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English Meaning

Knowledge is gained gradually, wealth is accumulated gradually,
and great heights are reached step by step.
Patience and consistent effort lead to lasting success.




FROM THE AUTHOR

Dear Aspiring CMAs,
Welcome to Financial Accounting for CMA Intermediate - Group I!

For many students, Financial Accounting is the subject they fear the most. But trust
me—it isn't difficult; it just needs the right approach. Once the concepts become clear,
debits and credits stop feeling like a mystery (and yes, they do start making sense!).

This book has been written with one simple goal: to make Financial Accounting easy to
understand, interesting to learn, and enjoyable to practise. Every chapter is explained
in a clear, step-by-step manner with illustrations, solved examples, examination-
oriented questions, and quick revision points to help you prepare with confidence.

As an educator, | have had the privilege of teaching thousands of CMA students. Their
questions, feedback, and experiences have inspired me to create a book that focuses on
conceptual clarity rather than rote learning. My aim is not just to help you pass the
examination, but to help you truly understand accounting.

Remember, accounting is like riding a bicycle—you won't master it by watching others.
The more you practise, the more confident you become. So, grab your pen, keep your
calculator handy, and let's balance not just the Balance Sheet, but also your confidence!

| hope this book becomes your trusted companion throughout your CMA journey. Learn
with curiosity, practise consistently, and believe in yourself.

Wishing you great success in your examinations and a wonderful career ahead.

"Success in accounting is not about balancing numbers; it's about balancing consistency,
concepts, and confidence.”

Happy Learning!
CASnehaBudhia
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Concept To Question Tracker

NAME OF THE CONCEPT REVISE ONE DAY
CONCEPT TO QUESTIONS BEFORE
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JOURNAL, LEDGER AND
TRIAL BALANCE

@\ Stages of Accounting Cycle

The Accounting Cycle is a sequence of activities performed by an accountant to document and
report an organisation's financial transactions during an accounting period.

Identifying
Transactions

Drafting Financial Recording in
Statements Journal
The Accountin
Closing the Books g P(I)Js::;;gelfo

Drafting Adjusted Drafting Unadjusted
Trial Balance Trial Balance
Adjustment
Entries

@\ Accounting Equation

The accounting equation is a representation of how the three important components of accounting
namely Assets, Liabilities and Equity are associated with each other.

In the most simplistic form, the accounting equation is presented as:

Assets = Liabilities + Equity.

@\ Expanded Accounting Equation

The above equation can be further expanded by incorporating the various elements of the Equity
component as under:

Assets = Liabilities + Equity

or, Assets = Liabilities + [Capital + (Revenue - Expenses) - Drawings]

or, Assets + Expenses + Drawings = Liabilities + Capital + Revenue
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@\ Journal

Journal is the book of original entry in which financial transactions are firstly recorded after
their occurrence in chronological order. It is in this book of accounts where the fransactions are
recorded in the first place.

@\ Types of Journal

g The books of original entry broadly classified info two categories:

Special Journal:
General Journal

Special Journal

A Special Journal is a book of primary entry in which transactions of a specific type viz. credit
purchases, credit sales, return inwards etc. are first recorded before being posted in the
respective ledger account. These are also referred to as Subsidiary Books. During the lifecycle
of and organisation, when the volume of transactions increases to an extent that a single journal
may no longer be adequate to record the transactions effectively, then special purpose books or
subsidiary books are required for more efficient record keeping purposes. The different special
journals that are usually maintained by an organisation for primary recording of its

transactions are:

a)

Cash Journal or Cash Book is a special journal which is maintained for recording all
transactions which
involve cash, whether cash inflows or cash outflows.

b)

Purchase journal is a special journal which is used by an organization to record
all the credit purchases made by it during an accounting period. It is also known as Purchase
Book or Purchase Daybook.

c)

Sales Journal is a type of special journal that is used to record credit sale
transactions of an organisation. It is also known as Sales Book or Sales Daybook.

d)

Purchase Return Journal is the special journal that is used for record-ing the
goods which have been returned by an organisation to its suppliers, for any reason. It is also
known as Purchase Return Book or Purchase Day-book.

Sales Return Journal is the special journal that is used for recording the goods
which have been returned fo an organisation by its customers, for any reason. It is also
known as Sales Return Book or Sales Daybook.

f)

Bills Receivable Journal is the special journal which is used to record the details of bills
of exchange received by an entity from its customers during an accounting period. It is also
known as Bills Receivable Book or Bills Receivable

Daybook.

g)

Bills Payable Journal is the special journal which is used to record the details of bills of
exchange accepted by an entity fowards its suppliers during an accounting period. It is also
known as Bills Payable Book or Bills Payable Daybook.
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General Journal

This is a book of original entry in which those transactions are recorded for which
no specific day book is maintained are recorded.

@\ Format

a)

Purchase Journal

Particulars

Inward Invoice No.

Ledger Folio No.

b)

Sales Journal

Particulars

Outward Invoice No.

Ledger Folio No.

Purchase Returns Journal

Particulars

Debit Note No.

Ledger Folio No.

d)

Sales Returns Journal

Particulars

Credit Note No.

Ledger Folio No.
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General Journal or Journal Proper

General Journal is the book of original entry in which those transactions for which no

special journal is maintained are recorded. In other words, ftransactions like credit purchases,
credit sales, purchase returns, sales returns etc. (for which specific subsidiary books are
maintained) are recorded in this book of primary entry. This book of original entry is also known
as Journal Proper. The following transactions

are recorded in this book of original entry:

* | Purchase of a non-current asset on credit,

* | Sale of a hon-current asset on credit,

* |Entries passed to rectify errors made in books of accounts
(rectification entries),

* | Entries passed fo adjust ledger balances (adjustment entries),

* | Entries passed fo open accounts passed when the business starts operations

(opening entries),

* | Closing entries to transfer Nominal Accounts to Trading & Profit and Loss

Account.
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@\ Rules of Journalising

@ Rules of Debit and Credit Based on the Types of Account (Golden Rules Approach)

Nature of Account Nature of Account
Nominal Account Debit Expenses and Losses
Credit Incomes and Gains
Real Account Debit What comes in
Credit What goes out
Personal Account Debit The receiver
Credit The giver

@ Rules of Debit and credit Based on the Accounting Equation (Accounting Equation Approach)

Components of Accounting Equation Rule of Debit and Credit

Assets Debit Increase
Credit Decrease

Liabilities Debit Decrease
Credit Increase

Capital Debit Decrease
Credit Increase

Drawings Debit Increase
Credit Decrease

Expenses Debit Increase
Credit Decrease

Revenue Debit Decrease
Credit Increase
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@\ Ledger

The book of account in which fransactions are recorded in respective account, after they have
been entered in the journal is called the Ledger. It is the book of account in which the transactions
are recorded in a classified and permanent manner. It is the final destination of all the accounts,
and hence, it is also called the Book of Final Entry.

Or Account Cr.

Date Particulars J.F. (Rs.) Date Particulars J.F.

g Ledger Posting

Assets: Increases on the left hand side or the debit side and decreases on the credit side.
Liabilities: Increases on the credit side and decreases on the debit side.

Capitals: The same as liabilities.

Expenses: Increases on the debit side and decreases on the credit side.

Incomes or Gains: Increases on the credit side and decrease on the debit side.

To summarise

Dr. Assets Cr. Dr. Liabilities & Capital Cr.
Increase Decrease Decrease Increase
Dr. Expenses or Loses Cr. Dr. Income or Gains Cr.
Increase Decrease Decrease Increase
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@\ Trial Balance

The Trial Balance is a statement drawn up using the ledger balances to test of th arithmetical
accuracy of the ledger account. The primary purpose of drafting a Tria Balance is to ensure that
there are no arithmetical errors. However, it is fo be note that after the use of computers in
accounting, the requirement of drafting tria balance has substantially reduced. It is a columnar
statement having five columns - Serial number, Name of ledger account, Ledger Folio (L.F.), Debit
amount, and Credi amount. In case the accounting happen to be correct and complete, the two
amoun columns of the Trial Balance should tally i.e. be of equal amount. The proforma of Trail
Balance is as under:

Trial Balance of ....... ason .......

Ledger Accounts

Features
* | A trial balance is just a statement, and not an account.
* | It does not form part of the double entry system.
* | It does not appear in the actual books of accounts. It is usually prepared as a
separate document.
* | It is prepared as on a particular date, and not for a period.
* | A trial balance may be prepared at any time, say, on monthly, quarterly, half-yearly or on
annual basis. However, it is to be noted that the Trial Balance must be drafted at the end of
every accounting year before the preparation of
financial statements.
* | If the books are arithmetically accurate, the total of the debit balances must
agree with the total of the credit balances.
* | The agreement of a trial balance is only a prima facie evidence of the arithmetical accuracy
of the books of accounts but not a conclusive proof of
absolute accuracy.
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JOURNAL, LEDGER AND
TRIAL BALANCE

QUESTION NO. R1 SPECIAL POINT

Q.1

Q.2

Q.3

Q.4

Q.5
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Journal, Ledger and Trial
Balance

Q1. For the following transactions pass the journal entries and post them in Ledger:

ICMAI Study material

2023

April 1 - Mr. Vikas and Mrs. Vaibhavi who are husband and wife start consulting business by
bringing in their personal cash of ¥ 5,00,000 and X 2,50,000 respectively.

April 10-Bought office furniture of 25,000 for cash.

April 11 - Opened a Current Account with Bank of BB by depositing 1,00,000

April 15 - Paid office rent 0fX15,000 for the month by cheque.

April 20- Bought a motor car for ¥4,50,000 from Millenium Motors by making a down payment
of X50,000 by cheque and the balance by taking a loan from HH Bank.

April 25-Vikas and Vaibhabi carried out a consulting assignment for AA Pharmaceuticals and
raised a bill for £10,00,000 as consultancy fees. AA Pharmaceuticals have immediately settled
%2,50,000 by way of cheque and the balance will be paid after 30 days. The cheque received is
deposited into bank.

April 30 - Salary of a receptionist at the rate 5,000 per month and an officer at the rate
X10,000 per month the salary for the current month is payable to them.

Answer:
Books of Vikas and Vaibhavi
Journal
Date Particulars L.F. V.N. X) €3]
2023 ([Cash A/c Dr. 7,50,000
April 1 To Vikas's Capital A/c 5,00,000
To Vaibhavi's Capital A/c 2,50,000
(Being capital brought by the partners)
10 Furniture A/c Dr. 25,000
April To Cash A/c 25,000
(Being furniture purchased in cash)
11 Bank of BB A/c Dr. 1,00,000
April To Cash A/c 1,00,000
(Being current account opened with Bank of BB)
15-Apr [Rent A/c Dr. 15,000
To Bank of BB A/c 15,000
(Being Rent paid)
20-Apr | Motor Car A/c Dr. 4,50,000
To Bank of BB A/c 50,000
To Loan from HH Bank A/c 4,00,000
(Being car purchased from Millenium Motors by
making a down payment and loan arrangements)
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Journal, Ledger and Trial Balance

25-Apr

Bank of BB A/c
AA Pharmaceuticals A/c

for fees charged)

To Consultancy Fees A/c
(Being amount received and revenue recognized

Dr.
Dr.

2,50,000
7,50,000
10,00,000

30-Apr

Salary A/c Dr.
To Salary Payable A/c

the month)

(Being the entry to record salary obligation for

15,000
15,000

Ledger
Cash Account

Particulars N €] Date Particulars J.F.
1.4.23 | To Vikas's Capital A/c 5,00,000 | 10.4.23 | By Furniture A/c 25,000
1.4.23 | To Vaibhavi's Capital A/c 2,50,000|11.4.23 |By Bank of BB 1,00,000
Alc
30.4.23 | By Bal c/d 6,25,000
7,50,000 7,50,000
15.23 | To Bal b/d 6,25,000
Dr. Mr_.Vikas's Capital Account Cr.
Particulars €3] Date Particulars N
30.4.23 | To Bal c/d 5,00,000| 1.4.23 |By Cash A/c 5,00,000
1.5.23 | By Bal b/d 5,00,000
Dr. Mrs_.Vaibhavi's Capital Account Cr.
Particulars X Date Particulars N
30.4.23 | To Bal c/d 2,50,000| 1.4.23 |By Cash A/c 2,50,000
15.23 | By Bal b/d 2,50,000
Dr. Furniture Account Cr.
Particulars €3] Date Particulars J.F.
1423 |To Cash A/c 25,000 | 30.4.23 |By Bal c/d 25,000
15.23 | To Bal b/d 25,000
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Dr. Bank of BB Account Cr.
Date Particulars J.F. X) Date Particulars J.F. X
11.4.23 | To Cash A/c 1,00,000 | 15.4.23 |ByRent A/c 15,000
25.4.23
To Consultancy Fees 2,50,000 | 20.4.23 [ By Motor Car A/c 50,000
Alc
30.4.23 |By Bal c/d 2,85,000
3,50,000 3,50,000
15.23 | To Bal b/d 2,85,000
Dr. Rent Account Cr.
Date Particulars J.F. €3] Date Particulars J.F. €3]
15.4.23 | To Bank of BB A/c 15,000 30.4.23 | By Bal ¢/d 15,000
15.23 | To Bal b/d 15,000
Dr. Motor Car Account Cr.

Particulars

Particulars

J.F. Date

(%)

J.F.

(%)

20.4.23 | To Bank of Baroda A/c 50,000
" To Loan from HH Bank 4,00,000 | 30.4.23 |ByBalc/d 450,000
Alc
4,50,000 450,000
15.23 [ To Bal b/d 4,50,000
Dr. Loan from HDFC Bank Account Cr.

Date Particulars J.F. X) Particulars
30.4.23 | To Bal ¢/d 4,00,000 20.4.23 |By Motor Car A/c 4,00,000
15.23 | By Bal b/d 4,00,000
Dr. Avon Pharmaceuticals Account Cr.

Particulars

J.F. Date Particulars

Q)

J.F.

Q)

25.4.23 | To Consultancy Fees A/c

15.23 |To Bal b/d

7,50,000

30.4.23 | By Bal ¢/d

7,50,000

7,50,000
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Dr. Consultancy Fees Account Cr.
Date  Particulars J.F. X
25.4.23 | By Bank of BB A/c 2,50,000
30.4.23 | To Bal c/d 10,00,000 " By AA Pharmaceuticals A/c 7,50,000
10,00,000 10,00,000
15.23 |By Bal b/d 10,00,000
Dr. Salay Account Cr.
Particulars J.F. €] Date Particulars J.F.
30.4.23 | To Salary Payable A/c 15,000 | 30.4.23 | By Bal c/d 15,000
15.23 | To Bal b/d 15,000
Dr. Salary Payable Account Cr.
Date  Particulars J.F. €] Particulars
30.4.23 | To Bal c/d 15,000 |30.4.23 |By Salary A/c 15,000
15,000
1.5.23 |By Bal b/d
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Q2. From the following details, prepare an Adjusted Trial Balance as at
31-3-23.

E

Purchase 65,000 | Sundry Creditors

Carriage Inward 1,000 | Plant and Machinery

Wages 6,000 | Buildings

Salaries 10,000 | Furniture

Rent, Rates and Taxes 1,800 [ Bills Receivable

Insurance 1,500 | Sundry Debtors

Interest Paid 1,000 | Capital

Sales 95,000 [ Sundry Expenses

Cash and Bank 21,500 | Opening Stock

Bills Payable 5,800

Notes:

(a) Salaries and wages due to be paid 2,000 and X 1,000 respectively.

(b) Insurance was paid to the extent of X300 advance.

(c) A sum of 500 to be written off as bad debt out of sundry debtors and a provision of 5% to
be created for doubtful debts.

(d) Sundry expenses include 2,000 spent for the personal purpose of the proprietor.

(e) Sales for the period includeX 500 worth of goods (cost price) taken by the proprietor
for personal consumption. He has also taken goods worth 1,000 (cost price) for personal
consumption which has not been recorded in the books.

(f) Depreciation to be provided as follows:
Plant and Machinery 10%
Buildings 5%
Furniture 10%
Closing Stock 20,000.

[Dec. 2023, 7 Marks]
Answer:
Adjusted Trial Balance as at 31.03.2023

Debit Credit

Heads of Accounts Balance (X¥)  Balance (X)

Salaries (10,000 + 2,000)
Outstanding Salaries
Wages (6,000 + 1,000)
Outstanding Wages
Insurance (1,500 - 300)
Prepaid Insurance

Bad Debts

Bad Debts Reserve (40,000 - 500) x 5%

Profit & Loss Account (BDR) 1,975 _
Sundry Debtors (40,000 - 500) 395000 = —|
Sundry Expenses (5,000 - 2,000) 3000 = —

| 12000f -
| -] 2000
| 7000f -
-] 1000
| 12000 0 -
| 30 -
| s00f -
| - 1975
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Drawings (2,000 + 1,000) 3,000 —
Sales (95,000 - 500) — 94,500
Depreciation on Plant & Machinery 1,000 —
Plant & Machinery (10,000 - 1,000) 9,000 —
Depreciation on Buildings 250 —
Buildings (5,000 - 250) 4,750 —
Depreciation on Furniture 300 —
Furniture (3,000 - 300) 2,700 —
Closing Stock 20,000 —
Adjusted Purchases (21,000 + 65,000 - 20,000 - 1,500) 64,500 -
Carriage Inward 1,000 —
Rent, Rates and Taxes 1,800 -
Interest Paid 1,000 —
Cash and Bank 21,500 —
Bills Payable — 5,800
Sundry Creditors — 35,000
Bills Receivable 10,000 —
Capital — 66,000
Total 2,06,275 2,06,275

Note: Adjusted Purchases = Opening Stock + Purchases - Closing Stock - Goods withdrawn for
personal use

Q3. Which transactions will:
(i) Decrease the assets and decrease the capital.

(ii) Increase the assets and increase the liabilities.
(iii) Increase the assets and decrease another asset.
(iv) Decrease the assets and decrease the liabilities. [Dec. 2021, 4 Marks]

Answer:

(i) Drawing or expenses.

(ii) Purchase of an asset on credit.

(iii) Purchase or sale of an asset in cash.

(iv) Payment of liability.

Q4. An accountant of a large-sized firm records all the transactions in a Journal instead of
maintaining Subsidiary Books. His views on this are that it will result in better control and also

large team of accountants will not be required. Whether his decision is correct?
[Dec. 2023, 5 Marks]

Answer:

The accountant's decision to record all transactions inga Journal instead of maintaining subsidiary
books is not recommended. Subsidiary books are a set of books of original entry that are used to
record transactions of similar nature. They help in overcoming the limitations of journal book or
journal entries.
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Subsidiary books provide the following benefits:

They help in maintaining a better control over the transactions.

They help in saving time and effort by reducing the number of entries in the journal book.
They help in reducing the chances of errors and frauds.

They help in providing a detailed analysis of the transactions.

Therefore, it is advisable to maintain subsidiary books in addition to the journal book. This will help
in ensuring better control over the transactions and provide a detailed analysis of the transactions.
It will also help in reducing the chances of errors and frauds.

Q5. What are the steps or phases of 'Accounting Cycle'?

[Dec. 2013, July 2023, 4 Marks]
Answer:
Steps/Phases of Accounting Cycle:

(i) Recording of Transaction: As soonasatransaction happens it is at first recorded in subsidiary
book.

(ii) Journal: The fransactions are recorded in Journal chronologically.
(iii) Ledger: All journals are posted into ledger chronologically and in a classified manner.

(iv) Trial Balance: After taking all the ledger account's closing balances, a Trial Balance is
prepared at the end of the period for the preparations of financial statements.

(v) Adjustment Entries: All the adjustments entries are to be recorded properly and adjusted
accordingly before preparing financial statements.

(vi) Adjusted Trial Balance: An adjusted Trail Balance may also be prepared.

(vii) Closing Entries: All the nominal accounts are to be closed by the transferring to Trading
Account and Profit and Loss Account.

(viii) Financial Statements: Financial statement can now be easily prepared which will exhibit the
true financial position and operating results.
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