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UNIT I- FINANCIAL ACCOUNTING 

Concepts and Conventions – Books of Accounts – Preparation of Journals – Ledger –

Trial Balance – Profit and Loss Account and Balance sheet – Simple problems – 

An outline of Accounts of Non-Profit making organizations.
Two Marks Questions

1. Define Accounting

According to the Committee on Terminology of the American Institute of Certified Public Accountants(AICPA),Accounting is “ the art of recording, classifying and summarizing in a significant manner and in terms of money transactions and events which are in part at least of a financial character and interpreting the results thereof”.
2. What are the 3 categories of Accounting?

1. Finacial Accounting

2. Cost Accounting

3. Management Accounting

   3. What are the attributes and steps of accounting?

1. Recording


2. Classification


3. Summarisisng


4. Significant manner


5. In terms of money

6. Transactions and events of financial character


7. Interpreting the results

4. What is book keeping?

Book keeping is concerned with the recording of business transactions in a systematic manner.

5. Objectives of accounting

1. Maintance of accounting

2. Ascertainment of profit or loss

3. Depicition of financial position

4. Providing information.

6. Advantages of accounting


1. Systamatic records


2. Preparation of financial statements


3. Assessment of progress


4. Aid of decision making

5. Taxation problems

7. Limitations of accounting

1. Historical data

2. Financial statements for the enterprise as a whole


3. Monetary nature

8. Intenal users of accounting information


1. Owners


2. Management


3. Employee

9. Extenal Users of accounting information

1. Creditors and financiers


2. Potential investors


3. Consumers


4. Tax authorities


5. Government


6. Research scholars.

10. Branches of accounting


1. Financial accounting



The accounting for revenues, expenses, assets and liabilities that is commonly carried on in the general offices of business is known as financial accounting


The financial accounting information is expressed in two main types of financial statements viz:

i.Profit & Loss account (matching the incomes and expenses of the accounting period to ascertain the profit or loss)
ii .The balance sheet(Showing assets and liabilities, revealing financial position as on that date)
2. Cost accounting

It is that branch of accounting which deals with classification, recording, and allocation, Summarization of current and prospective cost.

3. Management Accounting

It is that branch of accounting which is meant exclusively for managerial decision making. It usually provides data on funds and cash flows, investment projects, preparation and implementation of budgets.

11. Functions of management

· Planning

· Organizing

· Co-ordinating

· Directing

· Controlling

12. Methods of accounting


Single entry system


Double entry system

13. Double entry system


This system was invented by an Italian named Iuco Pacioli in 1494 A.D and it has spread all over the world becoming as popular as Arabic numerals. According to this system, every transaction has two aspects .One is benefit receiving aspect or incoming aspect and other one is benefit giving aspect or outgoing aspect.

The benefit receiving aspect is said to be a DEBIT or Dr.

The benefit giving aspect is said to be a .CREDIT or Cr
For example: - if furniture is purchased for cash.

Monetary transactions furniture is benefit receiving aspect, it is debited. Cash is benefit giving aspect it is credited
14. Meaning of debit and credit


The word debit is derived from the Latin word Debitum which means due for that. In short, the benefit receiving aspect of a transaction is known as debit.


The word credit is derived from the Latin word creder which means due to that. the benefit giving aspect of a transaction is known as credit.

15. Types of Accounts.


Accounts can be divided into personal accounts and impersonal accounts.


Impersonal accounts divided into 2 types. One is real accounts and another one is nominal accounts.

16. List out the personal accounts.


Natural Persons – The name of an individual.


For ex: customers or suppliers – Rama a/c, priya a/c.


Artificial Persons or Legal Bodies – Firms Accounts, Limited Companies, Educational institutions, Bank Account, Society Account.


Representative Personal Account – All accounts representing outstanding expenses and accrued or prepaid incomes are personal accounts.
For ex: prepaid insurance, outstanding wages, salary, rent, etc.

17. List out the Real accounts.


Accounts in which the business record the real things owned by it that is assets of the business are known as real accounts.

Real accounts are 2 types.


Tangible real accounts – These can be touched and felt and they have a physical shape for ex: building, furniture, cash & machinery and etc.



Intangible real accounts – which cannot be touched because they have no physical shape such as trade mark, goodwill, patents and copyright etc.

18. List out the Nominal Accounts.


It relates to the items which exist a name only expenses, incomes etc. accounts which record expenses, losses, income and gains of the business are known as nominal accounts. For ex. Rent a/c, salaries a/c, telephone charges a/c, postage a/c, advertising a/c, commission received a/c, interest received a/c.
19. What are the rules of the accounts?


1. Personal accounts
:
Debit the receiver






Credit the giver.


2. Real accounts
:
Debit what comes in






Credit what goes out

3. Nominal accounts
: 
Debit all expenses and losses





Credit all incomes and gains.
20. List out the accounting concepts.
· The entity concept

· The money measurement concept

· Going concern concept

· Dual aspect concept

· Accounting period concept

· Cost concept

· Revenue recognition concept or  realization concept

· Matching concept

· Accrual concept

· Objective evidence concept

21. List out the accounting conventions.

· Convention of full disclosure

· Convention of consistency

· Convention of materiality

· Convention of conservatism
22. Define Journal


The French word ’jour’ means ‘day’ journal therefore mean a daily record business transactions.





Journal

	Date
	Particulars
	L.F
	Debit Amount (Rs.)
	Credit Amount (Rs.)

	
	
	
	
	


Transactions are recorded in the journal in chronological order, according to dates. ’Particulars column’ specifies the accounts to be debited and credited.  L.F represents ledger Folio which means the page number in ledger into which the journal entry is posted.
 Every journal entry is accompanied by a narration which explains the details of transaction for which the entry is written.

23. What is ledger?

Ledger is the second important stage in the accounting cycle or process. in this stage of accounting cycle. All recorded business transactions or entries are grouped on a predetermined basis.

24. What is ledger format?


An account is usually in the ‘T’ format and contains two sides- the left hand side called ‘debit side’ and the right hand side called ‘credit side’. The heading mentions the name of the account. On both sides of the account, data column is maintained.

25. Balancing ledger


1. Totallling –both sides of each account in the ledger are separately totaled.


2. Difference between the totals of both side is ascertained in each account which is termed a

 As ‘balance’ if debit side account is more, the balance is called ‘debit balance’ if credit side is more the balance is called ‘credit balance’ 

3. Recording the balance- balance in each account is written on the side on which the total is short. if credit side  is short, the balance is written as ‘ By balance c/d’ on the credit side. If debit side is short the balance is written as ‘To balance c/d’ on the debit side. This procedure results in the totals of both sides being equal.
4.  Carrying down the balance- the balance written on credit side as ‘By balance c/d’ is brought down to the debit side of the account as ’To balance b/d’ .after completing  the totals.

Similarly the balance written on the debit side of any account is brought down to the credit side as ‘By balance b/d’ after completing the totals.
26. Distinction between Journal and Ledger.
	S.no
	Basis of distinction
	Journal
	Ledger

	1
	Type of entry
	Book of original entry
	Source of secondary entry

	2
	Order of recording
	Transactions are recorded in the chronological order
	All transactions pertaining to a particular account appear at one place



	3
	Importance as legal evidence
	In case of disputes the journal as a book of source entry has greater weight age.
	For accounting purpose ledger is the main source of information.

	4
	Unit of classification of data
	In case of journal the unit of classification of data is transaction.
	In case of ledger unit of classification of data is account.

	5
	Process of recording
	Process of recording financial transactions is called journalizing
	Process of recording transactions in the ledger is called ‘posting’



	6
	Timing of recording
	Journalizing is a continuous process day after day
	Ledger positing can be done according to convenience.


27.DefineTrial balance

Trial balance as “ a statement containing the balances of  all ledger accounts as at any given date, arranged in the form of debit and credit  columns placed side by side and prepared with the object of checking arithmetical accuracy of ledger postings”.

28. Importance/Significance/Objective of trial balance.


1. Summary of various accounts.


2. Proof of double entry


3. Ensuring of arithmetical accuracy


4. Trial balance facilities preparation of final accounts

29. Limitations of trial balance

· Inconclusive proof

· Cost consideration

· Accuracy of cost

30. Methods of trial balance


There are two methods of preparing trial balance

· Total method

· Balance method

31. Types of Errors

· Disclosed  by trial balance

· Not disclosed by trial balance

32. Error disclosed by trial balance


They are divided the following five categories

· Error of commission

· Errors of partial omission

· Error in casting

· Error in carrying or bringing forward
· Error in balancing

33. Errors not disclosed by trial balance

· Error of principles

· Errors of complete omission

· Compensating errors

· Error of duplication

34. Final accounts

· Trading account

· Profit and loss account

· Balance sheet

35. What is trading account?

An account similar to a traditional bank account, holding cash and securities, and is administered by an investment dealer. 
 An account held at a financial institution and administered by an investment dealer that the account holder uses to employ a trading strategy rather than a buy-and-hold investment strategy
To mainly prepared to ascertain the gross profit or gross loss

36. What is Profit & Loss Account?


A financial statement that summarizes the revenues, costs and expenses incurred during a specific period of time - usually a fiscal quarter or year. These records provide information that shows the ability of a company to generate profit by increasing revenue and reducing costs. The P&L statement is also known as a "statement of profit and loss", an "income statement" or an "income and expense statement".
37. What is balance sheet?


According to R.N. Antony “Balance sheet is a statement which reports the property values owned by the enterprise and the claims of the creditors and owners against the properties. it shows the status of the business as at a given moment of time, in so far as a counting of figures can show its status
38. What is Assets?


Assets represents everything which a business owns and has money value. Assets are always shown as debit balances. 
39. What is Liabilities?


All that the business owes to others are called liabilities. it also includes proprietor’s capital . they are known as credit balances in ledger. Liability is a claim by an outsider on the assets of the business.

40. The various types of Assets
· Fixed assets

a. Tangible assets

It refers to those assets which can be seen, touched and have volume such as machinery, land & building, furniture etc...

b. Intangible assets
These assets do not have physical existence. Such as goodwill, patents, trademarks and copyrights 

41. What is a current asset?


Current assets are those assets which are to be converted into cash within one year or during the normal operating cycle of the business.


Eg: - Cash, bank, marketable securities, debtors, bills receivable and inventory
42. What is a Liquid asset?

Liquid assets are readily convertible into cash at short notice with little or no risk of loss.

Eg: - Cash, bank, marketable securities, debtors, bills receivable and inventory
43. What is a fictitious asset?


As the name implies such ‘assets’ are not really assets. Only for the sake of convenience the amount is shown as asset in the balance sheet.

Eg:- Preliminary expenses, Expenses on issue of shares and debentures, Discount on issue of shares and debenture
44. What is a Contingent asset?


Contingent assets are assets the existence value possession of which is based on happening or otherwise of specific events.


Eg:-1.  Claim for income tax refund


       2. Uncalled share capital of a public limited company


      3.  Claim by the firm for infringement of trademarks or patent or copy right etc.,
45. What is a wasting asset?

These assets are also called depleting assets. Assets such as mines, timber forests, quarries etc… which become exhausted in value by way of excavation of the minerals, cutting of wood etc… are known as wasting assets.
46. What are the types Liabilities?


Liabilities may classified into four categories

· Proprietor’s capital or net worth or owner’s
Capital is the amount contributed by the owners of business. later on he may introduce further amounts towards capital and he may withdraw some amounts from the business.

 Net worth means the amount of capital outstanding on the particular date plus any profit retained in the business

· Long –term liabilities

The liabilities which are repayable after a long period of time are known as fixed liabilities

Eg:-long-term loans and debentures

· Current liabilities

It refers to those liabilities which are repayable within one year or during the normal operating cycle of the business by the use of the existing resources of current assets or by the certain of similar current liabilities
Eg: - trade creditors, bills payable, accrued expenses, bank overdraft, provision for taxation, proposed dividend etc…

· Contingent liabilities

Contingent liabilities will result into liabilities only if certain events happen

Eg: - Bills discounted and endorsed which may be dishonoured, unpaid calls on investments.
47. What are the final accounts of Non-Profit Organizations?


Final accounts of Non-trading concerns usually consist of the following.

a. Receipts and payments Account

b. Income and Expenditure Account

c. Balance Sheet
UNIT II MANAGEMENT ACCOUNTING 

Concepts – Funds flow Statement – Cash flow statement – Financial statement Analysis-
Marginal Costing – Capital Budgeting – Standard Costing.

48. Define Management Accounting?


“Management accounting is concerned with accounting information that is useful to management”- R.N.Anthony
49. Objectives of management accounting

a. To prepare budgets covering all functions of a business(i.e. production, sales, research and finance)

b. To analyse monetary and non-monetary transactions

c. To compare the actual performance with plan for identifying deviations and their causes.

50. Scope of management accounting

· Financial accounting

· Cost accounting

· Budgetary control

· Inventory control

· Reporting

· Statistical methods

· Taxation

· Methods and procedures

· Internal audit

· Office services

51. Advantages management accounting

· Helps in decision making

· Helps in planning

· Helps in organizing

· Facilitates communication

· Helps in co-ordinating

· Evaluation and control of performance

· Interpretation of financial information

· Economic appraisal

52. Limitations of management accounting.

· Based on accounting information

· Wide scope

· Costly

· Evolutionary stage

· Opposition to change

· Intuitive decisions

53. Define funds flow statement?


“A statement of sources and application of funds is a technical device designed to analyze the changes in the financial condition of a business enterprise between two dates”.

54. Meaning of funds flow statement?


The funds flow statement is a report on the movement of funds or working capital. it explains how working capital is raised and used during an accounting period.

55. Define working capital?


Working capital is the difference between current assets and current liabilities.

56. What is schedule of changes in working capital?


The schedule of changes in working capital is prepared to find out the increase or decrease in working capital.

57. Rules of working capital.


Current asset increase working capital increase


Current asset decrease working capital decrease


Current liability increase working capital decrease


Current liability decrease working capital increase.

59. Meaning of cash flow statement



A statement prepared from the historical data (i.e. income statement and balance sheet) showing sources and uses of cash is called cash flow statement. it reveals the inflow and outflow of cash during the particular period.
60. What is meant by fixed capital?
Capital required for purchase of fixed asset like land, building, plant, machinery, office equipment and furniture is called fixed capital.
61. Define financial statement?

According to the American institute of certified public Accounts(AICPA),”financial statements reflect a combination of recorded facts, accounting principles and personal judgments”

62. What are the techniques uses of financial statement analysis?

· Comparative statements

Comparative balance sheet

Comparative income statement

· Common size statements

· Trend analysis
63. Define ratio.
The relationship between two figures expressed mathematically is called a ratio. 

64. Define ratio analysis.

It is a numerical relationship between two numbers which are related in some manner. Ratio analysis is a technique of analysis and interpretation of financial statements
65. What are the 3 steps involve ratio analysis.

· Calculation of appropriate ratios from the financial statements.

· Comparison of the ratios with standards or with ratios of past period. comparison can also be made with the ratios of other firms.

· Interpretation of ratios.

66. Classification of ratios

 
There are two types’ ratios

I. Classification according to statement

· Profit and loss account ratios- ratios calculated on the basis of the items of the profit and loss account only.

Eg:- Gross profit ratio, Expenses ratio, Net profit ratio
· Balance sheet ratios- ratios calculated on the basis of the figures of the balance sheet only.

Eg:-current ratio, quick ratio, proprietory ratio etc.
· Composite ratios- ratios based on figures of profit loss account as well as the balance sheet.
Eg:-debtors and creditors turnover ratio, return on capital employed 
II. Classification according to function

· Solvency ratios- short term and long term solvency ratios.  

Eg:- Current ratio, Debt-Equity ratio
· Profitability ratios- Eg: - Gross profit ratio, Net profit ratio, Operating profit ratio, Return on capital employed.
· Turnover or activity ratios: Eg:- Stock turnover ratio, Debtors turnover ratio, Creditors turnover ratio.

· Capital structure ratio: Eg: - Capital gearing ratio.
67. Limitations of ratio analysis
· Inadequacy of standards

· Limitations of financial statements

· Ratios alone are not adequate

· Difficulty in comparison

· Problem of price level changes.

68. What is current ratio?

Current ratio is the relationship between current assets and current liabilities.

Current ratio = Current assets / Current liabilities

A current ratio of 2:1 is considered ideal. That is for every one rupee of current liability there must be current assets of Rs .2. if the ratio is less than two. It may be difficult for a firm to pay current liabilities.
69. What is Quick ratio?


Quick ratio is also called    acid-test ratio because it is the acid test of a concern’s financial soundness. It is the relationship between quick assets and quick liabilities. Quick assets are those assets which are readily converted in to cash. They include cash and bank balances, bills receivable, debtors, short –term investments. Quick liabilities include creditors, bills payable, outstanding expenses.

Quick ratio= Quick assets/ Quick liabilities

Quick assets= Current assets-(stock+ prepaid expenses)

Quick liabilities= Current liabilities-Bank over draft

A quick ratio of 1:1 is considered satisfactory. The quick ratio supplements current ratio.

70. What is Debt-Equity ratio?


The debt-equity ratio establishes the relationship between shareholders’ funds and outsiders’ funds. Outsiders’ funds include all long -term and   short-term debts. Shareholders’ funds consist of preference share capital, equity share capital and reserve and surplus.

Debt-equity ratio= debt/equity (or) Outsiders’ funds/ shareholders’ funds

A debt equity ratio of 1:1 is considered   desirable (satisfactory) it gives an idea of the relative proportions of debt and equity in financing the assets of the firm.

Debt-equity cab also is calculated by the following formula.


Debt-equity ratio = Long-term debt / shareholders funds

71. What is Proprietory ratio?


Proprietory ratio is the relationship between proprietors’ funds and total tangible assets.



Proprietory ratio = shareholders’ funds/ total tangible assets.

72. What is gross profit ratio?


This ratio expresses the relationship between gross profit and net sales.



G.P.ratio = Gross profit/sales * 100

73. What is Net profit ratio?


This ratio measures the relationship between net profit and net sales.



N.P .ratio = Net profit/sales * 100

74. What is operating ratio?


Operating ratio matches cost of goods sold and other operating expenses with sales.


Operating ratio = cost of goods sold + operating expenses /sales *100


Operating expenses include selling and distribution expenses and administration expenses.

75. What is Return on Capital Employed?


Return on capital employed establishes the relationship between profits and the capital employed. it is most widely used to measure the overall profitability and efficiency of the business.

 Return on capital employed = Net profit + Interest + Taxes / Average capital employed






(Or)

Capital employed = fixed assets + current assets – current liabilities






(Or)

Shares holders’ funds + long term liabilities.

76. What is Stock turnover ratio?


This ratio indicates the number of times stock is turned over (or re-placed) during a year. a high ratio indicates quick movement of stock and vice versa.


Stcok turnover ratio = cost of goods sold/average stock

77. What is debtors’ turnover ratio?


This ratio shows on an average the number of times debtors are turned over during a year. a higher ratio indicates efficiency in asset management and vice versa.


Debtors turnover ratio = credit sales/debtors.

78. What is average collection period?


This ratio indicates the speed with which debtors/accounts receivable are collected. it shows the number of days taken to collect money from debtors.

Average collection period= debtors + bills receivable/ credit sales * No. of working days in a year.

79. What is creditors’ turnover ratio?


This ratio shows on an average the number of times creditors are turned over during a year. a higher ratio indicates quick settlement of dues and a lower ratio reflects liberal credit terms granted by suppliers.


Creditors turnover ratio = credit purchases/ creditors.

80. What is average payment period?


It refers to the number of days taken by the firm to pay its creditors.

Average payment period = creditors + bills payable/ credit purchases* no. of working days in a year

81. What is fixed assets turnover ratio?


Fixed assets turnover ratio explains the relationship between sales and fixed assets.

Fixed assets turnover ratio =sales/ net fixed assets.

82. What is capital structure ratio?


The ratio explains the relationship between equity shareholders’ funds on the one hand and preference share capital and fixed interest bearing loan on the other.

Capital gearing ratio= preference share capital + fixed interest securities/ equity shareholders funds

83. Define Marginal cost and Marginal costing?

According to ICMA, England “marginal cost is the amount at any given volume of output ,by which aggregate costs are changed if the volume of output is increased or decreased by one unit.

Marginal costing is defined as .” the ascertainment of marginal cost and of the effect on profit of changes in volume or type of output by differentiating between fixed and variable costs”.

84. Features of marginal costing

· All costs are classified into two-fixed and variable.

· Only the variable costs (marginal costs) are treated as the cost of the product.
· The stock of finished goods and work-in-progress are valued at marginal cost only.

· Fixed costs are charged against the contribution earned during the period.

· Prices are based on marginal cost plus contribution .contribution is the difference between selling price and variable cost.

85. What do you understand by the term “Break –Even Analysis”?


The study of cost-volume profit relationship is often referred to as BEA.  The term BEA is interpreted in two senses. in its narrow sense, it is concerned with finding out the BEP. BEP is the point at which total revenue is equal to total cost. It is the point of no profit, no loss. In its broad sense, it means a system of analysis that can be used to determine the probable profit at any level of production.

86. Write short notes on


1.  Fixed Cost: Expenses that do not vary with the volume of production are known as fixed expenses. Eg. Manager’s salary, rent and taxes, insurance etc. it should be noted that fixed charges are fixed only within a certain range of plant capacity. The concept of fixed overhead is most useful in formulating a price fixing policy. Fixed cost per unit is not fixed.

2. Variable Cost: Expenses that vary almost in direct proportion to the volume of production or sales are called variable expenses. Eg. Electric power and fuel, packing materials, consumable stores. It should be noted that variable cost per unit is fixed.


3. Contribution: Contribution is the difference between sales and variable costs and it contributes towards fixed costs and profit. It helps in sales and pricing policies and measuring the profitability of different proposals. Contribution is a sure test to decide whether a product is worthwhile to be continued among different products.


Contribution = Sales – Variable Cost


Contribution = Fixed Cost + Profit

4. Margin of Safety: Margin of safety is the excess of sales over the break even sales. It can be expressed in absolute sales amount or in percentage. It indicates the extent to which the sales can be reduced without resulting in loss. A large margin of safety indicates the soundness of the business. The formula for the margin of safety is 
Present sales – Break even sales (or) Profit / P.V. ratio

Margin of safety can be improved by taking the following steps.

i. Increasing production

ii. Increasing selling price

iii. Reducing the fixed or the variable costs or both

iv. Substituting unprofitable product with profitable one.

5. Angle of Incidence: This is the angle between sales line and total cost line at the breakeven point. It indicates the profit earning capacity of the concern. Large angle of incidence indicates a high rate of profit; a small angle indicates a low rate of earnings. To improve this angle, contribution should be increased either by raising the selling price and/or by reducing variable cost. It also indicates as to what extent the output and sales price can be changed to attain a desired amount of profit.
6. Profit Volume Ratio: The Profit Volume Ratio is usually called P.V. ratio. It is one of the most useful ratios for studying the profitability of business. The ratio of contribution to sales is the P/V ratio. It may be expressed in percentage. Therefore, every organization tries to improve the P.V. ratio of each product by reducing the variable cost per unit or by increasing the selling price per unit. The concept of P.V. ratio helps in determining break-even-point, profit at any volume of sales, sales volume required to earn a desired amount of profit etc. 
P.V. ratio = Contribution / Sales x100

7. Break-Even-Point: If we divide the term into three words, then it does not require further explanation.

Break-divide


Even-equal


Point-place or position

1. Break Even point (in Units) = Fixed Expenses
/ Contribution per unit

2. Break Even Point (in Rupees) = Fixed expenses
/ Contribution * sales.

87. What do you understand by capital budgeting?


Charles T.Horngreen has defined capital budgeting as,” a long term planning for making and financing proposed capital outlays”.

88. Need and importance of capital budgeting.

· Heavy investment

· Permanent commitment of funds

· Long term effect on profitability

· Irreversible in nature

89. The various methods of evaluating capital expenditure proposal.

· Payback Period Method

· Accounting Rate of Return method

· Discount Cash flow method

· Net Present value method

· Present value index method

· Internal Rate of Return method

90. Define Payback Period?

Pay back method is popularly known as pay off, or pay out method. It is defined as the number of years required to recover the initial cash outlay invested in a project.


Pay back period = initial investment/ annual cash inflow

91. Accountig or Average Rate of Return Method.


It is known as accounting rate of return because it takes into account, the accounting concept of profit (i.e. profit after depreciation and tax) and not the cash inflows. The project which yields the highest rate of return is selected.


The accounting rate of return may be calculated by any of the following methods.

1. ARR= Average Annual Profit/ Original investment * 100 (or)
2. ARR= Average Annual Profit/ Average investment * 100
The term average annual profit refers to average profit after depreciation and tax over the life of the project.

The average investment can be calculated by any of the following methods.


Original investment/2 (or) original investment – scrap value/2

92. Excess Present Value index 


Excess Present Value Index = Total present value of cash inflows / Total present value of cash outflows * 100

93. Define Standard Cost and Standard Costing?


Standard cost is” a pre-determined cost” which is calculated from management’s standards of efficient operation and the relevant necessary expenditure. (ICMA London)


Standard Costing is “   the preparation and use of standard costs their comparison with actual cost and the analysis of variances to their causes and points of incidence”. (ICMA London)

94. Variances


I. Material Variances


Abbreviations used:-

SQ = Standard Quantity


AQ=Actual Quantity


RSQ = Revised Standard Quantity


SP= Standard Price


AP= Actual Price

· Material Cost Variance = (SQ X SP) –(AQ X AP)

· Material Price Variance=(SP-AP) AQ

· Material Usage Variance= (SQ-AQ) SP

· Material Mix Variance=(RSQ-AQ) SP

· RSQ=Standard Quantity/Total Standard quantity * Total actual quantity

· Material Sub-usage variance= (SQ-RSQ) SP

· Material Yield Variance = (Standard loss on actual input-Actual loss) Average SP

· Average Standard Price per unit = Total Standard Cost/Standard Output

95. Labour variances

· Labour Cost variance
= Standard cost – Actual cost (or)






= (SHXSR)-(AH X AR)

· Labour Rate Variance= (SR-AR) AH

· Labour efficiency Variance = (SH-AH) SR

· Labour Mix Variance = (RSH-AH) SR

· Revised Standard Hours



RSH=Standard Hours/Total Standard Hours *Total actual hours

· Labour sub efficiency variance = (SH-RSH) SR

· Labour yield variance = (standard loss on actual input-Actual loss) Average standard   

labour rate

· Average standard rate = standard labour cost/standard output
Abbreviations used:

SH-standard hour

SR-Standard rate

AH-Actual hour

AR-Actual rate

96. Overhead variances:

· OH cost variance
= standard overhead-actual overhead

· OH Budget variance   =Budgeted overhead -actual overhead

· OH volume variance   = Standard overhead - Budgeted overhead

· OH Efficiency variance =(Actual production- Standard production)SR

· OH Capacity variance

I. When there is no calendar variance,

(Standard production –Budgeted production) SR

II. When there is calendar variance,

(Standard production –Revised Budgeted Production)SR

Note: - Revised Budgeted Production is budgeted Production Adjusted for actual working days.
· Calendar variance =(Revised Budgeted Production – Budgeted Production ) SR

Note: 1.SR refers to Standard Rate per unit.


97. Sales variances
· Sales value variance = Actual sales – Standard sales

= (AQ X AP) – (SQ X SP)
· Sales Price Variance = (AP –SP)AQ

· Sales Volume Variance = (AQ-SQ)SP

· Sales mix variance = (AQ – RSQ) SP

Revised Standard Qty. (RSQ)


= Standard Quantity / Total Standard Quantity * Total Actual Quantity

UNIT III GOALS AND FUNCTIONS OF FINANCIAL MANAGEMENT 
Finance function – Scope of Financial Management – Organization of the finance

Function – Various sources of Finance – Risk and Return – Determinants of Dividend

Policy – Leverage – Risk analysis in capital budgeting – Weighted average cost.

98. Define Financial Management?
According to Archer and Ambrosio,” Financial management is the application of the planning and control functions to the finance function”.


99. What are the finance functions?

· Procurement of funds

· Efficient utilization of funds

· Increasing profitability

· Maximizing firm’s value

100. Scope of finance management?



1. Traditional Approach



2. Modern Approach

101. Organization of the Finance Function



The organization of finance function differs from firm to firm.




















Functions of Treasurer





Functions of Controller
1. Provision of finance




1.Planning & Control


2. Investors relations




2.Reporting & Interpreting

3. Insurance





3.Tax Administration

4. Receivables management



4.Reporitng to Govt

5. Cash management




5.Protection of assets

6. Investors





6.Economic appraisal
102. Financial decisions:

1. Investment decisions



a) Long-term investment decision



b) Short-term investment decision


2. Financing decisions


3. Dividend decisions

103. Sources of long term finance
The main sources of long term finance are as follows:

1. Shares:

These are issued to the general public. These may be of two types:

(i) Equity and (ii) Preference. The holders of shares are the owners

of the business.

2. Debentures:

These are also issued to the general public. The holders of

Debentures are the creditors of the company.

3. Public Deposits:

General public also like to deposit their savings with a popular

and well established company which can pay interest periodically

and pay-back the deposit when due.

4. Retained earnings:

The company may not distribute the whole of its profits among its

shareholders. It may retain a part of the profits and utilize it as

capital.

5. Term loans from banks:

Many industrial development banks, cooperative banks and

commercial banks grant medium term loans for a period of three

to five years.

6. Loan from financial institutions:

There are many specialized financial institutions established by

The Central and State governments which give long term loans at

Reasonable rate of interest. Some of these institutions are:

Industrial Finance Corporation of India ( IFCI), Industrial

Development Bank of India (IDBI), Industrial Credit and Investment

Corporation of India (ICICI), Unit Trust of India (UTI), State

Finance Corporations etc. 
Internal Sources of Finance

Definition

These are sources of finance that come from the business' assets or activities. 

Retained Profit

If the business had a successful trading year and made a profit after paying all its costs, it could use some of that profit to finance future activities .

This can be a very useful source of long term finance, provided the business is generating profit (see section on profit & loss accounts).

Sale of Assets

The business can finance new activities or pay-off debts by selling its assets such as property, fixtures & fittings, machinery, vehicles etc.

It is often used as a short term source of finance (e.g. selling a vehicle to pay debts) but could provide more longer term finance if the assets being sold are very valuable (e.g. land or buildings)

If a business wants to use its assets, it may consider sale and lease-back where it may sell its assets and then rent or hire it from the business that now owns the assets. It may mean paying more money in the long run but it can provide cash in the short term to avoid a crisis.

Reducing Stocks

Stock is a type of asset (see balance sheet work for more on assets) and can be sold to raise finance. Stock includes the business' holdings of raw materials (inputs), semi-finished products and also finished products that it has not yet sold.

Businesses will usually hold some stock. It can be useful if there is an unexpected increase in demand from customers. Stock levels tend to rise during economic slowdowns or recessions as goods are not sold and 'pile-up' instead.

It is not usually a source of large amounts of finance - if a business has very large stock piles, it might mean that nobody wants to buy the product and reducing stocks will therefore be hard. It is often considered to be a short term source.

Trade Credit

Unlike you and me, a business does not normally pay for things before it takes possession of them. Instead, it will usually place an order for supplies / inputs and will pay after receiving the items. It is good practice to pay quickly (often within one month) as this will help the business develop a good relationship with its suppliers.

This source of finance appears on the balance sheet as trade credit. This method of deferring (delaying) payment to a future date is a form of very short term borrowing and helps with the problems of the cash cycle identified in the work on liquidity. 

	External Sources of Finance

	Definition
	This is finance that comes from outside the business. It involves the business owing money to outside individuals or institutions 



	Personal Savings
	This mainly applies to sole traders and partnerships. Owners may use some of their own money as capital to invest in the business. For instance, a person may be made redundant by a company that needs to reduce in size. They would receive redundancy payment that they might use to start their own business.

This is considered an external source as it is assumed that the money lent to the business will be paid back to the private individual in the future, possibly with an extra amount to compensate the individual for the help they gave. It can be a short or long term source of finance, depending upon the amount invested and the decision of the person using their savings. 



	Commercial Banks
	We tend to consider two types of finance that banks offer to businesses, overdrafts and loans.

If a business spends more money than it has in its bank account, we say that it has become overdrawn. Businesses will often have an arrangement with the bank whereby the bank will pay the extra money provided the business will pay them back in a fairly short period of time, with interest. This is a short term source of finance and is useful for small amounts. It is often used for buying supplies / inputs.

A bank loan is a long term source of finance and will often be for much larger sums of money. A loan is useful for a business that is starting up or looking to grow. Loans are often used to buy fixed assets (see balance sheets) such as machinery and vehicles. A business will pay the bank back each month in installments and will also pay an interest charge. 

Interest - Banks are providing a service by lending money in the form of overdrafts and loans and banks will charge for this service (they want to make a profit too). When a business takes a loan, it will agree to pay it back over a period of years but it will also pay an extra charge. This charge, called interest, is a percentage of the value of the loan.

The interest rate is set by the Bank of England and it varies. The higher the interest rate, the greater the percentage of the loan that the business must repay. In other words, if the Bank of England raises interest rates, a business with a loan will find it has to pay the bank more each month as it pays off its debt. Likewise, a fall in interest rates will mean that the business will have lower costs (and therefore more profit). The interest rate is an example of an external constraint - something outside the business' control that can seriously affect the business' performance. 



	Building Societies
	A building society is a form of financial that is similar to a bank. It also provides loans but specializes in providing mortgages.

A mortgage is a special type of loan used to buy property (factories, shops, etc). Loans and mortgages tend to be paid back over a long period of time, usually several years, at an interest rate.

In recent years, the differences between banks and building societies have reduced and both are now very similar. Both can offer mortgages and loans 



	Factoring Services
	Businesses are often owed money. If you supplied car parts to local garages, you would often deliver the products to the garages and receive payment within a few weeks. The garages would be paying by trade credit (see internal sources) and are in debt to you (they are your debtors - see balance sheet).

A business may have difficulty in collecting its debts from its customers but may need to get its hands on money very quickly. A special factoring company may offer to handle the debt collection process for a charge. The factoring company pays the business most of the value of the debt first and would then collect the money from the debtor. This is a short term source of finance. 



	Share Issue
	An important source of finance for limited companies. A share issue involves a business selling new shares that entitle the shareholders to share in the control of the business. Each share gives the shareholder a vote on the direction of the company. This usually means that the shareholder can elect the board of directors of the company each year. If the shareholder doesn't like the way the directors are running the business, they can elect new directors. This is a good incentive to the directors to run the business well and make a profit which will be paid to the shareholders in the form of dividends.

The more shares a person holds, the more control they have over a company. If one company wanted to take another company over, it could arrange to buy over 50% of that company's shares. This would give it a majority of control and, therefore, ownership.

Issuing new shares can raise a lot of capital that can be used for expansion (buying more fixed assets, etc). It is a long term source of finance. If the total number of shares rises, the votes of existing shareholders will have slightly less significance and they will have less control. The business will also have to pay dividends on a larger number of shares. 



	Debentures
	This is a form of long term loan that can be taken out by a public limited company for a large sum and it will be paid back over several years. It is usually borrowed from specialist financial institutions. 



	Venture capital
	Some individuals join together to provide finance for new businesses that are just starting-up. They look for promising businesses and invest in them, hoping that the businesses will grow and that they will make a profit. This is similar to issuing shares. 



	Leasing and Hire Purchase
	Leasing involves business renting equipment that it may use for several years or months but never own. It will have a contract with a company who may come in to repair and service the product. The deal may also involve the product being replaced with a new model every so often. Businesses often lease equipment such as photocopiers.

Hire purchase involves paying for equipment in installments. The business will not own the item until all the payments have been made. It usually works out more expensive to buy an item on hire purchase than paying all at once but it does mean that the business doesn't have to spend a large amount of money at once.



  

 105. Meaning of Risk?

Investments are made to get certain benefits or return in future periods. If the investors can surely get the expected return, the risk element is nil. On the other hand, if there is a great chance of actual return differing from the expected return, the risk is high.

For Eg: - an investor who has invested in government securities will definitely get the expected return.

106. Types of Risk

· Capital risk

· Income risk

· Default risk

· Liquidity risk

107. What is dividend? 
A taxable payment declared by a company's board of directors and given to its shareholders out of the company's current or retained earnings, usually quarterly. Dividends are usually given as cash (cash dividend), but they can also take the form of stock (stock dividend) or other property. Dividends provide an incentive to own stock in stable companies even if they are not experiencing much growth. Companies are not required to pay dividends. The companies that offer dividends are most often companies that have progressed beyond the growth phase, and no longer benefit sufficiently by reinvesting their profits, so they usually choose to pay them out to their shareholders. also called payout.
108. What are the determinants of dividend policy?

1. Expectations of shareholders

2. New investments

3. Taxation

4. Liquidity

5. Access to capital markets

6. Restrictions by lenders

7. Control

8. Legal restrictions

9. Nature of earnings

10. Stability of dividends.

109. Forms of dividends



1. Cash dividend



2. Bond dividend



3. Property dividend



4. Stock dividend.

110. Define Leverage?

According James Horne has defined leverage as ‘the employment of an asset or funds for which the firm pays a fixed cost or fixed return’.


The fixed cost (also called fixed operating cost) and fixed returns (also called financial cost) form the basis of leverage. If there are no fixed costs, there is no leverage.
111. Types of leverages:


There are types of leverages they are 

· Operating leverage

· Financial leverage

· Combined leverage.

112. Definition EBIT

Earnings before Interest and Taxes. A measure of a company's earning power from ongoing operations, equal to earnings before deduction of interest payments and income taxes. EBIT excludes income and expenditure from unusual, non-recurring or discontinued activities. In the case of a company with minimal depreciation and amortization activities, EBIT is watched closely by creditors, since it represents the amount of cash that such a company will be able to use to pay off creditors. also called operating profit
113. Define operating leverage.


The percentage of fixed costs in a company's cost structure. Generally, the higher the operating leverage, the more a company's income is affected by fluctuation in sales volume. The higher income vs. sales ratio results from a smaller portion of variable costs, which means the company does not have to pay as much additional money for each unit produced or sold. The more significant the volume of sales, the more beneficial the investment in fixed costs becomes.
114. What Does Degree Of Operating Leverage - DOL Mean?
A type of leverage ratio summarizing the effect a particular amount of operating leverage has on a company's earnings before interest and taxes (EBIT). Operating leverage involves using a large proportion of fixed costs to variable costs in the operations of the firm. The higher the degree of operating leverage, the more volatile the EBIT figure will be relative to a given change in sales, all other things remaining the same. The formula is as follows:
 

D.O.L= % change in EBIT / % CHANGE IN SALES




(OR)



Contribution/ EBIT
115.What is finncail leverage?

The degree to which an investor or business is utilizing borrowed money. Companies that are highly leveraged may be at risk of bankruptcy if they are unable to make payments on their debt; they may also be unable to find new lenders in the future. Financial leverage is not always bad, however; it can increase the shareholders' return on investment and often there are tax advantages associated with borrowing. also called leverage.
116. What Does Degree Of Financial Leverage - DFL Mean?
A leverage ratio summarizing the affect a particular amount of financial leverage has on a company's earnings per share (EPS). Financial leverage involves using fixed costs to finance the firm, and will include higher expenses before interest and taxes (EBIT). The higher the degree of financial leverage, the more volatile EPS will be, all other things remaining the same. The formula is as follows:

D.F.L=%changes in EPS / % changes in EBIT

(OR)

EBIT/ EPS
117. What is composite leverage?


Composite leverage is a combination of operating leverage and financial leverage.

118. What does degree of combined leverage (DCL?)


DCL = DOL x DFL



= Contribution / EBIT x EBIT/ EBT = Contribution/ EBIT






(OR)



= % changes in EPS/ % changes in sales.
119. Define risk analysis?


1. Corporate: As a component of risk management, it consists of (1) Identification of possible negative external and internal conditions, events, or situations, (2) Determination of cause-and-effect (causal) relationships between probable happenings, their magnitude, and likely outcomes, (3) Evaluation of various outcomes under different assumptions, and under different probabilities that each outcome will take place, (4) Application of qualitative and quantitative techniques to reduce uncertainty of the outcomes and associated costs, liabilities, or losses.

2. Food industry: According to FAO/WHO, it consists of risk assessment, risk management, and risk communication.
120. What is the decisions context in risk analysis?

The capital budgeting decision in the context of risk analysis can be divided into 3 categories.

a) Certainty

b) Risk

c) Uncertainty

121. What is certainty? 


Certainty or risk free decision is one in which estimated return from investment will be equal to actual return.


For Eg:- investment in government securities which assure a fixed return

122. What is risk?


Risk is a situation where the possibility of happening or non-happening of event can be quantified and measured. in other words probabilities can be assigned on the basis of part performance and data.


Eg: - Investment in the existing line of business (say expansion and modernization)

123. What is Uncertainty?


Uncertainty is a situation where the possibility of happening or non-happening of an event cannot be measured. In other words probability cannot be assigned on account of non-availability of facts and figures.

Eg: - Investment in a new line of business.

124. What are the methods are suggested for accounting for risk in capital budgeting?

· Risk Adjusted Discount Rate
· Certainty Equivalent
· Sensitivity Analysis
· Probability Distribution Approach
· Variance
· Decision – tree approach
125. What Does Weighted Average Cost Of Capital - WACC Mean?

Weighted Average Cost of capital is very important in financial decision making. WACC is the weighted average of the costs of different sources of finance. it is also known as composite cost of capital or overall cost of capital.

The steps for the calculation of WACC are:

1. After tax cost is relevant in financial decision making.therfore the after tax cost of each of the source(x) of finance is ascertained.
2. The proportion of each source in the total capital (w) is determined. The proportions are used as weights for finding out WACC.

3.  the cost of each source(x) is multiplied by the appropriate weight (x) x (w)
4. The total of the weighted costs of each source is the weighted average cost of capital (WACC= ∑XW)
126. What Does Cost Of Capital Mean?
                     The cost of capital is the minimum rate of return expected by investors. Salmon Ezra defines cost of capital as,” the minimum required rate of earnings or the cut-off rate of capital.”

127. Classification of cost of capital


1. Historical cost and future cost


2. Specific cost and Composite cost


3. Average Cost and Marginal Cost


4. Explicit Cost and Implicit Cost

UNIT IV WORKING CAPITAL MANAGEMENT 
Factors affecting working capital – Inventory management – Simple problems –

Receivables Management – Cash Budget Preparation – Working Capital Estimation.
128. What is fixed capital?


Capital required for purchases of fixed assets like land, building, plant, machinery, office equipment and furniture is called fixed capital.

129. What is Working Capital?


Capital required for purchase of raw materials and for meeting the day-to-day expenditure on salaries, wages, rent, advertising etc is called working capital.

130. Concept of working capital


There are two concepts of working capital. They are

a) Gross working capital

b) Net Working capital

131. What is gross working capital?


The working capital refers to the gross working capital .this represents amount of funds invested in current assets. Under the gross concept, working capital is equal to total current assets.

 Current assets are those assets which can be converted into cash within an accounting year (or operating cycle) it includes 

1) Cash in hand at Bank

2)  Sundary debtors less provision

3) Bills receivables

4) Closing stock

5) Short term investments

6) Prepaid expenses

7) Accrued incomes.

132. What is net working capital?


In a narrow sense, working capital refers to net working capital. Net working capital is the excess of current assets over current liabilities. Current liabilities are those claims which are expected to nature for payment with in an accounting year .it includes 

1) Sundary creditors

2) Bills payable

3) Outstanding expenses

4) Bank overdraft

5) Dividend payable

6) Provision for taxation

Note: - Net working capital may be positive or negative. When the current asset   exceeds current liabilities, the working capital is positive. On the other hand, when the current liability exceeds current assets, the working capital is negative.

133. What are the types of working capital?


Working capital may classify in two ways.

a) Permanent or  fixed working capital

b) Temporary or variable working capital.

134. Importance or advantages of working capital

· Continuous production
· Solvency and goodwill

· Easy loans

· Cash discounts

· Regular payment of expenses

· Exploitation of market conditions

· Ability to face crisis

·  High return on investments.

135. factors affecting working capital





1) Nature of business





2) Size of business





3) Time consumed in manufacture





4) Seasonal fluctuations





5) Fluctuations in supply





6) Speed of turnover





7) Terms of sales





8) Terms of purchase





9) Labour intensive Vs Capital intensive industries





10) Growth and expansion of business





11) Price level change





12) Dividend policy





13) Operating efficiency





14) Level of taxes.

136 Meaning and kinds of inventories



Inventories are stock of goods kept in business and meant either for sale or for consumption in the production process. it include raw materials, work-in-progress and finished goods.

a) Raw materials – raw material are the basic input they are converted o9into finished product through the manufacturing process.

b) Work –in process- Work-in - process inventories are semi finished goods. The raw materials enter the process of manufacturing but they are yet to attain a final shape of finished goods.

c)  Finished goods- finished goods are completed products which are ready for sale

d)   Fourth kind of inventory ‘supplies’ are also maintained by firms.

137. Need /Purpose of holdings inventories.


a) Transaction motive


b) Precautionary motive


c) Speculative motive

138. Benefits of holding inventories



1) Avoiding loss of sales



2) Availing quantity discount



3) Reducing ordering costs



4) Smooth running of business

139. Risk and cost of holding inventories

a. Risk of price decline

b. Risk of obsolescence

c. Risk of deterioration

d. Capital costs

e. Storage and handling costs.

140 Tools and Technique of inventory management


I. Determination of stock levels



a) Minimum stock level

Minimum stock level = Re-ordering level – (normal consumption x normal re-order period)

b) Re-order level

 Re-order level = Maximum Consumption x Maximum re-order period

c) Maximum level  

Maximum level = re-order level + re-order quantity – (minimum consumption x minimum re-order period)



d) Danger level 




Danger level =Average consumption x Emergency delivery time.
III. Economic order quantity

Inventory involves two types of costs.



a. Ordering costs



b. Carrying costs

E.O.Q =√2AO/ C

Where A = Annual consumption


O = Cost of placing an order


C = Cost of carrying one unit


III. Determination of optimum production run
a) Set-up Cost

b) Carrying cost

Economic Production Size =√2AS/C


Where A= Annual consumption



S= Set-up cost per production run



C= Carrying cost per unit per annum.

IV. Determining re-order point

Reorder point =average usage x Lead time

V. Safety Stock

Safety stock = average usage x period of safety stock

The formula for determining the re-order point when the safety stock is maintained is as follows


Re-order point = (Average usage x lead time) + Safety stock


VI. Inventory turnover ratio



 Inventory turnover ratio = Cost of material consumed /  cost of average stock


Average stock = Op.stock + Cl.stock/ 2


Inventory turn over in days = Days during the period/ inventory turnover ratio

141. ABC Analysis


Category A – High value materials


Category B - Medium value materials


Category C – Low Value materials

142. VED Analysis


Vital, Essential, Desirable.

143. Meaning of receivables.


[image: image1.wmf]The term receivables refer to debt owed to the firm by the customers arising from sale of goods or services in the ordinary course of business. Receivables are also known as a accounts receivables, trade receivables or book debts.

144. Purpose of maintaining receivables.


a) To increase sales and market share

  
b) To increase profits due to higher sales and charge a higher margin of profit on credit    sales as compared to cash sales.

c) To meet competition, the company may have to grant better credit facilities than those offered by its competitors.
145. Meaning and objectives of Receivables Management

Receivables management is the process of making decisions relating to investment in trade debtors.

To promote sales and profit until that point is reached where the return on investment in further funding of receivables is less than the cost of funds raised to finance that additional credit.

146. Cost of maintaining receivables 

· Capital costs

· Administration costs

· Collection costs

· Default costs.

147. Factors influencing the size of receivables

· Volume of credit sales

· Terms of credit sales

· Credit policy

· Credit terms

Credit period

Cash discount

· Credit collection efforts

· Relation with profits

148. Meaning of cash



The term cash includes coins, currency notes, cheques, drafts, and cash at bank. Some times near cash items such as marketable securities, bank fixed deposits, money at call and short notice are also included in cash. 

149. Motives of holding cash


1) Transaction motive


2) Precautionary motive


3) Speculative motive

150. Aspects / Dimensions of Cash Management


a) Cash planning


b) Managing cash outflows


c) Managing cash inflows


d) Investing surplus funds.

151.Cash budget for short period


Preparation of cash budget month by month would involve making the following estimates:

Month 1 

Month 2

Month 3
Opening Balance

A. Receivpts

a. Cash sales

b. Collection from debtors

c. Loan from banks

d. Issue of shares / debentures

e. Miscellaneous receipts

B. Payments

a. Capital expenditures

b. Payments to creditors

c. Interest, Dividend and taxes

d. Wages

e. Overheads

f. Other payments

Closing Balance (A – B)
Surplus / Deficit

If there is any surplus, it may be invested in risk free marketable securities. If there is any deficit, it may be met by arranging overdraft facilities with banks.

152.Cash Budget for Long Period:

Year 1 

Year 2

Year 3
Opening balance

Sources


Net income before tax


Add: Non-cash charges



(depreciation, Amortisation etc.)


Sale of assets


Issue of shares / debentures


Increase in working capital



(That is, current assets except cash less current liabilities)

Uses

Cost of assets purchased


Shares / debentures redeemed


Dividend paid & Taxes paid 


Increases in working capital


Closing balance


(Surplus / Deficit)

UNIT V -  TALLY 9.0 (ACCOUNTING PACKAGE) 

Importance of Tally – Creation of company – Alteration – Group creation – Gateway of

Company – Leger creation – Bank account – Cash payment – Cash Receipt – Journal entry – Profit and Loss account – Balance sheet – Function keys and Short cut keys.
153. Company Creation
Creating a Company involves providing basic information about the company whose books of accounts are to be maintained in Tally.ERP 9.

Go to Gateway of Tally > (Alt+F3) Company Info. > Create Company
The Company Creation screen appears as shown :




A detailed explanation on each field is given:

Directory
The data path where you want the company to be created is specified in the Directory field.

This field is skipped by default when you create the company in the data path given in the Tally.INI file. If you want to change it, use the backspace key and modify it to the path required.

This is referred to as the Tally Anywhere concept – which is the ability to create/load companies in separate directories. The Directory field is displayed while selecting Select, Create, Backup, Restore and Rewrite options for a company. By default, the cursor will skip the field, presuming that you wish to use the default data directory for your work. You may press Backspace to give a new path and work from there.

For example, the default Tally.ERP 9 data directory could be C:\TALLY.ERP\DATA. You may now wish to create a new company on C:\TALLY.ERP\PERSONAL, and some other companies on C:\TALLY.ERP\BRANCHES. The next time, the default directory displays C:\TALLY.ERP\DATA, and if you wish to work on the data of your branches, press Backspace and enter C:\TALLY.ERP\BRANCHES for the directory name. This displays the companies whose data is stored in that location in the List of Companies. You can even give the path of a network server or any other storage device.

Name
Enter the name of the company whose books are being opened. If you are a professional accountant and are maintaining the books of your clients, give the Client Company’s name.

Mailing Name and Address
In addition to the Company Name, Tally.ERP 9 provides the facility to enter the Mailing Name field. It displays the Company Name by default. You may change it as required, if the mailing name is different from the Company Name. The mailing name and address details are picked up for inclusion in any report that needs the company name and address as heading. For example: Balance Sheets, Statement of Accounts, and so on.

Tally.ERP’s reports print the mailing name and address as given:




Tally.ERP 9 does NOT restrict the number of lines for the address details. Tally.ERP 9 accommodates all the entered information and vertically compresses the same.

Note: In the space provided for the Address details, observe the vertical compression as compared to the Mailing Name field where there is horizontal compression.

You can specify any length for the mailing name and you are permitted to give any number of lines for the address. The information is completely visible.

Tally.ERP 9 handles compressed information correctly while printing. It adjusts the reports accordingly.

Statutory compliance for
Select the Country from the List of Countries. The Statutory Features and Base Currency Symbol are enabled in accordance with the country selected. For example, if the accounts belong to a company in India, the base currency would be Indian Rupees. The Base Currency will appear with respect to the Country selected.

Selecting India from the List of Countries brings up a State, Pin Code and Telephone No. field.

State
You can select the appropriate state from the predefined list.

PIN Code
Specify the PIN Code (Postal Index Number) of the specified address.

Telephone
Enter the Telephone number.

E-mail Address
Enter the E-mail address that will be used to e-mail documents, reports and data from Tally.ERP 9.

Currency
Currency symbol is the symbol of the base currency, that is, the currency that will be used to maintain the books of account.

The symbol Rs. appears by default for India/SAARC Companies and the field is left blank for International Companies.

Maintain
Tally.ERP 9 displays a drop down for the Type of Company with two options Accounts only and Accounts with Inventory
Select Accounts only if you do not have any inventory transactions (suitable for professionals and corporate offices).

However, at a later date (if required) you can choose to alter the information as Accounts-with-Inventory. Select Accounts-with-Inventory, to maintain both financial accounts and inventory.

Financial Year From
In most countries, the books of accounts of a company are maintained for a stipulated period like, 12 months, 15 months, and so on. This stipulated period is referred to as the Financial Year.

The stipulated period of the financial year is 12 months in most countries. Tally.ERP 9 automatically considers 12 months from the date you give here as the Financial Year.

For example, if you enter April 1, 2008 as the date, the Financial Year will be from April to March ending with March 31, 2009. If you enter October 1, 2008 as the Financial Year From then the financial year will be from October 2008 to September 2008 ending with 30th of September every year.

Tally.ERP 9 allows you to maintain data for multiple years by changing the period (Alt+F2) at the Gateway of Tally. In addition, you can also specify the date of actual establishment of the company (date of incorporation)

Books Beginning From
Tally.ERP 9 presumes that you wish to maintain books from the beginning of the financial year. Hence, Tally.ERP 9 displays the date given in Financial Year From field automatically.

The date for Books beginning from can be changed, in case of companies, which are incorporated in the middle of the year. If your company is new, you can opt to start the books of accounts from the date of actual establishment of the company (date of incorporation) but close books according to the Financial Year as specified by you. Tally.ERP 9 provides the required flexibility in such a case by allowing you to give the date when the books of accounts actually began. Tally.ERP 9 will open books from this date and close as on the last day of the Financial Year.

For example, if your company is established on August 19, 2008, the opening balances for all the accounts can be given as on August 19, 2008 even though the Financial Year given is April 1, 2008 (April to March financial year). The company’s books will begin on August 19, 2008 and close on March 31, 2009, which ensures smooth transition to the next year.

This concept can be applied even when you are migrating to Tally.ERP 9 from any other system or from a manual accounting system on any day during the Financial Year. Close books in that other system on the previous day and start books on Tally.ERP 9 from this day. You are allowed to give opening balances of all Ledger accounts including Revenue accounts.

155. Special Function Key Combination
Shortcut keys
	Windows
	Functionality
	Availability

	ALT + F1
	To close a company 

To view detailed report

To explode a line into its details

To select Inventory vouchers to alter
	At all menu screens 

At almost all report screens

At almost all screens in TALLY

At the Inventory/ Payroll voucher creation or alteration screen.

	ALT + F2
	To change the period
	At almost all screens in TALLY

	ALT + F3
	To select the company info menu 

To create/alter/shut a Company
	At Gateway of Tally screen

	ALT + F4
	To select the Purchase Order Voucher Type
	At Accounting / Inventory Voucher creation and alteration screens

	ALT + F5
	To select the Sales Order Voucher Type 

To view monthly and quarterly report
	At Accounting / Inventory Voucher creation and alteration screens 

At almost all report screens in TALLY

	ALT + F6
	To select the Rejection Out Voucher Type 

To change the Sales Order Voucher Type
	At Accounting / Inventory Voucher creation and alteration screens

	ALT + F7
	To select the Stock Journal Voucher Type 

To accept all the Audit lists
	At Accounting / Inventory Voucher creation and alteration screens 

At Tally Audit Listing screen

	ALT + F8
	To select the Delivery Note Voucher Type 

To view the Columnar report
	At Accounting / Inventory Voucher creation and alteration screens 

At Ledger Voucher screen

	ALT + F9
	To select the Receipt Note Voucher Type
	At Accounting / Inventory Voucher creation and alteration screens

	ALT + F10
	To select the Physical Stock Voucher Type
	At Accounting / Inventory Voucher creation and alteration screens

	ALT + F12
	To filter the information based on monetary value
	At almost all report screens

	Ctrl + F1
	To select payroll vouchers for alteration
	At the Accounting/Inventory Voucher creation or alteration screen

	CTRL + ALT + F12
	Advanced Configuration
	At Gateway of Tally


	Windows
	Functionality
	Availability

	F1
	To select a company
	At all masters menu screen

	F1
	To select the Accounts Button
	At the Accounting Voucher creation and alteration screen

	F1 (ALT+F1)
	To select the Inventory

To view the detailed or condensed report
	At the Inventory/Payroll Voucher creation and alteration screen

In almost all the Reports

	F2
	To change the current date

To select company inventory features
	At almost all screens in TALLY

At the F11: Features screen

	F2
	To change the current date

To select company inventory features
	At almost all screens in TALLY

At the F11: Features screen

	F4
	To select the Contra voucher
	At Accounting / Inventory Voucher creation and alteration screen

	F5
	To select the Payment voucher
	At Accounting / Inventory Voucher creation and alteration screen

	F6
	To select the Receipt voucher
	At Accounting / Inventory Voucher creation and alteration screen

	F7
	To select the Journal voucher
	At Accounting / Inventory Voucher creation and alteration screen

	F8
	To select the Sales voucher
	At Accounting / Inventory Voucher creation and alteration screen

	F8 (CTRL+F8)
	To select the Credit Note voucher
	At Accounting / Inventory Voucher creation and alteration screen

	F9
	To select the Purchase voucher
	At Accounting / Inventory Voucher creation and alteration screen

	F9 (CTRL+F9)
	To select the Debit Note voucher
	At Accounting / Inventory Voucher creation and alteration screen

	F10
	To select the Reversing Journal voucher
	At Accounting / Inventory Voucher creation and alteration screen

	F10 (Ctrl + F10)
	To select the Memorandum voucher
	At Accounting / Inventory / Payroll Voucher creation and alteration screen

	F11
	To select the Functions and Features screen
	At almost all screens in TALLY

	F12
	To select the Configure screen
	At almost all screens in TALLY


Special Key Combination

	Windows
	F Functionality 
	Availability

	ALT + 2
	To Duplicate a voucher
	At List of Vouchers – creates a voucher similar to the one where you positioned the cursor and used this key combination

	ALT + A
	To Add a voucher

To Alter the column in columnar report
	At List of Vouchers – adds a voucher after the one where you positioned the cursor and used this key combination.

Alters the column in all the reports which can be viewed in columnar format

	ALT + C
	To create a master at a voucher screen (if it has not been already assigned a different function, as in reports like Balance Sheet, where it adds a new column to the report)

To access Auto Value Calculator in the amount field during voucher entry
	At voucher entry and alteration screens, at a field where you have to select a master from a list. If the necessary account has not been created already, use this key combination to create the master without quitting from the voucher screen.

At all voucher entry screens in the Amount field

	ALT + D
	To delete a voucher

To delete a master

To delete a column in any columnar report

(if it has not been already assigned a different function, as explained above)
	At Voucher and Master (Single) alteration screens. Masters can be deleted subject to conditions, as explained in the manual.

All the reports screen which can be viewed in columnar format

	ALT + E
	To export the report in ASCII, Excel, HTML OR XML format
	At all reports screens in TALLY

	ALT + I
	To insert a voucher

To toggle between Item and Accounting invoice
	At List of Vouchers – inserts a voucher before the one where you positioned the cursor and used this key combination.

At creation of sales and purchase invoice

	ALT + L
	To select the Language Configuration
	At almost all screens in TALLY

	ALT + K
	To select the Keyboard Configuration
	At almost all screens in TALLY

	ALT + O
	To upload the report at your website
	At all reports screens in TALLY

	ALT + G
	To select language for Tally Interface
	At almost all screens of TALLY

	ALT + M
	To Email the report
	At all reports screens in TALLY

	ALT + N
	To view the report in automatic columns
	At all the reports where columns can be added

	ALT + P
	To print the report
	At all reports screens in TALLY

	ALT + R
	To remove a line in a report
	At all reports screens in TALLY

	ALT + S
	To bring back a line you removed using ALT + R
	At all reports screens in TALLY

	ALT + U
	To retrieve the last line which is deleted using Alt + R
	At all reports screens in Tally

	ALT+ V
	From Invoice screen to bring Stock Journal screen
	At Invoice screen > Quantity Field > Press Alt + V to select the Stock Journal.

	ALT + X
	To cancel a voucher in Day Book/List of Vouchers
	At all voucher screens in TALLY

	ALT + R
	To Register Tally
	At almost all screens in TALLY.

	CTRL + A
	To accept a form – wherever you use this key combination, that screen or report gets accepted as it is
	At almost all screens in TALLY, except where a specific detail has to be given before accepting

	CTRL + B
	To select the Budget
	At Groups/Ledgers/Cost Centres/ Budgets/Scenarios/Voucher Types/ Currencies (Accounts Info) creation and alteration screen

	CTRL + ALT + B
	To check the Company Statutory details
	At all the menu screens

	CTRL + C
	To select the Cost Centre

To select the Cost Category
	At Groups/Ledgers/Cost Centres/ Budgets/Scenarios/Voucher Types/ Currencies (Accounts Info) creation and alteration screen

At Stock Groups/ Stock Categories/ Stock Items/ Reorder Levels/ Godowns/ Voucher Types / Units of Measure ( Inventory Info)  creation/alteration screen

	CTRL+ E
	To select the Currencies
	At Groups/Ledgers/Cost Centres/ Budgets/Scenarios/Voucher Types/ Currencies (Accounts Info) creation and alteration screen

	CTRL + G
	To select the Group
	At Groups/Ledgers/Cost Centres/ Budgets/Scenarios/Voucher Types/ Currencies (Accounts Info) creation and alteration screen

	CTRL + H
	To view the Support Centre
	At Almost all screens in Tally

	CTRL + I
	To select the Stock Items
	At Stock Group/ Stock Categories/ Stock Items/ Reorder Levels/ Godowns/ Voucher Types / Units of Measure ( Inventory Info)  creation/alteration screen

	Ctrl + Alt + I
	To import statutory masters
	At all menu screens

	CTRL + K
	To Login as Remote Tally.NET User
	At Almost all screens in Tally

	CTRL + L
	To select the Ledger

To mark a Voucher as Optional
	At Groups/Ledgers/Cost Centres/ Budgets/Scenarios/Voucher Types/ Currencies (Accounts Info) creation and alteration screen

At the creation and alteration of Vouchers

	CTRL + O
	To select the Godowns
	At Stock Group/ Stock Categories/ Stock Items/ Reorder Levels/ Godowns/ Voucher Types / Units of Measure ( Inventory Info)  creation/alteration screen

	CTRL + Q
	To abandon a form – wherever you use this key combination, it quits that screen without making any changes to it.
	At almost all screens in TALLY.

	CTRL + R
	To repeat narration in the same voucher type
	At creation/alteration of voucher screen

	CTRL + Alt + R
	Rewrite data for a Company
	From Gateway of Tally screen

	CTRL + S
	Allows you to alter Stock Item master
	At Stock Voucher Report and Godown Voucher Report

	CTRL + U
	To select the Units
	At Stock Groups/ Stock Categories/ Stock Items/ Reorder Levels/ Godowns/ Voucher Types / Units of Measure ( Inventory Info)  creation/alteration screen

	CTRL + V
	To select the Voucher Types

To toggle between Invoice and Voucher
	At Groups/Ledgers/Cost Centres/ Budgets/Scenarios/Voucher Types/ Currencies (Accounts Info) creation and alteration screen

At creation of Sales/Purchase Voucher screen
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