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KV MATRIC. HIGHER SECONDARY SCHOOL

CREATIVITY * PROSPERITY* ACHIEVEMENT
546, SATHY MAIN ROAD, KURUMBAPALAYAM, COIMBATORE - 641 107.
HIGHER SECONDARY SECOND YEAR * ACCOUNTANCY THEORY -QUESTION & ANSWER.

1.ACCOUNTS FROM INCOMPLETE RECORDS
VERY SHORT ANSWER QUESTIONS

1) What is meant by incomplete records?
= When accounting records are not strictly maintained according to double entry

system, these records are called incomplete accounting records.

=> Generally, cash account and the personal accounts of customers and creditors
are maintained fully and other accounts are maintained based on necessity.

=> It is an incomplete and unscientific way of book keeping-

= It was called single entry system of book keeping.

2) State the accounts generally maintained by small sized sole ¥rader’ when double entry
accounting system is not followed.

® Only the business concerns which have no legal obligation to maintain books of
accounts under double entry system may maintainincomplete records.

® Hence, it may be meintained by small sized sole *raders and pertnershir firms

3) What is a statement of affairs?

> A statcment of affairs is o statementsshiowing the talances of assets and
liabilities or a particular date.

> The balances of assets are showinion the right side and the balances of
liabilities on the left side:

» It is prepared from incomplete records to find out the capital of a business unit
on a particular date! This statement resembles a balance sheet.

> The difference between the total of assets and total of liabilities is taken as
capital.

> Capital = Assets - Liabilities

SHORT QUESTIONS- ANSWERS

1) What are the features of incomplete records?

=> Nature:
e It is an unscientific and unsystematic way of recording transactions.

Accounting principles and accounting standards are not followed properly.
= Type of accounts maintained:
e 1In general, only cash and personal accounts are maintained fully.
e Real accounts and nominal accounts are not maintained properly.
e Some transactions are completely omitted.
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=> Lack of uniformity:

e There is no uniformity in recording the transactions among different
organisations.

o Different organisations record their transactions according to their needs
and conveniences.

=> Financial statements may not represent true and fair view:

o Due to the incomplete information and inaccurate records of accounts, the
profit or loss calculated from these records cannot be relied upon.

e It may not represent true profitability.

e Assets and liabilities may not represent a true and fair view of financial
position.

=> Suitability:

e Only the business concerns which have no legal obligation to maintain
books of accounts under double entry system may-maintain incomplete
records.

e Hence, it may be maintained by small sized sole traders and partnership
firms.

=> Mixing up of personal and business transactions:

e Generally, personal transactions of the owners are mixed up with the
busiiess trensactions.

« For example, purchase of goocls for owir use may be mixed up along with
business purchasezs

2) 'What are the limitations of incomnplete records?
=> Lack of proper maintencnce ¢f records:
< It is an unscientific and unsystematic way of maintaining records.
% Real and nominal accounts are not maintained properly.
=> Difficulty in preparing tridl balance:
% As accounts are ‘not maintained for all items, the accounting records are
incomplete.
% Hence, it is difficult to prepare trial balance to check the arithmetical accuracy
of the accounts.
=> Difficulty in ascertaining true profitability of the business:
% Profit is found out based on available information and estimates.
% Hence, it is difficult to ascertain true profit as the trading and profit and loss
account cannot be prepared with accuracy.
=> Difficulty in ascertaining financial position:
< In general, only the estimated values of assets and liabilities are available
from incomplete records.
% Hence, it is difficult to ascertain true and fair view of state of affairs or
financial position as on a particular date.
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= Errors and frauds cannot be detected easily:

% As only partial records are available, it may not be possible to have internal
checks in maintaining accounts to detect errors and frauds.
=> Unacceptable to government and other authorities:

% As accounts maintained are incomplete, these may not comply with the legal
requirements.
% Hence, government, tax authorities and other legal authorities do not accept
accounts prepared from incomplete records.
3) State the differences between double entry system and incomplete records.

Preparation of
trial balance

|40 check the _ arithmerical
accuracy of theentries made
in the booksof accounts

Basis of Double entry system Incomplete records

distinction

Recording  of | Both debit and credit aspects | Debit and credit aspects of all the

transactions of all the transactions are | transactions dre not  recorded

recorded completely. For some transactions

both aspects™ are entered, some
transactions \ are” partially recorded
and some transactions are omitted to
be.entered

Type of | Personal, real and nominal |In general, only personal 2nd cash

accounts | accounts are maintsined fully.” ~acceunis are naintained fuily. Real

maintained ‘ and noninal accounts are not

P'maintained fully.

Trial balance can be prepared | It is difficult to prepare the ftrial

balancz ve check arithmetic acctcuracy
of entries made in the books of
accounts as the accounts are
incomplete

Determination
of true profit
or loss

Trading “and.. profit and loss
account can- be prepared to
find out the true profit or loss

Trading and profit and loss account
cannot be prepared with accuracy as
complete information is not available
and hence profit or loss found out
may not be accurate.

Determination

Balance sheet can be prepared

Balance sheet cannot be prepared

organisations

of financial | to know the true financial |with accuracy and true financial

position position position cannot be ascertained, as the
assets and liabilities are  just
estimates and incomplete

Suitability It is suitable for all types of | It may be suitable for small sized

sole traders and partnership firms
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Reliability It is reliable since it is a|It is not reliable since it is
scientific system of accounting | unscientific.
and is based on certain
accounting principles.

Acceptability | Accounting records are | Accounting records may not be
acceptable to all  users | acceptable to all users.
including tax authorities and
financial institutions.

4) State the procedure for calculating profit or loss through statement of affairs.
® The difference between the closing capital and the opening capital is taken as
profit or loss of the business.

Due adjustments are to be made for any withdrawal of capital from the

business and for the additional capital introduced in the-business.

Take the closing capital as the base.
Drawings made during the year should be added with the closing capital.
This is because drawings would have reduced the closing capital.
Additional capital introduced during the yearsshould'be subtracted.

This is because the additional capital introduced would have increased the

closing zapital.

This will give the adjusted closing capital.
Adjusted closing capital = Ciosing

capital s Drawings - Additione! capital By

comparing cdjusted clesing capital with the opening capital the profit or lcss can

be ascertained.

® If the difference is a posSitive figure it is profit and if it is negative it is loss.
Closing Capital + Drawings -4Additional Capital - Opening Capital = Profit/ Loss

5) Differentiate between statement of affairs and balance sheet.

Basis of Statement of affairs Balance sheet

distinction

Objective | Statement of affairs is generally | Balance sheet is prepared to
prepared to find out the capital ascertain the financial position of
of the business. the business.

Accounting | Statement of affairs is prepared | Balance sheet is prepared when

system when double entry system is not accounts are maintained under
strictly followed. double entry system.

Basis of It is not fully based on ledger It is prepared exclusively on the

preparation | balances. basis of ledger balances
Where ever possible ledger

K.PUSHPARASU M.Com. M.Phil. B.Ed.,,
P GTIN COMMERCE & ACADEMIC COORDINATOR

12t0ACCOUNTANCY
KV MATRIC. HR. SEC. SCHOOL,

KPR - KVMHSS

Page 4

COIMBATORE - 641 107.

Send Your Questions and Answers to Our Email Id - padasalai.net@gmail.com



https://www.padasalai.net/

www.Padasalai.Net www. TrbTnpsc.com
TODAY'’S LEARNER! KPR- KVMHSS- TOMORROW'’S LEADER !

balances are taken.
Some items are taken from some
source documents and some items
are mere estimates.

Reliability | It is not reliable as it is based on | It is reliable as it is prepared

incomplete records. under double entry system
Missing It is difficult to trace the items | Since both the aspects of all
items omitted as complete records are transactions are duly recorded,
not maintained items omitted can be traced
easily.

6) How is the amount of credit sale ascertained from incomplete records?
® By preparing total debtors account to ascertained the credit sales.
Format of total debtors account

Dr. Total debtors account Cr.
Particulars Rs. Particulars Rs.
To Balance b/d (opening balance) xxx | By Cash A/c (received) XXX
To Sales A/c (credit sales) xxx | By Bank.A/c (cheqgues received | xxx

| To Rank A/c (cheques dishonored) xxx | By Discount allowed A/c XXX
To Bills receivable A/c | xxx By Sales returns A/c XXX

| (bills dishonored) u ‘ A || |||
- 1 |8&yBad debis A/c XXX
| By Bills receivable A/c XXX

(biiis received)
By Balance c/d XXX
(closing balance)

XXXX XXXX

7) How do find out the profit or loss by preparing statement of affairs?

=> Following are the steps to be followed to find out the profit or loss when a statement
of affairs is prepared:

= Ascertain the opening capital by preparing a statement of affairs at the beginning of
the year by taking the opening balances of assets and liabilities.

=> Ascertain the closing capital by preparing a statement of affairs at the end of the
accounting period after making all adjustments such as depreciation, bad debts,
outstanding and prepaid expenses, outstanding income, interest on capital, interest on
drawings, etc.

= Add the amount of drawings (both in cash and/in kind) to the closing capital.

=> Deduct the amount of additional capital introduced, to get adjusted closing capital.
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= Ascertain profit or loss by subtracting opening capital from the adjusted closing
capital.

= (a)If adjusted closing capital is more than the opening capital, it denotes profit

=> (b)If adjusted closing capital is lesser than the opening capital, it denotes loss

- Following format is used to find out the profit or loss: Statement of profit or loss for
the year ended .......

PARTICULARS Rs.
Capital at the end of the year XXX
Add: Drawings during the year XXX
Less: Additional capital introduced during the year XXX
Adjusted closing capital XXX
Less: Opening Capital XXX
Profit or loss for the year XXX

8) How do preparation of final accounts from incomplete records ?

<> Preparation of final accounts from incomplete records When books of accounts
are incomplete, information regarding revenues, expenses assets and liabilities is
not known fully.

= Hence, it becomes difficult to prepare trading and profit and loss accouni and
balance sheet.

= Rut with the available data, the miissing figures can be found out and then the
final cccounts car be prepared.

=> Steps to bz followed Yo prepare finai accounts frem incomplete records Following
are the sieps to be foiiowed,io prepare final accounis from incompleie records:
Opening statement of affairs-is.to be prepared, to ascertain the opening
capital.

=> Missing figures must be found out with the available data. This can be done by
preparing memorandum=accounts or by making necessary adjustments to the
existing figures.

=> For example,

< It may become necessary to prepare a cash book to find out the missing
items such as cash purchases, cash sales, etc.

<+ By preparing total debtors account and total creditors account, credit
sales and credit purchases can be ascertained respectively.

% Bills receivable account and bills payable account are to be prepared to
find out the balances of bills receivable received and bills payable
accepted respectively.

=> The final step is to prepare trading and profit and loss account and balance
sheet.
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KV MATRIC. HIGHER SECONDARY SCHOOL

CREATIVITY * PROSPERITY* ACHIEVEMENT
546, SATHY MAIN ROAD, KURUMBAPALAYAM, COIMBATORE - 641 107.
HIGHER SECONDARY SECOND YEAR * ACCOUNTANCY THEORY -QUESTION & ANSWER.

2. ACCOUNTS OF NOT-FOR-PROFIT ORGANISATION
VERY SHORT ANSWER QUESTIONS.

1) State the meaning of not-for-profit organisation.
=> Some organisations are established for the purpose of rendering services to the
public without any profit motive.
= They may be created for the promotion of art, culture, education, sports, etc.
These organisations are called not-for-profit organisation.
=> Charitable institutions, educational institutions, cultural societies, sports and
recreation clubs, hospitals, libraries and literary associations are some of the
examples of not-for-profit organisations.
=> They are also called as non-profit organisations or non-trading concerns.
2) What is receipts and payments account?
— Receipts and Payments account is a summary of cash and bank transactiors of
not-for-profit organisations prenared at<the'end’af each financial year.
= It is o reai acceunt in nature.
> The receipis and paymerits account begiiss.with ine opening belances of cash and
bank and erds with closing balanzes of ‘cash ard bank
3) What is legacy?
= A gift made to a not-for-profit organisation by a will, is called legacy.
= It is a capital receipt.
4) Write a short note on lifer membership fees.
= Amount received towards life membership fee from members.
=> It is a capital receipt as it is nonrecurring in nature.
5) Give four examples for capital receipts of not-for-profit organisation.
= Life membership fee
=> Legacies
-> Specific donations
= Sale of fixed assets
-> Special funds
= Tournament fund
=> Prize fund
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6) Give four examples for revenue receipts of not-for-profit organisation
=> Subscription
= Interest on investment
> Interest on fixed deposit
-> Sale of (old) sports materials
-> Sale of (old) newspapers
=> Collection or receipts relating to
® Tournament
® Sports
® Matches
@® Entertainments
@ Dinner.

SHORT QUESTIONS- ANSWERS,

7) What is income and expenditure account?

= Income and expenditure account is a summary of income ‘and expenditure of a
not-for-profit organisation prepared at the end of.an accounting year.
It is prepared to find cut the surplus or deficitwpertaining to a particular year.
It is a nominal account in nature in which items of revenue receipts and revenue
expenditure, relating 1o the current year dlore aire recorcled.
It is prenared following the accrualibasis of accounting.
It is just like preparing a profit and less account.
In this account, incores are showivon the credit side and expenses are shown
on the debit side.
Apart from cash items,.non-cash items such as income accrued but not
received, loss or gain on sale of fixed assets, depreciation, etc. will also be
recorded.

L 20 RV

7

8) State the differences between Receipts and Payments Account and Income and
Expenditure Account.

Basis Receipts and Payments Account | Income and Expenditure Account
Purpose It is prepared to know the cash | It is prepared to know whether there
receipts and cash payments. is an excess of income over

expenditure (surplus) or an excess of
expenditure over income (deficit)
during the current period.

Nature of | It is a real account. It is a It is a nominal account. It is similar
account summary of cash account. Cash | to profit and loss account. Expenses
receipts are recorded on the are recorded on the debit side and

debit side and cash payments are | incomes are recorded on the credit
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recorded on the credit side side.
Basis of | It is based on cash system of It is based on accrual system of
accounting | accounting. Non-cash items are | accounting. Non-cash items like
not recorded outstanding expenses, depreciation,
etc. are also recorded.

Opening | It commences with an opening There is no opening balance. It ends

and balance of cash and bank and with surplus or deficit

closing ends with closing balance of cash

balance and bank.

Nature It contains actual receipts and It contains only revenue items, that
payments irrespective of revenue |is, only revenue expenses and revenue
or capital items in nature. incomes

Period All cash receipts and payments It contains only the items relating to
made during the year pertaining | the current period
to the past period, current
period and subsequent period are
recorded

9) |How annual subscription is dealt with in the final accounts of not-for-profit
organisation?
T:eatnmient in Income end Expenciiure Accouni:

(A)

When stioscription received for the curireny year, previous years ancl subsequent

period cre given separately, subccription received for the current year will be

shown on the credit side of Income and Expenditure Account after making the

adjustments given below:

=> Subscription outstanding for the current year is to be added.

=> Subscription.received in advance in the previous year which is meant

for the current year, is to be added.

When total subscription received during the current year is given that total

subscriptions received during the current year will be shown on the credit side of

Income and Expenditure Account after making the following adjustments:

=> Subscription outstanding in the previous year which is received in the current

year will be subtracted. Subscription outstanding for the current year is

added.
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=> Subscriptions received in advance in the previous year which is meant for the
current year, is added and subscriptions received in advance in the current

year which is meant for the subsequent year must be subtracted.
(B) Treatment in Balance Sheet

= Subscriptions outstanding for the current year and still outstanding for
the previous year will be shown on the assets side of the balance sheet.
= Subscriptions received in advance in the current year will be shown on the
liabilities side of the balance sheet.
10) How the following items are dealt with in the final accounts of not-for-profit
organisation?
a) Sale of sports materials :

= Sale of old sports materials the sale proceeds of old sports materials like
balls, bats, etc.
- It's a revenue receipts:
b) Life membership fees:
= Amount received towards life membership fee from members is a capital
receipt as it is nonrecurring in nature.
¢) Tournament fund:
> If there are any specific funds such _as +aurrament fund, prize fund, eic.,
these Tunds should be showin on the liabilities side of the baiance sheet
separatziy.
= Any incomz {o the fund sheould be cdded to the fund account and expenses
relating o The fund should.cc subiractzd froin The Tuna accounit in the Lalance
sheet.

INSIBDE QUESTIONS
11) Is possible to prepare tflial balance for a not-for-profit organisation? Explain.
=> Yes, is possible to prepare trail balance for a not-for-profit organisation
= A trial balance can also-be prepared for a not-for-profit organisation by taking
various ledger balances available.
> The total of debit balances will be equal to the total of credit balances.
> Expenses, losses and assets will have debit balances.
= Revenues, gains and liabilities will have credit balances.

12) Explain Treatment of consumable items such as sports materials, stationery items,
medicines,
=> Consumable items such as sports materials, stationery, medicines, etc., consumed
during the year will appear on the debit side of income and expenditure account
=> Consumption = Opening stock + Purchases during the current year - Closing stock
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=> Closing stock will appear on the assets side of the balance sheet as at the end of
the year.
> If there is any sale of old sports materials, etc., that will be shown on the
credit side of income and expenditure account or can be subtracted from the
respective items consumed on the debit side of income and expenditure account.
13) How do Treatment of incomes and expenses pertaining to specific funds?
® Treatment of incomes and expenses pertaining to specific funds
= Specific fund is to be shown on the liabilities side and specific fund investments
account is to be shown on the assets side of the balance sheet.
> Incomes and expenses relating to the specific fund account should not be
recorded in income and expenditure account.
= Incomes relating to the fund should be added to the fund account and expenses
relating to the fund should be subtracted from the fund account in the balance
sheet prepared as at the end of the year.
=> If interest is accrued on specific fund investments for the‘current year, then it
should be added along with the fund account on thediabilitiesside and should also
be shown on the assets side of the balance sheet{as accrued interest on
investments

Preparcd by
K.PUSHPARAS!IJ M., Con., V. Phil., '3 €£4.,,

P.G.TEACHER IN COMMERCIE & ACADEMIC CO-ORDINAYTOR,
KV MATRICULATION HIGHER SECONDARY 5CHQOL,

546, SATHY MAIN RUAD, KURUMBAPALAYAM,

COIMBATORE ~ 641107,

Mob.: 9385763859.

K.PUSHPARASU M.Com. M.Phil. B.Ed.,, 12thACCOUNTANCY KPR - KVMHSS  Page 11
P GTIN COMMERCE & ACADEMIC COORDINATOR KV MATRIC. HR. SEC. SCHOOL, COIMBATORE - 641 107.

Send Your Questions and Answers to Our Email Id - padasalai.net@gmail.com



https://www.padasalai.net/

www.Padasalai.Net www. TrbTnpsc.com
TODAY'’S LEARNER! KPR- KVMHSS- TOMORROW'’S LEADER !

KV MATRIC. HIGHER SECONDARY SCHOOL

CREATIVITY * PROSPERITY* ACHIEVEMENT
546, SATHY MAIN ROAD, KURUMBAPALAYAM, COIMBATORE - 641 107.
HIGHER SECONDARY SECOND YEAR * ACCOUNTANCY THEORY -QUESTION & ANSWER.

3.ACCOUNTS OF PARTNERSHIP FIRMS- FUNDAMENTALS
VERY SHORT ANSWER QUESTIONS

1) Define partnership.
"The relation between persons who have agreed to share the profits of a business
carried on by all or any of them acting for all”.
-Section 4 of the Indian Partnership Act, 1932,

2) What is a partnership deed?

% Partnership deed is a document in writing that contains the terms of the
agreement among the partners.

< It is not compulsory for a partnership to have a partnership deed as per the
Indian Partnership Act, 1932.

< But, it is desirable to have a partnership deed as, it serves as an evidence of
the terms of the agreement among the partners

3) 'What is meant by fixed capital meinod?

% Under fixed capital methoc, the capital of the partners is nct altered and it
iremains genzrally fixedl.

< Two accounts are mairtainec for each partner namely (a) Capital accourt and
(b) Curirenri aczount.

% The transactions relating to initial capital introduced, additional capital
introduced and capital{permanently withdrawn are entered in the capital account
and all other transactions are recorded in the current account.

4) What is the journal entry o be passed for providing interest on capital to a partner?
< Interest on capital is the interest allowed on capital of the partners.

<+ In general, if the capitals of partners are disproportionate to the profit sharing

ratio the partners may agree to allow interest on capital.
% Following are the journal entries to be made in the books of the partnership

firm.
% (a) For providing interest on capital.
DATE | PARTICULARS LF | DEBIT(Rs) | CREDIT(Rs)
Interest on capital A/c Dr. xXxx
, . XXX
To Partner's capital / current A/c
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(b) For closing interest on capital account

DATE |PARTICULARS LF | DEBIT(Rs) | CREDIT(Rs)

Profit and loss appropriation A/c  Dr. xXxx

XXX

To Interest on capital A/c

5) Why is Profit and loss appropriation account prepared?

< The profit and loss appropriation account is an extension of profit and loss
account prepared for the purpose of adjusting the transactions relating to
amounts due to and amounts due from partners.

% It is nominal account in nature. It is credited with net profit, interest on
drawings and it is debited with interest on capital, salary and other
remuneration to the partners.

%+ The balance being the profit or loss is transferred to the partners’' capital or
current account in the profit sharing ratio.

SHORT ANSWER QUESTIONS
6) State the features of partnership.

% Partnership is an association of two or more persons.” Thze maximum numbzr of
partners is limited to %0.

% There shsuld be ar agreement among . the persons to share the profit o loss of
inhe business.

% The agreement may be cral or written oi- ‘implied.

< The agreerment must be to carry ¢n a business and to share the profits of the
business.

% The business may be carried on-by all the partners or any of them acting for
all.

7) State any six contents ofla partnership deed.(Any 6)
Name of the firm and nature and place of business
Date of commencement and duration of business
Names and addresses of all partners

Capital contributed by each partner

Profit sharing ratio

Amount of drawings allowed to each partner

Rate of interest to be allowed on capital

Rate of interest on drawings of partners

Rate of interest on loans provided by partners
Amount of salary to be allowed to any partner
Maintenance of accounts and audit procedures
Procedure for admission of a new partner
Settlement of accounts on dissolution of the firm.

X3

*¢

X/
X4

L)

X3

*¢

X3

*¢

X3

S

X/
L X4

X/
L X4

3

S

X/
L X4

X/
L X4

3

S

X/
L X4

X/
L X4
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8) State the differences between fixed capital method and fluctuating capital method.

Basis of Fixed capital method Fluctuating capital method
distinction
Number of Two accounts are maintained for | Only one account that is, capital.
accounts each partner, that is, capital account is maintained for each
account and current account partner.
Change in The amount of capital normally | The amount of capital changes
capital remains unchanged except when | from period to period

additional capital is introduced
or capital is withdrawn

permanently.
Closing Capital account always shows a | Capital account.generally shows
balance credit balance. credit_balance.

But, current account may show | It may also show a debit balance
either debit or credit balance

Adjustments | All adjustments relating to All ‘adjustments relating to
interest on capitei, interest/cn  “pinfterast on capitai, interest aon
drawings, salary or commission, |drawings, salcry or commission,
share of profit cr ioss cre doiie | share of profit or ioss are done
in current account |in thz capital account

LESSON/INSIDE QUESTIONs & ANSWERs:

1) How do calculate Interést on Capital ?

% Calculation of interest on capital Interest on capital is to be calculated on the
capitals at the beginning for the relevant period.

% If there is any additional capital introduced or capital withdrawn during the
year, it will cause change in the capitals and interest is to be calculated
proportionately on the changed capitals for the relevant period.

< Interest on capital = Amount of capital x Rate of interest per annum x Period
of interest.

2) What is the maximum number of partners in a partnership firm as per act?

< The maximum number of partners is not specified/ prescribed in the Indian

Partnership Act, 1932.
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X/
L X4

X/
L X4

X/
L X4

But, the Indian Companies Act, 2013 specifies the maximum number of
partners. As per Section 464(1) of the Indian Companies Act, 2013, no
association or partnership consisting of more than such number of persons as
may be prescribed shall be formed for the purpose of carrying on any business,
provided that the number of persons which may be prescribed under this sub-
section shall not exceed one hundred.

Rule 10 of Companies (Miscellaneous) Rules 2014 specifies the limit as 50.
Thus, the maximum number of partners in a partnership firm is 50.

3) There is no partnership deed. How will you deal with the following?

X/
o0

> Remuneration to partners,

» Profit sharing ratio:.

> Interest on capital

> Interest on loans advanced by partners to the firm

> Interest on drawings :
Application of the provisions of the Indian Partnership Act 1932 in the absence
of partnership deed.
If there is no partnership deed or when there is.no express statement in the
partnership deed, then the following provisions of, the ‘Act will apply:
Remuneration to partners:

v" Nz sclary or iremuneroticn is allcwad to eny partner. [Secticn 13(z):

v" Profits ard losses are to be shorea by ihe rartners equally. [Secticn
13(b)]
Interect on capital
v No interest is allowed on the capital. Where a partner is entitled to
interest on capital contributed as per partnership deed, such interest on
capital will be’ payable only out of profits. [Section 13(c)]
Interest on loans“advanced by partners to the firm :
v Interest on loan is to be allowed at the rate of 6 per cent per annum.
[Section 13(d)]
Interest on drawings :
v No interest is charged on the drawings of the partners.

4) Write Short note on Limited Liability Partnership (LLP) .

X/
o

Limited Liability Partnership (LLP) is a type of partnership in which the liability
of the partners is limited to the extent of their capital contribution.

It is a legal entity separate from that of its partners.

It is formed as per the provisions of The Limited Liability Partnership Act,
2008.

It has perpetual succession. Any change in the partners of LLP shall not affect
the existence, rights or liabilities of LLP.
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% Provisions of the Partnership Act, 1932 will not apply to a Limited Liability
Partnership.

% An individual or a body corporate can become a partner.

% Partners are not personally liable for the obligations of the partnership unless
the obligations arise due to their own wrongful acts or omissions

5) How do prepare the Final accounts of partnership firms?

The final accounts prepared by partnership firms are:
< Manufacturing account - if manufacturing activity is carried on.
% Trading and profit and loss account - to ascertain profitability.
< Profit and loss appropriation account - to show the disposal of profits and
surplus.
< Balance sheet - to ascertain the financial status.

6) How many methods to maintaining capital accounts Method?

< Amount invested by partners in the partnership business is-called partners’' capital.
Capital may be contributed by a partner in cash or in the form of assets, efc.

% For each partner, a separate capital account is maintained.

< Capital accounts of partners of a firm may be maintained by following two
methods:

% (i) Fixed capital method and

% (ii) Fiuctuating capite! method.
7) [zxplain Partrers’ capital account.
% (Cepital accovnt is credited with the originai ameunt of capital introduced by ¢ partner
info the business ard any addirional copita! intrcduced by him/her in the subsequent
vears.
% The account is debited with the amount of capital permanently withdrawn by a partner
from the business.
%+ No other items are debited oricredited to this account.
< Capital account will always show credit balance under this method.
%+ The balance of capital account remains the same unless any additional capital is
introduced or capital is permanently withdrawn.
8) Explain Partners’' current account.
< Partners’ current account is prepared for recording all transactions between the
partner and the firm other than initial capital introduced, additional capital
introduced and capital permanently withdrawn.

% This account is credited with interest on capital, partner's salary or commission
and share of profit to the partner.

% This account is debited with drawings, interest on drawings and share of loss of
the partner.

% As a result, the balance in this account changes periodically.

% Current account may show either credit balance or debit balance.
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9) What is mean by Fluctuating capital method?
% Under this method, only capital account is maintained for each partner.
% All the transactions between the partner and the firm are recorded in the capital
account.
< This account is credited with initial and additional capital introduced by the
partner, interest on capital, partner's salary or commission and share of profit of
the partner.
% The account is debited with capital withdrawn, drawings, interest on drawings and
share of loss of the partner.
% As a result, the balance in this account goes on fluctuating periodically.
< Under this method, the partner's capital account may show either credit balance or
debit balance.
10) What is mean by direct method? (Interest on calculation).
< Direct method Interest is calculated on drawings for the period from the date of
drawings to the date of closing date of the accounting year:
% The following formula is used to compute the interestion drawings:
Interest on drawings = Amount of drawings x Rate of interest x Period of interest.
11) What is mean by Product method? (Interest on calculation).
% Under product method, interest is calculated ‘on the total of the products, that is,
the preduct of amourt cof drawings and the period o which the emcunt remained
withdrawr.
% If tne product is calculated in terms o months, then interest is calculated on the
total of products at the rate per month.
% If the preduct is calculeied in terinsiof dave, then intersst is ccleulaved ¢n the
total of products at the rate per day.
%+ This method can be used.in all situations as an alternative to direct method.

4. GOODWILL IN PARTNERSHIP ACCOUNTS
VERY.SHORT ANSWER QUESTIONS

1) What is goodwill?
% Goodwill is the good name or reputation of the business which brings benefit to
the business.
It enables the business to earn more profit.
It is the present value of a firm's future excess earnings.
It is an intangible asset as it has no physical existence.
It is shown under fixed assets in the balance sheet.
An old and well established business entity develops a good name and reputation
among the public over a period of time, because of various reasons such as good

quality of goods and services, location of the business, etc.

X/
L X4

X/
L X4

3

S

X/ X/
L X X4

X/
L X4
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2) What is acquired goodwill?
% Goodwill acquired by making payment in cash or kind is called acquired or
purchased goodwill.
< When a firm purchases an existing business, the price paid for purchase of such
business may exceed the net assets (Assets - Liabilities) of the business
acquired.
% The excess of purchase consideration over the value of net assets acquired is
treated as acquired goodwill.
< The Indian Accounting Standard 10 (AS10) on accounting for fixed assets
states that goodwill must be recorded in the books of accounts only when some
consideration in money or money's worth has been paid for it.
% Therefore, acquired goodwill can be recorded in the books of accounts and is
shown on the assets side of the balance sheet under fixed /assets.
3) What is super profit?.
% Under these methods, super profit is the base for calculation of the value of
goodwill.
< Super profit is the excess of average profit over, the normal profit.
of a business.
Suver profit = Average profit - Normal profit
4) 'What is norme! irate of return?.
2 Norme! rate of return = It is the rate at which profit is earned by similar
business entities in the industry undey'nosmal circumstances
5) Siate any two circumstances underr which goodwill of a partnership firm is valued.
% Followina cre the circumstances that reauire valuction of goodwill of rartrership
firms in order to protect“the rights of the partners
When there is a change in the profit sharing ratio
When a new partner is admitted into a firm
When an existing partner retires from the firm or when a partner dies
When a partnership firm is dissolved
SHORT ANSWER:
1) State any six factors determining goodwill.
The following factors determine the value of goodwill of a partnership firm:
< PROFITABILITY OF THE FIRM:
v" The profit earning capacity of the firm determines the value of its goodwill.
v A firm earning higher profits and having potential to generate higher profits in future
will have higher value of goodwill.
% FEAVORABLE LOCATION OF THE BUSINESS ENTERPRISE:
v If the firm is located in a prominent place which is easily accessible to the customers,
it can attract more customers. Its sales and profit will be higher when compared to a

ASRANIENIRN
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firm which is not located in a prominent place. Hence, it will have high value of
goodwill
< GOOD QUALITY OF GOODS OR SERVICES OFFERED:

v If a firm enjoys good reputation among the customers and general public for
the good quality of its products or services, the value of goodwill for the firm
will be high.

< TENURE OF THE BUSINESS ENTERPRISE :

v A firm which has carried on business for several years will have higher
reputation among its customers as it is better known to the customers. Such a
firm will have higher earnings and higher value of goodwill when compared to a
new firm.

< EFFICTENCY OF MANAGEMENT :

v A firm having efficient management will earn more profits and the value of its
goodwill will be higher compared to a firm with less efficient managerial
personnel.

< DEGREE OF COMPETITION:

v" In the case of business enterprises having no competition or negligible

competition, the value of goodwill will be high,

v There ore other factars whick add to tha.value Sf goocwill of & tusiness such
as popularity of the proprietor, impressive acvertisements and publicity, ¢ood
reiations with customers, elc.

2) How is goodwill celculeted under the super profits method?

% Super profit methads Urder thzse inethods, suber profit is the kbase for
calculation of the value of\goodwill.

< Super profit is the excess of average profit over the normal profit of a

business.

Super profit = Average profit - Normal profit

Average profit is calculated by dividing the total of adjusted actual profits of

certain number of years by the total number of such years.

% Normal profit is the profit earned by the similar business firms under normal
conditions.

% Normal profit = Capital employed x Normal rate of return

% Capital employed = Fixed assets + Current assets - Current liabilities

% Normal rate of return = It is the rate at which profit is earned by similar

Business entities in the industry under normal circumstances

3) How is the value of goodwill calculated under the capitalisation method?
< Under this method, goodwill is the excess of capitalised value of average profit of the
business over the actual capital employed in the business.
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%+ Goodwill = Total capitalised value of the business - Actual capital employed
<+ The total capitalised value of the business is calculated by capitalising the average
profits on the basis of the normal rate of return.
<+ Capitalised value of the business = Average profit x 100
Normal rate of return
<+ Actual capital employed = Fixed assets (excluding goodwill) + Current assets - Current
liabilities

LESSON INSIDE QUESTIONs & ANSWERs:
1) Describe the Nature of goodwill?
The nature of goodwill can be described as follows:
% Goodwill is an intangible fixed asset.
% It is intangible because it has no physical existence.
% It cannot be seen or touched.
% It has a definite value depending on the profitability of~the business enterprise.
< It cannot be separated from the business.
< It helps in earning more profit and attracts more €ustomers.
< It can be purchased or sold only when the business is,purchased or sold in full
or in part

v (zeodawini acquired by making payment in cash ar¥ind is called acquired cr purchased
goodwill.

v When a firm purchases an existing business, the price paid for purchase cof such
business may exceed the net assets (Assets - Liabilities) of the business acquired.

v The excess of purchase consideration over the value of net assets acquired is treated
as acquired goodwill.

v" The Indian Accounting Standard 10 (AS10) on accounting for fixed assets states that
goodwill must be recorded in-the books of accounts only when some consideration in
money or money's worth has been paid for it.

v Therefore, acquired goodwill can be recorded in the books of accounts and is shown on
the assets side of the balance sheet under fixed assets.

< SELF-GENERATED GOODWILL :

v' It is the goodwill which is self-generated by a firm based on features of the business
such as favourable location, loyal customers, etc.

v Such self-generated goodwill cannot be recorded in the books of accounts.
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3)

X/
L X4

X/
£ %4

X/
L X4

4)

X/
A X4

5)

6)

X/
L X4

X/
L X4

X/
L X4

X/

L X4

Write Short notes on :Annuity method :
Under this method, value of goodwill is calculated by multiplying the super profit with
the present value of annuity.
Goodwill = Super profit x Present value annuity factor Present value annuity factor is
the present value of annuity of rupee one at a given time.
It can be found out from annuity table or by using formula.
Write Short notes on Average profit method :
Under this method, goodwill is calculated as certain years of purchase of average
profits of the past few years.
The number of years of purchase is generally determined on the basis of the average
period a new business will take in order to bring it to the current state of the
existing business.
It may also be determined on the basis of the number of years for which the past
average profit will be earned in future.
Give a short note on Simple average profit method :
Under this method, goodwill is calculated by multiplying the average profits by a
certain number of years of purchase.
Simple average profit is calculated by adding the adjusted profits of certain number
oT years by dividing the total number of such years.
oodwill = Average profit » Number of yz&rs of ruirchase
Average pro¥it = To'ai profif:

MNumber of yeo:s
(zive a short note on Weightzd average prefitymethod :
Under this methoa, goodwil! is caiculzted by multiplying the weighted average profit
by a certain number of years of purchase.
Goodwill = Weighted average profit,x Number of years of purchase In this method,
weights are assigned to edch year's profit.
Weighted profit is ascertained by multiplying the weights assigned with the respective
year's profit.
The sum of the weighted profits is divided by the sum of weights assigned to
determine the weighted average profit.
Weighted average profit = Total of weighted profits

Total of weights

This method is used when the profits show an increasing or decreasing trend. More
weight is generally given to the profits of the recent years.
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CHAPTER 05.
PARTNERSHIP ADMISSION
VERY SHORT ANSWER QUESTIONS.

1) What is meant by revaluation of assets and liabilities?.

When a partner is admitted into the partnership, the assets and liabilities are
revalued as the current value may differ from the book value.
Determination of current values of assets and liabilities is called revaluation of assets
and liabilities.
The reasons for revaluation of assets and liabilities are as follows:

v To give a true and fair view of the state of affairs of the firm and

v" To share the gain arising from the revaluation of assets ‘and liabilities as it is

due to the old partners.

There are two ways in which the revaluation of assets -and liabilities may be dealt
with in the accounts.

(a) Revised value of assets and liabilities are shown. in the books

{c) Revised value of assets and liabilities are not shown in the books

2) How are accuinuiated profiis and losses disiributed, among the partrers at the time of

admission of a new partner?

Profits and losses of previous years whicin are not distributed to the partners are
called Accumuiaied profits and losses.

Any reserve and accumulated profits_and losses belong to the old partners and hence
these should be distributed 4o the old partners in the old profit sharing ratio.

DATE | PARTICULARS L.F | DEBIT(Rs) | CREDIT(Rs)

Profit and loss appropriation A/c Dr XXXXX

To Old partners’ capital / current A/c
(in the old ratio) XXXXX

3) What is sacrificing ratio?

The old partners may sacrifice a portion of the share of profit to the new partner.
The sacrifice may be made by all the partners or some of the partners.

Sacrificing ratio is the proportion of the profit which is sacrificed or foregone by the
old partners in favour of the new partner.

The purpose of finding the sacrificing ratio is to share the goodwill brought in by the
new partner.

The share sacrificed is calculated by deducting the new share from the old share.
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Share sacrificed = Old share - New share
Sacrificing ratio = Ratio of share sacrificed by the old partners

4) Give the journal entry for writing off existing goodwill at the time of admission of a
new partner.

< If goodwill already appears in the books of accounts, at the time of admission if the
partners decide, it can be written off by transferring it to the existing partners’
capital account / current account in the old profit sharing ratio.

< The following journal entry is to be passed:

DATE | PARTICULARS L.F | DEBIT(Rs) | CREDIT(Rs)
Old partners’ capital / current A/c Dr XXXXX
(in old ratio)
To Goodwill A/c xxx XXXXX
(Existing goodwill written off)

5) State whether the following will be debited or credited\if\the revaluation account.

(a) Bepreciation on assets - REVALUATION - DEBIT
(b) Unreccrded iiability - REVALUATLGIN - DEBIT
() Provision for ouistarding experses - REVALVATION - DEBIT
(d) Appreciation of assets - REVALUATION - CRIEDIT

SHORT ANSWER:

1) What are the adjustments péquired,at the time of admission of a partner?

<+ On the admission of a partner; generally there is a change in the mutual rights of the
partners.

<+ The new partner becomestliable for all the acts which are carried out by the firm
from the date of his / her admission into the firm.

<+ The following adjustments are necessary at the time of admission of a partner:

v' Distribution of accumulated profits, reserves and losses
v" Revaluation of assets and liabilities
v' Determination of new profit-sharing ratio and sacrificing ratio
v Adjustment for goodwill
v Adjustment of capital on the basis of new profit sharing ratio
(if so agreed)
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2) What are the journal entries to be passed on revaluation of assets and liabilities?

DATE

PARTICULARS

L.F

DEBIT
(Rs)

CREDIT
(Rs)

1. FOR INCREASE IN THE VALUE OF ASSET
Concerned\assetA/c Dr.

To Revaluation A/c

XXX

XXX

2.FOR DECREASE IN THE VALUE OF ASSET
RevaluationA/c Dr

To Concerned asset A/c

XXX

XXX

3.FOR INCREASE IN THE
OFLTABILITIES

RevaluationA/c

AMOUNT

Dr.
To Concerned liability A/c

XXX

XXX

4. FOR DECREASE IN THE AMOUNT. OF

| LLABILITY

ConcernedliabilityA/c

Dr.

To Revaluation A/c

Concerned asset A/c Dr.

To RevaluationnA/c

|
|
—

XXX

6. FOR RECORDING AN UNRECORDED LIABILITY
RevaluationA/c Dr.

To Concerned liability A/c

XXX

XXX

7. FOR TRANSFERRING THE BALANCE 1IN
REVALUATION A/C

(a) IF THERE IS PROFIT ON REVALUATION

RevaluationA/c

Dr
To Old partners’ capital A/c
(individually in old ratio)

XXX

Xxx
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(B) IF THERE IS LOSS ON REVALUATION XXX
Oldpartners'capitalA/c(individually in old ratio) Dr. XXX

To Revaluation A/c

3) Write a short note on accounting treatment of goodwill.

Accounting treatment for goodwill on admission of a partner is discussed below:

*,

o0

> When new partner brings cash towards goodwill

When the new partner does not bring goodwill in cash or in kind

When the new partner brings only a part of the goodwill in cash or in kind

Existing goodwill.

WHEN NEW PARTNER BRINGS CASH TOWARDS GOODWILL:

v" When the new partner brings cash towards goodwill in-addition to the amount
of capital, it is distributed to the existing partners in“the sacrificing ratio.

¢ WHEN THE NEW PARTNER DOES NOT BRING.GOODWILL IN CASH OR IN
KIND
v If the new partner does not bring goodwill in cash or in kind, his share of

goodwill must be adjusted through the capital accounts of the partners.
< WHEN THE NEW PARTNER BRINGS ONLY A PART OF THE SQODWILL IN

/7
o0

/7
o0

*
SR 4

*

*¢

*
*

< Sometimas the new partner may bring only 2 part of the gecdwill in cash or
assets.

v In suck o case, for the cash or the assets brought, the respective account
is debited and for the“amount not brought in cash or kind, the new partner's
capital account is debited:

EXISTING GOODWILL

v If goodwill already appears in the books of accounts, at the time of
admission if the partners decide, it can be written off by transferring it to
the existing partners’ capital account / current account in the old profit
sharing ratio.

o0

LESSON INSIDE QUESTION:

1) What is mean by Investment fluctuation fund? (IFF)
< Investment fluctuation fund is created out of profit to adjust the reduction in
the market value of the investments.
< If the market value of the investments is greater than or equal to the book
value, then, the entire investment fluctuation fund is transferred to the old
partners’' capital account in old profit sharing ratio.
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< If the market value of the investments is less than the book value, then the
difference is to be subtracted from the investment fluctuation fund and the
balance of investment fluctuation fund is to be transferred to the old partners’
capital account in old profit sharing ratio.
2) What is mean by admission of a new partner?
<+ A person may join as a new partner in an existing partnership firm.
<+ This is called admission of a partner.
3) What purpose an admission of a new partner?
<+ The purpose of admission of a new partner may be to raise additional capital
for expansion of business or managerial skill of the new partner or both.
< Generally, the new partner has to contribute capital to the firm and thereby he
/ she acquires the right to share the future profits and the assets of the firm.
4) Which purpose of admission of a new partner in a partnership finm?

The purpose of admission of a new partner may be

< To raise additional capital for expansion of business on
<+ Managerial skill of the new partner or
%+ Both Purposes.
5) What are the situations to Caiculation of sacrificing fatio and iiew profit shariiig
ratio?
% WHEN MNEW PROFIT SHARING RATIO IS LIVEN
v 'When rew profit sharing ratio isigiven, sacrificing rctio has t2 be calculated
as follows:
v' Sacrificing ratic = Ratic of share sacrificed by the old pariners
v" Share sacrificed = Old/Sshare - New share.
<+ WHEN NEW PROFIT SHARING RATIO IS NOT GIVEN:
(a) WHEN SHARE SACRIFICED IS GIVEN.
v When new profit sharing ratio is not given, but the share sacrificed by the
old partner(s) is'given, new profit sharing ratio is calculated as follows:
v New share of old partner = Old share - Share sacrificed
v' Share of new partner = Sum of shares sacrificed by old partners.
<+ WHEN PROPORTION OF SHARE SACRIFICED IS GIVEN
(I) WHEN SHARE SACRIFICED IS GIVEN AS A PROPORTION ON OLD
PARTNERS' SHARE
v When new profit sharing ratio is not given, but the share sacrificed is given
as a proportion on old partners' share, new profit sharing ratio is calculated
as follows:
v" Share sacrificed by old partner = Old share x Proportion of share sacrificed
v New share of old partner = Old share - Share sacrificed
v' Share of new partner = Sum of shares sacrificed by old partners.
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<+ WHEN PROPORTION OF SHARE SACRIFICED ON NEW PARTNER'S SHARE IS
GIVEN
v" When new profit sharing ratio is not given, but the proportion of share
sacrificed on new partner's share is given, new profit sharing ratio is
calculated as follows:
v New share of old partner = Old share - Share sacrificed
v" Share sacrificed = New partner's share x Proportion of share sacrificed.
<+ WHEN SHARE SACRIFICED AND PROPORTION OF SHARE SACRIFICED IS NOT
GIVEN
v" When new profit sharing ratio, share sacrificed and the proportion of share
sacrificed is not given, but only the share of new partner is given, new profit
sharing ratio is calculated by assuming that the share sacrificed is the
proportion of old share.
v New profit sharing ratio is calculated as follows:
Share sacrificed = New partner’s share x Old share
v New share of old partner = Old share - Share.sacrificed

CHAPTER 06.
RETIREMENT AND DEATH OF A PARTNER

<

1. What is meant by retirecmen’ of a pariner? (OR) outgoing partner.
» When a partier l2aves from a parfoership firm, it is knewn as revirement.
%+ The reasons for the retirement of a partner may be illness, old age, better
opportunity elsewhere, disagreement with other partners, etc.
<+ On retirement of a partner, existing agreement comes to an end.
< A partner who retires from the firm is called an outgoing partner or a retiring
partner
2. What is gaining ratio?.
< The continuing partners may gain a portion of the share of profit of the retiring
partner.
<+ The gain may be shared by all the partners or some of the partners.
%+ Gaining ratio is the proportion of the profit which is gained by the continuing
partners.
<+ The purpose of finding the gaining ratio is to bear the goodwill to be paid to the
retiring partner.
= The share gained is calculated as follows:
* Share gained = New share - Old share
=  Gaining ratio = Ratio of share gained by the continuing partners.
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3. What is the purpose of calculating gaining ratio? .
< The continuing partners may gain a portion of the share of profit of the retiring

partner.
<+ The purpose of finding the gaining ratio is to bear the goodwill to be paid to the
retiring partner.
The share gained is calculated as follows:
v' Share gained = New share - Old share
v' Gaining ratio = Ratio of share gained by the continuing partners.
4. What is the journal entry to be passed to transfer the amount due to the deceased
partner to the executor of the deceased partner?
<» When a partner dies the amount due from the firm is paid to the executor or legal
representative of the deceased partner.
% To transfer the amount due to the deceased partner to the exécutor or legal
representative of the deceased partner.

Date Particulars L.F| Debit(Rs) | Credit(Rs)
Deceased partner's capital A/c Dr. XXXXX
To Deceased partner’s executor A/c B | XXXXX

SHORT _ANSWER:

1) L.ist out the adjustments made at The time of retirérent of o partacr in a partnership
firm.

The following adjus‘ments are neczssory ot the time of retirement of a partner:
Distribution cf cccumulated profivs, reserves arnd losses

Revaluation of assets and liabilities

Determination of new profit.Sharing, ratio and gaining ratio

Adjustment for goodwill

Adjustment for current year's profit or loss upto the date of retirement

Settlement of the amount due to the retiring partner

2) Distinguish between sacrificing ratio and gaining ratio.

*
0

*
‘0

*,

K/
o

L)

*

*
*

*
X

K/
o0

Basis Sacrificing ratio Gaining ratio

Meaning | It is the proportion of the profit | It is the proportion of the profit
which is sacrificed by the old which is gained by the continuing
partners in favour of a new partners from the retiring partner
partner

Purpose It is calculated to determine the | It is calculated to determine the
amount to be adjusted towards | amount to be adjusted towards
goodwill for the sacrificing goodwill for the gaining partners.
partners.
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Time of
calculation

It is calculated at the time of
admission of a new partner

It is calculated at the time of
retirement of a partner.

Method of
calculation

It is the difference between the
old ratio and the new ratio.

Sacrificing ratio = Old profit
sharing ratio - New profit

Gaining ratio = New profit sharing
ratio - Old profit sharing ratio.

Gaining ratio = New profit sharing
ratio - Old profit sharing ratio

sharing ratio

3) What are the ways in which the final amount due to an outgoing partner can be
settled?

%+ The settlement is to be done in the manner prescribed in the partnership deed.
The amount due to the retiring partner may be settled-in one of the following
ways:

Paying the entire amount due immediately in cash.
Transfer the entire amount due, to the loan account'\of the nartner.
Paying part of the amount immediately in cash ‘and\transferring the balance 7o the

loan accouat of the portner.

X/
L4

L4

L X4

(@)  When the amount due is paid in cask immediately: B B
Date |Particulars [P | bebitRs) | CrediRs)
Retiring partner's capital A/C O | XXXXX
To Cash / Bank A/c XXXXX
(b) When the amount due iis.not paid immediately in cash.
Date | Particulars L.F. | Debit(Rs) | Credit(Rs)
Retiring partner's capital A/c Dr XXXXX
To Retiring partner's A/c XXXXX
(c) When the amount due is partly paid in cash immediately
Date | Particulars L.F. | Debit(Rs) | Credit(Rs)
Retiring partner's capital A/c Dr XXXXX
To Retiring partner's A/c XXXXX
To Cash / Bank A/c (amount paid) XXXXX
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LESSON INSIDE QUESTIONs & ANSWERs:

1) What are the Adjustments required on the death of a partner?
> Adjustments required on the death of a partner When a partner dies, there is
dissolution or reconstitution of partnership.

The following adjustments are made on the death of a partner:

v" Distribution of accumulated profits, reserves and losses
v" Revaluation of assets and liabilities
v' Determination of new profit sharing ratio and gaining ratio
v Adjustment for goodwill
v Adjustment for current year's profit or loss upto the date of death
v Settlement of the amount due to the deceased partner
2) Write Short note on Life policies
> Life policies may be taken on the life of the partners in a partnership firm.
> The life policy may be individual policy or joint life policy.
> In case of individual policy, if a partner dies, his policy,alone matures and the
policy amount is received from the insurance company.
> In case of joint life policy, one policy is takenwon'the’ lives of all partners.
> When any one of the partners dies, the policy matures and the policy amount is
received.
> Ta both types of policies, the insurance premium is paid by the partnership
firm.
> The policy emount received fror the insurance corepany is used tc settle the
amount due to The deceased pariner
3) If the amount due to the retiring/deceased partner is not paid in cash immediately
and if there is no contract enteredjinto concerning settlement of account, what will
say the Indian partnership Act:2
> Then provisions of ‘Section 37 of the Indian Partnership Act, 1932 will apply.
As per section 37, the retiring partner or the representatives of the retiring or
deceased partner is entitled to choose any of the following options:
v" Share of profits attributable to the use of his share of property of the
firm or
v' Interest at the rate of 6 per cent per annum on the amount of his share
on the property of the firm.
4) How do Distribution of accumulated profits reserves and losses
v" Profits and losses of previous years which are not distributed to the partners
are known as accumulated profits and losses.
v Reserve includes general reserve, reserve fund, workmen compensation fund and
investment fluctuation fund.
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v' As the accumulated profits and losses belong to all the partners, these should
be distributed to all the partners in the old profit sharing ratio.

v" In case of workmen compensation fund, the excess amount after providing for
anticipated claim is to be transferred.

v" Following are the journal entries to be passed:
FOR TRANSFERRING ACCUMULATED PROFITS AND RESERVES

Date | Particulars L.F. | Debit(Rs) | Credit(Rs)
Profit and loss Appropriation A/c Dr XXXXX
General reserve A/c Dr XXXXX
XXXXX
Reserve fund A/c Dr
XXXXX
Workmen compensation fund A/c Dr XXXXX
Investment fluctuation fund A/c Dr
To All partners' capital / current A/c
(in the old ratio) XXXXX
« FOR TRANSFERRING ACCUMULATED LOSS :
e L e |
Date | Particulars L.F. | Debit{Rs) | Credit(Rs)
All pairtners’ capital / curicent A/ Dro | XXXRK
To Prefit and loss A/c (i» oid ratio) | | XXXXX

5) Give Any three reasons for.a partner for leaving a partnership firm?
> Iliness,
> Old Age,
> Better Opportunity Elsewhere,
> Disagreement With Other Partners, Etc. ,
6) How many ways to Revaluation of Assets and Liabilities?
> The assets and liabilities are revalued as the current value may differ from the
book value.
> There are two ways in which the revaluation of assets and liabilities may be
dealt with in the accounts.
v" Revised value of assets and liabilities are shown in the books
v" Revised value of assets and liabilities are not shown in the book

*xx% ALL THE BEST *****
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CHAPTER 07.
COMPANY ACCOUNTS
VERY SHORT ANSWER QUESTIONS

1. What is a share?
< The capital of a company is divided into small units of fixed amount.
< These units are called shares.
<+ The shares which can be issued by a company are of two types
v' preference shares and
v' Equity shares.
2. What is over-subscription?
“» When the number of shares applied for is more than the number of shares
offered for subscription, it is said to be over subscription.
< This situation can be dealt with as per any of the following three alternatives:
(a) Some applications are accepted in full and others are totally rejected.
Application money is returned to the applicants for rejected applications.
(b) All applications are allotted in proportion _of 'sheres applied for. This is
calied pro rata allotment. Excess application money may be returned or may be
retained for adjustmert tovards alloiment'money and call morey.
{c) A combinaticn of the above twodney be applied.
3. '"What is meant by calls in arrear?
“» When a shareholder feils to pay the amount due cn allotment or cn calls, the
amount remaining unpaid is-known as caiis in arrears.
<+ In other words, the amount'called up but not paid is calls in arrear.
<+ As per Table F of the Indian Companies Act, 2013, interest may be charged on
calls in arrear if Articles'of Association so provide not exceeding 10% per
annum.
%+ There are two methods of accounting of calls in arrear.
(i) By not opening calls in arrear account
(ii) By opening calls in arrear account
4. Why are the shares forfeited?.
<» When a shareholder defaults in making payment of allotment and/or call money,
the shares may be forfeited.
< On forfeiture, the share allotment is cancelled and to that extent, share
capital is reduced.
<+ The person ceases to be a shareholder of the company after the shares are
forfeited.
<+ On forfeiture, the amount so far paid by the shareholder is forfeited which is
a gain to the company and is credited to forfeited shares account.
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< Forfeited shares account is shown under share capital as a separate head in the

Note to Accounts to the balance sheet.

SHORT ANSWER:
. State the differences between preference shares and equity shares.

BASIS PREFERENCE SHARES EQUITY SHARES
Meaning Preference shares Preference Equity shares are those shares which
shares are the shares which have | are not preference shares. These
the two preferential rights over | shares do not enjoy any preferential
the equity shares rights
Rights Preference towards the payment |Rate of dividend is not fixed on equity
about of dividend at a fixed rate during | shares and it depends upon the profits
dividend | the life time of the company earned by the company
Return on | Preference towards the In case of winding.up-of a company
share repayment of capital on winding equity shareholders are paid after the
capital up of the company payments are made to preference
shareholders.
Types of Preference share have many Equity shares are also known as
shares tynes ’ ordincary shares.

DS

2. 'Write a brief noiz on calls in advance.

advance.

*
A X4

K/
X

L)

K/
o0

% The excess amount paid over,The called up value of a share is known as calls in

It is the excess money,paid on application or allotment or calls.
Such excess amount can be returned or adjusted towards future payment.
If the company decides to adjust such amount towards future payment, the

excess amount may also be transferred to a separate account called calls in
advance account.

K/
o0

dividend is payable on such amount.

K/ X/
L X X4

Calls in advance does not form part of the company's share capital and no

In the balance sheet, it should be shown under current liabilities.
As per Section 50 of the Indian Companies Act, 2013, the company can accept

calls in advance only if it is authorised by its Articles of Association.

* As per Table F of the Indian Companies Act, 2013, interest may be paid on

calls in advance if Articles of Association so provide not exceeding 12% per
annum.
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3. What is reissue of forfeited shares?.
<+ Shares forfeited can be reissued by the company.
<+ The shares can be reissued at any price.
< But, the reissue price cannot be less than the amount unpaid on forfeited
shares. Example: If a share of Rs.10 on which Rs.4 has already been paid as
application money is forfeited and reissued as fully paid up, then a minimum of
Rs.6 must be fixed as the new price (10 - 4 = 6).
<» When forfeited shares are reissued at a loss, such loss is to be debited to
forfeited shares account.
<+ When forfeited shares are reissued at a premium, the amount of such premium
will be credited to securities premium account.
4. Write a short note on (a) Authorised capital (b) Reserve capital.
<+ AUTHORISED CAPITAL :
v Tt means such capital as is authorised by the memorandum of association.
v It is the maximum amount which can be raised as“capital.
v It is also known as registered capital or nominal capital.
<+ RESERVE CAPITAL :
v" The company can reserve a part of its,subscribed capital to be called up
only at the time of winding up.
v/ It is called reserve corital.
5. 'What is meant by issue of share: for consicleration‘cther than caslh?
<+ Issue of shares for consideiation other=iizan cash a company may issue shares
for ccnsideration other than casn whanithe company acquires: fixed assets such
as land and buildinas, rmachinery, éic

LESSON.INSIDE QUESTION:

1) Explain the Divisions of share\capital?
The share capital of a company is divided into the following categories:
< Authorised capital *
v' It means such capital as is authorised by the memorandum of association.
v' It is the maximum amount which can be raised as capital.
v It is also known as registered capital or nominal capital.
% Issued capital :
This represents that part of authorised capital which is offered for
subscription.
% Subscribed capital:
v' It refers to that part of issued capital which has been applied for and
also allotted by the company.
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% Called up capital:
v It refers to that part of subscribed capital which has been called up by
the company for payment.
< Paid up capital :
v' It is that part of called up capital which has been actually paid by the
shareholders.
< Reserve capital :
v The company can reserve a part of its subscribed capital to be called up
only at the time of winding up.
v It is called reserve capital.

2) How do raise the capital of the public company?

A public company may raise capital by issue of equity shares through the following ways

DS

> Public issue

% Private placement
< Rights issue

<+ Bonus issue

% Public issue :

v' Issue of equity shares to the public through prospectus by a public company is
called pubiic issve.

v L% includes initial public offer ancl“further public <ffer.

< FPrivate placement :

v' Private placement meons any offer-of equily shares or invitation to subscribe
equity shares to a select group of persons by a company (other than by way of
public offer) through issue ‘of “a“private placement offer letter and which
satisfies the conditions,specified in Section 42 of the Indian Companies Act,
2013.

< Rights issue:

v' Issue of equity shares to the existing shareholders of the company through a
letter of offer is known as rights issue.

< Bonus issue:

v' Issue of equity shares to the existing shareholders of the company at free of

cost out of accumulated profit is known as bonus issue.

L0

L0

>

3) Explain the Process of issue of equity shares.
The Process of issue of equity shares a company can issue shares as per the
provisions of the Indian Companies Act and as per the guidelines issued by Securities
and Exchange Board of India (SEBI).
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< Inviting subscription:
v A public company has to issue a prospectus and invite the general public to

subscribe for its shares.
< Receipt of application:

v On the basis of the prospectus, applications are deposited in a scheduled bank
by the applicants along with application money within the time specified.

v" Application money must be at least 5 per cent of the nominal value of the
shares.

< Allotment of shares:

v" When the minimum subscription stated in the prospectus has been subscribed
for by the public, a company can allot shares.

v" For those to whom shares could not be allotted, their application money will be
refunded. If the minimum subscription is not received, all fthe application money
received has to be refunded to the applicants.

4) Explain the Shares issued at premium :

<+ When a company issues shares at a price more than the(face,value (nominal value),
the shares are said to be issued at premium.

< The excess is called as premium amount and is transferred to securities premium
accouni.

< The amount of sccurities premium may be included\irn agplication monzy or alletment
money cr in a cali.

< Securities premium account is shown uncler\reseives and surplus as a serarate head in
the Note to Accounts to the balance sheet.

8 ALL THE BEST *****

CHAPTER 08.

FINANCIAL STATEMENT ANALYSIS
VERY SHORT ANSWER QUESTIONS

5. What are financial statements?
< Financial statements are the statements prepared by the business concerns at
the end of the accounting period to ascertain the operating results and the
financial position.
< The basic financial statements prepared by business concerns are income
statement and balance sheet.

K.PUSHPARASU M.Com. M.Phil. B.Ed.,, 12thACCOUNTANCY KPR - KVMHSS  Page 36
P GTIN COMMERCE & ACADEMIC COORDINATOR KV MATRIC. HR. SEC. SCHOOL, COIMBATORE - 641 107.

Send Your Questions and Answers to Our Email Id - padasalai.net@gmail.com



https://www.padasalai.net/

www.Padasalai.Net www. TrbTnpsc.com
TODAY'’S LEARNER! KPR- KVMHSS- TOMORROW'’S LEADER !

6. List the tools of financial statement analysis.
Tools of financial statement analysis:

v Comparative statement

v' Common-size statements

v Trend analysis

v Funds Flow analysis

v' Cash Flow analysis
7. What is working capital?

< The term 'fund’ refers to working capital.

< Working capital refers to the excess of current assets over current liabilities.
8. When is trend analysis preferred to other tools?

<» When data for more than two years are to be analysed, it may be difficult to
use comparative statement. For this purpose, trend analysis may be used.
Trend refers to the tendency of movement.
Trend analysis refers to the study of movement of\figures over a period.
The trend may be increasing trend or decreasing trend or irregular.
One year, generally, the first year is taken‘as,the base vear. The figures of
the base year are taken as 100.
The figures for *ne other years are zxpressesd as a percentage to the base
vzor and the trerd is determined

X/ X/
LS X4

3

*¢

*
A X4

*
A X4

1. 'Financial staterrents are prepared baseci on the past data’. Explain hew this is a
limitation.
<+ Record of historical data:
v" Financial statements are-prepared based on historical data.
v They may nof|reflect the current position.
v" Financial statements are prepared at the end of every accounting period.
But, the actualpposition of the business can be known only when the
business is closed.
v" Hence, financial statements may not reveal the exact position of the
business concern.
2. Write a short note on cash flow analysis.
< Cash flow analysis is concerned with preparation of cash flow statement which
shows the inflow and outflow of cash and cash equivalents in a given period of
time.
% Cash includes cash in hand and demand deposits with banks.
% Cash equivalents denote short term investments which can be realised easily
within a short period of time, without much loss in value.
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%+ Cash flow analysis helps in assessing the liquidity and solvency of a business
concern.

3. Briefly explain any three limitations of financial statements.

% Following are the limitations of financial statements:

= LACK OF QUALITATIVE INFORMATION:

< Qualitative information that is non-monetary information is also important for
business decisions.

< For example, efficiency of the employees, efficiency of the management, etc.
But, this is ignored in financial statements.

> RECORD OF HISTORICAL DATA:

< Financial statements are prepared based on historical data. They may not
reflect the current position.

> IGNORE PRICE LEVEL CHANGES:

< Adjustments for price level changes are not made in the’financial statements.
Hence, financial statements may not reveal the current position.

> LACK OF CONSISTENCY:

< Different business concerns may use different accounting methods. Hence,
comparison between two business concerns becomes difficult.

< GIVE ONLY INTERIM REPORTS:

% Financio! statemenrts are preraied at thewend of ‘every accounting period. But,
the actual position of the business can be kncwn only when the busiress is
closed. Hence, financial stetements may=nioat reveal the exact positicn of the
business concern.

= LIMITED ACCESS TC EXTERMALSUSERS:

%+ The external users do not have detailed and frequent information of financial
results as they have limited ‘access.

= INFLUENCED BY PERSONAL JUDGEMENT:

<+ Preparation of financial statements may be influenced by personal judgements
and therefore these‘are not free from bias.

4. Explain the steps involved in preparing comparative statement.
Preparation of comparative statements A comparative statement has five columns.
Following are the steps to be followed in preparation of the comparative statement:
v Column 1: In this column, particulars of items of income statement or balance
sheet are written.
v Column 2: Enter absolute amount of year 1.

v Column 3: Enter absolute amount of year 2.
v Column 4: Show the difference in amounts between year 1 and year 2. If there is an

increase in year 2, put plus sign and if there is decrease put minus sign.
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v" Column 5: Show percentage increase or decrease of the difference amount
shown in column 4 by dividing the amount shown in column 4 (absolute amount
of increase or decrease) by column 2 (year 1 amount).

That is,
v' Percentage increase or decrease = Absolute amount of increase or decrease x 100
Year 1 amount
Particulars | Year- |Year-2 | Absolute amount of | Percentage
1 (Rs) | (Rs) increase (+) increase (+)
or decrease (-) or decrease (-)

5. Explain the procedure for preparing common-size statement.

Preparation of common-siz e statements Common-size statement can be prepared
with three columns.

Following are the steps to be followed in preparation ‘of common-size statement:

v Colimin 1: In this column, particulars of items of{income.statement or balance: sheet
are written.

v Calumn Z: Erter absolutz amount.

v' (Column 3: Chsose a common base as 100. Far.exampie. revenue frori operaticns can
[>e taken as the base for income statemznt and tofal of balarce sheet can be taken
as the base for belance snezt. Work oud the percentagz for all the ivers of column 2
in terms of the common base and enter them in column 3.

v" Format of common-size statement.

Particulars Absolute_amount Percentage

LESSON INSIDE QUESTION:

1) What are the Features of financial statements?
Following are the features of financial statements:

< Financial statements are generally prepared at the end of an accounting period based
on transactions recorded in the books of accounts.

<+ These statements are prepared for the organisation as a whole.

< Information is presented in a meaningful way by grouping items of similar nature such
as fixed assets and current assets.

< Financial statements are prepared based on historical cost.
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< Financial statements are prepared based on accounting principles and Accounting
Standards, which make financial statements comparable and realistic.

< Financial statements involve personal judgements in certain cases.

< For example, selection of method of depreciation, percentage of reserve, etc.

2) What are Significance of financial statements?
=> Financial statements reveal the operating results and financial position of the
business concern. The significance of financial statements to various
stakeholders is as follows:
<+ To management:
v" Financial statements provide information to the management to take decision
and to have control over business activities, in various areas.
To shareholders:
v" Financial statements help the shareholders to know whether the business has
potential for growth and to decide to continue their shareholding.
To potential investors:
v" Financial statements help to value the securities ‘and compare it with those
of other business concerns before making,their investment decisions.
o creditors:
v Creditors can get informeticn about“the ability of the busiress to repay the
debts from financial statement's.
< _Tc bankers:

v Informction given in the finoncial staternents is significart to the bankers to
assess whether there is_adcquate security to cover thz amournt af the loan
or overdraft.

% Yo government:

v" Financial statements‘are significant to government to assess the tax liability
of business concerns _and to frame and amend industrial polices.

< To employees:

v Through the financial statements, the employees can assess the ability of
the business to pay salaries and whether they have future growth in the
concern

3) What are the Objectives of financial statement analysis ?
Financial statement analysis may be done with any of the following objectives:
< To analysis the profitability and earning capacity
To study the long term and short term solvency of the business
To determine the efficiency in operations and use of assets
To determine the efficiency of the management and employees
To determine the trend in sales, production, etc.
To forecast for future and prepare budgets

L)

K/
0‘0

K/
0‘0

L)

X3

*¢

3

S

3

S

X/ X/
L X X4
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< To make inter-firm and intra-firm comparisons
4) What is mean by Horizontal analysis ?
<» When figures relating to several years are considered for the purpose of
analysis, the analysis is called horizontal analysis.
< Generally, one year is taken as the base year and the figures relating to the
other years are compared with that of the base year.
<+ Comparative statements and trend percentages are examples of horizontal
analysis.
5) What is mean by Vertical analysis?
<+ When figures relating to one accounting year alone are considered for the
purpose of analysis, the analysis is called vertical analysis.
< Here, relationship is established among items from various financial statements
relating to the same accounting period.
» Preparation of common size statements and computation-of ratios are examples
of vertical analysis.

CHAPTER 09.
TIO ANALYSIS

R,

1. 'What is meaiit by cccounting ratics?
<+ Ratio is a wmathematical expressior ot relatiorship between two reiated or
interdependert (tems.
% It is the numcirica! o guantitaiive reiaticaship between two items.
% It is calculated by dividing.one item by the other related item.
<  When ratios are calculated on the basis of accounting information, these are
called ‘accounting ratios".
2. What is quick ratio?
% Quick ratio gives the proportion of quick assets to current liabilities.
% It indicates whether the business concern is in a position to pay its current
liabilities as and when they become due, out of its quick assets.
Quick assets are current assets excluding inventories and prepaid expenses. It
is otherwise called liquid ratio or acid test ratio.
It is calculated as follows:
Quick ratio = Current Assets
current liabilities
Quick assets = Current assets - Inventories - Prepaid expenses Higher the
quick ratio, better is the short-term financial position of an enterprise.

X/
o0

X/
L X4

X/
L X4
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3. What is meant by debt equity ratio?
< Debt equity ratio is calculated to assess the long term solvency position of a

business concern.

< Debt equity ratio expresses the relationship between long term debt and
shareholders’ funds.

< It is computed as follows:

Debt equity ratio = Long term debt
Shareholders’ funds.

4. What does return on investment ratio indicate?
% Return on Investment (ROI) shows the proportion of net profit before interest and
tax to capital employed (shareholders' funds and long term debts).
< This ratio measures how efficiently the capital employed is used-in the business.
% It is an overall measure of profitability of a business concern.

< It is computed as below:
Return on Investment (ROI) = Net profit before interest.and tax x 100
Capital employed

Capital employed = Shareholders’ funds + Non-current liabilities Greater the
return on investment better is the profitability.of ‘a businzss and vice versa.

5. Siate ary two limitations ct ratio onclysis.
= Accuracy of financial informatior:

%+ The accuracy of a ratio dzpenas on the accuracy of infortation taken
from financial statemen?s. . Yf the statzmnents are inoccurate, ratios
computed based on thar will also be inaccurate.

=> Consistency in preparation of financial statements:

< Inter firm comparisons with the help of ratio analysis will be meaningful
only if the firms follow uniform accounting procedures consistently.

=> Non-availability of‘standards or norms:

<+ Ratios will be’ meaningful only if they are compared with accepted
standards or norms. Only few financial ratios have universally recognised
standards. For other ratios, comparison with standards is not possible.

=> Change in price level:

< Ratio analysis may not reflect price level changes and current values as

they are calculated based on historical data given in financial statements.

SHORT ANSWER QUESTIONS

1. Explain the objectives of ratio analysis.
Objectives of ratio analysis Following are the objectives of ratio analysis:
v To simplify accounting figures
v To facilitate analysis of financial statements
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v To analyses the operational efficiency of a business

v To help in budgeting and forecasting

v To facilitate intra firm and inter firm comparison of performance.
. What is inventory conversion period? How is it calculated?
Inventory conversion period is the time taken to sell the inventory.
A shorter inventory conversion period indicates more efficiency in the management of
inventory. It is computed as follows:
<* Number of days in a year

o Inventory conversion period

o
o N

\/
A X4

Number of days in a year

( in days ) Inventory turnover ratio

o Inventory conversion period Number of months in a year

( in Months ) Inventory turnover ratio

3. How is operating profit ascertained?
<+ Operating profit ratio gives the proportion of operating profit to revenue from

operations.
< Operating profit ratio ic an indicator of operational efficiancy of an

crganisation.
< It may bz computed as follows:

Operating profit ratio =  _<{QOperating profit X 100
Reveznue, 1iom operaticns

v' Operatina profit = Rzvenue from operations - Orerating cost A kigher ratio
indicates better profitability:

v' Greater the operating ratio, higher is the margin available for paying non-
operating expenses

4. State the advantages of ratio analysis.
Advantages of ratio analysis“Following are the advantages of ratio analysis:
<+ Measuring operational efficiéncy:

v" Ratio analysis helps to know operational efficiency of a business by finding the
relationship between operating cost and revenues and also by comparison of
present ratios with those of the past ratios.

< Measuring financial solvency:

v" Ratio analysis helps to ascertain the liquidity or short term solvency and long

term solvency of a business concern.
% Eacilitating investment decisions:

v" Ratio analysis helps the management in making effective decisions regarding

profitable avenues of investment.
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< Analysing the profitability:
v" Ratio analysis helps to analyse the profitability of a business in terms of sales
and investments
% Intra firm comparison:
v" Comparison of efficiency of different divisions of an organisation is possible by
comparing the relevant ratios.
% Inter firm comparison:
v" Ratio analysis helps the firm to compare its performance with other firms.

6. State the limitations of ratio analysis.
Limitations of ratio analysis Following are the limitations of ratio analysis:
< Ratios are only means:
v Ratios are not end in themselves but they are only means to achieve a particular
purpose.
v" Analysis of related items must be done by the management or experts with the
help of ratios.
< Accuracy of financial information:
v The accuracy of a ratio depends on the accuracy'of,information taken from
Tinancial statements.
v If the statements are iraccurate, ratiss-computed based on that will a'sc be
inaccurate.

v' Inter firm comparisons with the hzlp of ratio analysis will be nearingful only if
the firms follow unifcim accourting pracedures censistently.
<+ Non-availability of standards orinorms:
v" Ratios will be meaningful only.if they are compared with accepted standards or
norms.
v Only few financial\ratios have universally recognized standards.
v" For other ratios, comparison with standards is not possible.
<+ Change in price level:
v" Ratio analysis may not reflect price level changes and current values as they

are calculated based on historical data given in financial statements.
*xxxx ALL THE BEST *****
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KV MATRIC.HIGHER SECONDARY SCHOOL

CREATIVITY * PROSPERITY* ACHIEVEMENT
546, SATHY MAIN ROAD, KURUMBAPALAYAM, COIMBATORE - 641 107.
HIGHER SECONDARY SECOND YEAR * ACCOUNTANCY THEORY -QUESTION & ANSWER.

10. COMPUTERISED ACCOUNTING SYSTEMTALLY
VERY SHORT ANSWER QUESTIONS.

1) What is automated accounting system?
= Automated accounting is an approach to maintain up-to-date accounting records
with the aid of accounting software.
=> Under manual accounting system entries are made in different books of accounts
while accounting software packages allow manual entry in onhe_field or one place.
= From that field or place, the software automatically relates the transaction to
all other relevant records within the software package.
2) What are accounting reports?
= Accounting report is a compilation of accounting information that are derived
from the accounting records of a business concern.
— Accounting reports may be classified as routine reports ard special purpose
repcrts.
3) Siate any five accounting reports.
Rcutine acccunting reporrts include
= Day bocks / Journal
- Ledger
=> Trial balance
> Income statement
- Balance sheet
= Cash flow statement
4) What is Accounting Information System (AIS)?
> Accounting Information System (AIS) collects financial data, processes them
and provides information to the various users.
= To provide information ALS requires data from other information system that is
manufacturing, marketing and human resources.
= Similarly, other information systems require data from AILS in order to provide
information.
> Thus, data exchange among the information systems is inevitable. For example,
to compute amount of wages to be paid,
= AIS require data from manufacturing information system and human resource
information system..
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5) What is a group in Tally.ERP 9?

= In 2009, Tally Solutions introduced the software Tally.ERP 9.

> The software offers comprehensive business management solution.

=> It maintains all books of accounts. Different types of vouchers such as vouchers
for receipt, payment, sales, purchases, etc., can be used for recording
transactions.

= It follows the principle of double entry system of book keeping.

= In 2017, it was updated to comply with the Indian Goods and Services Tax
(6ST) requirements.

SHORT ANSWER QUESTIONS

1) Write a brief note on accounting vouchers.
<> Voucher is a document which contains details of transactions.
=> Transactions are to be recorded through voucher entries:
=> Tally has a set of predefined vouchers such as Purchase;*Sales, Payment,
Receipt and Contra.
> To view the list of voucher types: Gateway of Tally > Masters > Accounts Info
> Voucher Types > Display As per the requirements.of users, additional voucher
Type can be created.
= Following aire some of rhe mejoir accounting vouchers used in ar sirganisction
i Receipt Voucher
Payment \/oucher
Contra Voucher
Purchase Voucher
Sales Voucher
® Journal Voucher
=> Receipt Voucher(Fé:Receipt)
m All transactions related to receipt either in cash or through bank are
recorded using'receipt voucher.
® In this voucher, cash or bank account is debited and other ledger account
is credited.
m To record receipt: Gateway of Tally > Transactions > Accounting
Vouchers > F6:Receipt
=> Payment Voucher:(F5:Payment)
m All transactions related to payments either in cash or through bank are
recorded using payment voucher.
® In this voucher, cash or bank account is credited and other ledger
account is debited.
® To record payment way of Tally > Transactions > Accounting Vouchers >
F5:Payment.
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= Contra Voucher :( F4:Contra)
m A transaction involving both cash account and bank account is recorded
using contra voucher.
® The transaction may be for deposit of cash into bank account or
withdrawal of cash from bank account.
® To record contra: Gateway of Tally > Transactions > Accounting Vouchers
> F4:Contra
=> Purchase Voucher: (F9:Purchase)
® Purchase vouchers are used for recording both cash and credit purchases
of goods.
B To record purchases: Gateway of Tally > Transactions > Accounting
Vouchers > F9:Purchase
=> Sales Voucher: (F8:Sales)
m Sales vouchers are used for recording both cash and“¢redit sales of
goods.
® To record sales: Gateway of Tally > Transactions > Accounting Vouchers
> F8:Sales
= Journal Voucher(F7:Journal)
w Jeuirnal vouckers are used for recending *ransactions invelving other than
cash, bank, purchases and sales such as depreciation, provision for bad
debts, T
®m o record journal. Gateway of Tally > Transactions > Accounting Vouchers
> F7:Journal
® To record transactions using voucher, Accounting Voucher Creation has to
be used.
m Accounting Voucher Creation contains Name and Number of the voucher,
Date of voucher, Particulars, Debit and Credit and Narration.
2) What are the pre-definediedgers available in Tally.ERP 9?
= In Tally, to record transactions, the transactions are to be identified with the
related ledger accounts.

> Tally has two predefined ledgers, Cash and Profit & Loss A/c.

> The user has to create various other ledgers based on their requirements.

3) Mention the commonly used voucher types in Tally.ERP 9.
=> Following are some of the major accounting vouchers used in an organisation
® Receipt Voucher
® Payment Voucher
® Contra Voucher
® Purchase Voucher
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® Sales Voucher
® Journal Voucher
4) Explain how to view profit and loss statement in Tally.ERP 9.
> To view Profit and Loss Account F10: A/c Reports > Profit & Loss A/c > AltF1

(detailed) (or)

> Gateway of Tally > Reports > Profit & Loss A/c > AltF1 (detailed)

= Please refer : (Use test book diagram page Number 348) (- Figure 10.37 Profit
and Loss Account)

5) Explain any five applications of computerized accounting system. (Practical on
application of accounting software - Tally).
® Starting Tally:
= Starting Tally can be started in either of the ways as given below:
= Click on Start > All Programs > Tally.ERP 9 > Tally.ERP"9 icon
(or)
= Click on Tally.ERP 9 icon (shortcut) on the desktopi
® (Creation of a company:
=> It is essential to enter the particulars of the.company for which accounts are
to be maintained in Tally.
= In order io creatz u compary, the foliowing stzps are to be fsiiowed:
2 Company Info > Create Corapany Afier seiecticn of Create Cempany frem first
screen in Tally,
® (qteway of Tally:
> Tally screzn appecrs, cfter crcavien of 2 company and whenever Tally is
started.
=> This screen is called Gateway,of Tally.
= It shows the company selected under List of Selected Companies on the left
pane. Gateway of Tally is'shown on the right pane which contains menu options
such as Transactions'and Reports.
> The shortcut key for each menu option is a letter from the option's name, which
will be highlighted in red.
= Vertical button bar is placed on the extreme right of the screen which contains
buttons such as F1 and F2 for quick interaction with Tally.ERP 9.
=> Bottom horizontal information panel displays details of product, version, licence,
configuration and calculator.
® Closing Tally :
> The following are the two ways for closing Tally: Press Esc Key > Press Enter
or Y or Click on Yes (or) Press Ctrl + Q 5.
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® Select a company:
- If multiple companies are created, to choose a particular company, after

opening Tally, click F1 (Select Company) on the vertical button bar.
> Tally.ERP 9 displays the Select Company screen, with a list of companies that
are already created.
> Select the company for which accounting has to be done.
® Company features:
> After creation of a company, it is necessary to set up Tally.ERP 9's features.
> The features in Tally.ERP 9 are set of capabilities, provided as options that
enable maintainenance of financial records as per the requirements of the
users.
=> Click F11: Features, on the vertical button bar to go to Company Features
menu.
= It contains Accounting Features, Inventory Features, efc.
® The General Accounting :
> Features include 'Maintain accounts only’, 'Integrate accounts and inventory’ and
use Income and Expenses A/c instead of Profit and Loss 'A/c.
= The other Accounting Features include Invoicing, Banking Features, etc.
® 5Statutoiry and Taxation features:
= Siatutory and Taxation features include-Goods aind Services Tax {GST), Value
Added Tax (VA7) and Tax Deducted at Scurcz (TDS).
= To enobie Goods and Services Tax, set=¥as' to 'Enable Goods and Services Tax'
option.
INSIDC LESSON QUESTIONS AND ANSWERS
6) What are the steps involved in,designing accounting reports?
Following are the steps involved'in designing accounting reports:
> Define the objective of generating report
> Specify the structure of the report
=> Creating database queries to interact with the database to retrieve, modify,
add or delete data from the records
7) What is MIS (Management Information System).
2 A Management Information System (MIS) is a system that provides information
for decision making at all levels of management.
=> It includes manufacturing information system, marketing information system,
human resource information system and accounting information system.
8) Write short notes on Application of computerised accounting system - Tally with GST.
> Application of computerised accounting system - Tally with 6ST package.
> Tally is one of the most widely used financial accounting softwares.
=> It is used by various types of trade and industries.
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=> It is a comprehensive business accounting and inventory management software
that provides various facilities like multi-lingual operations, online functions,
legally supported reports, etc. In 2009, Tally Solutions introduced the software
Tally.ERP 9.
= The software offers comprehensive business management solution. It maintains
all books of accounts.
-> Different types of vouchers such as vouchers for receipt, payment, sales,
purchases, etc., can be used for recording transactions.
> It follows the principle of double entry system of book keeping. In 2017, it was
updated to comply with the Indian Goods and Services Tax (6ST) requirements.
9) Write short notes on Groups in Tally.
=> Creating Accounting Groups in Tally, a Group is a collection of ledgers of the
same nature.
= There are predefined groups of accounts which are widely. used in accounts of
many organisations.
> These predefined groups comply with the basic accounting principles of
classifying various account heads into Assets, Liabilities, Income and Expense.
10) How many Groups available in Tally?
= Gioups are categorised as Primary Groups ‘and ‘Sub-6Groups.
11) What are they include primary Groups?
= Primary group includes Capital Account,, Curren? Licbilities, Fixzd Assets,
Zurreni Assefs, efc.
12) What are they include primary Groups?
= Sub-6raour includes Rzeerves & Surblus, Sundry Cireditors, Sundry Debtors, etc.
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