Cash A/C

Nominal

Real

Expenses

Goes Out

10. Paid rent out of personal cash Rent A/C ______________Dr.

To Capital A/c

Nominal

Personal

Expenses

Giver

11. Paid to Rajnikant by Cash. Rajnikant’s A/C _______Dr.

To Cash A/C

Personal

Real

Receiver

Goes out
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Problem No.-1
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Meaning of Trial Balance

• A Trial Balance is a statement that keeps a record of the final ledger 

balance of all accounts in a business. 

• It has two columns – debit and credit. 

• Trial Balance is prepared at the end of a year and is used to prepare 

financial statements like Profit and Loss Account or Balance Sheet. 

• The main objective of a Trial Balance is to ensure the mathematical 

accuracy of the business transactions recorded in a company’s ledgers.
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Features of Trial Balance

• It is a list of the various ledger account balances whether debit or credit.

• It is prepared in the form of a statement.

• A firm prepares a trial balance in order to check the arithmetical accuracy of the ledger accounts.

• The arithmetical accuracy established by a trial balance is not proof that there are no mistakes in 

the books of accounts.

• A trial balance is usually prepared at the end of the accounting year. However, a firm may 

prepare it weekly, monthly, quarterly or half-yearly also.

• It does not form a part of the final accounts.

• It provides a summary of the ledger accounts. 

• It serves as a link between the books of accounts and Trading & Profit and Loss A/c and Balance 

Sheet.
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Format of Trial Balance
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Unit 2

Financial Statements

• Meaning of Financial Statements

• Importance and Objectives of Financial Statements

• Preparation of Final Accounts of sole proprietary firm
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Problem No. 1
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Solution
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Unit 3

Cost Accounting

• Basic Concepts of Cost Accounting

• Objectives, Importance and Advantages of Cost Accounting

• Cost Centre, Cost Unit, Elements of Cost

• Classification and Analysis of Costs, Relevant and Irrelevant Costs

• Differential Costs, Sunk Cost, Opportunity Cost

• Preparation of Cost Sheet
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Basic Concepts of Cost Accounting

1. Cost

2. Revenue & Expenses

3. Cost Accountancy

4. Costing

5. Cost Centre & Cost Unit

a) Production or Producing Cost Centre

b) Service Cost Centres

6. Profit Centre

7. Cost Control Dr. Poonam M. Khadke
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Unit 4
Short Term Business Decision Techniques –

Marginal Costing

• Meaning, Principles, Advantages and Limitations

• Contribution, P/V Ratio, Break-Even Point (BEP), Cost Volume Profit (CVP) 

Analysis

• Short Term Business Decisions–Product Mix Decisions

• Make or Buy (Outsourcing) Decisions

• Accept or Reject Special Order Decisions, Shutting Down Decisions.
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Unit 5
Exercising Control - Budgetary Control & 

Standard Costing: Budgetary Control

• Meaning of Budget and Budgeting, Importance, Advantages and Disadvantages

• Functional Budgets–Raw Material Purchase & Procurement Budget, Cash Budget and Flexible Budget

• Standard Costing: Meaning, Importance, Advantages and Disadvantages 

• Cost Variance Analysis. 

• Material Variances– Material Cost Variance, Material Rate Variance, Material Usage Variance, Material 

Mix Variance and Material Yield Variance.

• Labour Variances –Labour Cost Variance, Labour Rate Variance, Labour Efficiency Variance, Labour

Mix Variance, Labour Idle Time Variance and Labour Yield Variance.
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