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Preface

The aim of secondary education is to make the learners fit for entry into higher
education by flourishing their latent talents and prospects with a view to building the
nation with the spirit of the Language Movement and the Liberation War. To make the
learners skilled and competent citizens of the country based on the economic, social,
cultural and environmental settings is also an important issue of secondary education.

The textbooks of secondary level have been written and compiled according to the
revised curriculum 2012 in accordance with the aims and objectives of National
Education Policy-2010.Contents and presentations of the textbooks have been
bselected according to the moral and humanistic values of Bengali tradition and
culture and the spirit of Liberation War 1971 ensuring equal dignity for all
irrespective of caste and creed of different religions and sex.

The present government is committed to ensure the successful implementation of
Vision 2021. Honorable Prime Minister, Government of the People’s Republic of
Bangladesh, Sheikh Hasina expressed her firm determination to make the country free
from illiteracy and instructed the concerned authority to give free textbooks to every
student of the country. National Curriculum and Textbook Board started to distribute
textbooks free of cost since 2010 according to her instruction.

The textbook Accounting has been developed for classes Nine-Ten in line
with the new curriculum in the backdrop of changes at the beginning of the
twenty-first century containing the massive changes in learners’ attitude and demand.

Considering the challenges and commitments of 21* century and following
the revised curriculum the textbook has been written. Recently the rational
evaluation and tryout program has been completed to make correction and revision
of the textbook. I hope the outcomes of the program will be reflected in this
revised edition. We will continue our effort to make the next edition of this book
more beautiful, decent and free from any types of errors.

I thank sincerely all for their intellectual labor who were involved in the process of
revision, writing, editing, art and design of the textbook.

Prof. Narayan Chandra Saha

Chairman
National Curriculum and Textbook Board, Bangladesh
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Chapter One

Introduction to Accounting

Economic events are visible in personal, institutional in fact in every sphere of
the society. The number of these events is many and diversified. Without the
proper technique and its application, it is imposgible to know the overall impact
of these events. Accounting is the process that deals with the overall result and
impact of those economic events. Various stakeholders both internal as well as
external are keenly interested to know about the information of accounts.
Therefore, accounting takes initiatives to record and analyze those transactions
and report those to its stakeholders.

Environment and Accounting
At the end of this chapter, we will be able to
Generate idea about accounting
Describe the objectives of accounting
Describe the necessity and importance of accounting
Narrate the history and evolution of accounting
Identify the users of accounting nsers
Explain the roles of accounting in creating sense of value and accountability
» Describe how accounting is related with society and environment
» Be interested in keeping accounts in daily, personal, family as well as in
institutional activities

Clads-9- 10, Asxuunting, Fosnm-1



2 Accounting

Concept of Accounting

Accounting is the process by studying which the various financial activities of a
person or an institution i.e. expenses paid, receive income, purchase and sale of
assets, buying and selling of goods, receive from debtors and pay to creditors
etc. are correctly recorded in different books of accounts and are determined
their actual results after a certain period. In accounting the economic
transactions of a business are recorded, classified, and summarized. So, the
financial position of a business can be ascertained which will lead towards
taking proper decisions. The knowledge of accounting can be used to prepare
different types of statements and reports to identify the financial condition of a
firm. Therefore, accounting is called the 'language of business.'

Accounting is that knowledge which helps us to record, classify and summarize
the financial transactions that is eventually helpful to determine the overall
financial condition of a person or an institution.

Activity: Prepare a probable list of financial functions of an institution.

Objectives and necessity of accounting:

1. Without proper recording of transactions, it is not possible to know the
financial result and condition of a firm. Therefore, the foremost objective
of accounting is to record the transactions properly into the books of
accounts.

2. One of the main objectives of accounting is to ascertain financial condition
and result. It is possible to locate the motion of a business through
identifying the profit and loss. Recording all the incomes and expenses
properly the profit and loss of a firm can be determined.

3. The complete picture of financial condition can be seen by calculating the
assets, liabilities, and owner’s equity of a firm.

4. Reducing cost can optimize the objective of a business. Accounting helps
to record the expenses properly and thus helps reducing cost.

5. Accounting has no alternatives in controlling the fraud and forgery of a
business firm. With proper recording of accounts, we can resist and control
fraud and forgery.

6. Helps in informing financial condition to interested group and thus takes
correct decision.

7. Financial information of the previous year helps in taking proper steps by
making comparative study and helps analyze the ups and downs.
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8. Determines the source of internal and external flow of money of various
service oriented nonprofit organizations like schools, colleges,
hospitals, clubs and societies and ascertain their accounts balance.

9. Govt. accumulates revenue through collecting VAT, duties and taxes and
contributes to different regular and development areas. The role of
accounting is great in managing smooth functions of govt.

Besides, the books of accounts and related documents are useful to a firm in
many ways i.e. for taking loan from a bank or money lending organization,
fixing the sales price of a product, identifying future activities etc. The necessity
of accounting is very much essential for keeping a fine, disciplined and a
thrifty/frugal life. Without keeping accounts properly, the pros and cons of an
organization can never be identified. Keeping records properly ensures the
controlling of cost and wastage of a firm and thus attain financial solvency.

Activity: How can accounting help in your daily life?

The origin and evolution of accounting:

From the origin of civilization people used to keep records of different important
events on the bark of trees, by drawing lines on stones in caves. Then they
started living in groups and developed social attitudes. After that they involved
themselves in agricultural activities. Later they learnt keeping accounts of stocks
by making marks on the walls at home and making knots with the help of rope.
Gradually the number of population increased, society erupted, exchange
system developed, currency was introduced, and trade and commerce were
initiated. Purchase-sales, income-expenses and other transactions started being
recoreded mathematically. In 1494, an Italian Mathematician named Luca
Pacioli wrote a book entitled 'Summa de arithmetica, geometria, proportioni et
proportionalita' (The Collected Knowledge of Arithmetic, Geometry, Proportion
and Proportionality) and explained the basic principles of book keeping through
the “double entry” system in it.

With the passage of time, progress also occurred in science, technology and in
business and as such accounting developed. The stature of business grew from
small to large. The use of accounting is visible/ applied in personal and
familial life along with commercial, non-commercial, govt. and non-govt.,
profitable and in non-profitable organizations.



4 Accounting

The development of accounting is related to the development of science and
technology. Now a days accounts are kept in computers rather manually. It saves
time and labour as well as helps organizations taking desired decision in a fast
manner.

Activity: How do science and technology improve accounting?

Users of accounting information:

»_’—1;{;(“3\
@*’e‘s
eyvernd
users

Accounting is known as an information system. Thinking about the internal and
external users of accounting, reports and records of transactions are kept and
statements are published.

Internal Users

Owners and managers: Accountants prepare books of accounts and
other necessary documents. The owner, as well as the manager, tries to
identify profit and loss and financial condition from this statement. So,
future course of action can be ascertained.

External

1. Loan/ credit providers: Beforc granting loans to the recipient
organization, the credit providers analyze its financial conditions whether
it might be able to pay back the loan or not.

2. Govt.: Concerned authority of the govt. might look into the accounts and
check whether organizations pay their tarriff, taxes, and VAT and for taking
necessary measures.

3. Creditors: Before allowing credit sales, the creditors always want to
ensure that the recipients are in a financial state of paying back the due

=)
N
amount. This can only be possible by seeing the records of accounts. Q
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4. Workers and officers: Workers and officers of organizations take the
assistance of the financial statements to know and have their benefits
from the profit of the organization.

Besides, auditors, investors, consumers and other concerned persons also use
accounting information.

Activity: Prepare separate lists of internal and external users of accounting
information.

Relation of accounting system with society and environment:

Accounting is not merely used for obtaining profit.
Apart from ascertaining profit, it also contributes
towards society and environment so that it is not = )
affected by business activities. From the following
illustrations, some contributions of accounting towards

society and environment can be determined:

I

|
1. Organizations will contribute towards the resistantce -t -!,-4 o
of environment pollution and accountant will keep its ' . \"" )
records. This record will tell us about the ’11.‘4,_ —~—A
consciousness and contribution of that owner towards e
the society and environment. Especially the oil
refinery companies contribute generously towards

environment from being polluted.

2. Smoke emifted from industry and factories is injurious to human and
environment. The owner and the accountant should spend money for
protecting the environment issues. For this, government's rules and
regulations must be followed.

3. While producing a product hygenic raw materials are used, less electricity is
consumed, the sound of machines must be at a tolerable limit, and garbage
should be dumped in proper places. To ensure these some expenses are to be
made. Besides allocating this fund, an accountant must also make proper
records of those expenses.

4, Every Business organization has to spend some money as a part of social
commitment, such as providing scholarships among poor and meritorious
students. For this, accounts are to be kept for proper fund allocation.
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Activity: Prepare a probable list of expenses of a firm that are beneficial to
the society as well as to the environment.

Role of accounting in creating a sense of value and accountability:
Value is the combination of long-term beliefs, thought, concept, and perception
that unite a specific standard that helps people accepting the right and ignoring
the wrong. Accounting helps creating value perception in the following manner:

1.

Development of honesty and responsibility: If accounting methods
are followed properly while keeping accounts, corruption, fraud, and
misappropriation of assets could be kept under control thus ensuring
clarity in keeping accounts. Over the years, it also develops the
responsibility of the concerned people.

Debt repayment consciousness: Accounting plays a vital role in
removing the mentality of becoming a defaulter of loan repayment.
Therefore, it instills value perception of not becoming a defaulter.

Creating religious sense of value: Proper use of God-gifted resources
and reducing unnecessary cost are part of religious value. If accounts
are kept properly, the concept of, “cut your coat according to your cloth”
can hence be practiced in both individual as well as institutional life.

To be responsible towards society and state: The main sources of
income of govt. are VAT, customs, excise and income tax etc. By
utilizing the concept of accounting, accounts are recorded properly.
Hence, the dodging of tax pay tendency reduces.

To Prevent fraud and forgery: If proper accounts are kept, the chances
of fraud and forgery among the officers and the staff reduces at a
substantial amount because of punishment and disrepute. As such, they
become cautious of misappropriation of funds and reduce anomalies.

Accounting in accountability:

If a specific responsibility is assigned to a single person, he will only remain

responsible for that job. Remaining responsible to a third party means

accountability. The role of accounting is described in keeping this accountability
into action:

a) Internal accountability of the firm: In a modern decentralized system,
people are empowered to deal with their income, expense, and investment
so that they may focus and concentrate in accumulating results to their
higher authority for answering their various queries.

x
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b) Accountability towards owners, creditors, and investors: People involved
in bookkeeping and management of a firm must make sure that the prepared
statement gives a clear pen picture of the invested amount; and the profit earned
is in line with the invested profit. If found otherwise regarding economic
accountability there can be a case of great anarchy in every economic and
non-economic affair.

¢) Accountability towards Govt.: Concerned authorities of the Govt. have legal
right to see whether govt. rules are being followed properly or not in any
institution. They need to see whether govt. tax, VAT, and duties are being paid
accordingly. Keeping books of accounts properly ensures such accountability.

Exercise
Multiple Choice Questions

1. Accounting -

a) Describes relationship with one another in society

b) Describes production systems

¢) Keeps accounts of goods purchase and sales

d) Determine financial status and results of an institution

2. How can the desired result be achieved of a business organization?
a) By purchasing Assets b) By taking correct decision
¢) By controlling Expenses d) By purchasing Goods

3. Internal users of accounting information in a business is the
(i) Owner
(i) Manager
(iii) Loan provider
Which one is correct?

a)i&ii b) i & iii
¢) ii & iii d) i, ii & iii
4. Science & Technology —
a) Reduce Accounting b) Makes Accounting expensive
¢) Restrict the movement of Accounting d) Improve Accounting
5. In which name is Accounting appraised?
a) Accounting systems b) Information systems
c¢) Auditing systems d) Statement systems
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6. Who is the external user of Accounting Information?

a) Owner b) Manager

c¢) Stuff and Officer d) Internal Auditor
7. Example of service providing non-profit organization -

(1) Education institute

(i1) Advertising institute

(iii) Social organisation

Which one is correct?

a)i&ii b) i & iii

c) ii & iii d) i, ii & iii
8. Principal objective of Accounting is -

i) Determination of financial result and status

i1) Control expenditure

iii) Prevention of fraud and forgery

iv) Comparative analysis of financial statements

2020



Chapter Two
Transaction

From the primitive ages, people felt the necessity of keeping accounts. In those
days people used to exchange objects among them to meet their daily needs. The
event that brings change to the financial position among people is known as
transaction. Therefore, it is seen that not all events are transactions. To get the
real pen picture of the organization only the financial events are treated as
transactions.

- p -'_-’- - -

Documents of Transactions

After studying the chapter, we will be able to
e Explain the concept of transactions

Identify the nature of transactions

o Explain accounting equation

o Discuss the impact of transactions over accounting equation

o Prepare and explain the list of documents about the sources of transactions

e Prepare essential documents related to transactions

Class-9-10, Accounting, Forma-2



10 Accounting

Concept of Transaction

In modem society for recording accounts, the concept of transaction is very
important. Many events occur in business. However, not all these events can be
recorded in the book of accounts. Only the events that are measurable in terms of
money or something that brought changes financial position are to be treated as
transactions. For example, suppose Simanto Traders bought an almirah for 5000
taka, again got himself injured coming from the shop. Both these incidents are
events. Only the first one is related to financial change and should be treated as
transaction but the later has no relation to the financial matter and such should not
be recorded as transaction.

Literally, the meaning of the word transaction is to 'receive' and ‘payment’ that
means give and take. There are two types of transactions such as: (1) External
Transaction and (2) Internal Transaction.

In External Transaction, any financial event affects two parties or two
organisations. For Example, Babul Stores purchase goods from any supplier or
monthly rent paid to land lord by a business enterprise. On the other hand, Internal
Transaction affect only the internal financial state. For example, depreciation of
machinery.

Without the cash or credit, purchase or sales there can be other exchange of
services that lead to transaction. For example, salary paid to Mrs. Mahbuba for
her job or received 3,000 taka because of rent. This is also a transaction. Again,
invisible events can also be a transaction. For example, for the assets used for a
long time, the depreciated amount can also be a case of transaction.

Exchange of money or any event which can be measured by money or service
that reflects on the financial condition of a firm will be treated as transaction.
Apparently if any exchange of product or service that brings a financial change
will be known as transaction.

Activity: “Every transaction is an event; every event 1S not a transaction”-
Explain.

Features / Nature of Transaction:

So far, we have learnt that every transaction is an event but not every event is a
transaction. By analyzing the concept of a transaction, we will get the following
features of it:

2020
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a)

b)

d)

g)

Measurable in terms of money: One of the important features of a
transaction is that it has to be measurable in terms of money or else it could
not be treated as a transaction. For example, the death of the manager of a
firm is a loss to the firm but is not measurable in terms of money. However,
goods destroyed by fire worth 20,000 taka is a loss to the firm and will be
treated as a transaction.

Changes of financial condition: If any event brings any financial changes
to a firm, it will be treated as a transaction. For example: Somebody bought
furniture with cash 5000 taka. Here the furniture of the business has been
increased by 5000 taka at the same time cash 5000 taka has also been
decreased. Since this event has brought about a change in the financial
position of the business, it will be treated as a transaction. Again, if an order
of buying furniture worth 5000 taka is placed; it will not be treated as a
transaction as it has not brought any financial changes in the business yet.

Dual entity: Every transaction must include two parties. That is one party
will receive benefits while the other will ensure the same. For example,
salaries paid to the workers taka 5000. Here one party is the ‘salary expense
account’ while the other one is ‘cash account’.

Complete and independent: Another important feature of transaction is
that each transaction is completely separate and independent from the other.
For example Tk 10,000 is received from a customer after 7 days of selling
goods on credit. Here goods sold on credit is a transaction while 7 days later
the payment received is a separate transaction.

Visibility: Transactions can be both visible and invisible. For example,
some furniture is purchased worth 10,000 taka. It is a visible transaction.
Again, the depreciation of furniture worth 1000 taka is an invisible
transaction.

Historical event: The financial matters that have taken place previously are
known as historical transactions. If any future events change the financial
position of the business, it will also be treated as a transaction. For example,
reserve for bad debts, reserve for discount etc.

Impact over accounting equation: The Accounting equation is affected by
each transaction. Transaction causes change to different elements of
accounting equation. "Asset= Liabilities + Owner's Equity” is the
accounting equation. Therefore, any event is justified through accounting
equation to see if it is a transaction or not.
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Identifying transaction:

Which events are transactions and which are not is explained by the
following examples:

Following transactions occured in Sohel Enterprise during January 2017:
1. Started business with tk. 50,000.

2. Purchased goods with cash tk.15,000.

3. Paid to creditors tk. 10,000.

4. An order placed for purchasing goods worth tk.8,000.

5. Paid advertisement expense tk.2,000.

6. Mr. Mamun has been appointed as manager in business for a monthly
salary tk.7,000.

7. Withdrawn from business for personal use tk. 3,000 by the owner.

8. Tk.500 has beenstolen from owner’s personal fund.

9. Acontract signed to purchase goods from Hashem Brother’s worth
tk.10,000 per month.

10. Sold goods to Hanif traders on account tk.10,000.
Whether these events are transaction or not is explained with reason-

Solution:

Whether . .
No. Transaction or Not Explanation with reason

1. Transaction Since cash brought in as capital it has brought a financial change and
includes two parties involved in it- one the capital of the owner and the
other is the cash .

2. Transaction Value of product is measurable in terms of money. Purchase of goods is
an expense to the business, while the payment has decreased the cash
amount .

3. Transaction Payment to the creditor has decreased both the liability as well as the

cash of the business, so financial condition has been affected.

4. | Nota Transaction | Placing order for the purchase of goods does not mean actual purchase.
The buying and selling of the goods have not been taken place, so it is
not a transaction.

5. Transaction The business has taken a benefit by placing advertisement and the value
paid for it has brought a financial change.

6. Not a Transaction | Giving appointment letter to any person has not brought any financial
change to the business and does not include any cash flow either.

7. Transaction The owner has taken a benefit by withdrawing amount from the
business, so the cash of the business has been affected.

2020
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8. Not a Transaction | Loss of personal savings is not related to the business; the loss belongs
to the owner alone. So the cash of the business is not affected.

9. Not a Transaction | Has been agreed to purchase but actual purchase has not taken place
and the payment of which is neither made. So no financial changes occur

in the business
10. Transaction By selling goods on credit to Hanif Traders,the business has given
him a benefit, which is an income to the business. It has brought a
financial change.
Accounting Equation:

In a particular time, the total asset of an organization should be equal to the sum
of owner's equity and external liabilities. The equation that represents this
fundamental concept is known as the accounting equation. Accounting scholars
have only identified those as transaction that affect the elements of accounting
equation (Asset=Liability + Equity). Therefore, the events that make changes in
assets, liabilities, and equity are considered as transaction.

Accounting Equation mentioned below:

L

(Liabilities) /) “

A=L+E | Here, A= Assets
L= Liabilities
E= Equity

Asset: Asset means the economic resources that belong to a business that is
invested for making profit. For example, furniture, buildings, machineries of a
business.

Liability: Liability means the financial responsibility that has to be paid up after a
certain period of time. That is, it is the claim of the third party over the total assets
of the business.
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Equity: If the claim of the third party is deducted from the total assets of the
business, the rest will be known as equity. That is the claim of the owner over
the entire assets of the business is known as equity. Four elements affect equity.

These are:

Shown by the picture -
A

% Investment of owner

< Revenues
% Drawings
< Expenses

Extending Accounting Equation, we get -

Capital
Investment

Revenue

by
Owner

— Owner —

Expense

Withdrawn !

— /

Assets = Liabilities + Capital + Revenues - Expenses - Drawings | Where,

Means,

A=L+(C+R-Ex-D)

A=Assets
L=Liabilities
C=Capital
R=Revenues
Ex=Expenses
D=Drawings

If an event is to be a transaction, it has to make any one of the following

changes:

1. Iftotal asset increases, total liabilities or owner’s equity will also increase.

2. Iftotal asset decreases, total liabilities or owner’s equity will also decrease.

3. If one asset increases, the other asset will decrease.
4. If owner’s equity increases, total liabilities will decrease.

5. If owner’s equity decreases, total liabilities will increase.

The impact of transactions over accounting equation is shown in the chart:

2020
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1. (a) Started business with tk.5,000
A (Assets) = | L (Liabilities) E (Equity)
Cash Machinery | Furniture Creditors Capital+Revenues-
Expenses-Drawings
5,000 = 5,000
Both Assets (cash) and Equity (capital) increased.
1. (b) Purchase machinery on credit tk.5,000
A (Assets) = | L (Liabilities) E (Equity)
Cash Machinery | Furniture Creditors Capital+Revenues-
Expenses-Drawings
5,000 = 5,000

Both Assets (machine) and Liabilities (creditors) Increased.
2. (a) Paid to creditors tk.3,000

A (Assets) = | L (Liabilities) E (Equity)
Cash Machinery | Furniture Creditors S apitaltRevenues-
xpenses-Drawmgs
(3,000) = (3,000)

Both Assets (cash) and Liabilities (creditors) decreased.

2. (b) Salaries paid in cash tk.2,000

A (Assets) = | L (Liabilities) E (Equity)
Cash Machinery | Furniture Creditors EC)?;’;Z:‘I_{S::&?;;
(2,000) = (2,000)
Both Assets (cash) and Equity (expense) decreased.
3. Furniture purchased in cash tk.1,00,000
A (Assets) = | L (Liabilities) E (Equity)
Cash Machinery | Furniture Creditors S;g;il:;::v%ﬁ;
(1,00,000) 1,00,000 |=

Assets (cash) decreased and another Asset (furniture) increased
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4. Business loan tk.5,000 paid off by the owner personally

A (Assets) = | L (Liabilities) E (Equity)
Cash Machinery | Furniture Loan ECap ital+Revenues-
xpenses-Drawings
= (5,000) 5,000

Liabilities (loan) decreased and Equity (capital) increased.
5. Goods purchase on credit tk.7,000

A (Assets) = | L (Liabilities) E (Equity)
Cash Machinery | Furniture Creditors é: apital+Revenues-
xpenses-Drawings
= 7,000 (7,000)

Liabilities (creditors) increased and Equity (expense) decreased.

The impact of transactions over accounting equation is shown in
the chart:

‘Hasan & Associates’ started legal practitioner business on January 1, 2017.
The transactions of the first month were as follows:

Jan 1 Invested tk.50,000 in business as Capital.

Jan 2 Paid the rent for the month of January tk.3000

Jan 7 Office machine purchased on credit worth tk.15,000

Jan 10  Legal services given to the clients for cash tk.6,000

Jan 15  Paid salary to the office staff tk.2,000

Jan 20 Loan taken from the bank tk.20,000.

Jan 24  Legal services provided to the clients on credit tk.7,000.

Jan 29  Outstanding amount for machine purchased has been paid tk. 10,000

Following accounts are identified by analysing transactions of ‘Hasan &
Associates’ for the month of January 2017.

1. Cash Account

2. Capital Account

3. Rent Account

4. Office Machinery Account /Service Equipment Account
5. Accounts Payable/ Machine Supplier Account

6. Service Revenue Account

7. Salaries Account

8. Bank Loan Account

9. Debtors Account / Accounts Receivable

2020
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Hasan & Associates

17

Effects of transactions over Accounting Equation is shown for January 2017:

Assets = Liabilities
Debtors/ Creditors/ ui
Date Balance Cash Accounts | Machinery | =| Loan | Accounts | Equity | Remarks
Receivable Payable
2017 _ Capital
Jan: 1 50,000 = +| 50,000 Invested
Balance | 50,000 = + 50,000 Rent
Jan: 2 (3,000) = (3,000) Expense
Tan : 7 Balance | 47,000 = + 47,000
an: 15000 |= 15,000
Balance | 47,000 15,000 = 15,000 |+| 47,000 | gorvice
Jan: 10 6,000 = 6,000 | Revenue
Balance | 53,000 15,000 = 15,000 (+]| 53,000
Jan: 15 ’ ’ ’ Salary
o (2,000) - (2,000) | Expense
Balance | 51,000 15,000 = 15,000 (4| 51,000
Jan: 20
20,000 =| 20,000
Jan: 24 Balance | 71,000 15,000 =| 20,000 | 15,000 |+| 51,000 | g rvice
7,000 = 7,000 | Revenue
Balance | 71,000 7,000 15,000 =| 20,000 | 15,000 |+| 58,000
Jan: 29
a (10,000) = (10,000)
Balance | 61,000 7,000 15,000 =| 20,000 | 5,000 |+| 58,000
Total £3,000 - 83,000

Activity: Show the effects of the following transactions in Accounting Equation.

Nargis Akter has started a tailoring business named ‘Nargis Tailors’ on

March 1, 2017 . Transactions of the first month are mentioned below:
March 1

3
9
14
by
29
25
30

Invested tk.20,000 in Business as capital.

Shop rent tk.5000 paid for the month of March.
Bought sewing machine by cash tk.15,000.

Stitching wages realized tk. 2,000.

Amount spent for publicity of the shop tk.1,000.
Receivable from customer for stitching wages tk.1,500.
Repair of sewing machine tk. 300.

Bill of 22" march realized tk.1,200.

Class-9-10, Accounting, Forma-3
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Sources of business transactions and related documents:

In support of each transaction, one or many documentary evidence is seen.
These carry the evidence of transactions. For example, any businessperson can
make several transactions on a single day. Goods sold, goods purchased, return
of purchased goods, return of sold goods, depositing money or withdrawing the
same in a bank are such transactions that may occur regularly in a business. In
addition, these events are actually the main source of transactions. Transactions
made throughout the calendar year are impossible to be memorized. Therefore,
the transactions are to be properly recorded in the books of accounts. Whenever
an accountant tends to record these transactions, these documents are prepared.
These documents are the vouchers, cash memos, bills, debit notes, credit notes,
VAT invoice etc. The explanation, specimen copy, and use of these documents
are described here.

1. Invoice: Invoice is a documentary proof of goods purchase & sales. When a
sales representative sells goods, he delivers a written document mentioning the
full details of the goods in it. This written document is called invoice. Buyer's
name & address, quantity of goods, description of goods, value of goods and
terms of payment etc are mentioned in the invoice. Seller consider it as an
outward Invoice and buyer as inward Invoice. On behalf of this invoice, a buyer
prepares Purchase Journal and an seller prepares Sales Journal.

Invoice No- 05728 5§’uNn:v? ;gkl;f?)ﬁ:a Date: 10 March 2017
Buyer’s Name: M/S Jadid Traders Invoice
Address: Board Bazar, Gazipur
S/No. Description Of Goods Rate (Taka) Qty. Amount (Taka)
1 Nazir Shail Rice 40 1,000 KG 40,000
Less: Trade Discount (5%) (2,000)
I 38,000
Taka(InWords): Thirty Eight Thousand Taka
Sales Terms: 2/10, Net 30
N.B. Errors & Omissions Excepted Seller’s Signature

Note: The amount which is reduced from the purchase price is known as trade discount.

2. Voucher: The documentary evidence, which is used for transactions, is
known as a voucher. For example, the seller gives a voucher to its buyer for
goods sold tk.5,000. Again, a property owner gives a voucher to its tenants after
receiving rent tk. 2,000.
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Voucher is of two types. They are:

a) Debit Voucher
b) Credit Voucher

a) Debit Voucher: Debit voucher is used for goods purchase and different types

of expenses. It is recorded in the credit or payments side of the cash book or cash
register attaching an invoice, a cash memo with a consecutive serial number.

Sample of Debit Voucher

Ali & Haider
Andor Killa, Chittagong
Date

Debit Voucher No.----------------—--- Receiver’s Name ------------—-----
Head of Account Address

No. Description of Expense Amount (Tk.)
Taka(In Words):

Cashier’s Sign. Accountant’s Sign. Manager’s Sign. Receiver’s Sign.

b) Credit Voucher: The voucher, which is used for sale of goods and income
received, is called a credit voucher. After attaching Invoice, cash memo etc. with
the credit voucher, it is recorded with a consecutive serial number on the debit
side (Receipts side) of the cash book.

Sample of Credit Voucher

Zahir & Brothers
Fultola, Khulna
Date
Credit Voucher No. Receiver’s Name ------—------—--
Head of Account Address
No. Description of Income Amount (Tk.)

Taka(InWords):

Cashier’s Sign. Accountant’s Sign. Manager’s Sign. Receiver’s Sign.
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3. Cash Memo: A cash memo is given at the time of cash sale. The seller usually
gives a cash memo to its buyer. The name and the address of the shop are
generally printed on top of the cash memo. Mentioning the name of sold goods,
quantity, rate, total value, net value, commission etc a seller hands over the cash
memo to a buyer with his signature. The cash memo is generally prepared in
triplicate.

Sample of Cash Memo

Alam General Stores
Voucher No 56 35, New Market, Dhaka Date: 1 January 2017

Cash Memo

Buyer’s Name: Shemanto & Bros.
Address: Chandona, Gazipur.

SL No. Description Rate Qty. Amount (Tk.)
1 Gel Pen 5.00 1000 pes. 5,000
Less: Trade discount (5%) (250)
4,750

Taka(In Words): Four thousand seven hundred fifty taka only.

Buyer’s Signature Seller’s Signature
N.B.: Sold goods can’t be returned

4. Debit Note: When bought goods are returned to the seller due to inferior
quality or not being according to the letter of order, a note is prepared by the
buyer describing details i.e. quantity, rate and value and the causes of return of
the goods. The note is then sent to the seller along with the goods and the
supplier is informed of this note that his account has been debited with that
amount due to those returned goods. This note is called Debit Note. The buyer

usually prepares a Debit Note.
Sample of Debit note

Imran Brothers
Malitola, Bangshal
Debit Note No.-173 Date: 18 August 2017

Debit not
Name: M/S. Shopna Enterprise €It note
Address: 37, Rainkhola, Mirpur-6, Dhaka.
Ref: Purchase / Invoice No. 1265/ 3 August 2017

Sl. No Description & Reason of returning goods Amount (Taka)
1 10 pcs torn Jamdani Saree tk.1,300 each returned. Please 13,000
deduct the price of 10 sharees from our account
Less: Trade discount (1,000)
12,000

Taka(InWords): Twelve thousand taka.

Purchase Manager
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5. Credit Note: When the seller receives returned goods from the purchaser, he
sends a document to the purchaser stating the description of goods, its quantity,
its value etc and thereby informs the purchaser that his account has been
credited with the value of returned goods. This document is called Credit Note.

Sample of Credit note

M/S. Shopna Enterprise
37, Rainkhola, Mirpur-6, Dhaka.

. Date: 20 August 2017
Credit note no.-237 Credit Note

Name of Receiver: Imran Brothers
Address: Malitola, Bangshal
Ref: Debit note 173 / 18 August 2017

Sl. No Description & Reason of returning goods Amount (Taka)
1 10 pcs torn Jamdani Saree tk.1,300 each returned. Your
account is credited with returned goods price 13,000
Less: Trade discount (1,000)
12,000

Taka(InWords): Twelve thousand taka

Sales Manager

Activity: Prepare a debit voucher for goods purchase valued tk.25,000 using any
name & address.

Exercise

Multiple Choice Questions:

1. Which one is not a trasaction for the business?
a) Goods bought from Jamal Traders on credit tk.2,000.
b) Goods sold to Palash Stores for tk.6,000.

c) Placed an order to buy goods worth tk.2,000 form Tania Enterprise.

d) Goods for tk.2,500 returned in from Palash Stores.
2. Events related to transactions ------

1) May be visible

ii) May be invisible

ii1) Never visible

Which one is correct?

a) i&ii b)i&iii c) ii & iii d) i, ii & iii
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3. Debit Note is used for

a) Goods bought on credit returned out  b) Goods sold on credit returned in
¢) Goods bought for cash returned out d) Goods sold for cash returned in

4. A =L + E in this equation E signifies -
a) Asset b) Owner’s Equity c) Liability d) Profit

From the following information answer question nos. 5, 6 and 7
Monir Traders started business with 50,000 taka on January 1, 2017. Goods sold
amounting 10,000 taka, value of goods worth 3,000 taka was returned in. He
personally contributed to a school taka 2,000 as donation.

5. Starting business with 50,000 taka, which element of accounting eqution
is going to be affected by this?

a) Asset b) Liability c) Asset and liability d) Asset and Equity

6. Which note will be prepared for tk. 3,000 transaction by Monir traders?
a) Debit Note b) Credit Note c¢) Notes receivable d) Notes payable

7. Donating 2,000 taka to the school the business will affect in:

a) Asset will decrease

b) Capital will decrease

¢) Goodwill will increase

d) No effect will happen on business

8. ‘Withdrawn for personal use’—for this transaction in the accounting equation-
1) Assets will decrease 1ii) Liabilities will decrease iii) Equity will decrease
Which one is correct?

a) i&il b)i&iii c) ii & iii d) i, ii & iii
9. Which one is wrong? By transaction-----
1) Owner’s Equity increases if total asset decreases
i1) Total liability decreases if total asset increases
iii) If one asset increases, the other asset will decrease
Which one is correct?
a) i&ii b)i&iii c) il & iii d) i, il & iii
10. Which one is correct?
a)A=L-E b)E=A-L ¢)L=A+E d)A+L=E
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Creative Questions:

1. ‘Rifat Enterprize’ is a business organisation. Following transactions
took place in that business in December 2017:

Dec. 1 Started business with tk. 5,00,000.

Dec. 3 Opened a bank account depositing tk.50,000.

Dec.5  Goods purchased on credit tk. 25,000.

Dec.7  Goods sold in cash tk. 45,000.

Dec. 10 The owner has taken loan from bank for personal purpose tk. 40,000.
Dec. 15  Order placed for buying furniture tk. 45,000.

Dec. 20  Paid to Creditors tk. 15,000.

a) Calculate the total amount of those events, which are not transaction.

b) Identify the transactions from events and explain reasons under equation
method.

c) Show the effects of the transaction on accounting equation.

2. Following transactions took place in ‘Choyon Brothers’ in January 2017-

Jan. 1 Capital brought in Business tk. 75,000.
Jan. 2 A manager appointed with tk.18,000.

Jan. 7 Sold goods on credit tk. 50,000.

Jan. 10  Stationery purchased in cash tk.2,200.

Jan. 12 The owner paid his son’s tuition fees tk.2,000 personally.
Jan. 20  Received tk.30,000 from Sumona Traders.

Jan. 25  Paid tk.1,500 for advertisement.

a) Calculate the total amount of those events, which are not transaction.

b) Explain the reason of ‘Choyon Brothers’ transactions under equation
method.

¢) Show effect of the transaction of ‘Choyon Brothers’ on Accounting
Equation.

3. Ashfia started her legal practitioner business named ‘Legal Aid’ on 2** May
2017.The events of the first month were as follows:
May 2 Invested tk.1,00,000 in her business.
May 4 Paid office rent tk.18,000.
May 8 Service Equipment purchased on credit worth tk.40,000.
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May 12
May 16
May 25
May 27
May 30

Accounting

Legal services provided to the clients for cash tk.30,000

Paid salary to the office staff tk.10,000.

Loan taken from the bank tk. 1,00,000.

Legal services provided to the clients on credit tk.60,000.
Paid tk. 30,000 against credit purchase of Service Equipment.

a) Calculate the unpaid amount of Service Equipment.
b) Calculate the amount of Ashfia’s equity at the end of the month.
c) Show the effects of May’s transactions on accounting equation.

4. Salim Traders sold the following goods to Joya Traders on February 2017:

Feb 1
Feb 7
Feb 15

115 Kg Sugar tk.55 per Kg for cash
56 Kg Sugar tk.52 per Kg
35 Kg Mushur Dal tk.110 per Kg

Salim Traders allowed 10% Trade discount on total sales.
a) Calculate the total amount of sales of SalimTraders.
b) Prepare a Cash memo for the transaction of February 1.
¢) Prepare an invoice for the transaction of February 15.

5. James Traders have started business on 01 January 2017 with cash
tk. 1, 20,000 & Furniture worth tk. 70,000. Following transactions happened
during the month:

Jan. 01
Jan. 04

Jan. 06
Jan. 09

Jan. 18
Jan. 28

Opened a Bank Account in ‘Prime Bank’ by depositing tk. 50,000.

Goods purchased tk. 45,000 from Belal Enterprise, cash paid tk.
20,000 & cheque issued tk. 15,000.

Goods Sold tk. 80,000; cash tk. 30,000 & cheque tk. 25,000
received against the sale.

Remaining tk. 10,000 paid to Belal Enterprise.

Owner withdrew tk. 8000 from Bank for own purpose.
Advertisement Expense paid tk. 8000.

a) Calculate the amount of opening capital for James Traders.
b) Considering the above transactions prove that, A=L+E.
c) Calculate the amount of Owner’s Equity for James Traders.
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6. Sakib Al-Hasan opened a Restaurant named ‘Sakib Al-Hasan’ on 01 January
2017 with cash tk. 15,00,000 & Bank deposit tk. 7,20,000. Mentioned
transactions took place during the month:

January 05
January 09
January 11
January 16
January 21
January 28
January 30
January 31

Service provided to clients tk. 75,000.
Monthly rent tk. 40,000 paid by cheque.
Paid tk. 12,000 for advertisement.
Utility bill paid tk. 17,000.
Purchase of office supplies tk.17,000 on account.
Service provided to clients tk.1,75,000 on account.
Cheque received against the service provided on January 28.
Amount paid tk.10,000 against office supplies.

a) Calculate the unpaid amount for office supplies.

b) Calculate the total amount of expenses for the month January.

c) Show the effect of transactions on financial condition of business.

7. Following events occurred during the month January 2017 in the Business of
Borua Traders:

January 01
January 12
January 23
January 25
January 28
January 30

Cash purchase tk. 60,000.

Furniture purchased tk. 26,500 for office.
Goods sold on credit tk. 1, 25,000.
Office rent paid tk. 15,000.

Deposited into Bank tk. 32,000.

Goods purchased on credit tk. 28,000.

a) Calculate the amount of purchase for the month of January.

b) Calculate the amount of cash transactions of Borua Traders during the

month.
c) Using the transactions of Borua Traders show that ‘A = L+E’ through
Accounting Equation.

Class-9-10, Accounting, Forma- 4
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8. Mr. Jahir has started a vehicle repairing business named ‘Jahir Workshop’ on
01 January 2017. Following transactions have occurred in his business:

January 01
January 16
January 21
January 26
January 28
January 30

Mr. Jahir invested tk. 5, 00,000 in business.
Machine purchased tk. 65,000 for using in business.
Tk. 80,000 realized from repairing vehicle.

Rent of workshop paid tk. 21,000.

Salaries paid to employees tk. 25,000.

Owner’s personal vehicle repaired tk. 15,000.

a) Calculate the amount of capital of Jahir Workshop.
b) Calculate the amount of business expenses during January.
c¢) Show the effect of transactions on Accounting Equation.
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Throughout the world, Double Entry System is established & known as
dependable, scientific, and complete system for keeping accounts in the
business. In double entry system each transaction that measured or measurable
in terms of money is expressed in dual entity. There is no alternative method of
Double Entry System to know the actual result and financial condition of

Chapter Three

Double Entry System

business.

At the end of this chapter
we will able to

Explain the dual entity
concept of transaction

Discuss the concept &
features of double entry
system

Explain the advantages
of double entry system

Identify the two parties
involved in transaction
1.e. Debit and Credit

Explain the various
steps  involved in
Accounting Cycle

Identify the appropriate
book for transaction

Debit <
| Credit

[Benifit Provider]

[Benifit Receiver

1. Identify

)| Transaction

10. Post Closing

2. Transaction

7.
‘Worksheet

Entry

6. Adjusting ==

Trial Balance Analysis
9, Closing —
Entry 3.J ournal
Accounting
Cycle :
8. Financial Y, 4. Ledger
Statements I

Balance

5. Prepare Trial

Calculate the profit of business by taking an idea of Single Entry System
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Concept of Double Entry System:

The famous Mathematician Luca Pacioli described the perfect and proper
recording system of financial events in 1494. That system is known as Double
Entry System. Double entry system is considered as the only complete, reliable
and scientific system. There is a hint of dual entity concept for every transaction
in this system. There have been two or more accounts in every transaction.
These accounts are written in dual entity concept. One is Debit and the other is
Credit. Two parties of transaction i.e. Debit & Credit are recorded in accounts by
Double entry system. In this method, the same amount is written for both debit
and credit. Therefore, at any time of the year the total amount of debit is always
equal to the total amount of credit. The procedure, which is followed to record
dual entity of transactions for preparing accounts correctly is called Double
Entry System.

The concept has been explained with an example:
Salary paid to office staff tk.5,000.

For recording this transaction under double entry system, we need to identify
the two parties involved in it. Two accounts involved in it are:

a) Salary Account

b) Cash Account
Since salary is an expense to the business, expense has been increased and so
salary 5,000 taka will be debited. Again, cash goes out while salary is paid, so
cash or asset will decrease and cash account will be credited by taka 5,000.
So, it is seen that the same amount has been debited both for salary and cash
account. This is the basic principle of Double Entry System.

Principles or Characteristics of Double Entry System:

The most reliable, scientific, complete and self-sufficient system of accounting
is the Double Entry System. In double entry system each transaction measurable
in terms of money or money's worth is recorded in a twofold aspect and one
party is debited for taking the benefit while the other will be credited for
ensuring the same.

Principles or Characteristics of Double Entry System are as follows:

1. Dual Entity: In every transaction, there are at least two accounts. While
detecting debit and credit concerned accounts are to be identified first and
then their classification of account is settled. Then debit and credit
are ascertained by double entry system.

S
N
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2. Debtor and creditor: In every transaction, benefit recipient is debtor
and benefit giver acts as the creditor.

3. Making Debit and credit: The benefit recipient is made debit while
the benefit giver is made credit.

4. Exchanged equal amount: In every transaction, the amount of debit
and credit will be equal.

5. Comprehensive result: Since in every transaction the debit and credit
are analyzed and recorded in equal amount, it is easy to detect the
comprehensive result. The total of debit side should be equal to the total
of credit side.

Advantages of Double Entry System:

The double entry system is complete, dependable, scientific, and self-dependent.
This accounts system has many benefits. For these advantages of double entry, in
large business organizations this method is popular for keeping accounts. These
benefits are described below:

1. Complete account: Since debit and credit of each transactions are
analyzed and recorded in equal amount, the complete account of any
transactions can be obtained.

2. Ascertain profit-loss: As the revenue income-expenditures are recorded
correctly and completely in this method, the net profit or loss is possible to
calculate, preparing comprehensive income statement after a particular time.

3. Verifying arithmetic accuracy: For each transaction equal amount will be
debited & credited. Therefore, the arithmetic accuracy can be tested on a certain
date by preparing a trial balance.

4. Ascertain financial position: Preparing financial statement on a certain date
the financial condition of a firm can be obtained.

5. Finding fault & forgery and means to prevent the same: If the accounts are
kept under this method, the faults and forgery can easily be detected and thus be
prevented.

6. Cost control: Under this method, excessive expenses can easily be
controlled.

7. Identifying total debts & credits: The owner can detect his/her total dues
and credits any time under this method, and take necessary steps.
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8. Ascertain proper amount of tax: If the accounts are kept under this
method, the various types of tax like income tax, import-export duty,
VAT etc become acceptable to concerned authorities.

9. Easy application: Each transaction is recorded scientifically analyzing
Debit and Credit in double entry system. Therefore, every small & big
organization can apply this method easily.

10. Universal acceptance: Double Entry System being scientific,
complete,faultless and dependable has been recognized as a universally
accepted system.

Procedure of Identifying Debit and Credit:

It is described earlier that in double entry systerm total debit amount is equal to
total credit amount . This concept is the base of Accounting equation. Primary
elements of accounting equation are-Assets, Liabilities & Equity.

Therefore, it can be said that, we see following types of accounts in business:

1. Asset 2. Liability 3. Equity 4. Income and 5. Expense

Method of calculating debit credit for different accounts described below:

1. Asset: Due to transactions, asset may increase Increase
or decrease. For example, purchase of furniture < Debit

increases asset and selling the same decreases | Assets
asset. Increase of an asset is debit while a Decrease
decrease of the same is credit. Credit

2. Liability: Like asset, liability can also be
increased or decreased. For example, taking loan

from bank increases liability while paying Decrease
installment of it decreases. The relation of |y.opapeiac Debit
liability is opposite to asset. Therefore, increase

of liability is credit while decrease of the same is MO
debit, it
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3. Equity: For starting the business, the owner
brings capital. Here the owner's equity
increases. Again, if the owner withdraws cash
from the business, the owner's equity decreas-
es. Owner's equity is a kind of liability to the
business. Because according to the principle of
accounting the owner and the business have
separate identity. Therefore, like liability if
owner's Equity increases it is credit, but while
decreases to is debit.

4.Revenues or Income: The only objective of

business is to earn profit. Actually, profit is the
portion of revenue, which is more than

expense. Therefore, we can say that revenue
increases owner's equity. Therefore, increase
of revenue is credit while the decreases of the
same is debit.

5. Expense: Expense is opposite to revenue.
Since revenue increases owner's equity, so
increase of expense is debit and decrease of
the same is credit. Increase of expense decreases
owner’s equity.

Equity

Revenues
or Income

Expenses
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Decrease
Debit

Increase
Credit

Decrease
Debit

Increase
Credit

Increase
Debit

Decrease
Credit

Effects of Double Entry System in Transactions are described below with examples:

. Furniture bought for business tk. 5,000
. Employees salary paid off tk.6,000

. Goods Purchased tk. 20,000

. Tk. 25,000 was deposited into Bank

. Goods sold tk. 18,000

. Cheque paid for advertisement tk.7,000
. Commission received tk. 3,000.

. Interest received from bank tk.1,200.
10. Goods sold on credit tk.15,000.

11. Cheque paid for rent tk. 6,000

O 0~ NV b WK -

. Mr. Hasan has started business bringing in tk. 50,000 as capatal.

12. Tk. 8,000 has been withdrawn from bank for business.
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Debit and Credit account of above transactions identified with explanation:

(This is not a reputed table)

Accounting

No Accounts Head Taka Effects of Double Entry System
As the cash (asset) increased in business, Cash A/c
1 Cash Account Debit 50,000 | debited. Other side bringing cash to business by
Capital Account Credit 50,000 | owner, owner’s equity increased. So, Capital A/c
credited
Furniture Account  Debit 5,000 For buying ~ furniture, furniture named e}sset
2 Cash Account Credit 5000 increased & cash decreased. Therefore, Furniture
’ AJc debited & Cash A/c credited.
. . For paying salary, expense of the business
3 (S:zlsal?fc‘:)munt 18::(;; g’ggg increased & cash decreased. So, Salary A/c debited
’ & Cash A/c credited
Purchase Account ~ Debit 20,000 For buying goods, expense of the business
4 Cash Account Credit 20,000 increased & cash decreased. So, Purchase A/c
’ debited & Cash A/c credited
Bank Account Debit 25,000 For deposnmg cash into bank. deposited amount in
5 Cash Account Credit 25.000 bank increased & cash in hand decreased.
? Therefore, Bank A/c debited & Cash A/c credited.
Cash Account Debit 18,000 For sel!mg g_oods in cash, both