
BBA 1st Semester Bookkeeping Very Short Question Answer 2018-                    2019
Q.1.        Write down the need for Accounting.
Ans.       Every person doing business is interested to know trading results of his business. Further, he would also like to know his financial position (assets and liabilities) at a given date.
In addition to proprietor, other persons who have some stake in the business need accounting information. Accounting is the language of business. If communicates the desired information to various persons. In addition to business undertakings accounting is needed by Government also.
Q.2.        Write down any four objective of Accounting.
Ans.       Flowing are the four objectives of accounting :
Maintaining proper record of business.
Calculation of profit and loss.
To show the financial position.
To communicate the information to the users.
Q.3.        What are the main Feature of Accountancy?
Ans.       The main features of Accountancy are :
Recording.
Classification.
Summarising.
In terms of money.
Transactions and Events.
Interpretations of results.
Q.4.        Write Down the System of Accounting.
Ans.       There are two System of Accounting :
Cash system accounting.
Accrual system of accounting.
Q.5.        What are the Branch of Accounting?
Ans.       Accounting has three main branches :
Bookkeeping and financial accounting.
Cost accounting.
Management accounting.


Q.6.        Give any five advantages of accounting.
Ans.       Following are the five advantages of accounting :
Replace money.
Give assistance to management.
Act as legal evidence.
Helps in taxation matters.
Facilitates sale of business.
Q.7.        What is Management ?
Ans.       The management uses accounting information to arrive at many decisions such as determination of selling price, investments to be made, cost controls and reduction etc.
Q.8.        What is Sales Book ?
Ans.       Sales book is used fpr recording credit sales of goods dealt in by the firm. Hence, cash sale of goods and sale of any other assets, e.g. sales of machinery etc. are not recorded in this book.
Q.9.        Differentiate between profit & loss account and balance sheet.
Ans.       The profit and loss account Shows the profit or loss of a business over a given period of time e.g. 3 Months, 1 Year etc. In contrast the balance sheet is like a photograph taken at an instant in time giving a picture of what the business owns and what the business owes at that moment in time. As we shall see it will always balance because what the business owns is financed by what the business owes.
One of the most important objectives of a business is to make a profit. The profit and loss account shows the extent to which it has been successful in achieving this objective.
Q.10.     Mention the four basic principles of accounting ?


Ans.       Four basic principles of accounting are :
Verifiability, objectivity and evidence.
Revenue Recognition principles.
Convention to full disclosure.
Dual aspect.
Q.11.     Define Financial accounting.
Ans.       Nearly every business enterprise has accounting system. It is a means of collecting. Analyzing and reporting monetary terms information about the business.
Q.12. What is bookkeeping ?
Ans.       Bookkeeping is that branch of knowledge that tells us how to keep a record of financial transactions. It is mainly concerned with record  keeping or maintenance of accounts in a systematic manner . It is restricted to journal, subsidiary book and ledger account only.
Q.13.     Who is Proprietor ?
Ans.       Proprietor is the main user of accounting through accounts he ascertains operating result of his business. Further, he knows his financial position (assets and liabilities). He uses accounting information to know amounts due to others and due from others.
Q.14.     Define goods and revenue.
Ans.       Goods : The articles or things purchased for sale or for sale or for use in the manufacture of  certain other goods as raw materials are called as goods.
Revenue : It refers to the amount charged by business entity for the goods sold or service rendered or by permitting others to use its resources.



Q.15.     What do you mean by Accounting as a measurement Discipline ?
Ans.       Measurement in accounting has traditionally meant the assignment of numerical values to objective or events related to an enterprise and obtained in such a way that they are suitable for aggregation (such as total valuation of assets ) or disaggregation as required for specific situations.












Q.1.        Give the Reasons of Necessity for Bookkeeping.
Ans.       Bookkeeping has become necessary, due to the following reasons :
Necessary Information : A Trader cannot remember every transaction of it business for a long time, In the absence of it he cannot get the necessary information.Thus in order to prevent frauds, errors and wastes & to keep supervision over the business activities the proper account should be maintained by the trader.
Ascertaining Sales Price : Whenever the existing business is to be sold the sale price of the business can easily be ascertained if correct bookkeeping records are maintained.
Payment of Income Tax : If proper and satisfactory accounts are not maintained, the correct, assessments of tax will not be possible. Therefore to make the payment of Income Tax, proper accounts are to be maintained.
Insolvency cost : At the time of insolvency, the cost may deal the cases leniently if proper accounts are maintained.
Complete Record : It keeps a complete record of such transactions.
Check On Arithmetical Accuracy : It provides a check on the arithmetical accuracy of the books of account.
Details Available : With the help of these accounts, details with regards to any account are easily available.
Frauds are Detected : Since the system is very much scientific the chances of fraud are minimized.
Profit and Loss be Ascertained : With the help of it, profits or losses can easily be as curtained.
Balance Sheet : A balance sheet can easily be prepared at any time showing the actual amount of capital invested and the assets and liabilities.
Q.2.        Write a short note on  “Bookkeepings is a science or an Art”.
Ans.       Bookkeeping is a science as well as an art. Science is a knowledge and art is an action. Principles of keeping the record is a science, and actual keeping of records is an art. Thus without having through grounding in the principles of accountancy, nobody can become an efficient bookkeeper.
Bookkeeping is only a means to an end being the ascertainment of the financial position of the concern, special emphasis has to be given on the study of the principles of bookkeeping. The Books of accounts are the tools, and in order to be a skillful worker. The book keeper must be fully acquainted with his tools. Hence, Bookkeeping is a science as well as an art also.
Q.3         What down the essential features of accounting principles.
Ans.       The ledger is know as the principal book because it contains the contains the accounts showing the results of various transactions. The accounts are prepared on the basis of the basis of the cash book, the purchase book, the sales book, the journal etc. Transactions are first entered in these books and then on their basis, ledger accounts are written up. These books are known as subsidiary books. They are also knows as books of primary entry. Subsidiary books, therefore, may be defined as books where transactions are first entered and Properly Classified. The cash book is a subsidiary book because cash transactions are first entered here. But it is also a principle book because it Shows the balance at bank and the cash in hand. Final results of carrying on business cannot be ascertained without considering cash in hand and at bank.
Q.4.        What are the basic principles of Accounting ?
Ans.       In addition to the basic assumption, accounting has to develop the following basic principles :
Dual Aspect (2001, 04) : According to this principle, “Every business transaction has double effect. There are two sides of every transaction. This is evident when we study the accounting terms like assets, capital and liabilities”.
The system of recording transactions based on principle is called as double entry system. The relationship between assets, liabilities and capital is at present known as accounting equation which can also be expressed as under :
Assets   = Capital + Liabilities
Or                                                   Capital  = Assets + Liabilities
Or                                              Liabilities   = Assets – Capital
We record all the business transactions on the basis of dual aspect and call the system as double entry system.
Verifiability— Objectivity and Evidence : This principle of verifiable of objectivity means that every business record must be based and supported by documentary evidence. We do not pass any entry or make any posting in subsidiary books unless there is a voucher for it. Receipts, bills, invoices, cash memos, salary bills and deeds are some of the vouchers used a documents for recording business transaction.
According to the  principles of objectivity, accounting should be definite, verifiable and free from manipulation and personal bias.
Historical Cost : According to the historical cost principles, “All business transactions must be recorded in the books of accounts at their monetary cost of acquisition. This principle is called historical, because the balance of assets and liabilities is carried forward from year to year at its acquisition cost, irrespective of increase or decrease in the market value of assets.
e.g. an asset is purchases for ₹ 6,00,000 and if at the time of preparing final accounts, its market value is say ₹ 4,00,000 or 7,00,000 yet it will be recorded on the basis of its purchase price ₹ 6,00,000.
Revenue Recognition Principles : In accounting terminology ‘revenue’ is the amount received or receivable from the sale of goods. The principles explain when we should assume some revenue to have been earned. It will enable us to identify the period for which the revenue has been earned. According to the accounting period assumption revenue must be concerned with the specific accounting period. We can determine the revenue as realized on the sales basic, cash basis and production basis.
Matching Concept (2004,06) : This is based on the accounting period concept. The principle objective of running a business is to earn profit. In order to determine the profit made by the business during a period, it is necessary that revenue of the period should be matched with the costs for the period. Thus the matching principle holds the Expenses should be recognized in the same period as associated revenue.
e.g. if goods costing ₹ 20,000 are sold for ₹ 30,000 and it is reasonably certain that revenue will be realized, then ₹ 20,000, i.e. cost of sales should be matched with revenue to give net result of ₹ 10,000 as profit.
Q.5.        What are the limitations of Accounting ?



Ans.       Accounting has the following limitations :
Incomplete Information : Accounting records only those transactions which are of financial nature. It Records only the quantitative aspect of our transaction These Accounting cannot record the non-financial transaction. Such as change in economic, government policy, competition in the market etc. are not recorded in accounting, though they affect the financial soundness of the business.
Inexactness : Accounting calculate profit or loss of the business on the basis of real and assumed estimation. Accounting makes the valuation of stock, determine the method of depreciation and maintain various reserves and provision in any way they like. Different firms adopt the different methods, so the result of the business will change with the change in practice.
Representing Valueless Assets : There are certain assets which do not have real value but they are shown in our balance sheet. These assets are patents, trademark, goodwill, discount on issues of shares etc. As such the financial analysis based on past events has to be suitably modified before it can be used for forecasting.
Unsuitable for Forecasting : Financial accounting are only a record of past data, whereas continuous changes take place in the demand of the product, position of competition, consumer performance etc. As such the financial analysis based on past events has to be suitably modified before it can be used for forecasting.
Manipulation ; Accounting results are based upon the information supplied to it. The management may be based and feed manipulative information to prove its point of view. Accounting can show the result of business, as desired by the owners of the business.
Not free from Bias : In many situations, the account has to exercise his personal judgement and make a choice out of various alternative available, e.g. choice in the method of depreciation, FIFO, LIFO etc. Thous, Accounting is not free from bias.
Ignorance about the Present Value of Business : While maintaining books of accounts we follow going concern concept, i.e, the business will be carried on for indefinite period. With this purpose show the value of our assets in the balance sheet at its books value not the market value. So, accounting in this way, fail to show the present sale value of the Business.
Q.1.        Define financial accounting. State its objective and Functions. How accounting is Different from bookkeeping ?
Or
                Differentiate between bookkeeping and accounting. (BBA 1st semester notes )
Ans.       Financial Accounting : The primary objective of accounting is to ascertain profit and loss and to know about the financial position of the enterprise at the end of accounting period.
Accounting means an information system that provides useful accounting information to various parties and users to arrive at a rational decision. We can also say that accounting is nothing but a mean of communicating the result of business operation to various parties interested in or connected with the business via the owner, investor, government and other agericies.
Accounting is thus rightly called as the language of business :
Definition of Accounting (BBA Notes)
According to Smith and Ashborne, “Accounting is a means of measuring and reporting the result of economic activities.”
According to Bherman and Derbin, “Accounting may be defined as the identifying, measuring, Recording and communication of financial information.”
According to R.N Anthony, “Nearly every business enterprise has accounting system. It is a means of collecting, summarizing. Analyzing and reporting in monetary terms information about the business.”
Objectives of Accounting (BBA Study Material Financial Accounting)
Maintaining Proper Record of Business : The main purpose of accounting is to identify business transactions of financial nature and enter them into books of accounts, Business transactions classified as assets, liabilities, capital, revenue and expenses accordingly passed through books. The Accounting records should be made properly and systematically, so that requisite information may be obtained at a glance from the books of accounts.
Calculation of Profit and Loss : Accounting helps in calculation the profit and loss of business. Income statement are prepared with the help of trial balance. At the end of accounting period, we prepare trading accounts to calculate gross profit and loss. After that profit and loss account is prepared to calculate net profit or net loss. Accounting in this way is the source to evaluate the performance of the business in terms of profit.
To Show the Financial Position : At the end of accounting period, we prepare position statement. The value of assets and liabilities are shown in the balance sheet also known as position statement.
The balance sheet is a statement of assets and liabilities of the business on a particular date. The assets sides of balance sheet show the position of various assets such as cash in hand, cash at bank, closing stock building furniture etc. The liabilities side shows creditors, B/R loans, outstanding etc. Balance Sheet is said to be a mirror, reflecting the true position of assets and liabilities on a particular date.
To Communicate the Information to the Users : Accounting communicates information to internal user like the officers and staff of the firm and external users like owners, the creditor, the government etc. Accounting aims to meet the information needs of the decision makers and help them in rational decision-making.
Functions of Accounting (BBA 1st Semester Study Material)


To Meet Legal Requirements : The provision of various laws like the income tax act, sales tax act, the companies act etc. require a business concern to maintain necessary records and submit certain financial statements or reports. Accounting satisfies the needs of these laws by maintaining proper records.
To Secure the Properties of the Business : The Second important function of accounting is to protect the properties of the business. By maintaining proper records of various properties of the business and providing, update information of the various properties of the business to the management, accounting enables the management to Exercise proper control over the use of the properties of the business.
To keep systematic Record of the Financial Activities : The first important function of accounting is to make a systematic record of the financial activities of the business In accounting business transactions are properly recorded, classified and summarized into financial statement like the profit and loss account and the balance sheet.
To Analyse the Financial Result : Just as a language is used as a means to communication, so accounting communicates the financial result (i.e,. profit and loss) and other valuable, financial information to the various interested groups like the officer and the staff of firm, the owner. The creditor the employees of the firm, the government, and the consumer etc.
To Prevent and Detect Errors and Frauds : Since, proper record is kept in a systematic manner so if any error or fraud takes place, it is easily detected.
Difference between Bookkeeping and Accounting


Bookkeeping is the part of accountancy. Accounting is concerned with the initial records, ledger accounts, trial balance and also with the preparation of financial statement to ascertain profit and loss of the business.
Difference between Bookkeeping and Accounting 
(BBA Study Material Financial Accounting Objective Notes )
	Basis of Difference 
	Bookkeeping
	Accounting

	1.       Object
	The objective of bookkeeping is to prepare original book of accounting It is restricted to journal, subsidiary book and ledger account only.
	The Object of accounting is to record, analyse and interpret the business transaction.
 

	2.       Scope
	It has limited scope and is concerned with the recording of business transaction.
	It has wider scope as compared to bookkeeping.
 

	3.       Level of works
	Its is restricted to low level of work as clerical work is involved in it.
	It is concerned with level. Medium level and top level management. Low level clerks prepare the accounts, medium level report it to top level to interpret it.

	4.       Special skills
	It dose not require any special know-ledge and skills.
	It requires special knowledge and skills.

	5.       Mutual dependence
	Bookkeeping is only an art of recording transaction, so it has to depend upon accounting which makes it more meaningful and purposeful.
	Accounting is based upon bookkeeping which is its initial and vital part. It depends upon the bookkeeping.


 
Basic Principles of Accounting
In addition to the basic assumption, accounting has to follow the following basic principles :
>


Revenue Recognition : In accounting terminology revenue is the amount received or receivable from sale of goods. The principles explain when we should assume some revenue to have been earned. It will enable us to identify the period for which the revenue has been According to the accounting period assumption revenue must be concerned with the specific accounting period. We can determine the revenue as realised on the Sales basis, cash basis and production basis.
Historical Cost : Accounting to the historical cost principles, “All business transactions must be recorded in the books of accounts at their monetory cost of acquisition this principle is called historical, because the balance of assets and liabilities is carried forward from year to year at its acquisiation cost, irrespective of increase or decrease in the market value of assets”.
Matching Concept (2004,06) :This is based on the accounting period concept. The principle objective of running a business is to earn profit. In order to determine the profit made by the business during a period, it is necessary that revenue of the period should be matched with the costs for the period. Thus the matching principle holds the expenses should be recognised in the same period as associated revenue.
Verifiability— Objectivity and Evidence : This principles of verifiable of objectivity means that every business record must be based on supported by documentary evidence. We do not pass any entry or make any posting in subsidiary books unless there is a voucher used as documents for recording business transaction.
According to the principles of objectivity, accounting should be definite, Verifiable and free from manipulation and personal bias.



BBA 1st Semester Question Answer 
Q.1.        What is balancing of accounts ?
Ans.       The process of ascertaining the difference between the total of both sides of an account and writing it on this side whose total is short in known as balancing of account.
Q.2.        What is double entry system ?
Ans.       Double entry system means that at least two accounts are affected by a transaction in both aspects. The double entry system has proved to be a scientific and complete system of accounting followed by every enterprise and organization.
Q.3.        Define trial balance ?
Ans.       Trial balance is a statement, prepared with the debit and credit balances of ledger accounts to test the arithmetical accuracy of the book.
Q.4.        Define vouchers.
Ans.       The papers, which support a transaction, are known as vouchers, The vouchers which will usually be found in a firm are the following :
Vouchers in support of payments out of the office cash or out of the bank.
Invoices made out for goods sold to customers or cash memos.
Q.5.        What is Suspense Account ?
Ans.       A suspense account is an account to which the difference in trial balance has been put temporarily in order to tally the trial balance. If the debit side of trial balance exceeds the credit side the difference is put on the credit side of suspense account and if credit side is more. The difference put on the debit side.
Q.6.        What do you mean by personal accounts ?
Ans.       The accounts which are related to an individual firm, company or an institution are called personal are called real accounts.
Q.7.        Define real Account ?
Ans.       The accounts which are related to the tangible or intangible assets of the firm excluding debtors are called real accounts.
Q.8.        What is Ladger ?
Ans.       `The book which contains a classified and permanent record of all transactions of a business is called the ledger.
Q.9.        How to many types are of  petty cash book ?
Ans.       Petty cash book may be of two types :
Simple petty Cash book.
Analytical petty cash book.
Q.10.     Give any two difference between trial balance and Balance Sheet.
Ans.       Differences between trial balance and balance sheet are :
Trial balance is prepared on the basis of balance of ledger accounts. On the other hand, balance sheet is prepared on the basis of balance sheet in the trial balance.
Trial balance may be prepared monthly, quarterly and half yearly and yearly basis, on the other hand balance sheet is prepared yearly.
Q.11.     What are the four types of cash book ?
Ans.       The four Types of cash book are :
Single column cash book,
Double column cash book,
Triple column cash book,
Petty cash book,


Q.12.     What is the three advantages of double entry system ?
Ans.       The three advantages of double entry system are :
It maintains a complete record of all business transactions. Hence, it is a complete system.
The profit earned or loss suffered during a period can be ascertained by preparing trading and profit and loss account.
The financial position of a firm can be ascertained at the end of each period through the preparation of balance sheet.
Q.13.     What the Errors disclosed by a trial balance ?
Ans.       The Errors disclosed by a trial balance are :
Wrong totaling or casting of the subsidiary books.
Posting of the wrong amount.
Posting an amount on the wrong side.
Omission of an amount from ledger accounts.
Omission of an amount from the trial balance.
Q.14.     What do you mean by journal ?


Ans.       The book in which a transaction is recorded for the first time from a source document is called book of Original Entry journal is one of the basic books of original entry in which transaction are originally recorded in chronological (day-to-day) order according to the principles of double entry system.
Q.15.     Give the Rules of Debit And Credit.
Ans.       The Golden rules of Accounting debit and credit are :
Personal A/c : Debit the receiver and credit the giver.
Real A/c : Debit what comes in, credit what goes out.
Nominal A/c : Debit all losses and expenses, credit all incomes and gains.

Q.1.        What is the error not disclosed by trial balance even on its agreement ? Discuss briefly.
Ans.       Following errors are not disclosed by a trial balance even when it tallies. These are also known as limitations of trial balance :


Errors of Principle : Sometimes errors are made due to insufficient knowledge of accounting principles, Hence when errors are created due to violation of accounting principles, rules and regulations, then such errors are termed as errors of principles, e.g. if a cloth merchant purchases machinery here machinery account is to be debited, but if purchases account has been debited even then trial balance will tally but there remains a mistake of principle. It means that a clear distinction must to be made between capital and revenue expenditure capital and revenue receipts and capital and revenue losses. If it is not done, it is regarded as an error of principle.
Errors of Omission : When no entry is made for a transaction in journal or in its subsidiary books or posting in ledger then also trial balance will tally. Such errors are known as errors of omission. Such errors are not disclosed by trial balance from being tallied.
Errors of Duplication : If an entry is made twice in journal and its posting is also made twice, th trial balance will tally, but such errors will not be disclosed.
Compensatory Errors : If one account in ledger is debited with ₹ 300 less and other account in ledger is credited with ₹ 300 less then also trial balance will tally. Such Errors are called compensatory errors and they are not disclosed by trial balance.


Errors Disclosed  by Trial Balance (Profit Loss Balance Sheet)

BBA Study Material Bookkeeping Trial Balance Notes
When there are some errors, then trial balance will not tally. Following errors are are disclosed by the trial balance :
While posting from journal to ledger, omission of posting of some account is made, e.g. furniture purchase for cash ₹ 5000. In this case ₹ 500 are recorded in the debit side of furniture account but not recorded in the credit side of cash account.
Balance of cash book is not recorded in trial balance.
Sometimes total of one subsidiary books like sales book is posted in the account of other subsidiary book like purchases book.
Some errors are committed at the time of balancing a ledger account.
Errors is made in totaling the trial balance.
Errors is made at the time of preparing lists of debtors and creditors.
While making posting ledger wrong amount is recorded in one account, e.g. instead of posting ₹ 105 in the debit side of and account ₹ 150 have been posted.
Some balance of ledger accounts have not been recorded in trial balance.
BBA 1st Semester Study Material 


Q.2.        What is accounting equation ?
Ans.       Accounting equation based on ‘Dulity concept’ which explains that at any point of time the assets of any business enterprise are equal in monetary terms to its equities, both internal and external. Internal equities are the amount contributed by proprietor as capital and amount of profit retained in the business External equities are liabilities (amount payable to outsiders). In the later discussions internal equities will be termed as ‘Equity’ and external equities as ‘Liabilities’.
Thus :
Assets = Equity + Liabilities
Q.1.        Explain the meaning of term journal and state its significance. Discuss the different rules for journalising the transaction with suitable example.
Ans.       Journal : The word journal has been derived from the French word JOUR meaning daily records. Journal is a book of primer record for small firms.


According to Prof. Cartov, “The journal is originally used as a book of prime entry in which transactions are copied in order of date from a memorandum or waste book. The entries as they are copied are classified into and credits, so as to facilitate them being correctly posted, afterwards in the ledger”
Business transactions of financial nature are studied and classified as assets, liabilities, Capital, revenue and Expenses and accordingly debited or credited in the journal entry are passed in the following form:
                Example of Journal Entry— (BBA Study Material Notes )
	Date
	Particulars
	L.F
	Dr.
(Amount)
 
	Cr.
(Amount)

	
	
	
	
	 
 

	
	
	
	
	


 
The journal is subdivided into five columns. These columns as per above format are Date, Particular, L.F., Amount (debit). Amount (Credit) and narration.
Date : The date of the transaction is written.
Particulars : The names of accounts to be debited and credited are written.
Ledger Folio : The page number of the ledger where the account is posted written.
Debit Amount : The Amount to be debited is written.
Credit Amount : The Amount to be credited is written.
Rules of Dr. and Cr.
Personal A/c : Debit the Receiver
Credit the Giver.
Read A/c : Debit what comes in
Credit what goes out.
Nominal A/c : Debit all the Expenses and losses
Credit all the gains and income.
Advantages : The following are the main advantages of journal :


Reduce Possibility of Errors : Since amount to be debited and credit are written simultaneously against each transaction, so possibility of occurrence of error is reduced.
Facilitates Cross Checking of Account : If trial balance does not agree, journal facilitates. Checking of ledger entries. Thus accounts can be tailed easily.
Facilitates Posting into Ledger : Since complete transaction in the form of debit and credit is given so there is no possibility of committing any mistake while posting journal entry into ledger.
Provides Date-wise Record : Since transaction in the journal are recorded in chronological order or there is no possibility of any transaction to be left out recording.
Explain Branches of Accounting (BBA Notes Bookkeeping)
Account has Three main Branches :
Bookkeeping and Financial Accounting : Which is concerned with recording and processing all transactions with outsiders and events affecting the financial position of the firm. This leads to the preparation of the annual profit and loss account (or similar statement) and the balance sheet.
Cost Accounting : It seeks to ascertain the cost of each product of job produced or undertaken by the firm. In financial accounting, expenditure incurred is recording a such but, in cost accounting, it will be analysed jobwise or product wise. Unlike financial accounting, cost accounting has to depend a great deal on estimation.
Management Accounting : It has the objective of collecting, systematically and regularly all such information as will help management in discharging its functions of planning control. Decision-making etc. It draws both on financial accounting and cost accounting.
Rules of Accounting Equations
Capital : When capital is increased, it is credited and when some portion of capital is with drawn i.e. drawings are made, it is debited.
Assets : If there is an increase in assets, this increase is debited in assets account. If there decrease in assets, this decrease is credited in assets account.
Revenue Income : Owner’s equity is increased by the amount of revenue income.
Revenue Expenses : Owner’s equity is increased by the amount of revenue expenses.
Capital : When capital is increased, it is credited and when some portion of capital is with drawn i.e. drawing are made, it is debited.
If assets is increased, liabilities is also increased, as furniture is purchased on credit. Here, furniture is increased and the amount of creditors is also increased.
If an assets is increased, liabilities is also decreased, as cash paid to creditors. Here, cash is decreased and amount of creditors is also decreased.
In accounting equation, assets are equal to equities whether these equities are owner’s equity or outsider’s equity owner’s equity and partly outsider’s equity.
When one assets is decreased, other assets is increased, e.g. sale of furniture for cash. Here, furniture is decreased and cash is increased.
Sometimes when one assets is increased and other assets is decreased e.g. purchase of furniture for cash. Here, furniture is increased and cash is decreased.
Merits of Double Entry System
Merits of double entry system are the same which have been described earlier under the heading of “Merits of Bookkeeping and Accounting”.



Demerits of Double Entry System (BBA Study Material)
The main demerit of this system is that it is difficult to apply the rule of debit and credit. Many transactions are such in which out of the two aspects of a transaction in one aspect, one rule applies which in other aspect other rule applies. Thus, it is not only difficult but teasing also to apply two different rules in the same transaction, if the transaction contains such two aspects which are governed by different rules, a minor mistake in it makes the accountancy record defective. In order to have command over the rules of double entry, proper familiarity to the subject, practical knowledge and training is necessary.



Equity shares


Shares which are not preference shares are equity shares. The balance of profit after appropriating dividend to preference shares may be distributed as dividend to equity shareholders. At the time of winding up, the payment is made to creditors; then preference share capital is returned and thereafter, whatever remains belong to equity shareholders.
Explain issue of debentures at discount
If debentures are issued at discount or redeemable at premium, such discount or premium is a capital loss. This loss should be written off during the life of debentures. Total loss should be allocated over a period during which debentures are alive and appropriate amount should be transferred to profit and loss account each year. Loss on issue of debenture may be written off by adopting one of the following methods :
Fixed Instalment Method : Under this method, total loss on issue of debentures (discount on issue + premium on redemption) is divided by number of years during which debentures continues and loss is written off in equal Instalment every year. This method is suitable when total debentures are redeemed on a specific date.
Fluctuating Instalment Method : under this method loss is written off in the ratio of outstanding balance of debentures each year. This method is suitable when debentures are redeemed in instalment over a period. When debentures are redeemed in isntalment, funds raised by debentures are not utilised equally each year. Hence, burden of loss on issue of debentures is also should not fall on the profits each year equally. Therefore, loss on issue of debentures is allocated in the ratio of amount utilised each year.
Debenture (BBA Bookkeeping Notes)



Debenture is the source of obtaining long-term finance for a company. When a company needs funds for a long period. It has various option loan from financial institutions. Fixed deposits from public or issue of debenture company has to pay interest on debenture company has to pay interest on debentures. Although the word ‘debentures’ is used widely, there is no specific statutory defined of debenture. As per section 2(12) of the companies act, 1956 debentures has been defined as “debentures includes debenture stock, bonds and any other securities of company, whether constituting a charge on the assets of the company or not”.
Kinds of Debenture 


Simple or Mortgage Debentures : Simple debenture do not have any security. These debentures are unsecured. But mortgage debentures are secured debentures and have charge on the property of the company.
Redeemable or Perpetual Debentures : Redeemable debentures are repaid after a certain period. Usually such debentures are redeemable after 5 to 7 years. But amount taken against perpetual debentures are not refunded during the life time of company. Such debenture are paid back only on the liquidation of company.
Bearer or Registered Debenture : Bearer debenture are transferable by delivery only. The name of barer debenture holders are not recorded in the book of company. Registered debenture are transferable only through company.
A record of registered debenture holders is kept by company. When debenture is sold, it has to sent to company for registered the name of the purpose. Normally only registered debentures are issued by companies.
Convertible or Non-convertible Debentures : Convertible debentures are converted into share after sometime. After conversion the status of debenture holders is changed to shareholders. Such debenture are very popular. Non-convertible debentures remain as debentures during its full tenure. These are not converted in shares.
Issue of Debentures (BBA Study Material)
The subject of issue of debentures may be studied from the following point of view :
From Consideration Point of View :
Issued for cash
Issued for a consideration other than cash.
Issued as a collateral security.
From Price Point of View :
Issue at par.
Issue at a premium.
Issue at a discount.
From Redemption Point of View :
Redeemable at par.
Redeemable at a premium.
Redeemable at a discount.
Interest on Debentures
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Company has to pay interest on debentures at a specified date. Usually interest is payable at six monthly intervals interest is charged against profits and debited to profit and loss account. If date of interest payment and date of closing the accounting year are different, entry for outstanding interest for the period from the preceeding date of closing the book will be made.
Further interest is payable on the nominal value of debentures. If debentures have been issued at premium of discount. Interest is payable on nominal value. However, in the case effective rate of interest will change.
Redemption of Preference Shares


A company limited by shares may issue redeemable preference shares to be redeemed at a fixed date or after a certain period. For redemption of preference shares following conditions as per provisions of section 80 of the companies Act, 1956 (as amended) are to be complied with :
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The articles of association of the company must provide for the issue of redeemable preference shares.
There shares may be redeemed only out of the profits available for dividend or out of the proceeds of a fresh issue of shares (equity or preference) made for the purpose of redemption.
These shares must be fully paid before redemption.
Id shares are redeemable at a premium, it (premium on redemption) must have been provided for out shares or security premium account or out of profits.
Where shares are redeemable out of the profits available for dividend a sum equal to the nominal amount of the preference shares redeemable shall be transferred out of profits to the capital redemption reserve account. This reserve cannot be used for any purpose except for issuing fully paid bonus shares to company’s members. It means capital redemption reserve is to be or will the treated as paid up capital.
The redemption of preference shares by a company shall not be taken as reducing the amount of its authorised share capital.
If new shares are issued for the purpose of redemption of preference shares. It will not be treated as increase of capital but replacement of capital.
For redemption, no fixed asset should be sold for arranging cash required.
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