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Unit-I 

    Accounting concepts- conventions-Rules of Double entry book keeping. 

 Journal -Ledger-Trial Balance. 

 

Meaning of Accounting : 

                   The main objective of a business concern is maximization of profit. 

The object of a service may be promotion of art,culture,etc .In both 

organization, many operations take place, which involve transfer of money’s 

worth(goods or services)from one person to another called transactions. 

Definition of Accounting: 

                         According to the American Accounting Association, 

“Accounting is the process of identifying, measuring and communicating 

information to permit judgment and decisions by the users of accounts.” 

Accounting Principles: 

Accounting Concepts: 

(i)Business Entity Concept 

(ii)Money measurement concept 

(iii)Going concern concept 

(iv)Cost concept 

(v)Dual aspect concept 

(vi)Accounting period concept 

(vii)Matching concept 

(viii)Realization concept 

(ix)Objective Evidence concept 

(x)Accrual concept 
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(i)Business Entity Concept: 

Based on this concept, accounts are prepared from the point of view of the 

business and not from the owner’s point of view. 

(ii)Money measurement concept: 

The concept of implies that in accounting, every transaction, happening or 

event is recorded in terms of money. In other words, only those transactions, 

which can be expressed in terms of money, are recorded in the accounts. 

(iii)Going concern concept: 

The valuation of the assets of the assets of the business is based on this 

concept.Similarly, prepaid expenses are shown as assets on the assumption that 

the business until will continue in future. 

(iv)Cost concept: 

According to this concept, an asset is recorded in the books at the price to 

acquire it and that this cost is the basis for all subsequent accounting for the 

asset. 

(v)Dual aspect concept: 

According to this concept, every financial transaction involves a two-fold 

effect, a)receiving a benefit and b)giving a benefit 

(vi)Accounting period concept: 

The true profit or loss earned by a business unit can be ascertained only when 

the business is liquidated. 

(vii)Matching concept: 

Matching of revenues and costs involve the following two step:First, direct 

expenses are matched with sales revenue to ascertain the gross profit or the 

loss.Second,all the indirect expenses are matched with gross profit and other 

income to ascertain the operating profit or loss, 

(viii)Realization concept: 
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According to this concept, any change in value of an asset to be recorded only 

when the business realizes it. 

An asset is recorded at the historical cost and even if its current cost changes, 

(xi)Objective Evidence concept: 

Every entry in the accounting records should be supported by some objective 

evidence. 

For example ‘bank statements’ for cash at bank and ‘store keeper’s register for 

physical verification of stock. 

(x)Accrual concept: 

According to this concept, the effects of the transactions and other events are 

recognized on mercantile basis(accrual basis)that is, when they occur. 

Accounting Conventions: 

(i)Convention of consistency 

(ii)Conventions of full disclosure 

(iii)Conventions of conservatism or prudence and 

(iv)Conventions of materiality 

(i)Convention of consistency: 

This convention emphasizes that the accounting policies should be followed 

continuously without any change from one year to another. The rationale 

behind this convention is that frequent challenges in the policies and rules will 

make the financial statements unreliable. 

(ii)Conventions of full disclosure: 

This is important because the management is different from the owners in most 

of the organizations. It has be disclosed because their non-disclosure would 

affect the decisions made by the users of such statements. 

(iii)Conventions of conservatism or prudence: 
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It is policy of caution or playing safe. It takes into consideration all prospective 

losses but leaves all prospective incomes. 

(iv)Conventions of materiality: 

This principle is basically an exception to the full disclosure principle. The 

term materiality is subjective in nature. An item material to one person may be 

immaterial to another person. 

Objectives of Accounting: 

(i)To keep systematic records of financial transactions and events: 

The recorded transactions are classified, and summarized for preparing 

financial statements. 

(ii)To ascertain the financial position of the business: 

Trading and profit and loss account or income statement is prepared for an 

accounting period ,normally one year to ascertain the profit or loss. 

(iii)To ascertain the profit or loss: 

The users of accounting information are interested in knowing the profit or loss 

arising from the business transactions. 

(iv)To know the solvency position: 

The short term  solvency  and long term solvency of the business can be 

ascertained from the Balance sheet. 

(v)To protect the business properties: 

Accounting provides information by which the business unit can be effectively 

direct and control the organization. 

Accounting Equation: 

 

 

 

Assets=Liabilities+ Capital 

Capital= Assets- Liabilities 

Liabilities= Assets- Capital 
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Rules of the double entry system: 

                  Personal Accounts 

(i)Debit the receiver 

(ii)Credit the receiver 

                   Real Accounts 

(i)Debit what comes in 

(ii)Credit what goes out 

                Nominal Accounts 

(i)Debit Expenses and losses 

(ii)Credit incomes and gains 

Journal: 

Journal is derived from the Latin word ‘jour’ which means a day. Journal 

,therefore, means a daily record of business transactions. 

                                                Journal 

Date Particulars L.

F 

Dr.Amount(R

s) 

Cr.Amount(R

s) 

Ye

ar 

Month Dat

e 

Name of Account 

to be debited 

    To Name of 

Account to be 

credited(Narratio

n) 

   

 

Column1------- (Date) 

Column2------- (Particulars) 
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Column3------- (L.F) Stands for Ledger Folio 

Column4------ (Dr.Amount) Debited Amount 

Column5------- (Cr.Amount) Credited Amount 

Set of Journal entries: 

1. For introduction of cash as capital: 

Cash A/C                                   Dr.   xxx 

              To owner’s capital A/C                                    xxx 

2. For Cash Purchases of goods: 

Purchases A/C                Dr.               xxx 

              To Cash A/C                                                       xxx 

3.  For Cash Sales of goods: 

Cash A/C                          Dr.             xxx 

               To Sales A/C                                                       xxx 

Ledger 

A Ledger is a book which contains all sets accounts,namely,personal ,real and 

nominal accounts .It is known as principle book of accounts.Accountwise 

balance  can be determined from the ledger. 

Name of Account 

Dr.                                                                                                              Cr. 

Date Particulars L.F Amount Date Particulars L.F Amount 

        

 

Trial Balance 
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A Trial Balance may thus be defined as a statement of debit and credit totals or 

balances extracted from the various accounts in the ledger with a view to test 

the arithmetical accuracy of the books. 

Trial Balance of_____________ 

As on___________ 

Serial No Name of the 

Account 

Dr. 

.Balance 

Cr. 

.Balance 

1. Cash A/C xxx  

2. Capital A/C  xxx 

3. Bank A/C xxx  

4. Purchases A/C xxx  

5. Furniture A/C xxx  

6. Sales A/C  xxx 

7. Rent A/C xxx  

8 Salaries A/C xxx  

9. Drawings A/C xxx  

10. Cash in Hand xxx  

 


