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Accounting defined
Accounting as the process of  identifying , measuring , and 
communicating economic information to permit  informed 
judgments and decisions by the users of the information The users 
may be internal or external. -The American accounting association
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Accounting cycle

journal

Ledger

Trial balance

Final accounts
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Journal

Meaning of a Journal: o According to M.J. Keeler, “A Journal is a 
chronological record of financial transactions of a business.” 

It is book of prime entry or original entry in which all the business 
transactions are recorded the first in the sequence in which the 
transactions had actually occurred.
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Journalising

Meaning of Journalising: o According to Rowland, “The process of 
recording the transactions into journal is called Journalising.”
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• Characteristics: 

• It is a chronological record of financial transactions of a business. 

• It is a book of original entry which records all the details of transactions 
from various source documents. 

• It records both the aspects of a transaction i.e., debit and credit using 
Double Entry System of Book Keeping. 

• It gives complete details of a transaction in one entry. 

• It forms the base for recording or transferring the journalised transactions 
to the individual accounts known as Ledger Accounts.  

• Since, all the transactions are recorded for the first time in a Journal, it is 
correctly known as a Book of Original Entry
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Format:
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Journal entries format
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• Example: Pass the journal entries  with the following information

• Rs

• Jan1 Pandu started business with cash----------20000

• He opened a current account in the bank---------5000

• Purchased goods on credit from shakuni----------4000

• Paid to shakuni in full settle ment ------3900

• Machinery purchsed------Rs2000

• Goods sold to Bracewel------------3000

• Salaries paid----------700

• Rent received--------300Goods purchased from srikanth-----4000

• Interst on capital @10%for month-----

• Depreciation on Machinery-----100

Friday, May 19, 2023V.SUNEETHA
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• Ledger

• Ledger is a book that contains several accounts. The process of 
preparation of accounts from Journal into ledger is called posting in 
the ledger
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T Format of ledger account

Debit side(Dr) Credit side(Cr)

Date Particulars LF Amount Date Particulars LF Amount

Friday, May 19, 2023 V.SUNEETHA



Aditya Engineering College  (A)

Managerial Economics and
Financial Analysis

Aditya Engineering College  (A)

Trail balance

• Trial balance is a statement containing debit and credit balances of 
Various accounts taken out from ledger books as on a Particular date
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Particulars Debit Credit

profits account
sales account
 purchase returns account

XXX
XXX
XXX

debtors accounts
creditors account

XXX
XXX

 asset accounts
liabilities account

XXX
XXX

expenses accounts
incomes account

XXX
XXX

Losses accounts
 gains account

XXX
XXX

purchases accounts
Bank over draft account

XXX
XXX

drawings account XXX

Sales returns account XXX
Friday, May 19, 2023V.SUNEETHA
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• Problem

Friday, May 19, 2023V.SUNEETHA

Particulars Amount

Cash A/c 9700

Capital account 20167

Bank A/c 5000

Purchases A/c 8000

Discount A/c(received) 100

Machinery A/c 1900

Braceweels A/c Debtor 2000

Salaries account 700

Sales A/c 3000

Rent A/c Received 300

Depreciation 100

Srikants a/c creditor 4000

Interest on capital account 167
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• Problem
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Particulars Debit credit

Cash A/c 9700

Capital account 20167

Bank A/c 5000

Purchases A/c 8000

Discount A/c(received) 100

Machinery A/c 1900

Braceweels A/c Debtor 2000

Salaries account 700

Sales A/c 3000

Rent A/c Received 300

Depreciation 100

Srikants a/c creditor 4000
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• Final accounts

• 1.Trading account

• 2.Profit or loss Account

• 3.Balance sheet 
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• ADJUSTMENTS

• Adjustment is the process of adjusting outstanding and prepaid 
expenses and incomes, depreciation of assets, bad debt, interest on 
capital and drawings etc., into the final accounts.

• The aim of adjustments is to include in or exclude all the 
expenses and incomes related to the trading period in the final 
accounts. All adjustments are unrecorded items and they do not 
appear in the trial balance. So before final accounts are prepared 
these items should be adjusted and recorded, each in two different 
accounts.
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• Adjustment entries are generally given in the question after trial 
balance and all items  given in the trial balance are recorded only 
once in Trading account or Profit and Loss account or Balance Sheet 
whereas when there are items below the trial balance then theses 
entries are called adjustment entries which is incomplete entries or 
those transactions which happened after preparing trial balance so 
they are not recorded in journal so we need to pass those entries in 
closing entries which we have learned earlier itself and post them in 
final accounts twice.
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• First time, entry will be recorded/adjusted in Trading Account or Profit 
and Loss Account and

• Second time the same entry will be recorded/adjusted in Balance 
sheet.
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• The following are the usual adjustments which are to be made at the 
end of the accounting period:

• 1. Closing stock – i) trading a/c credit side and ii) asset side of balance 
sheet.

• 2. Outstanding expenses – i) add in concerned expenses in trading A/c 
or P & L A/c and ii) liabilities side of balance sheet.

• 3. Unexpired or prepaid expenses – i) deduct from concerned 
expenses in trading A/c or profit and loss a/c and ii) shown in asset 
side of balance sheet.

• 4. Outstanding or accrued income – i) added in concerned income in 
P&L A/c and ii) shown in asset side of Balance Sheet

Friday, May 19, 2023V.SUNEETHA



Aditya Engineering College  (A)

Managerial Economics and
Financial Analysis

Aditya Engineering College  (A)

• 5. Income received in advance – i) deducted from the concern income 
in P&L A/c and ii) shown in liabilities side of balance sheet.

• 6. Depreciation – i) debit side of P&L A/c and ii) deduction from the 
concerned asset in Balance sheet.

• 7. Interest on capital – i) debit side of P&L A/c and ii) added to capital 
in Balance sheet.

• 8. Interest on Drawings – i) shown as income in credit side of P&L a/c 
and ii) added to drawings which is ultimately deducted from capital in 
balance sheet.

• 9. Bad debts – i) it is shown on the debit side of P&L a/c and ii) deduct 
form sundry debtor in balance sheet.
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particulars Debit credit

Debtors 12000

Creditors 7900

Capital 30000

Drawing 2900

Rent and rates 250

Trade expenses 670

Purchases 8640

Sales 14290

Purchase returns 280

Sales returns 190

Carriage inwards 250

Wages 2920

Salaries 1200
Friday, May 19, 2023V.SUNEETHA
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Closing stock 14420

Opening stock 3100

Discount received 240

Discount allowed 180

Bad debts 200

Plant and machinery 2510

Furniture and fitting 1800

Cash in hand 500

Cash at bank 15400

Total 52710 52710
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• Problem 2

• Prepare balance sheet 

• Closing stock9000

• Net profit-2000
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particulars Debit credit

Opening stock 10000

Purchases and sales 20000 40000

Returns 2000 1000

Discounts 1000 2000

Capital and drawings 5000 65000

Cash and bank over draft 7000 12000

Debtors & Creditors 19000 12000

Carriage inwards 3000

Freight outwards 4000

Salaries and wages 6000

Stationary 4000

Land and buildings 35000
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• RATIO ANALYSIS
Accounting ratio shows inter-relationships which exist among various 
accounting data. When relationships among various accounting data 
supplied by financial statements are worked out, they are known as 
accounting ratios. 

1.Profitability ratios

2. Turn over ratios 

3. Liquidity ratios

4. Leverage ratios
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• Profitability ratios  

• 1. Gross profit ratio

• 2. Net profit ratio

• 3.Operating Expenses ratio

• 4. 3.Operating Profit ratio

• 5. Return on investments
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• Turn over ratio

1. Stock turn over ratio

2. Working capital ratio
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• Liquidity ratios

• 1.Current Ratio

• 2.Quick ratio
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Leverage ratio

1.Debt-equity ratio

2.Debt to total funds ratio
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