Meaning And Objectives
Of Accounting

LECTURE -5



N \) \J)- %P\ Toygé}s))
BASES OF ACCOUNTING

T Coshasis ) ((Accruai Basis )

S
Transactions are recorded in Transaction is recorded in the
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CASH BASIS OF ACCOUNTING

Transactions are recorded in the books of account on cash
being received or paid.
* Revenue is recognised on receipt of cash.

e Expenses are recorded when they have been paid.

o ?Ilg difference between the total incomes and total
expenses represents Profit or Loss of a business for the
aEEounting period.

(PYD o-k - T-OM TO‘\‘Q&
S“WW\L_ C’)(?JW\SQ

T\f:??\\ (P“/&J(Z

Snwm( — 5 (Cash yeceive

> 000
— 000
—> 2900



ACCRUAL BASIS OF ACCOUNTING
N—

action is recorded in the books of account when
entered, whether cash is received/paid or not.

e Accounting income is recorded as income when it is earned
or accrued.

¢ |If an expense has been incurred but payment has not been
made, it will be recorded as an expense.

e Accrual Basis of Accounting is based on Revenue Recognition
Principle and Matching Principle. Thus, under the Accrual
Basis of Accounting, outstanding and prepaid expenses are
adjusted. Similarly, accrued income and income received in
advance are recognised for ascertaining correct profit or
loss for the accounting period.
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ACCRUAL BASIS OF ACCOUNTING
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Income

Outstanding Prepaid

Recieved in
Advance

Expenses Expenses
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ACCRUAL BASIS OF ACCOUNTING

Outstanding Expenses are those
expenses which have becom@uring
the accounting period but which have
not yet been paid, e.g., Electricity
Expenses Pam.

Accrued Income is an income which has
beenearnedxuring the accounting
period but has not yet become due and,
therefore, has n een receivedyle.g.,
Interest accrued on Fixed Deposits.

Prepaid Expenses are those expenses
which have been paid in advance, e.g.,
Prepaid Insurance.

Income Received in Advance is an income

which has been received before it has
beeh earned, i)e.. goods to be sold or
servi e rendered in future, e.g.,

Rent received in advance. #haamce.
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QUESTION

Accounting Starts:

(a) Where book-keeping begins

(}:)/ Where book-keepingends

(c) Where books are not maintained at all

(d) Afer preparing final accounts
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QUESTION

External users of accounting information are

(a) Researchers
(b) Government
(c) Potential Investors

14) All of the above
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QUESTION

Which qualitative characterisitc of accounting information is reflected when accounting
information is clearly presented?

(a) Reliability
(b) Relevance

(c) Comparability
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QUESTION
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If accounting information is based on facts and it is verifiable by documents it has the quality of

&) Relevance

(c) Understandability

(d) Comparability
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Assertion (A):

Owner’s or investors who contribute capital in the business require information regarding risk and
returno ir investment in the business enterprise. bLecavse

Reason (R):
Long term lenders require information about the ability of the enterprise to pay interest and
repayment of their loans. B

(a) Both (A) and (R) are true and (R) is the correct explanation of (A).

d,b)/ Both (A) and (R) are true and (R) ie correct explanation of (A).

(c) (A)is true, but (R)is false.

(d) (A)is false, but (R) is true.
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/i{ssertion (A):

Double Entry System of Accounting is an Accounting System by which both aspects, i.e., Debit and
Credit of a financial transaction are recorded.
\}eason (R):
Single Entry System of Accounting is a system of accounting by which both the aspects, i.e, Debit
and Credi€ may or may not be recorded.

(a) Both (A) and (R) are true and (R) is the correct explanation of (A).
(b) Both (A) and (R) are true and (R) is not the correct explanation of (A).
(c) (A)istrue, but (R)is false.

(d) (A)is false, but (R) is true.
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