
Subject : Business Finance II

Constructing Accounts



Rules of Accounting
.
▪ Debit what comes in and Credit what goes out

▪ Debit the receiver and credit the giver

▪ Debit – expenses and losses and Credit – Incomes and Gains

Dual Concept of Accounting mentions that recording a particular transaction should 

have an impact on two simultaneous accounts but inverse in nature

**** Dr = Cr ****



Structure of Accounting
.

1. Journal Entry

Example: A purchases goods from B payable after 30 days

Day 0 – Purchase Date 100

Purchase A/c – dr

To B A/c (Trade Payables)

Day 30 – Settlement Date

B A/c – dr (Trade Payables will reduce)

To Cash / Bank



Structure of Accounting
.

2. Ledger Posting

Purchase Ledger

+100 

B A/c (Trade Payables) Ledger

+100 -100

Cash / Bank Ledger

-100

Net Figure - 0



Structure of Accounting
Profit & Loss Statement Created for a particular time period

Incomes – Credit Sold Goods (Sales) – Cr Sales Returned – Dr (Exp)

Expenses – Debit

Profits – Credit / Debit

Balance Sheet As on a Particular Date

Equity – Credit

Liabilities – Credit 

Assets – Rs. 10,000 Dr Assets Increase – 2000 DR Depreciation – 5000 CR

Cl Bal of Assets – 7000 Dr

Buying a Machinery

JE: Machinery – dr
To Cash (Asset)



Trial Balance
.

▪ The statement of profit or loss and statement of financial position are prepared 

from the underlying bookkeeping records. All transactions are recorded during 

the year and are entered into a double entry bookkeeping system. This 

generates a table called a trial balance.



Component in Trial Balance
Exps / Income / Asset / Liability / Equity  (Dr / Cr)

Exp (Dr)

Exp (Dr)

Asset (Dr)

Liability (Cr)

Asset (Dr)

Exp (Dr)

Exp (Dr)

----------

Income (Cr)

Asset (Dr)

Liability (Cr)

Expense (Dr)

Equity (Cr)

Asset (Dr)

Asset (Cr) – reducing your Asset Value

Asset (Dr)

Dep / Asset (Cr) – reducing your Asset Value

Expense (Dr)

Asset (Dr) Income (Cr) Equity (Cr)

Income (Cr)

Equity (Cr)

Expense (Dr)

Expense (Dr)

Expense (Dr)

Debit = Credit

Debit = +ve values
Credit = -ve values
Debit + Credit = 0



Cost of Goods Sold 

Opening Stock (Start of the FY) 5 units @ Rs 20 = Rs. 100

(+) Purchases 45 units @ Rs 30 = Rs. 1350

(-) Closing Stock (End of the FY) 25 units @ Rs 30 = Rs. 750

Cost of Goods Sold (Matching Concept) Rs. 700 

P&L Statement Qty Rate Amount

Sales 25 40 Rs. 1000

Cost of Goods Sold 5 20 Rs. 700

20 30

Profit / Loss Rs. 300



Question Set 1

G&A Exp

S&D Exp

Current Liability

Assets

Asset

(-) Asset

Expense

Expense

Distribution

Expense

Long Term Liab

Asset

(-) Asset

Expense

Expense

Equity

Income

Expense

Equity
Op Stock (Not 

an Asset)
Liability

Tax Expense – Dr (Exp); Provision for Tax – Cr (liab)

Marketing Expense – Dr (Exp); Marketing Exps 
Payable – Cr (liab)



Question Set 2



.

Thank You


