
MC4104- Fundamental of Accounting   

UNIT-II 

1. What does „Subsidiary Books‟ mean? 
Subsidiary Books are the books that record the transactions which are similar in nature in an 

orderly manner. They are also known as special journals or Daybooks. In big business 
institutions, it is not easy to record all the transactions in one journal and post them into various 
accounts. So, for the easy and accurate recording of all the transactions, the journal is subdivided 

into many subsidiary books. For every type of transaction, there is a separate book. 
 

Types of Subsidiary Books 

There are basically 8 types of subsidiary books that are used for recording different types of 
transactions. So, let us know the types. 

The 8 Subsidiary books are as follows: 
1. Cash Book 

2. Purchase Book 
3. Sales Book 
4. Purchase Return Book 

5. Sales Return Book 
6. Bills Receivable Book 

7. Bills Payable Books 
8. Journal Proper 

 

2. State the types of cash book. 
1. Cash Book 

The first and most important subsidiary book is the cash book. It records all the 
transactions related to cash and bank receipts and payments. There are 3 types of cash 
books that are maintained by an organization. They are: 

Single Column Cash Book: A single column cash book is like a ledger account. It 
contains a debit side and a credit side. All Cash receipts are recorded on the debit side, 

and all the cash payments are recorded on the credit side of the cash book. 
 
Format of Single Column Cash Book: 

Cash Book (Single Column) 

Dr.                                                                                                                               Cr. 

Date Particulars L.F. Cash Date Particulars L.F. Cash 

 

Double Column Cash Book: Double Column Cash Book is the same as that of Single Column 
Cash Book; only an extra column of discount is added on both the debit and credit sides of the 

cash book. It records discounts allowed on the debit side and discounts received on the credit 
side of the cash book. 
 

The format of the double-column cash book is given below. 
 

Cash Book (Double Column) 



Dr.                                                                                                                                       Cr. 

Date Particulars L.F. 
Discount 
Allowed 

Cash Date Particulars L.F. 
Discount 
Received 

Cash 

 
Triple Column Cash Book: Triple Column Cash Book contains all the columns of a double 

column cash book and also has an extra column for the bank. The format of the triple column 
cash book is given below: 
 

Cash Book (Triple Column) 

Dr.                                                                                                                                                      
        Cr. 
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3. What is meant by the term Contra? 

A contra entry is recorded when the debit and credit affect the same parent account and 

resulting in a net zero effect to the account. These are transactions that are recorded between 
cash and bank accounts. 

For example, a company withdraws cash from the bank account to meet its daily expenses 
and this entry is recorded as follows: cash Account is debited while the Bank account is 
credited. 

4. Write short notes on „Final Accounts‟. 
Final accounts gives an idea about the profitability and financial position of a business to its 
management, owners, and other interested parties. All business transactions are first recorded 

in a journal. They are then transferred to a ledger and balanced. These final tallies are 
prepared for a specific period. The preparation of a final accounting is the last stage of 

the accounting cycle. It determines the financial position of the business. Under this, it is 
compulsory to make a trading account, the profit and loss account, and balance sheet. 
The term "final accounts" includes the trading account, the profit and loss account, and 

the balance sheet. 
5. Difference between Trial Balance & Balance sheet. 

  

Trial Balance Balance Sheet 

Records all the closing balances of the 

general ledgers of accounts 

Records the assets, liabilities, and equity of 

the company 

It is used to verify if the total credits and 

debits of all the ledgers are balanced 

It is used to check if the assets of the 

company are equal to the liabilities plus 
equity. It is also used to demonstrate the 
accuracy of the company‟s finances 

It is not a financial statement It is a financial statement 

All the accounts are divided into the All the accounts are divided into assets, 
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balances of debits and credits liabilities, and equity 

It is used internally within the company It is used for external purposes 

It is recorded at the end of the quarter, half-
year, and year 

It is recorded at the end of every financial 
year 

It does not need the signature of an auditor Requires the signature of an auditor 

There is no particular rule according to 
which the ledgers are to be arranged 

There is a particular format by which the 
items are arranged 

It is not a component of the final accounts It is an essential part of the final accounts of 
the company 

 
6. Define Ratio Analysis 

Ratio analysis is referred to as the study or analysis of the line items present in the financial 

statements of the company. It can be used to check various factors of a business such as 
profitability, liquidity, solvency and efficiency of the company or the business. 

Ratio analysis is mainly performed by external analysts as financial statements are the 
primary source of information for external analysts 
 

7. Write short notes on Uses of Ratio Analysis. 
Ratio analysis is useful in the following ways: 

1. Comparing Financial Performance: One of the most important things about ratio analysis 
is that it helps in comparing the financial performance of two companies. 
2. Trend Line: Companies tend to use the activity ratio in order to find any kind of trend in 

the performance. Companies use data from financial statements that is collected from 
financial statements over many accounting periods. The trend that is obtained can be used for 

predicting the future financial performance. 
3. Operational Efficiency: Financial ratio analysis can also be used to determine the 
efficiency of managing the asset and liabilities. It helps in understanding and determining 

whether the resources of the business is over utilised or under utilised. 
 

8. Define the concept of Budgeting 
  Budgeting is the process of creating a plan to spend your money. This spending plan is 
called a budget. Creating this spending plan allows you to determine in advance whether you 

will have enough money to do the things you need to do or would like to do. Budgeting is 
simply balancing your expenses with your income 

9. List down all function of Budgetary Control. 
According to Brown and Howard “Budgetary control is a system of coordinating costs which 
includes the preparation of budgets, coordinating the work of departments and establishing 

responsibilities, comparing the actual performance with the budgeted and acting upon results 
to achieve maximum profitability”. 

 
 
 



 
 

10. Write short Notes on Budget Period. 
The intervals of time into which a period of assistance (project period) is divided for 

budgetary and funding purposes. Budget periods are usually 12 months long but may be 
shorter or longer 

11. Differentiate the fixed & Flexible Budget with example. 

 
12. What is cash budget write with an example? 

 A cash budget is an estimation of the cash flows of a business over a specific period of 

time. This could be for a weekly, monthly, quarterly, or annual budget. This budget is used 
to assess whether the entity has sufficient cash to continue operating over the given time 

frame 
 

13. Draw the chart for Accounting Cycle 

 
14. What are the different types of subsidiary books? 
Different Types of Subsidiary Books 

 Cash book. 
 Purchases book. 

 Sales book. 
 Purchases return or return outwards book. 
 Sales return or return inwards book. 

 Bills receivable book. 
 Bills payable book. 

 Journal proper. 
 



 
 

15. State the advantages of subsidiary books. 
Advantages of Subsidiary Books 

 Proper With Systematic Record of the Business Transactions. ... 
 Convenience While Posting. ... 
 Efficiency. ... 

 Helpful in Decision Making. ... 
 Errors and Frauds are Prevented. ... 

 Availability of Requisite Information at a Glance. 
16. How to prepare the cash books? 

Opening Balance: Put the opening balance (if any) on cash in hand and cash at bank on the 

debit side in the cash book and bank columns. ... 
Cheque/Check or Cash Received: ... 

Payment By Cheque/Check or Cash: ... 
Contra Entries: ... 
Bank Charges and Bank Interest Allowed: ... 

17. Distinguish between the Manufacturing A/C & Trading A/C. 

 
18. What is Balance sheet and write down the format for it? 

 
19. What are the needs for Budgeting? 
Having a budget keeps your spending in check and makes sure your savings are on track 

for the future. 
 It Helps You Keep Your Eye on the Prize. ... 

 It Helps Ensure You Don't Spend Money You Don't Have. ... 



 It Helps Lead to a Happier Retirement. ... 
 It Helps You Prepare for Emergencies. ... 

 It Helps Shed Light on Bad Spending Habits. 
 

20. State any 5 objectives of Budgetary Control. 
Budgetary control is essential for policy planning and control. It also acts an instrument of 

co-ordination. 

The main objectives of budgetary control are the follows: 
1. To ensure planning for future by setting up various budgets, the requirements and expected 

performance of the enterprise are anticipated. 
2To operate various cost centres and departments with efficiency and economy. 
3. Elimination of wastes and increase in profitability. 

4. To anticipate capital expenditure for future. 
5. To centralise the control system. 

6. Correction of deviations from the established standards. 
 

21. What are the methods & Classification of budgets? 

 
22. Draw the format of production cost budget.  

 
 



 
 

23. State the objectives of financial statement. 

 
24. Write a note on „budgetary control‟. 

 
25.Types of ratio with formula: 

 

Liquidity Ratios 
To help identify the short term liquidity of a firm, this ratio is used. It has mainly two types of 
ratio under this. Current ratio which let us know the short term solvency of a firm. 

CurrentRatio=CurrentAssetCurrentLiabilities 
QuickRatio=(TotalCurrentRatio−Inventory)TotalCurrentLiabilities 

Quick ratio helps us find the solvency for six months and the reason why inventory is subtracted 
is that inventory usually take more than six month to convert into liquid asset.   
Profitability Ratios 



Profit is the main objective of business. All business needs to be operating on profit. These ratios 
are used to know the profitability of a business and the measure the success effectively over a 

period of time. 
These ratios are used by the business owners, creditors, government officials to know how the 

business is faring. If a business is asking for loan from a bank, then the bank with by default 
check the profitability status using these ratios. 
The main ratios covered within this category are: 

NetProfitRatio=−NetprofitaftertaxNetSales×100 
GrossProfitRatio=GrossProfitNetSales×100 

OperatingRatio=OperatingCostNetSales×100 
Earningspershare=NetIncome−PreferredDividendWeightedAveragenumberofsharesoutstanding×
100 

Activity Ratios 
This ratio is also known as turnover ratio, this ratio measures the efficiency of a firm and 

converting its products into cash. The ratio is measured in days. 
The ratios under this category are: 

 This ratio helps in letting the business know how many times the product is turning into 

cash during a specified period of time. 
InventoryTurnoverRatio=CostofgoodssoldAverageInventory 

 Receivables turnover Ratio helps in knowing how many times the credit is collected in a 
given period of time.  

ReceivablesTurnoverRatio=NetCreditSalesAverageTradeReceivable 

Solvency Ratios 
To see if the business can survive for the long term period, solvency ratios are used. This ratio 

helps evaluate the ability to pay the long term debt of a business. 
 Debt – Equity Ratio: To see the soundness of llong-termfinancial policies of a business, 

debt equity ratio is used. IT simply means the total liabilities divided by total 

stakeholder‟s equity. 
Mathematically it is written as: 

DebtEquityRatio=TotalLiabilitiesStakeholder′sEquity 
 Proprietary Ratio: is used to evaluate the soundness of capital structure of a business. 

Different business use different capital structure, It could be 50% equity and 50% debt, 

while for some it might 30% equity and 70% debt. 



.  

 
31. Calculate the following ratio: 
              1. Gross Profit Ratio 2. Net Profit ratio 3.operating profit ratio 4.cost of goods sold ratio.  

Sales-Rs.1, 70, 000, Cost of goods sold Rs.10, 20,000, operating Expenses Rs. 50,000, Interest 
Rs.110000, and Tax Rs.60000.  

   32 From the following balances as on 31st December, 2017, prepare profit and loss account. 

 
Adjustments: 
i.               Rent accrued but not yet received Rs.  500 

 ii.               Fire insurance premium prepaid to the extent of Rs.  1,500 
 iii.               Provide manager‟s commission at 10% on profits before charging such commission. 
 

33. The following information are related to a company for 6 months ending 31st march 2009. 
The units sold for different months are as follows. 

October 2008   50000 
November         57000 
December          60000 

January 2009     62000 
February             67000 



March                 70000 
April                   75000 

Finished units equal to half the sales for the next month will be in stock at the end if each month 
including Sep 2008. Budgeted production for the year ending 31st march 2009 is 790000 units 

.Material & Labour cost per unit are Rs.25 & Rs.15 Resp. Total factory heads absorbed is 
Rs.1300000. 
Prepare production Budget & Summarised Budget for the six month ending 31st march 2009. 

   
34.. Enter the following credit transactions in the purchases book of Manoharan, a Provisions 

Merchant. (5 Marks) 
2017: 

1. May 2 – Bought from Vasu 100 bags of rice @ ₹ 800 per bag 

2. May 8 – Bought from Cheyyar Sugar Mills Ltd., 20 bags of sugar @ ₹ 2,600 per bag 
3. May 10 – Bought from Ram Flour Mill, Coimbatore, 10 bags of wheat flour @ ₹ 750 per 

bag 
4. May 15 – Bought from Nilgiri Tea Co., Nilgiris, 15 cases of tea @ ₹ 900 per case 
5. May 25 – Bought from Sairam Coffee Works Ltd., 100 kgs of Coffee @ ₹ 190 per kg. 

6. May 29 – Bought from X & Co. furniture worth ₹ 2,000 
35. From the following balances, prepare the final accounts of M/s Mangal & Sons 

for the year ended 31st March 2018: 

Rs. 

Opening 

Stock 
12,500 

B/R 2,000 

Sales 70,000 

Purchases 37,500 

Creditors 20,000 

Salaries 3,850 

Insurance 200 

Debtors 32,500 

Carriage 1,450 

Commission 750 

Interest 900 

Printing 250 

B/P 3,150 

Returns in 1,300 

Returns out 500 



Bank 5,250 

Rent and 

Taxes 
1,300 

Furniture 1,000 

Capital 7,100 

Closing Stock on 31-3-2018 Rs.15, 000  
 

 
     36. From the following transactions, prepare Double Column Cash Book 

 
 
37. Calculate 1.Return on capital Employed 2.Return on shareholders‟ Equity 3.Return on equity 
fund from the following:                  Rs 

Net profit before Interest & Tax Interest                                  1200000 
Capital Employed                        100000 

Debt                            4000000 
10% Preference Share Capital        100000 
Tax 40%       

38. From the following balances obtained from the accounts of Mr. Ranjeet, Prepare 
the Trading and Profit & Loss Account: 

Particulars  Rs. Particulars  Rs. 

Stock on April 01, 
2012 

8,000 Bad debts 1,200 

Purchases for the 
year 

22,000 Rent 1,200 

Sales for the year 42,000 Discount (Dr.) 600 



Wages 2,500 
Commission 
paid 

1,100 

Salaries & Wages 3,500 Sales Expenses 600 

Advertisement 1,000 Repairs 600 

Closing stock on March 31, 2013, is Rs. 4,500 

 
 39. From the following particulars presented by Thilak for the year ended 31st March 
2017, prepare profit & loss account. 

Adjustments: 
1) Outstanding salaries Rs.4000 

2) Rent paid for 11 months. 
3) Interest due but not received amounted Rs. 2000 
4) Prepaid insurance Rs.2000 

5) Depreciate buildings by 10% 
6) Further bad debts Rs.3000 and make a Provision for bad debts @5% on sundry 

debtors. 
7)  Commission received in advance Rs.2000 

Particulars Rs Particulars Rs 

Gross Profit 
Rent paid 

Salaries 
Commission(Cr.) 

Disc Received 
Insurance premium paid 

100000 
22000 

10000 
12000 

2000 
8000 

Interest received 
Bad debts 

Prov for bad debts 
Sundry debtors 

Buildings  

6000 
2000 

4000 
40000 

80000 

 
                  

40. Enter the following transactions in the purchases and sales books of Kannan, an automobile 
dealer, for the month of December, 2017. 

 
 

 
41. Two Coloumn cash book: 

1. 01/04/17 Started a business with cash Rs 50,000/- 

2. 04/04/17 Goods purchase worth Rs 10,000/- and payment made immediately get discount 
Rs 100/- 

3. 07/04/17 Rent paid for the building Rs 1,000/- 
4. 09/04/17 Wages paid for Rs 2,500/- 
5. 11/04/17 Sold goods worth Rs 5,000/- and to receive payment immediately allow 

discount Rs 100/- 
6. 12/04/17 Sold goods to Ram & sons Rs 4,000/- 



7. 14/04/17 Commission paid to Rohan Rs 100/- 
8. 15/04/17 Payment received from Ram & sons Rs 3,950 and Allowed them a discount of 

Rs 50/- 
9. 16/04/17 Labour charges paid for Rs 250/- 

10. 18/04/17 Furniture purchase for Rs 2,500/- 
11. 21/04/17 Sold goods worth Rs 2,500/- to Ramesh. 
12. 23/04/17 Payment made to Ramesh Rs 2,450 and received the discount of Rs. 50/- 

13. 25/04/17 Freight paid to Rs 300/-. 
14. 29/04/17 An owner withdraw cash from the business for personal use Rs1,000.  

  
18. b. . Prepare Trading and Profit & Loss A/C for the year ended 31st March 2009and a 

balance sheet as on that date from the following balances. 

 
TRIAL BALANCE 

Particulars Debit Particulars credit 

Opening stock 

Purchases 
General Expenses 

Bills Receivables 
Drawing 
Salaries 

Insurance premium 
Debtors 
Office rent 

Printing & stationery 
Wages 

Furniture‟s 
Cash 
Machinery 

Trade charges 
Carriage inwards 

Carriage outwards 
Factory rent 
Discount   

 

75000 

555000 
55000 

50000 
41500 
140000 

31700 
76350 
37000 

20000 
93000 

130000 
77950 
770000 

27000 
29000 

32000 
35000 
24500 

Capital  

Sales 
Prov for Bad debts 

Bills payable 
Creditors 
Loan 

General reserve 
 

650000 

1170000 
30000 

40000 
74000 
20000 

136000 

 2300000  2300000 

Closing Stock is valid as Rs.97000. 

 


