Accounting Dictionary

Abnormal loss

Loss caused by unexpected or abnormal conditions is known as abnormal loss. If proper control measures are taken, abnormal loss is controllable.

 

 

Accommodation of bill

An accommodation bill is signed by a drawer, acceptor or endorser, without any consideration, for the sole purpose of extending financial accommodation to one or more parties.

 

 

Account

For the purpose of double-entry system of accounting, every transaction has to involve two aspects, which are called 'Accounts' – while one account is debited, the other is credited. 

An account is a section of ledger in which all the transactions relating to the same activity that have taken place during a given period, is summarised and accumulated.

 

 

Account Current

An Account Current is a statement of transaction of one person with another, set out datewise in the form of ledger accounts, with additional column for computing interest allowed or received, the net balance of which is entered to the credit or debit side of the account itself.

 

 Account Sales

When goods are despatched to the consignee, the consignor raises a proforma invoice on the consignee. Periodically, the consignee sends a statement of sales made and expenses incurred commission earned and net amount due to the consignor - this statement is known as “Account Sales”. 

 Accounting

· Accounting is a discipline, which deals with  

·        Recording, classification and summarisation of financial transactions in monetary terms, 

·        Presentation and interpretation of results of those transactions for ascertaining financial position and assessment of performance over a period and 

·        Projection of future activities from planned courses of action.

 

 

Accounting Equation

The total claims towards an entity, or its total liabilities will be always equal to the total assets owned by it. The total liabilities of an entity comprise external liabilities and capital.

This can be expressed in the form of an equation: 

 

Assets = Capital + Liabilities

Or

 

Capital = Assets – Liabilities

 

Every business transaction, no matter how simple or complex, can be expressed in terms of its effect on the accounting equation. Regardless of whether an entity grows or contracts, this equality between the asset and the claim against the assets is always maintained and is formally expressed as a Balance Sheet.

 

 

Accounting Language

The terms of accounting can never be expressed with absolute precision and clarity though the general languages used by us normally. Accounting records and information can be communicated through accounting language. One has to learn the basics of accounting language in order to extract correct meaning of accounting information. This language is complex and many of the words used do not mean same as they do in everyday life.

 

 

Accounting Policies

The accounting policies refer to the specific accounting principles adopted by the enterprise in the preparation and presentation of financial statements.
All significant accounting policies adopted in the preparation and presentation of financial statements should be disclosed as part of the financial statements. Any change in accounting policies which has a material effect on the current period or is reasonably expected to have a material effect in a later period, should be disclosed.

 

 

Accounting Period

The period of time covered by the financial statements of an entity. 

 

 

Accrued Income

It is an income, which has already been earned but not yet received within the accounting period.
 

 

Accumulated Depreciation

It is the cumulative depreciation charged on an asset upto the date of review i.e. upto the date till which the depreciation is computed.

 

 

Administration Overheads

A classification of overheads according to function, which includes all expenses incurred in connection with general administration. Salary of administrative staff, rent, rates, taxes of administrative accommodation, postage, telegram and telephone, stationery, lighting of administrative building, depreciation of office appliances, etc. are included in administration overhead.

 

 

Average Due Date

A unique date on which varying amounts of debts or bills due on different dates may be settled through a lumpsum payment while ensuring that neither party suffers any loss of interest.

 

 

Bad debts

Those debts owed to an entity which are regarded as uncollectable and hence may have to be written off.

 

 

Balancing an Account

The word 'Balance' means scale. The amount by which the entries on one side of an account exceed the entries on the other side of the account in termed as balance. Balancing an account means calculating the balance on an account. 

Balancing of an account or ledger is done by putting an additional amount equivalent to the deficit, on the side having smaller totals. If the total of Debit side is more, the balance is called Debit Balance; and if the total of the Credit side is larger, it is called Credit Balance. When an account or ledger is balanced off by closing, say at the end of an accounting period, the side having deficit or shortage will include the additional value as “Balance c/d” (carried down). When the same account or ledger is opened once again, in case of debit balance the debit side starts with the balance written as “Balance b/d” (brought down) – similarly credit side starts with credit balance.

 

 

Balance Sheet

A Balance Sheet is a statement of those assets and liabilities of an entity enterprise,  which can be expressed in terms of money. It shows what the entity owns (assets) and what it owes (liabilities).  The liabilities indicate the sources from which money has been made available to the entity, either from external sources or by its owners. The assets show how the entity has used the money made available to it. 
 

 

Bank Reconciliation Statement

A statement prepared to reconcile the balances shown by the Bank Book maintained by an entity and Pass Book maintained by Bank on the date of review. These balances normally differ due to factors like cheques issued but not presented, cheques deposited but not credited, interest directly debited or credited by bank etc.

 

 

Bill  or Bills see Bill of Exchange
 

 

Bill of exchange
Bill of exchange is a written instrument signed by the maker, containing an unconditional order, directing the drawee to pay a certain sum of money to the payee or to his order or to the bearer of the instrument

 

 

Bin Cards

Bin Cards are quantitative records for items of stock, maintained by the storekeeper and physically kept at the stores, to show the quantity movements of incoming, outgoing as well as balance in stock. At any point of time, stock shown by the bin cards can be verified by physical count. 

 

 

Bookkeeping

Bookkeeping is a part of accounting which deals with recording of financial transactions in monetary terms. 

 

 

Book Value

For fixed assets, the book value is obtained by deducting accumulated depreciation upto the date of review from the historical cost of the asset. 

 

 

Branches of Accounting

There are three main branches of accounting viz.,

·        Financial Accounting

·        Cost Accounting

·        Management Accounting

 

 

Capital Employed

Capital Employed is the total amount of capital required to carry on business.  The term includes capital used for purchase of business assets as well as that used for the running of the business - i.e. Fixed Assets and Working Capital.

 

 

Capital Reserves

Reserves generated by capital sources and which are not available for distribution to owners as share of profits or dividends are known as Capital Reserves - e.g. any surplus arising as a premium on the issue of shares or debentures.

 

 

Cash Discount

Discount allowed as an incentive to realise debts quickly or to clear the debt early. A cash discount is offered by a business with the hope that the person who owes debt will be attracted by the discount and to avail this discount, will repay the debt quickly. Cash Discount allowed is an expense for the business and Cash Discount received is a gain for the business.

 

 

Cash Flow

Cash Flow is a term used in connection with the cash generated during a given period. Cash receipts are considered as inflows while cash payments are outflows. Cash flow forecast helps the managers to predict future cash receipts and payments of an entity.

 

 

Cash Statement 

Used in the context of accounting of financial events, settlements are quite often in Cash, either through receipt or through payments. Therefore to keep control on Cash, it is essential to prepare a Cash Statement listing such receipts and payments.

 

 

Cheque

A Cheque is a Bill of Exchange drawn on a specified banker and payable on demand. 

 

 

Circulating Capital

Also known as floating capital, circulating capital refers to that part of the capital tied up in current assets that are in the process of circulation. A higher rate of circulation results in better profitability.

 

 

Closing Entries

The ledgers of Nominal Accounts i.e. accounts for expenses, losses, incomes and gains are closed by transferring their balances to either Trading Account or to Profit and loss Account at the end of the accounting year. The entries passed to close the books are known as Closing Entries.

 

 

Consignee

The agent, who receives the goods for sale on behalf of the consignor, is called the Consignee.

 

 

Consignor

The manufacturer or the principal i.e. the person who despatches the goods for sale on consignment is called the Consignor.
 

 

Consignment

When goods are sent for sale under specific terms, it is said that the goods have been consigned which means, literally, to deliver or to transfer to another person's custody. The goods so despatched for sale is termed as Consignment. 

 

 

Consolidated Financial Statements

Group accounts which present the information contained in separate financial statements of a holding company and its subsidiaries,  in a form which make it appear as if they were the Financial Statements of a single entity.

 

 

Contingent Liabilities

Liabilities which may arise in future in connection with past events (e.g. Bills discounted but not matured) are known as Contingent Liabilities.

 

 

Contra Entry

It is a technique of writing two aspects of one entry on two sides of a Cash/bank book for recording cash and bank inflows and outflows simultaneously for a single transaction. e.g. withdrawal of cash from bank.

 

 

Cost Accounting

A branch of accounting, which has the main purpose of analysing the expenditure involved, or of ascertaining the cost of various products manufactured or services and comparison of such expenditures and costs with standards or data from previous periods, is  known as Cost Accounting.

 

 

Cost of Sales

Opening Stock along with the value of goods or services purchased, direct expenses connected with purchase of goods or services and direct expenses incurred to make the goods or services fit for sale, net of closing stock is known as Cost of Sales. Generally the cost of sales are compared with the sales in a Trading Account to determine the gross profit.

 

 

Credit

Every financial transaction has two aspects  - the one for receipt of value is called debit while the other giving away value is called credit. In an account an amount entered on the left-hand side is a Debit and the account is said to have been debited; the amount entered on the right-hand side is a Credit and the account is said to have been credited.

 

 

Current Account

The record of transactions between two entities (usually members of the same group) or between head office and a branch, or between a bank and its customers or capital account of partners under Fixed Capital Method is known as current account.

 

 

Current Assets

Assets which get converted into cash in the normal course of running of the business are known as Current Assets. Examples of such assets are stock, debtors etc. These are also known as floating assets or circulating assets.

 

 

Current liabilities

Liabilities of an entity which comprise claims of outsiders that are expected to be paid within the trading period or at a short notice.  Some examples of current liabilities are Sundry Creditors,  Bills Payable,  Outstanding Expenses,  Bank Overdraft etc.

 

Day Book

A book, in which all financial transactions of a particular category are recorded before being posted to the ledgers, is called the Day Book.

 

 

Debentures

Debenture is an instrument by which a company raises loans, in units divided into uniform parts. It is normally a secured form of loan.

 

 

Debit

Every financial transaction has two aspects  - the one for receipt of value is called debit while the other giving away value is called credit. In an account an amount entered on the left-hand side is a Debit and the account is said to have been debited; the amount entered on the right-hand side is a Credit and the account is said to have been credited.

 

 

Del Credere Commission

This term is used in the context of Consignment Accounts. In return for ordinary commission, which a consignee gets, he does not guarantee that all those who buy goods on credit will pay up eventually - the consignee can not be held responsible for any bad debt. To avoid loss arising from bad debts, a consignor may promise to pay some additional commission, called Del Credere Commission, to the consignee on total sales on terms that the consignee will undertake to collect the entire debts.

 

 

 

Depreciable Assets 

The assets, which depreciate, are called depreciable assets.

 

 

Depreciation

Depreciation is the permanent and continuous wearing out, consumption or loss of value of a depreciable asset arising out of use, efflux of time or obsolescence due to changes in technology and market conditions. 

Depreciation is a process of allocation of fair proportion of the cost of a depreciable asset over several accounting periods that benefit from use of such asset.

 

 

Direct Expenses

Any expense that is directly associated with purchase or manufacture of goods or services is known as direct expenses. This is an element of prime cost.
 

Direct Income

An item of income that forms the primary source of earning for an entity is known as direct Income.

 

 

Direct Labour

Wages that aid in the conversion of raw materials into finished products, for those labour who can be identified to specific products and allocated accordingly, are treated as direct labour. Direct labour forms a part of prime cost.

 

 

Direct Material

It represents those materials, which form a part of the finished product and can be identified specifically with a particular finished product. Cost of direct materials form a part of prime cost.

 

 

Discounting of bill 

When the holder of a Bill of Exchange desirous of getting the money before the due date, sells the bill to a bank or a finance company or any other financier against a charge, the bill is said to have been discounted. 

 

 

 

Discounting charges

The charge paid to a bank or finance company or any other financier towards discounting of a bill of exchange is known as discounting charge. Discounting charge is imposed at a fixed rate percent per annum, from the date of discounting to the date of maturity. 
 

 

Distribution Overheads

A classification of overheads according to function, which includes all expenses incurred in connection with delivery of the product, after the sales are effected.  Thus, delivery van expenses, freight and insurance, packing for delivery, loading and unloading, salary of the delivery staff etc. is included in distribution overhead.

 

 

Double Entry System of Accounting or book-keeping

After judging the two aspects of a financial transaction, the system of book-keeping adopted for recording the amount of a transaction once on the Debit side of one account and again on the Credit side of another account, is called Double Entry System of accounting or bookkeeping.

 

 

Drawee 

In the context of Bill of Exchange, the person to whom the order is made, i.e. the debtor is known as the drawee.

 

 

Drawee in case of need 

In a Bill of Exchange, sometimes the name of another person is mentioned as the person who will accept the bill if the original drawee does not accept it. Such a person is called the ‘Drawee in case of need’.

 

 

Drawer 

The person who draws or makes the Bill of Exchange, i.e. a Creditor is known as the drawer.

 

 

Endorsement of Bill

Endorsement means signature of the holder made on the face of a Bill of Exchange with the objective of transferring the instrument. The person who makes the endorsement is called the ‘endorser’ and to whom it is endorsed is called the ‘endorsee’.

 

 

Errors

Unintentional mistakes made in the financial statements are referred to as errors.

 

 

Equity Shares  

The ordinary shares, forming a part of the share capital of a company, who are not entitled to dividend at a fixed rate and also do not have any prior right of repayment of capital. However, after due appropriation, all residual profits belong to the equity shareholders only.

 

 

Factory or Works Overheads

A classification of overheads according to function which includes all indirect expenses at the factory. These include indirect wages of all factory staff (i.e. excluding direct workers), indirect materials, indirect expenses like rent, rates and taxes of factory, depreciation of factory assets, excise duty, canteen expenses, labour welfare expenses, etc.

 

 

Fictitious Assets

These items of assets are not assets in its true meaning and are shown in the Balance Sheet till they are fully written off. Such assets are not expected to realise any value in future. Preliminary expenses of a company, discount on issues of shares, etc. are examples of fictitious assets.

 

 

Financial Accounting

It is a Branch of Accounting which deals with recording, classification and summarisation of financial transactions of an organisation in monetary terms which presents the effect of those transactions over a period of time. 

 

 

Financial events 

Financial events are those which are concluded in cash and involve receipt or payment of cash. They can be recorded in books of accounts 

 

 

Finished Goods

Manufactured goods, ready for sale or despatch to customers, agents etc. are known as Finished Goods.

 

 

Fixed Assets

Assets of an entity which are owned for the purpose of earning revenues, producing goods and services and are not sold in the normal course of business.

 

 

Fixed Capital Method  

A method for accounting of capital of a partnership business, under which the capital is allowed to remain fixed or constant during lifetime of the business, is called Fixed Capital Method. All transactions between the firm and the partners are carried through a separate account called current account. The other method for accounting of capital of a partnership business is Fluctuating Capital Method.

 

 

Fixed Overheads

Overhead Expenses that remain fixed irrespective of change in the level of output of trading/ manufactured goods or services are classified as fixed overheads. 
 

 

Fluctuating Capital Method 

A method for accounting of capital of a partnership business, under which the partners’ capital is not kept fixed. No separate current account is opened and all transactions between the firm and the partners are recorded through the capital account itself. The other method for accounting of capital of a partnership business is Fixed Capital Method.

 Fraud

Fraud means an intentional misrepresentation of material facts by one or more individuals amongst management, employees or other parties while recording the transactions of an entity.

 

 

 

Fund Flow Statement

A detailed financial statement in respect of an entity, which describes the sources from which funds are obtained and applications of such funds, showing how such funds have been utilised during a particular period. 

 

 

General, Impersonal or Nominal Ledger

A ledger which records all transactions of an entity in the form of accounts, is known as General or Nominal Ledger.

 

 

General Acceptance 

When the drawee accepts the liability to pay the amount mentioned in a Bill of Exchange in full without any condition or limitation, it is termed as General Acceptance.

 

 

Goodwill

It is an intangible benefit arising from the commercial connections and reputation of an entity. When an entity is purchased, any amount paid in excess of its net worth represents the value of its Goodwill.

 

Goods Receipt Note (GRN)

Whenever goods are received at the stores, after due inspection of goods, the storekeeper usually records such receipts on a document called Goods Receipt Note (GRN).  Usually, this is the basic record for receipt of goods in stores.

 

 

Gross Capital Employed 

It is the money value of Fixed Assets and Current Assets of an entity.

 

 

Gross Profit

Profit realised from sale of goods or services before considering the expenses of administration, selling and distribution.  The net balance of Trading Account represents gross profit.

 

 

Historical Cost

Historical cost of a depreciable asset represents the money spent in connection with acquisition, installation, commissioning as well as additions and improvements of such asset.

 

 

Holder

A holder is a person entitled in his own name to the possession of a Bill of Exchange and to recover the amount due from the parties to the bill.
 

 

Holder in Due Course 

· The holder of a Negotiable Instrument is called the Holder in Due Course if he satisfies the following conditions:

·        He has obtained the instrument for consideration.

·        He became holder of the instrument before its maturity.

·        He had no cause to believe that any defect existed in the title of the person from whom he derived his title.

 

 

Imprest

A cash balance separately maintained and accounted for in books, from which disbursements of a specified nature are made, is called imprest. Usually, the imprest balances are periodically restored to its original amount after booking of payments.

 

 

Indirect Expenses

Expenses associated with general administration, sales, recovery of dues etc. is known as Indirect Expenses. In contrast to direct expenses, these expenditures cannot directly be associated with purchase or manufacture of goods or services. Some examples of indirect expenses are general Salaries, Rent of office etc.

 

 

Indirect Income

An item of income that does not form a part of regular source of income from the general business activities is known as Indirect Income. Examples of indirect incomes are Discount Received against payment to creditors etc.

 

 

Interest Capital 

Interest Capital is that part of owners’ capital which is obtained by retaining profits of a business concern - it is that part of profit earned by a business which is not distributed to the owners but are retained within the business.  The retained profits may be retained in the books of accounts as Reserves, Profits and Loss Account, Provision for Depreciation etc.

 

 

Investments

An application of funds, applied on a specific asset for the purpose of earning income by way of interest or other forms of profit, is known as Investments.

 

 

Joint Venture 

Joint Venture is a commercial activity by two or more persons, undertaken for a particular purpose and usually for a duration, limited to the period in which the specific purpose, for which the joint venture was formed, could be completed. 

 

 

Ledger

This is a book in which accounts containing summarised transactions after due classification of entries of similar account heads are kept. While the General Ledger contains all accounts, there are specific ledgers also which contain details of purchases, sales etc.

 

 

Liquid Assets

Cash and assets that are possible to be converted into liquid cash quickly, are called liquid assets or quick assets. For example Cash, Debtors or other current assets excluding stocks etc. 

 

 

Loan Capital

Loan Capital constitutes liabilities of an entity, to external entities lending money as long term loans and usually rewarded through payment of interest at agreed rates. For example, Debentures,  long-term loans from banks or financial institutions.

 

 

Long-term liabilities

These liabilities are loan capital which comprise liabilities of a fairly long-term nature, not requiring payment within a short period. Some examples of such liabilities are secured loans from financial institutions, Debentures etc.

 

 

Loss, abnormal     see Abnormal Loss

 

 

Loss, normal     see Normal Loss

 

 

Management Accounting

Management Accounting is that branch of accounting which provides information for internal use of the management to facilitate decision-making in respect of various operations of an entity.

 

 

Manufacturing Account 

The Manufacturing Account is prepared by entities engaged in manufacture of goods and services to determine the cost of production. 

The Manufacturing Account is a sum total of all the Cost Sheets prepared for different production processes of an organisation. 

 

 

Material Requisition Note

The stores keeper issues materials from the stores on receipt of a properly authorised stores requisition known as Material Requisition Note (MRN) or Material Issue Note (MIN) which authorises as well as records the issue of materials. 

 

 

Narration

Every entry in the primary book of records is followed by a short description of the transaction, which is called narration. It provides help in understanding the meaning of technical language of Debit and Credit involved in Journal Entries.

 

 

Negotiable Instrument

A Negotiable Instrument means a promissory note, Bill of Exchange or cheque payable either to order or bearer. The term negotiable means transferable and Negotiable Instrument signifies the method of transferring a debt from one person to another. 

 

 

Net Capital Employed 

It is the money value of Fixed Assets and Current Assets over Current Liabilities. It may also be defined as the sum of Owned Capital, Loan Capital and Interest Capital of the business unit.

 

 

Net Profit

Profit realised from sale of goods or services after deducting from the gross profit, all expenses for administration, selling, and distribution.  The net balance of Profit and Loss Account shows net profit of a business.

 

 

Net Worth

Net worth is the difference between the total assets of an entity and its external liabilities – it represents what it owes to its owners. The terms net worth, owner's investment or capital all has the same meaning in accounting.

 

 

Nominal Account

An account meant to record incomes (like sales, interest income, miscellaneous income etc.) and expenditures (like manufacturing expenses, purchases, salaries etc.). The other two types of accounts are personal and real.

 

 

Non-Financial events 

Non-financial events are of personal nature and are difficult to record in books of accounts.

 

 

Non recurring Expenses

Used in the context of consignments, non recurring expenses include those expenses which are incurred while transferring goods from the premises of consignor to the consignee’s godown. These expenses are usually incurred only once per consignment. Some examples of these expenses are Freight, Insurance in Transit, Octroi, local duties etc. For imported consignments, items like Customs Duty, Dock Charges etc. may also be incurred on the consignments.

 

 

Normal loss

Loss, which is inevitable and difficult to control, is known as Normal Loss.

 

 

Notary Public    

Notary public is an officer appointed by the Central or State Government to exercise the powers and functions relating to noting and protesting of a Bill of Exchange or Promissory Note for dishonour. Noting of an instrument authenticates the fact of dishonour. The fee paid for noting is called ‘Noting Charges’.

 

 

Noting 

When a bill of exchange or promissory note, is dishonoured by non-acceptance or non-payment the holder may get such fact of dishonour noted on the instrument by a notary public - such a record is called “noting”. Noting must be made within a reasonable time after dishonour and must specify the date of dishonour, the reason, if any assigned for such dishonour and the notary’s charges.

 

 

Opening Entries

While opening the accounts for the next year, a set of entries known as Opening Entries, are passed to bring forward the opening balances of the real accounts and personal accounts in the books.

 

 

Outstanding Expenses

Outstanding Expenses are those expenses, which have become due but payment for those expenses have not been made within the accounting period.

 

 

Overheads

It is the aggregate of indirect material cost, indirect labour cost and indirect expenses. Overheads cannot be allocated to a product directly but are apportioned on an equitable basis according to some logic and norms. Overheads may be classified according to functions into factory, administrative, selling and distribution overheads; else the overheads may also be classified according to behaviour into fixed overheads and variable overheads. 

 

 

Owners’ Capital

It represents the owner's interest in business, which is also known as Net worth. It is made up of capital provided by the owners and Interest Capital.

[Owners’ Capital = Total Assets - External Liabilities]

 

 

Partnership

Partnership is the relation between persons who have agreed to share the profits and losses of a business carried on by all or any of them acting for all.

 

Partnership Deed

A document which contains terms and conditions of a partnership business. 

 

 

Payee  

The person to whom the sum mentioned in the Bill of Exchange is payable.

 

 

Personal Account

An account containing records of transactions with a person or an organisation (like customers, vendors etc.). The other two types of accounts are nominal and real.

 

 

Petty Cash Book

A separate record of small cash receipts and payments are often maintained in a book known as Petty Cash Book. 

 

 

Posting

The recording of transactions from the books of primary entry to a ledger account or transferring of entries between ledger accounts is called posting.

 

 

Preference Shares

These shares carry preferential rights in respect of dividends and in respect of repayment of capital either on redemption or at the time of liquidation. 

 

 

Prepaid Expenses

An expense which has been paid in advance, though it was not due till the last date of the accounting year. 

 

 

 

Prime Cost

Cost made up of direct materials, direct wages and direct expenses for purchase or manufacture of goods or services.

 

 

Profit and Loss Account

The account in which net profit or net loss of a business is ascertained for an accounting year is called Profit and Loss Account. It is a nominal account that considers all revenue incomes and expenditures.

 

 

Proforma Invoice 

Often used in the context of consignments, a Proforma Invoice is an identical copy of invoice primarily issued to make the recipient aware of an intended sale.

 

Promissory Note

A promissory note is an instrument in writing (not being a bank note or a currency note) 

containing an unconditional undertaking, signed by the maker to pay a certain sum of money only to, or to the order of a certain person, or the bearer of the instrument.

 

 

Protest

When a bill of exchange or promissory note has been dishonoured by non-acceptance or non-payment, within a reasonable time the holder may get such dishonour noted and certified by a Notary Public. Such a certificate is called Protest.

 

 

Purchases Day Book

A book of entry in which records the details and amounts of each credit purchase transaction. 

 

 

Purchases Ledger or Bought Ledger

The ledger that records the creditors’ individual accounts and transactions is called the Purchases Ledger or Bought Ledger. 

 

 

 

Purchases Returns Book or Returns Outward Book 

The book in which all the details and amounts of goods returned to suppliers are kept is called the Purchases Returns Book or Returns Outward Book.

 

 

Qualified Acceptance 

When the drawee of a bill of exchange puts some condition during acceptance, it is termed as a Qualified Acceptance. 
 

 

Raw Materials

Raw materials are unprocessed stocks awaiting conversion into saleable products.

 

 

Ratio

Ratio is a comparative relationship between two variables of similar kind. The ratios are usually expressed as a number, fraction, percentage or proportion.

 

 

Ratio analysis

This is a technique for analysis and interpretation of financial statements through use of ratios to relate various accounting data shown in the financial statements.

 

 

Real Account

An account maintained for recording assets (like land, buildings, cash etc.) and liabilities (like loans). The other two types of accounts are nominal and personal.

 

 

Recurring Expenses

Used in the context of consignments, recurring expenses are those expenses, which are incurred time and again by the consignee for the purpose of selling of goods on consignment. Some examples of Recurring Expenses are Godown Rent, Storage cost, insurance during storage etc.

 

 

Red Ink Interest 

Normally, interest is calculated on an Account Current on the amount of transaction, from the day next to the date of transaction, to the closing date for the period. In case of bills and future dated invoices, the due dates may fall either within or outside the accounting period. When the due date falls outside the accounting period, interest from the closing date to such due date is written in Red Ink - this interest is known as Red Ink Interest. Red signifies negative - the significance of Red Ink Interest is that it always has a negative effect. As an alternative, the Red Ink Interest could as well have been written in ordinary ink on the opposite side of the account.

 

 

Renewal of Bill 

When the drawee of a bill of exchange is unable to meet the payment obligation on the due date, he may accept a fresh bill including interest (and incidental expenses, if any) for some extended period, in place of the old bill. This process is called renewal of bills.

 

 

Reserves

These are portion of profits which have not been distributed to the owner as per policy of an entity.  Reserves may further be classified as Revenue Reserves and Capital Reserves.

 

 

Retirement of Bill 

When the drawee pays the bill before its due date, it is called retirement of a bill. The holder allows him a certain amount, known as rebate, calculated at a certain percent per annum from the date of retirement to the date of maturity.

 

 

Revenue Reserves

Reserves generated from revenue sources, which are available for distribution to owners as share of profits or as dividends, are known as Revenue reserves.

 

 

Sales Day Book

A book of entry in which the details and amounts of each credit sales is recorded.

 

 

Sales Ledger

The ledger that records the debtors’ individual accounts and transactions is called the Sales Ledger.

 

 

 

Sales Returns Book or Return Inwards Book 

The details of amounts of goods returned by customers are recorded in a book called the Sales Returns Book or Return Inwards Book.

 

 

Salvage Value

Salvage Value is the amount which an asset is expected to realise if disposed off at the end of its Useful Life.

 

 

Scrap

Discarded materials and incidental residues from certain types of manufacturing processes, which usually recover small value without further processing, are termed as Scraps. 

 

 

Selling Overheads

A classification of overheads according to function which includes all expenses incurred in connection with sales.  Thus, salary of sales staffs, commission, advertisement, rent, rates, taxes of sales office, depreciation of sales office appliances, cost of participation in industrial fares and exhibitions, cost of free gifts, cost of free after sales service, normal bad debts, etc. are included in selling overhead.

 

 

Semi-variable Overheads

As contrasted from fixed overheads and variable overheads, these overheads comprise expenses vary according to output but not really in the same proportion since these costs are partly fixed and partly variable in nature. Examples of semi-variable overheads are Repairs and Maintenance of Building, Salary of Supervisors, etc.

 

 

Shares

The capital of a company is usually divided into certain individual units of fixed amount, called shares. The shares are movable properties in the hands of shareholders of the company and are transferable as per the provisions contained in the Articles of Association of the company. Normally shares may be of two types viz. equity shares and preference shares.

 

 

Single Entry System of Accounting

In contrast with double entry book-keeping, the Single Entry System of Accounting or book-keeping is an imperfect system of accounting in which the dual aspects of transactions are not considered. The Single Entry System records transactions purely from the point of view of convenience, most often keeping records of only personal accounts and/ or real accounts. This system of accounting fails to disclose free and fair financial results of an entity, due to its unscientific nature. 

 

 

Stock or Stores Ledger

The Stock or stores ledger is a ledger maintained at the accounting or costing department of a concern which records inward and outward movement of materials and balances in hand, both in terms of quantity as well as value for each item of stock. Stock or Stores ledger acts as a stock control record and supplies the value of inventories for preparation of Profit and Loss Account.

 

 

Stores Requisition    

Stores Requisition is an authorisation for the issue of stock items, prepared in a prescribed form and signed by authorised persons from the department making such requisition. 

 

 

Sundry Creditors

Sundry Creditors are persons or entities from whom goods are bought on credit.
 

 

Sundry Debtors 

Sundry Debtors are persons or entities to whom goods are sold on credit
 

 

Trade Discount

It is an essential price adjustment involved in trading business. It is the difference between Catalogue or Sales Price paid by the customer and the actual Purchase Price paid by the trader. It represents the profit margin earned by the trader from trading activities.

 

 

Trading Account

It is prepared by a trading concern at the end of an accounting period to find out Gross Profit or Loss resulting from purchases, sales, stock adjustments and direct expenses.

 

 

Transactions

A transaction is an event  - only financial transaction involving transfer of money is recorded in the books of account. Every financial transaction leads to a change in the financial position of the involved entities.

 

 

Useful Life

Useful Life of a depreciable Asset is the period over which an asset is expected to be effectively used by an organisation.

 

Variable Overheads

Overhead Expenses that vary proportionately with the output are called variable overheads. 

 

 

Wasting Assets

Fixed Assets such as Mines, Quarries etc that get consumed while being used for earning revenues are called Wasting Assets.

 

 

 

Work in Progress

Materials, components or products in various stages of completion during a manufacturing process are termed as Work in Progress. The term also applies to partly completed contracts.

 

 

Working Capital

Working Capital is the amount of capital that is available to meet the day-to-day expenditure of business. The amount of working capital indicates ability of the business to meet immediate obligations and capacity of the business to carry on effective operations. 

Working Capital = Current Assets - Current Liabilities

The elements of working capital continuously change form from one element to another.

 

 

Working Capital Cycle

Continuous and cyclic change in the form of working capital items during day-to-day running of a business is known as Working Capital Cycle.

 

 

Written Down Value 

The value of a depreciable asset after deduction of current year's depreciation charge is known as Written down Value.

