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Introduction to Accounting Class 11

Chapter 1 Introduction to Accounting Exercise Solutions

Short answers : Solutions of Questions on Page Number : 19 Q\
Q1: A
Define accounting. \\

Answer :

Accounting is a process of identifying the events o nature, recording them in
Journal, classifying in their respective ledgers, & g them in Profit and Loss

Account and Balance Sheet and communige esults to the users of such
information, viz. owner/s, government, vestors etc

According to the Americ cd Accountants, 1941, "Accounting is an art
of recording, classifyi jin a significant manner and in terms of money

transactions and-events. iy
the result,s«fﬁereof."

/
Answér nids Corregtio
ehd product of financial accounting?

Answer: &
The End Product ofl Financial Accounting
. '
lncomel Statement Balance Sheet
|
Trading Profit and J,oss Account

Account
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1. Income statements (Trading and/or Profit and Loss Account)- An income statement that
includes Trading and Profit and Loss Account, ascertains the financial results of a business

in terms of gross (or net) profit or loss.

2. Balance Sheet- It depicts the true financial positions of a business that provides required
information like assets and liabilities of a business firm, to the users of accounting
information like owners, creditors, investors, government, etc.

Answer needs Correction? Click Here

<
Enumerate main objectives of accounting. 'Y

Answer : Q\
The main objectives of accounting are given \
1. To keep a systematic record of all business tr

2. To determine the profit earned or loss inc rin accounting period by preparing

profit and loss account

3. To ascertain the finangi iti ebusiness at the end of each accounting period by

preparing balance
aking, effective control, forecasting, etc.
th of business from year to year

s and errors

ation to various users

Correttion? giick Here

d
e
.....

Answer :
The five users who have indirect interest in accounting are given below.

1. Trade associations
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2. Labour unions
3. Customers
4. Stock exchanges

5. Tax authorities

Answer needs Correction? Click Here

as &
State the nature of accounting information required by long-term s'»‘ >
‘\A

ing capacity of the
rowth of business, etc.

Answer :

Accounting information required by the long ter
business, profitability, liquidity, operational ef

Answer needs Correction? Click Here
Q6 : %

Who are the external users.of infor jo

O

External gse?éwof informatio individual or the organisations that have direct or
indiregt interest in the b ’g ; however, are not a part of management. They
0 e internal data of the firm and uses published data or

do ngt hage direct
reports fKe profi ss\accounts, balance sheets, annual reports, press releases,
j S ternal users are government, tax authorities, labour unions,

/
rrection” Click Here

7
P
.....

Answer :

Q7 :
Enumerate informational needs of management.

Answer :

The informational needs of management are concerned with the activities given below.
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1. Assists in decision making and business planning

2. Preparing reports related to funds, costs and profits to ascertain the soundness of the

business

3. Comparing current financial statements with its own historical financial statements and of

other similar firms to assess the operational efficiency of the business.

Answer needs Correction? Click Here

Q8 :
Give any three examples of revenues.

Answer :

Three examples of revenue are given below.
1. Sales revenue
2. Interest received

3. Dividends

Answer needs Correction

Qo : i
Distinguishi between debt

An sweA %%

reditors.

Basis o
difference Debtors

y
/

Creditors

oo

Meaning  |Persons or organisations that are Persons or organisations to whom the
liable to pay money to a firm are firm is liable to pay money are called
called debtors. creditors.

Nature They have debit balance to the firm. |They have credit balance to the firm.

Payment Payments are received from them. Payments are made to them.
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Shown They are shown as assets in the They are shown as liabilities in the
Balance sheet under Current Assets. [Balance Sheet under Current
Liabilities.

Answer needs Correction? Click Here

Q10:
'Accounting information should be comparable'. Do you aqgree with this

statement? Give two reasons. \
.\
N easons.

1. Comparable accounting information helps in in o 'This helps in assessing

viability and advantages of various policies ms.

Answer :

Accounting information should be comparable because of th

2. ltalso helps in intra-firm comparisons that help in INing the changes and also to
ascertain the results of various policies and p in different time periods. This also

helps to figure out the errors, ascertain g ist in management planning.

Answer needs Correction?

Q11:
If the accounting inform j learly presented, which of the qualitative

characteristic of the ac \ nformation is violated?

accountin
may not be
conclusions.

Answer needs Correction? Click Here

Q12:
The role of accounting has changed over the period of time"- Do you agree?
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Explain.

Answer :

The role of accounting is ever changing. While in earlier times, accounting was merely
concerned with recording the financial events, i.e. record-keeping activity; however,

now-a-days, accounting is done with the rationale of not only maintaining records, but
also providing an information system that provides important and relevant i
various accounting users. The need of this change is brought over due tothe e
changing and dynamic business environment, which is more competiti re
than it was in earlier times. Further, there are various relevant activi edlecision

making, forecasting, comparison, and evaluation that make %\ es in the role of

accounting, inevitable.
Answer needs Correction? Click Here

. NN

osnet?

Giving examples, explain each of the follo nting terms:
o Fixed assets
e Gain
o Profit Q

« Reveniie
/

o /Expenses

d
e
o

° le

business, over various accounting periods. These assets are not meant for sale; for
example, land, building, machinery, etc.

e Revenue- It refers to the amount received from day to day activities of business, viz. amount
received from sales of goods and services to customers; rent received, commission
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received, dividend, royalty, interest received, etc. are items of revenue that are added to the
capital.

e Capital- It refers to the amount invested by the owner of a firm. It may be in form of cash or
asset. It is an obligation of the business towards the owner of the firm, since business is
treated separate or distinct from the owner.

Capital = Assets - Liabilities.

e Gains- Gains are incidental to the business. They arise from irregular activiti

recurring transactions; for example, profit on sale of fixed assets, appreciationin value of
asset, profit on sale of investment, etc.

e Expenses- Expenses are those costs that are incurred to m rﬁx ofitability of

business, likerent, wages, depreciation, interest, salaries, efc. elp’in the production,

business operations and generating revenues.

e Profit- This refers to the excess of revenue 0 e. Wis normally categorised into
gross profit or net profit. Net profit is added to the | of the owner, which increases the
owner's capital. For example, goods sold abo

e Short term liabilities- Those liabilities ihat | ed with an intention to be paid or are

payable within a year; forexample, b overdraft creditors, bills payable, outstanding

wages, short-term loa

Answer needs Correctio

o e

/

Q14:

.,\\’
How,\ivill ﬁu defin& and expenses?

enues refel;*tb the amount received from day to day activities of the
proceeds of goods and rendering services to the customers. Rent
receivéd~,~~co. ,“i.ssioﬁ"'received, royalties and interest received are considered as
revenue, as they are regular in nature and concerned with day to day activities. It is
shown in the credit side of the profit and loss account or trading account.

Expenses- Expenses refer to those costs that are incurred to earn revenue for the
business. It is incurred for maintaining profitability of the business. It indicates the
amount spent to meet short-term needs of the business. It is shown in the debit side of
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the profit and loss account or trading account. For example, wages, rent paid, salaries
paid, outstanding wages, etc.

Answer needs Correction? Click Here

Q15:

What is the primary reason for the business students and others to familiarise
themselves with the accounting discipline? &

@)

Every monetary transaction must be recorded in such a maprie %o s accounting
users must understand and interpret these resulis in the saane ithout any

ambiguity. The reasons for why business studen ot A familiarise
themselves with the accounting discipline are g
1. It helps in learning the various aspects of accoun
|

Answer :

2. It helps in learning how to maintain books of
3. It helps in learning how to summarise un ormation.

4. It helps inlearning ho ' ounting information with relative accuracy.

Answer needs Correc

por??”

s,
W )
W/ \
/
\

Long answers : Solutions%@ ons on Page Number : 20

“%h necessitated systematic accounting.

1. Only financial transactions are recorded- Those events that are financial in nature are
only recorded in the books of accounts. For example, salary of an employee is recorded in
the books but his/her educational qualification is notrecorded.

2. Transactions are recorded in monetary terms- Only those transactions which can be
expressed in monetary terms are recorded in the books. For example, if a business has two
buildings and four machines, then their monetary values is recorded in the books, i.e. two
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buildings costing Rs 2,00,000, four machines costing Rs 8,00,000. Thus the total value of
assets is Rs 10,00,000.

3. Art of recording- Transactions are recorded in the order of their occurrence.

4. Classification of transaction- Business transactions of similar nature are classified and
posted under their respective accounts. For example, all the transactions relating to
machinery will be posted in the Machinery Account.

5. Summarising of data- All business transactions are summarised in the form
Balance, Trading Account, Profit and Loss Account and Balance Sheet t ides
necessary information to various users.

6. Analysing and interpreting data- Systematic accounting r o’r users to analyse
and interpret the accounting data in a proper and appropriate . These accounting

data and information are presented in form of tat arts that leads to easy
communication and understandability by vari , these facilitates in

decision making and future predictions.

Answer needs Correction? Click Here %

Q2:
Describe the brief histor,

Answer :

The hi§to}y of accounti De fraced long back in civilisation. Around 4000 B.C., in
Babyioniggand Egyp
. th ept the record of gold and valuables deposits and
!g e ries.jThese records were reported on daily basis by the
edsurigg to the Wézir, who used to forward the monthly reports to the king.

pt used this method to rectify and remove errors, frauds and
he records. Around 2000 B.C., China used sophisticated form of
accounting. | Gree"é'é‘, accounting was used to maintain total receipts and total
payments and to balance government accounts. In Rome, around 700 B.C., receipts
and payments were recorded in daybook and were posted in the ledger at the end of
the month. In India, around twenty three centuries ago, Kautilya wrote the
book Arthshastra, which describes how accounting records have to be maintained. In
1494, Luca Pacioli wrote the book Summa de Arithmetica Geometria Proportioni et
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Proportionalita. In this, he explained the term debit and credit, which are used in
accounting till date.

Answer needs Correction? Click Here

Q3:
Explain the development of and role of accounting.

Answer :

Development of accounting

In ancient times, around 4000 B.C., accounting was used f
salaries, deposits and withdrawals of valuable goods (suc
treasures of the king. Afterwards, it was used t
balancing of government financial transactions:
by business firms for recording transactions relat
accounting was used to record transactions a
users of financial data.

wages and
nd silver) from the
and payments and
., accounting was used
ess. In 1800 A.D.,

vide information to various

Role of accounting- While in the earliagti asecounting was merely concerned with
recording the financial ev epihg activity); however, now-a-days,
accounting is done wit t only maintaining records, but also providing
an information system {h: rtant and relevant information to various
accounting tsers. Y

is beyond human capabilities to remember each and every

1. /Substitute of me@
/b S tran% Gountlng plays an important role in recording these transactions

thegE
to anagement Management uses accounting information for short term and
ning of business activities and to control various costs and budgets.

enables comparison of current year's profit with that of previous years (|ntra-f|rm
comparison)and also with other firms in the same business (inter-firm comparison).

4. Evidence in court- It acts as evidence that can be used or presented in the court, if any
discrepancy arises in the future.

Answer needs Correction? Click Here
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Q4:
Define accounting and state its objectives.

Answer :

Accounting is a process of identifying the events of financial nature, recording them in

the journal, classifying in their respective accounts and summarising them in prefit and
loss account and balance sheet and communicating results to users of such&

information, viz. owner, government, creditor, investors, etc. \
According to American Institute of Certified Accountants, 1941, "Ac %s he art of
recording, classifying and summarising in a significant mannes agd inite of money,

transactions and events that are, in part at least, of financia & nd interpreting

the results thereof."
%;ed the definition and

information, primarily
to be useful in making

In 1970, American Institute of Certified Publi
stated, "The function of accounting is to provide
financial in nature, about economic entities, th
economic decisions."

Objectives of Accounting:

1. Recording business atically- It is necessary to maintain systematic

records of every it is beyond human capacities to remember such
large number-ef-trans ing the record of any one of the transactions may lead to

errpnéaus and faulty re

2.,'/Determining profi ";or loss incurred- In order to determine the net result at the end

wcounti%

and sold, expenses incurred and amount earned during a year.

éneed to calculate profit or loss. For this purpose trading and
are prepared. It gives information regarding how much of goods have

financial position of the firm- Ascertaining profit earned or loss incurred

oo, S EL

the Value of the assets, amount of liabilities owed, net increase or decrease in his/her capital.
This purpose is served by preparing the balance sheet that facilitates in ascertaining the true
financial position of the business.

4. Assisting management- Systematic accounting helps the management in effective decision
making, efficient control on cash management policies, preparing budget and forecasting,
etc.
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5. Assessing the progress of the business- Accounting helps in assessing the progress of
business from year to year, as accounting facilitates the comparison both inter-firm as well
as intra-firm.

6. Detecting and preventing frauds and errors- It is necessary to detect and prevent fraud
and errors, mismanagement and wastage of the finance. Systematic recording helps in the
easy detection and rectification of frauds, errors and inefficiencies, if any.

7. Communicating accounting information to various users- The important step in‘the
accounting process is to communicate financial and accounting information ario sers
including both internal and external users like owners, management, go abodf, tax
authorities, etc. This assists the users to understand and interpret the %g datain a

meaningful and appropriate manner without any ambiguity. \

&

Answer needs Correction? Click Here

Q5:
Describe the informational needs of extern

Answer :

There are various extern ing"who need accounting information for
decision making, inves iNng to assess the financial position of the
business. The e given below.

......

1. Ban'l'(‘s and other fi

/advances to variou

. itutions- Banks provide finance in form of loans and
"§ es. Thus, they need information regarding liquidity,
ind profitability to advance loans.

chthine%
k es thosg':individuals and organisations to whom a business owes money
unt of

dit purchéses of goods and receiving services; hence, the creditors require

out credit worthiness of the business.

/
Invest anq'peféntial investors- They invest or plan to invest in the business. Hence, in

ord“é.f“to assess the viability and prospectus of their investment, creditors need information
about profitability and solvency of the business.

4. Tax authorities- They need information about sales, revenues, profit and taxable income in
order to determine the levy various types of tax on the business.
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5. Government- It needs information to determine national income, GDP, industrial growth, etc.
The accounting information assist the government in the formulation of various policies
measures and to address various economic problems like employment, poverty etc.

6. Researcher- Various research institutes like NGOs and other independent research
institutions like CRISIL, stock exchanges, etc. undertake various research projects and the
accounting information facilitates their research work.

7. Consumer- Every business tries to build up reputation in the eyes of consumess, which can
be created by the supply of better quality products and post-sale services atfeason and

affordable prices. Business that has transparent financial records, assis me#s to
know the correct cost of production and accordingly assess the degreaofireasonability of the

x\ ing of the

e Profit that the business

price charged by the business for its products and thus helpsyin

business.

8. Public- Public is keenly interested to know t

spends on various public welfare schemes; fo ritable hospitals, funding
schools, etc. This information is also revealed b fi d loss account and balance

sheet of the business.

Answer needs Correction? Click Here

t are different types of assets?

Fgetary value, which is owned by a business, is its asset.
arg the monetary values of the properties or the legal rights that
siness organisations.

4 Type o{Assets
y ' ' ' ¥

lf;,xed/ Current  Tangible Intangible  Liquid  Fictitious
A S5 0tS Assets Assets Assets Assets Assets

Fixed Assets- These are those assets that are hold for the long term and increase the
profit earning capacity and productive capacity of the business. These assets
are not meant for sale, for example, land, building machinery, etc.
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Current Assets- Assets that can be easily converted into cash or cash equivalents are
termed as current assets. These are required to run day to day business activities; for
example, cash, debtors, stock, etc.

Tangible Assets- Assets that have physical existence, i.e., which can be seen and
touched, are tangible assets; for example, car, furniture, building, etc.

Intangible Assets- Assets that cannot be seen or touched, i.e. those assets t
do not have physical existence, are intangible assets; for example, goodwillgpa nts
trade mark, etc.

Liquid Assets- Assets that are kept either in cash or cash equwale t rded as
liquid assets. These can be converted into cash in a very shosi p for

example, cash, bank, bills receivable, etc. \
enefit of whose

pense that are written
nditure is Rs 1,00,000 for 5

Fictitious Assets- These are the heavy revenu
can be derived in more than one year. They r.
off over a period of time, for example, if advertis
years, then each year Rs 2,00,000 will be writt

Answer needs Correction? Click Here

Dlstinguish between these two terms.

Q7 :
Explain the meaning

Answer

Profitl,E ess of re vét expense is known as profit. It is normally categorised

into gr : iﬁcreases the owner's capital as it is added to the capital

att o%% ing p‘ériod. For example, goods costing Rs 1, 00,000 is sold
, theMghe sale.,proceeds of Rs 1,20,000 is the revenue and 1,00,000 is

2 erate this revenue. Hence, accounting profit of Rs 20,000 (i.e. Rs

1 20 000 - 0,000) 15 the difference between the revenue and expense that is
earned by thé businéss.

Gain- It arises from irregular activities or non-recurring transactions. In other words, a
gain is a result oi transactions that are incidental to the business, other than operating
transactions. For example, an old machinery of book value Rs 20,000 is sold at Rs
25,000. Hence, the gain is Rs 5,000 (i.e. Rs 25,000 - Rs 20,000). Here, the sale of the
old machinery is an irregular activity; so, the difference is termed as gain
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Thus, in other words the only difference between profit and gain is that profit is the
excess of revenue over expense and gain arises from other than operating transactions.

Answer needs Correction? Click Here

Q8 :
Explain the qualitative characteristics of accounting information.

Answer :

Qualitative Charactersticslol’ Accounting Information

Relability Relevance Understandability

The following are the qualitative characteristics o oun%
Ci I

1. Reliability- It means that the user can rely

mation. All accounting
information is verifiable and can be verified from ocument (voucher), viz. cash
memos, bills, etc. Hence, the available inform e free from any errors and

unbiased.

2. Relevance- It means that essential appropriate information should be easily and timely

available and any irrel ould be avoided. The users of accounting

decision making, planning and predicting the future

! formation should be presented in such a way that every
/user is able to interf ormation without any difficulty in a meaningful and appropriate

e most important quality of accounting information. Comparability

ing mformgz’non of a current year can be comparable with that of the previous

same of differefit busmesses Further, it helps to ascertain the growth and progress of the
business over time and in comparison to other businesses.

Answer needs Correction? Click Here

Q9:
Describe the role of accounting in the modern world.
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Answer :

The role of accounting has been changing over the period of time. In the modern world,
the role of accounting is not only limited to record financial transactions but also to
provide a basic framework for various decision making, providing relevant information to
various users and assists in both short run and long run planning. The role of
accounting in the modern world are given below.

1.

Assisting management- Management uses accounting information for sho ﬁ)ng
term planning of business activities, to predict the future conditions, prep 9 ts
various control measures. . *

Comparative study- In the modern world, accounting informati w to know the

performance of the business by comparing current year's i tRat of the previous

years and also with other firms in the same i

Substitute of memory- In the modern world, e incurs large number of

transactions and it is beyond human capabilit each and every transaction.

Hence, it is very necessary to record transact ooks of accounts.

Information to end user- Accountin animportant role in recording, summarising and
providing relevant and to'its users, in form of financial data that helps in
decision making.
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