RULES OF ACCOUNTING

71 INTRODUCTION - o

You are expected to prepare the different books of accounts. These
books of accounts can be prepared if you have thorough knowledge of .
the rules of accounting. The knowledge of the ruies of accounting may
be facilitated by the earlier lessons that you have studied so far, viz.
-the accounting assumption, accounting concepts, conventions, terms and
accounting equation. This lesson focuses on the mcanmg of account
and the rules of accounting.

7.2 OBJECTIVES

After studying this lesson, you will be able to
. give the meaning of an account and its format

. recognize the five types of accounts viz. asscts hablhtles cap1ta1
revenue and expense accounts;

® identify the effect of each transactlon in terms. of increase or
decrease in the two aspects,

. translate the increase or decrease in the two aspects into debit
'. and credit; -
e . debit or credit the diflerent types of accounts on the basis of

accounting rules.




7.3 MEANING AND FEATURES. OF ACCOUNT

- You have already studied the meaning of ‘Dual Aspect. It implies that
each accounting transaction has two aspects. For example, goods sold
to Shyam on credit for Rs. 20.000. In this transaction, the two aspects
are - Shyam and Sales account. Records of these two aspects, i.c.,
Shyam on one hand and sales account on the other should be kept.

Many more transactions pertaining to these two aspects may take place.

during the course of business operations. It will be better if all the
transactions of Shyam are recorded at one place under the heading

Shyam. Similarly, all the transactions pertaining to sales should be

placed under the headi - ‘Sales’. Like ‘“‘Shyam™ and “Sales”, there
are many other aspects ~ various business transactions e.g. cash,
furniture, purchases, buildings, rent, etc. At any point of time, any
heading pertaining to particular item or person may be seen and the
financial position of that item or person may be assessed. This classified
and consolidated record of a particular type of transactions under a
head is known as ‘Accoun ’. Thus an account is a systematic record
of transactions pertaining to a particular item or person, which can
be measured in term: of money during a particular period. The
abbreviation for the word ‘account’.is 4/c. In simplest form an account
consists. of three parts: '

(i) _Title ife; ‘the namc'bf the pefson, company, eté.

(iiy Debit side i.e. the left hand side of the account.

J1)  Credit side i.e. f;he nght hand ‘side of the account.

A siﬁpliﬁed form of an aécountr called T-account is given below:
Dr. | - Names of Account . Cr.

(Lef) | T (Right)
Dr. : | . - Cr

Rules of Acconnfing = 85'
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The detailed ruling of a specimien of account is as:

Dr. . . Amount S | -7 Cr
Date| Particula:. | F | Amount || Date Particulars | F lAmount
A B |c| p JE] F. |g| ®H
Notes:

()  The name of the person or object is written at the top of the

account.

(ii) - The wofd ‘Dr’ on left hand side (columns A to D) denotes Debit
Side whil¢ the word ‘Cr’ on right hand side (columns E to H)
denotes credit side.

(iii)‘ Column A is meant to record the data of each transaction with
month and year. -

(iv) Column B is designed to record the details of the transaction.
(v) Column C is headed as ‘F’ which means Folio.

(iv) Column D is meant to record the amount in Rupees.

Note: (i)  Similarly, Columns E to H can be explained.

(i) In this lesson, we are using simplified form of an account
as and when required. ' '

Each account shows what has been received and what has been paid.
For example, goods have been sold to Amit on credit for Rs.2,000.
This shows that Amit has become the debtor of the business (ie. the -
person who will pay in future). He will be shown as a debtor in the
books of accounts in the following way: ‘
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Dr. _ Amit : Cr.

' Rs. :
To Sales A/c 2,000

Whenever, due to a transaction, a person becomes debtor of the business
he is shown in the books of accounts in the same way as Amit has
been shown in the books. The above ac.ount shows that Amit has been
debited and he'is a debtor of the business, ie., he owes Rs.2,000 to
the business. Suppose, at a later date, Amit pays Rs.1,500 on account.
Now the two aspects are Amit and cash. As Amit is the giver, Is.1,500
- will be shown on the right hand side or credit side (Crside) of the
account. Now, the additional record in }us account will be shown in
the foIlowmg manner; :

Dr. . ‘ Amit Cr.

Rs. :
To Sales A/c 2000 By Cash A/c 1,500

~— -_—

Amit, in the above example, has been credited with Rs.1,500. The net
effect of this account is that he is now the debtor of the business to
the extent of Rs.500 only. I this way the financial position of each
*account may be ascertained at any 'poit;t of time.

'Now the businessman, in order to systematise his recording of
transactions reserves pages in his register for different accounts, e.g.,
from page No.1 to 5 for Sales A/c; from 6 to 10 for Cash A/c; from
11 to 13 for Amit A/c and so on. If he/she wants to know the financial
position of any account, he can do so by finding out the difference of
totals of the two sxdes

FEATURES OF ACCOUNT

If you study the aﬁove description carefully, you will be able to derive -

the following features of an account:

(1)  Each account resembles the shape of English alphabet. “T”
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(i)
(inn)

(iv)
»

Each account has two sides — left and right.

The left side of an account is known as ““debit” (Dr) and the
right side as “Credit” (Cr.)

Each account has a title.

~ )
The entries recorded in an account help in ascertaining the
financial position of that account on a particular date.

There are certain rules which help us in debiting and crediting different
kinds of accounts. We shall learn these __mles later in the next section.

INTEXT QUESTIONS 7.1

Which English alphabet is similar to the -;‘s_f_lapé of an account?
@ I | o L

® T

(cy H

2 How many sides does an account have?
(@ One
(b) Two
(¢) Three

3. .Where are all the transactions of a particular.account recorded?
(a) Unﬁcr the particular account -
(b)  Under any account
(¢) Under more than two accounts.

7.4 KINDS OF ACCOUNTS

If you observ: the transactions of a business, you may be able to
merate many transactions. Further, you may be able to recognise
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various accounts pertaining to those transactions. Observe the following'
transactions and label the accounts contained in each transaction..

(i)  Started business with cash.
(il) Bought goods-" for cash. |
(iii) Bought gooeds on credit.
(iv) Sold goods for 'c;sh. ‘

(v) Sold goods on credit.

(vi) Pad wages.

(vi) | Received commission. .
Each Transaction will simultaneously aﬁ'c;:t two accounts.

The two accounts contained in each of the above transactions are:

I Capitsl Ak and  Cah - Ak
2. Purchases Ac and Cash Alc
3 Purchases " Alc and Supplier  Alc
4 Sales Al  and Cash Ale
5. Sales Al and Customer Afc .
6.  Wages - Al  and Cas - | Afc
7. Commission . Alc and | Cash Alc

Like the above sets of accounts there are endless accounts in each
 business unit. Seeing the nature of these accounts, they may be grouped .
under the following heads:

| 1. Assets 2. Liabilities R} C:ipital | .
4, Expenses 5. Revenue i b

The above terms have already been explained in lesson on Accounting
Terms. Some important examples of each of th:" above kinds of accounis
are given below:

: 87 .
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(i)  Assets

Examples of Assets are:

Cash in hand, cash at bank,*land and buiiding, furniture, machinery,
stock, debtors, bills receivable, prepaid expenses, mvestments, etc.

(i) Liabilities

Examples are:

- Creditors, short term loans, long term loans, bills payable outstanding
expenses, Bank overdraft, salaries received in advance eic.

(iii) Expenses
Examples of expenses are-

Payment of wages, salaii®= rent, co imisston. €. .a e, carriage,
N ’

_insurance, discount, freight int.cest, <ir.

(iv) . Reyenue

Examples are: |

. Receipt of interest, commission, discoun* dividend, rent etc.

(v} Capital
Examples are:
Owner’s investments in his Buéiness and owner’s withdrawals (drawings)

In order-to have a solid base of accounting, you must have thorough
knowledge of the kinds of accounts. The knowledge of rules of
accounting may be attained only after learning the different kinds of
accounts. The next section focuses on the rules of accounting.
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INTEXT QUESTIONS 7.2

A list of the a.counts is given below. Tick the (¥) category in which
each account falls: ' '

.Kinds of Accounts

Name of Asset | Liability | Capital [Revenue|Expense
account : :

{1 Sﬂaﬁes

(ii) Rent received
(in) Machinery

(i  Bank Overdraft
(v) Cash

(vi) Rajat (Supplier)

(vii) Mukesh (Owner)

(vii) Usha Saini {(customer)

7.5 RULES APPLIED TO VARIOUS ACCOUNTS
There are five rules corrcsponding to the five kinds of accounts:

i) Rule Applied to Asset Ac(:m_mts

Whenever transaction pertaining to an asset takes place, ascertain

whether that asset is being increased or decreased. If there is an increase
in the asset, record the amount on the Dr. side of that account and any

Rules ‘of Aécém& .r @

decrease in that asset should be recorded on the Cr. side of the account.

Thus, the rule is ‘Debit an increase in assets and credit any decrease -

in them’.
Example:

-'Akéhay purchased a machinery for Rs.2,00,000. In th's transaction, the

affected accounts are Cash A/c and Machinery A/c. Cash of the business

is decreasing and Machinery A/c as an asset is increasing. Applying
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the above rule, Cash A/c will be :reqited and Machine Alc will be
debited. These two accounts wi’* be prepared in the following manner:

L

Dr. j|Cash A/c | Cr. Dr.Machinery Alc Cr.

By Machinery A/c 2,00,000 To Cash A/c 2,00,000

(Decrease) | A (Increase)

Note: “To’ and ‘By’ have no significance, it is just a customary to
write these two prepositions. ‘To’ is always written on.the. deblt
side and ‘By is always on the credit side. |

| (ii). Rules A;’)plied to Liabilities Accounts

- Liabilities are the ~mount which the business has to pay to the outsiders.

An increase jn liability is recorded on the credit side of the liability
A/c ana secrease on the debit side of that hablhty Afc. Thus the rule

15 “Credit an increase in liabilities and Debit any decrease in them””.

Example_ :
‘Purchased goods from Ahmed for Rs.30,000 A

The two affected accounts in the above transaction are Purchases account
and Ahmed accoun Ahmed’s account in the above transaction is lability
account as the business has to make payment to him for the goods
purchased on credit. There is an increase in this liability A/c and hence
the amount will be written on credlt side. This A/C will be shown in

- the following manner:

Dr. . . Ahmed’s A/c : Cr.
By Purchases Alc 30,000
~ {Increase)

Note: Since Purchases A/c is not liability A/c. it has not been shown.
It will be prepared as per the rules of Asset A.c. '

(i) Rule Applied to Capital Account

Capital is the lability of the business.towards its owner, i.e.. the-owner

&




is the creditor of the business for the amount he has put in the business.
Capital gets increzsed whenever the businessmen introduces additional
money or whenever there are profits in the business. Similarly the
amount of capital gets decreased whenever there are some losses in
business. An increase in capital is recorded on the credit side and a
decrease in capital is recorded on the debit side of capital account. The

rule, therefore, is ‘“debit a decrease in eapital and credit an increase

in it”.
Example:

Harbans brought Rs.2,00,000 as-capital into the business. In this
transaction, the two affected accounts are Cash A/c and Capital Alc,
The rule stated above will be applied to Capitai A/c. Since there is
increase in capital, this account will be credited. The Capital wi 1, thus
e shown in the following manner -

S

Dr. . Harbans Capital A/c . Cr.
By Cash A/c . 2,00,000
(Increase)

Notu: Since Cash A/c is an Asset A/c, it has not been shown here, it
will be prepared as per the rules of Asset A/c.

iv) Rule applied to Revenue Account

Revenue increases when it is received, it is decreased, when it is given
out of the. business. The rule applied to revenue account is ‘‘debit
decrease in revenne and credit imcrease in revenue’’.

Example:
Received rent Rs 1,000

The two affected accounts in the above trancactions are Cash A/c and
Rent A/c Since rent received is a revenue accoun:. it vill be credited
in the following manr_i:

Rules of Aml*:ai_m_ting: 12

i
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b

Dr. “ent Alc

| By Cash Asc | 1,000
! (Increase

Note: Since Cash A/c is an asset A/c, it has nbt been shown here. It

will be prepared as per the rules of Asset A/c
v) Rule applied to Expense Accounts

Whenever soms amount is spent on a particular expense, there  increase
in expenses. Whenever some amount of expenses paid is returned due
to some reason, there is decrease in expenses like excess Rent, tax
paid, etc. is returned. '

An increase in expenses is recorded on the Debit side and a decrease
in expenses is recorded on the credit side of that expense account.
Therefore, the rule is ‘‘debit any increase in expenses and credit any
decrease in them’. '

Example:.

- Salaries paid Rs.3,000 by cheque.

The two affected accounts are — Cash A/c and Salaries A/c. Since
Salaries n/c is an expense account, the above rule will be applied in
the following manner: '

Dr. ‘ ‘Rent Alc : Cr.

To Bank A/c 3,000

Note: Since Bank A/c is an asset account it will be prepared as per the

rules of Asset Account

»~

e

The rules applicable to the five kinds of - accounts have been summ risec
in the following chart: :
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Rules of Accounting

Jr.

. Asset Alc. Cr. Dr. Liability A/c Cr.
I_pﬁ_:rcase Decrease : Dééreaée » 1hc;éase
(+) © ©) )
r. Capital A/c. Cr.  Dr. Revenue Alc . Cr
Jecrease Increase ‘Decrease In}:reas;é
-) () = (+
Dr. Expenses Alc. Cr.
[ncrease Decfease
(+) ()

-

The above rules have been summarised in the following table:

Summarised Table of the rules of Accounting

The rules given above are summarised below:

(1) Increasg in Assets are debits; decreases are credits;

(ii) Increase;irlx liabilities are credits; decreases are debits; °

(iii) Increases mm owner’s capital are credits;_ decreases are _debjts;

(iv) Increases n expcnseé are debits are debits; decreases are credits;
and 7 '

(v)  Increases in revenues or Incomes are credits; décx;cases are debits.

Illustmtion 1

From the following transactions, étatc the titles of the accounts to be
affected. types of the accounts and the account to be debited and the
account to be credited:




- : " Rs.
1.~ Ram started business with cash 2.00.000
2. He purchased goods for cash 30 000
3.  He paid salaries 5.000
4. He sold goods to Mukesh on credit 20,000
5.©  Furniture purchased for cash 10,000
6. ' He took loan from Bank . 20,000
7. He received. commission 1,000
" 8. | Postage pald 1,000
9. He paid rent 3,000
10 He received cash from Mukesh . 20,000
Solutioﬁ |
I ] . .
Trans- Names—q,f' ' Type of accounts | Rules applicable to A/cs in
action accounts T , Debit/Credit items of
No . _ e _ Increase/Decrease
_ a (2 (1) (2) (1) (2)
1 Cash .° |Capital | Asset |Capital | Cash (Increase)| Capital Increase
2 |Purchases|Cash | Expensc|{Asset | Purchase (,) |Cash (decrease)
3 Salaries |Cash | Expensc|Asset | Salaries (,) |Cash (decrease)
4 Mukesh |Sales | Asset |Revenue| Mukesh (,,) [Sales (Increase)
5 Furniture {Cash | Asset |Asser Furniture (;,) |Cash (Increase)
6 { Cash Ba.k Agset JLability] Cash (Increase)jBank loan :
laon . ' : " j(Increase)
7 Cash {Commi-] Assct |Revemue| Cash (Increase)|Commission
| . |ssion _ (Increase)
8 Postage [Cash Expense | Asset Printing and  [Cash (decrease)
o ' Stationery '
: : (Increase) |
9 I Rent . Cash-  }- Expense | Assget Rent (Increase) | Cash (decrease)‘
10 'Cash  |Mukesh| Asset |Asset | Cash (Increase){Mukesh (decrease)
| Debtor '
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lllpstration 2

Show how the different accounts will appear in the above illustration

No. 1
Solution
Dr. Cash  Afc Cr.
(Rs)- (Rs)
To Capital _ 2,00,000 By Purchases 30,000
o _Bank loan 20,000 By Salaries . 5‘000
To Commission - 1,000 By Furnsture 10,000
To Mukesh 20,000 = Ry Printing &
Stationery 1,000
_ - By Rent 3,000
Dr. Capital Alc Cr
o By.Cash A/c 2,00,000
Dr. - Purchases Alc Cr.
(Rs.)
To Cash 30,000 , ,
Dr. ' Salaries Alc Cr.
- . ®s) | .
To Cash A/c , 5,000
Dr. : Mukesh Alc ‘ Cr.
_ (Rs.) .
To Cash A/c 20,000 By Cash A/c - 20,000
Dr - - Sales - Alc - Cr
 (Rs) ]
By Mukesh A/c 20,000
Dr. . Commission  A/c | _ Cr.
AN (Rs.)

By Cash A/c 1,000
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Dr. _Furniture Alc Cr. |
_  Rs.
To Cash A/c 10,000
Dr. "Bank Loan Alc Cr.
Rs..
By Cash A/c 20,000
Dr. Printing & Statio-nary Ale Cr.
| (Rs.)
To Cash A/c 1,000
" Dr. | Rent Alc Cr. |
(Rs.)

"To Cash Alc | 3,000

INTEXT QUESTIONS 7.3

1.

The names of some accounts are written under the first column.

Identify the accounts and state the rules to be applied against

each.

Account Type Rules to be ipi)lied

Cash A/c
Sales Alc
Fumiture A/c
Capital A/c
Rent A/c

(Rent has been paid)

Increases or decreases.in the different types of accounts have
been mentioned in the first column. Write whether each increase
or decrease will be debited or credited to the account mentioned
in the second column.
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Increase or decrease

Debit or Credit

(a) Debit an increase in assets and credit a decrease in assets.

(b) Debit a decrease in liability and credit an increases in

liability.

(c)  Debit a decrease in Capital and credit an increase 1n capital.

(d) Debit an increase in expenses and credit a decrease in

expenses.

(e¢) Debit a decrease in revenue and credit an increase in

revenue.

(1)  Increase in revenue Revenue Alc
(s'  Increase in an expense Expense A/c
(ii1) Withdrﬁwals of a portion Captital A/c’
- of Capital '
(iv) Purchases of furniture Furniture A/c
(v}  Receipt of a part of debt Debtors A/c
from a debtor
. 7.6 WHAT YOU HAVE LEARNT
I. Meaning of an account — An account is a systematic record of
fransactions which can be measured in terms of money and relat=d
to business during a particular period.
2. Kinds of accounts -— These are (a) Assets, (b) Liabilities
(c) Capital, (d) Revenue, (e) Expenses. :
3. Rules of accounting:
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1.7

TERMINAL QUESTIONS

Answer the following qﬁest‘ions in 1-10 werds:

(i) How does the format of an account look like?

(i) Name the two sides of an account.

(i11) Which accounting rule is applied to Assets accounts?
Answer the‘following in 30-50 words (Approx)

(i)  What is an account? -

(i) Enumerate the rules of accounting

Enter the amount of each of the following transactions in cash
account:

(a)  Started business vith cash Rs.50,000
{b) Paid Wages Rs.2,000

(c) Received commissio. Rs. 3 000

(d) Paid salaries Rs. 5,000

(¢) Took loan from rhyam Rs. 4,000

. For each of the following items, indicate whether thé amount

should be entered on the debit or credit side of the account:

() increase in cash;

(i) decrease in machinery;

(1) increase in wages;

(iv) decrease in interest received,
(v)  decrease in capital

(v') increase in furniture

b o
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5 Prepare “T” accounts and enter the following amounts in these -
accounts:

(i) Mohini started business with Rs. 65 ,000

(ii) She. purchased goods for cash Rs.19,000
(ﬁi) S!;e jdepositcd into bank Rs.15,000

(iv) She sold goods for cash Rs.5,000

W) She sold goods on credit to Janak Rs.5, 000
(vi) She paid wa.ges Rs.2,000

(vii) She received rent Rs.2,000

- (vii) She paid salaries Rs.3,000

7 8 ANSWERS TO INTEXT QUESTIONS

71 1 ()

2. (b) .

3 ()

. Kinds of Accounts ,

Name of : Asset Liability Capital Revenue Expense

account
(  Salaries | P S J
(i)  Rent received : — _ — ) —
(ii:) Méchmery _ TN — - —_ _
(iv)  Bank Overdraft . _ '_. N - - — i
(v) Cash ' «J - = - —
(i Rajat (Supplier) - - — - _
(vn) Mukesh (Ownci) ' -- — ¥
(;iiii)- Usha Samni (customer. v —_ | —_— — _—
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Account Type Rules to be applied
(i) Cash A/c Asset Alc Increase to be debited and -

(ii) Sales Alc

(iii) Furniture A/c

(iv) Capital Alc

Revenue A/c

Asset Alc

Liability A} c

Expense A.c

decrease to be credited.

Increase to be.credited and

. decrease to be debited.

Increase té be debited and
decrease to be credited.

Increase to be credited and

~Jecrease to be debited.

(v) Yent Alc niedse 0 he debited and
decies~  ic be credited
2) 1) credited
ii)  debited
iii)  debited
iv)  debited
credited
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