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1.0 OBJECTIVES

After studying this unit you should beableto:

e gppreciatethe need for accounting

defineaccounting and outlineits scope

distinguish between book-keeping, accounting and accountancy
identify the partiesinterested in accounting information
describethe advantagesand limitationsof accounting

explain theaccounting concepts tp be observed at the recording stage
explain thesystems of book-keeping

classify accounus

analysethetransactionsand identify the accounts to be debited and
credited

identify the stagesinvolved in accounting
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1.1 INTRODUCTION

In business numeroustransactionstake place every day. It is humanly impossibleto
remember all of them. Hence the need to record them. The recording of business
transactions.is the main function served by Accounting. With the help of accounting records
the businessman is able to ascertain the profit or loss and thefinancial positionof his
Businessat theend of agiven period and communicatesuch information to all iuterested
parties. INn thisunit weintend to have an overview of Accountingand discussitsnature, .
scopeand importance. We shall alse discussthe basic conceptswhich are to be observedat
the recording stage and explain thie principleof doubleentry i.e., the rulesof debitand .
credit.
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8.2 ACCOUNTING—AN OVERVIEW

You know thereis alimit to human memory. Yau cannot remember everything you do or
each transaction you make. If you are given Rs. 5,000 and asked to buy a number of items
you will findit difficult to remember the detail of variousitemsyou purchased. Hence, it
becomes necessary for you to write them on apiece of paper or anote book. It is still more
difficultin case of businesswhich usualy involvesalargeniumber of transactions. In
businessyou have to buy and sell more frequently. You make paymentsand receive
payments every now and then. It becomesamost impossibleto remember all these
transactions. So, unl essyou'record them properly you cannot obtain any financial
information you need. For example, you cannot easily ascertain the amounts to be received
from variouscustomersto whom the goods were sold on credit. You will not know the
detail of how much you owe to your suppliers. You may asofind it difficult to work out the
profit earned or lossincurred during a particular period. It is, therefore, necessary to
maintain a proper record of al the transactions which take placefrom time to time. The
recording of businesstransactionsin a systematic manner is the main function served by
accounting. Whichever theform of businessorganisation—a sole proprietorship, a
partnership, acompany, or a co-operativesodely —it has to maintain proper accounts. The
accounting information is useful both for the management and the outside agencies like tax
authorities, banks, creditorsetc. The management needsit for purposesof planning,
controlling and decision making. The banksand creditors requireit for assessing the credit
worthinessd the business and the tax authoritiesuseit for determinirig the amount of
incometax, salestax, etc. Infact, accountingis necessary not only for business
organisationsbut aso for non-businessorganisationslike schools, colleges, hospitals, clubs
€tc.

1.2.1 Objectivesof Accounting
The objectivesof accounting can be stated asfollows:

1 'Tomaintain systematic records: Accountingis used to maintain Systematic record of
all financial transactionslike purchasé and sale of goods, cash receipts and cash
payments, etc. It isaso used for recording variousassets and liabilities of the business,

2 To ascertain net profit or net loss of the business: A businessman would be
interested in periodicaly finding thenet result of his business operations i.e., whether
the business has earried profit or incurred someloss. A proper record of all income and
expenseshel psin preparing aProfit and Loss Account and ascertain the nét result of
businessoperationsduring a particular period.

3 Toascertain thefinancial pesition of the business: The businessman isalso
interested in ascertaining thefinancial positionof hisbusinessat theend of a particular
period i.e., how much it ownsand how much it owesto others. He would also like to
know what happened to hiscapital, whether it has increased or decreased or remained

. constant. A systematic record of assetsand liabilitiesfacilitatesthe preparation of a
position statement called Balance Sheet which provides the necessary information.

4 To provide accounting information tointerested parties: Apart from ownersthere
are various partieswho are interestedin the dccounting information, These are:
bankers, creditors, tax authorities, prospective investorsetc. They need such
information to assessthe profitability and the financial soundness of the business. The
accounting information is communicatedto themin theform of an annual report.

1.2.2 Definitionand Scope.of Accounting

The subject of "Accounting’ has been defined in different ways by different authorities. So
it is very difficult to define the subject through asingle definition. However, thefollowing
definitions would givea general understandingof the subject.

According to the American-Accounting Association " Accounting is the process of
identifying, measuring and communicating econgmic information to permit informed
judgementsand decisions by usersof theinformation™. Thisdefinition stresses three aspects
viz., identifying, measuring, and communicatingeeonomic information.

In the words o the Committeeon Terminology, appointed by the American Institute of
Certified Public Accountants, "' Accounting isthe art of recording, classifying and
summarising in a significant manner and in terms of money, transactions and events which




are, in part a least, of afinancial character and interpreting the results thereof'. This is @ Basic Cuncepts of
popular definition of accounting and it outlinesfully the nature and scope oOf accounting Accounting
activity.

You know a businessis generally staried with the proprietor's funds known &s capital. The
proprietor may also borrow some funds from hanksend other agencies. These fundb are
utilised to acquire the assets needed for the businessand also to carry out'various business
activities. In the processa number of transactionstake place. The accountant-has to identify
the transactions to be recorded, measure them in termsof money, and record them in
appropriate books of account. Then he has to classify them under separate heads of account,
prepare a summary in the form of Profit and Loss Account and Balance Sheet, and analyse,
interpret and communicate the results to the interested parties. This is the sum and substance
of accounting. The scope of accounting can, therefore, be outlined as follows:

1 Accounting is concerned with the transactions and events which are of afinancial
character. Such transactions have to be identified by the accountant. He can do so with
the help of various billsand receipts.

2 Having identified the transactions, they should be measured orpxpressed in terms of
money, if not expressed already. Every transaction is recorded in booksonly in terms of
money and not in termsof physical quantities.

3 Thetransactions which are identified and measured are to be recorded in a book called
‘Journal’ or in one of itssub-divisions.

4  Therecorded transactions have to be classified with aview to group transactions of
similar nature at one place. This work is done in aseparate book called 'Ledger'. In the
ledger, a separate account i s opened for each item so that all transactionsrelating to it
can be brought at one place. For example, salaries paid at different times are brought
under 'Salaries Account'.

5 Thetransactionswhich arerecorded and classified will result in a mass of financial
data. It is, therefore, necessary to summarise such data periodicaly (at least once a year)
in asignificant anrd meaningful fonn. Thisisdone in theform of aProfit and Loss
Account which reveals profit or loss, and a Balance Sheet which indicatesthe financia
position of the business.

6 Thesummarised results haveto be analysed and interpreted with the help of statistical
toolslike ratios, averages, etc., and examined critically. Later on, thisdatawill be
communicatedin theform of reportsto theinterested parties.

Look at Figure 1.1 and note the activitiesinvolved in accounting which starts with
identifyingthe transactions to be recorded and ends with communicating the results to
,owners, managementand the other interested parties who USe them for decision making.

Figure 1.1: Accounting Activities
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1.2.3 Book-keeping, Accounting and Accountancy
According to G.A. Lee, the accounting system has following two stages:

i) themaking of routine records, in prescribed form and according to set rules, of dl
events which affect thefinancial state d the organisation; and

ii) thesummarisation from timeto time of the information contained in the records, its
presentation in a significantform to interested parties, and its interpretation asan aid to,

decision making by these parties.
Stage (i) iscalled Book-keeping and stage (ii)is called Accounting.

Book-keepingis thus a narrow term concerned mainly with the maintenance of the books of
account and coversthefirst four activitieslisted in the scope of accounting viz., identifying
the transactions and eventsto be recorded, measuring them in terms of money, recording
them in the books o primeentry, and posting them into ledger. Accounting, on the other
hand, is concerned with summarising the recorded data, interpreting the financial resultsand
communicating them to all interested parties. In other words, accounting starts where book-
keeping ends. But in practice, the accountants also direct and review the work of book-
keepersand therefore the term accounting is generally used in a broader sense covering dl
the accounting activities, Thus, Book-keeping is regarded as a part of Accounting.

The term 'Accountancy’ refersto asystematised knowledge of accounting and is regarded
as an academic subject like economics, statistics, chemistry, etc. It explains 'why todo' and
'how to do' of variousaspectsof accounting. In other words, while Accounting refersto the
actual processof preparingand presenting theaccounts, Accountancy tells us why and how
to prepare the books of account and how to summarisethe accounting information and
communicateit to theinterested parties. Thus, Accountancy isa science (a body of
systematised knowledge) wher eas Accpunting istheart of puttingsuch knowledgeinto
practice.

In general usage, however, Accountancy and Accountingare used as synonyms (meaning
the same thing). But, of |ate, the term accounting is becoming more and more popular.

1.2.4 PartiesInterested in Accounting Information

You have learnt that many people areinterested in examining thefinancial information
provided in the form of aProfit and Loss Account and a Balance Sheet. This helpsthem

a) tostudy the present position of business,
b) tocompareits present performance with that of its past years, and

¢) tocompareitsperformancewith that of similar enterprises.
Now let us see who such partiesare and how accounting information is useful to them.

Owners. Ownerscontribute capital and assumetherisk of business. Naturaly, they are
interested in knowing the amount of profit earned by the businessand so also its financial
position. If, however, the management of the businessis entrusted to paid managers, the
ownersalso use the accounting informationto eval uate the performance of the managers.

M anager s: Accountinginformation is of immense use to managers. It helps themto plan,
control and evaluateall business activities. They also need such information for making
various decisions.

Lenders: Initialy thefunds are provided by the owners. But, when the business requires
more funds, they are usually provided by banks and other lendersof money. Beforelending
money they would like to know about the solvency (capacity to repay debts) of the

enterprise so as to satisfy themselves that their money will be safe and the repaymentswill

be madeon time.

Creditors: Those who supply goods and serviceson credit are called creditors. Like
lenders, they too want to know about credit worthinessof the enterprise. This helpsthem to
determine thelimits up to which credit can be granted.

Prospecti=z Investors. A person who wantsto becomea partner in afirm or a person who
wants to become a shareholder of a company, would like to know how safe and rewarding
the proposed investment would be.

Tax Authorities: Tax authoritiesof the Government are interested in the financial .
statements s0 as to assessthe tax liability of the enterprise.



Employees: The employees of the enterprise are also interested in knowing the state of
affairs of the organisation in which they are working, so as to know how safe their ixterests
arein that organisation.

1.2.5 Branchesof Accounting

Accounting as we know it today has evolved over many centuriesin response to the
changing economic, socia and political conditions. The economic developmentand
technological improvements have resulted in an increasein the scale of operationsand the
advent of the company form of businessorganisation. This has made the management
function more and more complex and increased the importance of accounting information.
Thisgaverise to special branchesof accounting. These are briefly explained below.

Financial accounting: The purpose of thisbranch of accountingis to keep a record of all
financial transactionsso that

a) the profit earned or loss incurred by the businessduring an accounting period can be
worked out,

b) thefinancid position of the business as at the end of the accounting period can be
ascertained, and

the financial information required by the management and other interested partiescan
be provided.

Financial Accounting is mainly confined to the preparation of financia statementsand their
communication to the interested parties.

<)

Cost Accounting: The purposeof cost accounting is to analyse the expenditureso asto
ascertais: the cost of various products manufactured by the firm and fix the prices. It dso
helpsin controlling the costs and providing necessary costing information to management
for decision making,.

M anagement Accounting: The purpose of management accounting is to assist the
tnanagement in taking rational policy decisionsand to evaluate the impact of its decisions
and actions. Examples of such decisionsarc: pricing decisions, make or buy decisions,
capital expenditure decisions, etc. This branch of accounting is primarily concerned with
providing the necessary accounting information about funds, costs, profits, etc., to the
management Which may help them in such decisions and also in planning and controlling
businessoperations.

1.2.6 Advantages of Accounting

1 Replacesmemory: Sinceall the financial eventsare recorded in the books, thereis no
need to rely on memory. The booksof account will serve as historid records. Any
information required at any time can be easily had from these records.

2 Providescontrol over assets. Accounting providesinformation regarding cash in hand.

cash at bank, the stock of goods, the amounts receivable, from various partiesand the
amounts invested in various other assets. Informationabout such matters help the
owners and the management to make use of theassetsin the best possible way.

3 Facilitatesthe preparation of financial statements: With the help of information
contained in the accounting records the Profit and Loss account and the Balance Sheet
can be easily prepared. These financial staternents enable the businessmanto know the
net result of business operations during the accounting period and thefinancial position
of the businessasat theend of the accounting period.

4 Meetstheinformation requirements: Variousinterested partiessuch asowners,
lenders, crediitors, etc., get the necessary information at frequent intervalswhich help
themin their decision making.

5 Facilitatesa comparative study: With the help of accounting information one can
compare the present performance of theenterprise with that of its past and with that of
similar organisations. This enables the management to draw useful conclusions about
the business and make efforts to improve the performance.

6 Assiststhe management in many other ways: The accounting information provided
to the management helpsthem in taking rational decisionsand in planning and
controllingall businessactivities.

Basic Concepts of
Accounting




Accounting Fundamentals 7 Difficult to conced fraud or theft: It isdifficultto conceal fraud, theft, etc. because o
the periodic balancing of books of account. Further, in big organi sations the book-
keeping work isdivided among many personswhich minimises the chancesfor
committing fraud.

8 Tax matters. The Government |leviesvarioustaxessuch as customs duty, excise duty,
sales tax, and income tax. Properly maintained accounting records will help in the
settlement of all tax matterswith the tax authorities.

9 Ascertaining valueof business: In the event of sle of abusinessfirm, the accounting
records will helpin ascertaining the correct value d business.

10 Actsasreliableevidence: Systematicrecord of businesstransactionsis generally
treated by courtsas good evidence in case of disputes.

1.2.7 Limitationsof Accounting

The accounting information is used by various parties who form judgement about the
profitability and the financial soundness of a business on the basis of such information. It is,
therefore, necessary to know about the limitations o accounting. These are as follows:

1 They do not record transactionsand events which are not of afinancial character. Hence,
they do not reved acompl ete picture becausefacts like quality of human resources,
licences possessed, | ocational advantage, business contacts, etc. do not find any placein
booksdf account.

2 Thedaaishistorical in nature. The accountantsadopt historical cost as the basisin
valuing and reporting all assets and liabilities. They do not reflect current values. It is
quite possible that items like land and buildings may have much more value than what is
statedin the balance sheet.

3 Factsrecordedin financia statements are greatly influenced by accounting conventions
and persona judgements. Hence, they do not reveal the true picture. In many cases,
estimatesmay be used to determine thevalue of variousitems. For example, debtorsare
estimated in termsdf collectibility, inventoriesare based on marketability, and fixed
assetsare based on useful working life. All these estimatesare materially affected by
persond judgements.

4 Dataprovided in thefinancia statementsis insufficient for proper analysis and decision
making. It only providesinformation about the overall profitability of the business. No
information is given about the cost and profitability of different activities.

Check Your Progress A
1 WhatisAccounting?

2 List theactivitiesinvolved in Accounting.

3 Namethe partiesinterested in accounting information.
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4  State whether each of the following statementsis True or False. Basic Concepts of
Accounting

i) Accounting is concerned only with the recording of transactions.

if) Accounting recordsonly those transactionswhich are of a
financia character.

iii) Book-keeping and Accounting are Synonymousterms.
iv) Cost Accounting helpsin ascertaining and controlling costs.

v) Management Accounting provides necessary information to

management which helps them in planning, controlling

and decison making. Lo
vi) The main objective of financial accounting isto ascertain the

profitor lossand the financia position of the business.

..........
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..........

1.3 BASIC ACCOUNTING CONCEPTS

Accounting is asystem evolved to achievea set of objectivesas outlined earlier (refer to
1.2.2). In order to achieve these objectives we maintain systematic record of all business
transactionsand prepareannual reportsfor the interested parties. Any activity that you
perform isfacilitatedif you haveaset of rulesto guide you. When you aredriving your
vehicleyou keepto theleft. You are in fact following atraffic rule. If driversdo not follow
thisrule, therewill be achaos on the road. The same thing is true of accountingwhich has
evolved over a period of several centuries. During this period, certain rulesand conventions
have been adopted which serve as guidelinesin identifying the events and transactionsto be
accounted for, measuring them, recording them in books of account, summarising them, and
reporting them to the interested parties. These rules and conventions are termed as
'‘Generally Accepted Accounting Principles. To explain these principles, the writershave
usd a variety of terms such as concepts, postul ates, conventions, underlying principles,
basic assumptions, etc. The sametule may be described by one author as a concept, by
another asa postulateand still by another as a convention. This often confusesthe learners.
Hence, it is better to call all rules and conventions which guide accounting activity and
practice as'Basic Accounting Concepts' These are the fundamental ideasor basic
assumptions underlying the theory and practice of financial accounting and are the broad
working rulesfor all accounting activitiesdevel oped and accepted by the accounting
profession. This bringsabout uniformity in the practice of accounting.

These conceptscan be classified into two broad groupsasfollows:

iy conceptsto be observed at the recording stage i.e., while recording the transactions, and

ii) conceptsto beobserved at the reporting stagei.e., at the timeof preparing thefinal
accounts.

It must however be remembered that some of them are overlapping and even contradictory.

1.3.1 Conceptsto be observed at the recording stage
The concepts which guide usin identifying, measuringand recording the transactionsare :

Business Entity Concept
Money Measurement Concept
Objective Evidence Concept
Historical Record Concept
Cost Concept

Dual Aspect Concept
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Let us take them one by oneand learn the accounting implicationsof each concept.

Business Entity Concept: Businessentity meansa unit of organised business antiv-it);. In
that sense, a provision store, a cloth dealer, an industrial establishment, an electricity supply
undertaking, a bank, a school, a hospital, etc. areal businessentities.

From the accounting point of view every businessenterpriseis an entity separate and
distinct from its proprietor(s)/owner(s). The accounting system gives information only about .
the businessand not itsowner(s). In other words, we record those transactionsin the books 11
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of account which relate only to the business. The owner’s persona affairs (his expenditure
on housing, food, clothing, etc.) will not appear in the books of accounr of his business.
However, when personal expenditure of the owner is met from business funds it shall aso
he recorded in the business books. It will be recorded as drawings by the proprietor and not
as business expenditure.

Another implication of businessentity concept is that the owner of abusiness is to be
treated as acreditor who also has a claim over the assetsof the business. Assuch, the
amount invested by him (capital) is regarded as a liability for the business.

The business entity concept is applicable to dl forms of business organisations. This
distinction can beeasily maintained in the case of alimited company because the company
hasalegal entity of itsown. But such distinction becomes difficult in case of a sole
proprietorship or partnership, because in the eyes of the law the partner or the sole
proprietor are not considered separate entities. They are personally liable for all business
transactions. Eut for accounting purposes, they areto be treated as separate entities. This
enables them to ascertain the profit or loss of businessmore conveniently and accurately.

Money Measurement Concept: Usually, businessdeals in a variety of items having
different physical units such as kilograms, quintals, tons, metres, litres, etc. If the sales and
purchases of different items are recorded in tennsof their physical units, adding them
together will pose problotns. But, if these arerecorded in a common denomination, their
total becomes homogeneous and meaningful. Therefore, we need a common unit of
measurement. Money does this function. It isadopted as the common measuring unit for the
purpose of accounting. All recording, therefore, is done in terms of the standard currency of
the country where businessis set up. For example, in India it isdonein terms of Rupees, in
USA it isdore in terms of US Dollars, and soon.

Another implication of rnoney measurement concept is that only those transactions and
events are to be recordedin the books of account which can be expressed in terms of money
such as purchases, sales, payment of salaries, goods lost in accident, etc. Other happenings
(non-monetary) like death of an efficient managesor the appointment of an accountant,
howsoever important they may be, are not recorded in the books of account. Thisis because
their effect is not measurableor quantifiable in terms of money. p

This approach hasits own drawbacks. The value of money changes over a period of time.
The value of rupeetoday is much less than what it was in 1961. Such a change is nowhere
reflected in accounts. That iswhy the accounting data does not reflect the true and fair view
of theaffairsof the business.

Henbe, now-a-days, it isconsidered desirable to provide additional data showing the effect
of changesin the pricelevel on the reported income and the assets and.liabilities of the
business.

Obj ective Evidence Concept: The term objectivity refersto being free from bias or free
from subjectivity. Accounting measurements are to be unbiased and verifiable
independently. For this purpose, all accounting transactions should be evidenced and
supported by documents such as invoices, receipts, cash memos, etc. These supporting
documents (vouchers) form the basisfor making entries in the books of account and for
their verification by auditors afterwards. ASfor the items like depreciation and the provision
for doubtful debts whereno documentary evidence is available, the policy statements made
by management are treated as the necessary evidence.

Historical Record Concept: You know that after identifying the transactions and
measuring them in termsof money we record them in the books of account. According to
the histotical record concept, we record only those transactions which have actually taken
place and not those which may take place (future transactions). It is because accounting
record presupposes that the transactions are to be identified and objectively evidenced. This
is possible only in the case of past (actually happened) transactions. The future transactions
can hardly be identified and measured accurately. You aso know that all transactionsare to
be recorded in chronological (datewise) order. This leads to the preparation of a historical
record of all transactions. It also impliesthat we simply record thefacts and nothing else.

As you will study later, we al so make provision for some expected | osses such as doubtful
debts. This may be contrary towhat isstated in historical record concept. But this isdone
only at the timeof ascertaining the profit or loss of the business. It is not a routine item.
This isdonein accordance with another concept called Conservatism Concept about which

you will study later.




Cost Concept: Businessactivity, in essence, is an exchangeof money. Theprice paid (or Basic Concepts of
agreed to be paid in case of acredit transaction) at the timeof purchase is called cost. Accountlng
Accordingto the cost concept, al assets are recorded in booksat their original purchase

price. Thiscost also forms an appropriate basis for al subsequent accounting for the assets.

For example, if the business buys a machinefor Rs. 80,000 it would be recorded in books &

Rs. 80,000. In case its market value increases to Rs. 1,00,000 |ater on (or decreasesto Rs.

50,000) it will continue to be shown at Rs. 80,000 and not at its market value.

This does not mean, however, that the asset will always be shown at cost. You know that
with passage of time the value of an asset decreases. Hence, it may systematically be
reduced from year to year by charging depreciation and the asset be shown in the balance
sheet at the depreciated value. The depreciation is usually charged as afixed percentage of
cost. It bears no relationship with changesin its market value. In other words, the value at
which tlie assetsare shown in the balance sheet has no relevance to its market value. This,
no doubt, makes it difficult to assess the truefinancia position of the businessand is
thereforeregarded as an important limitation of the cost concept. But this approach is
preferred because, firstly it is difficult and time consuming to ascertain the market values,
and secondly there will be too much of subjectivity in assessing the current values.
However, this limitation has been overcome with the help of inflation accounting.

Dual Aspect Concept: Thisisa basic concept of accounting. According to this concept
every business transaction has a two-fold effect. In commercial context it is afamous dictum
that "every receiver isalso agiver and every giver isaso areceiver'. For example, if you
purchaseamachinefor Rs. 8,000, you receive machineon the one hand and give Rs. 8,000
on the other. Thus, this transaction has a two-fold effect i.e., (i) increase in one asset and (ii)
decrease in another asset. Similarly, if you buy goods worth Rs. 500 on credit, it will
increase an asset (stock of goods) on the one hand and increase a liahility (creditors) on the
other. Thus, every business transaction involves two aspects: (i) the, receiving aspect, and (i)
the giving aspect, I n case of thefirst example you find that the receivingaspect is machinery
and the giving aspect is cash. In the second example the receiving aspect is goods and the
giving aspectis the creditor. If complete record of transactionsis to be made, it would be
necessary to record both the aspects in books of account. This principle is the core of double
entry book-keepingand if thisis strictly followed, it iscalled ‘Double Entry System of
Book-keeping' about which you will learn in detail later.

Let us understand another accounting implication of the dual aspect concept. To start with,
the initial funds (capital) required by the business are contributed by theowner. If necessary,
additional funds are provided by the outsiders (creditors). As per the dual aspect concept all
these receiptscreate corresponding obligationsfor their repayment. In other words, a
contribution to the business, either in cash or kind, not only increases itsresources (assets),
but also its obligations (liabilities/equities) correspondingly. Thus, at any siven point of
time, the totd assets and the total liabilities must be equal.

This equality is called 'balance sheet equation’ or ‘accounting equation'. It isstated as
under :
Liabilities (Equities) = Assets
or
Capital + Outside Liabilities = Assets

Theterm 'assets' denotes the resources (property) owned by the business while the term
‘equities denotes the claims of various parties against the businessassets. Equities are of
two types: (i) owners equity, and (ii) outsiders equity. Owners equity called capital is the
claimof the ownersagainst the assets of the business. Outsiders' equiity called liabilities is
the claim o outside parties like creditors, bank, etc. against the assets of the business. Thus,
all assets of the businessare claimed either by the owners or by the outsiders, Hence, the
total assets of a business will always be equal to its liabilities.

When various business transactions take place, they effect the assets nnd liabilitiesin such a
'way that this equality isaways maintained. Let us takeafew transactions and see how this
equality ismaintained.

1 Mr. Gyan Chand started business with Rs. 50,000 cash: The cash received by the
businessisits asset. According to the business entity concept, business and the owner
are two separate entities. Hence, the capital contributed by Mr. Gyan Chand isaliability
to the business. Thus: » 13
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Capital = Assets
Rs. 50,000 = Rs 50,000 (cash)

2 Hepurchased goodson credit from Chakravarty for Rs. 5,000: Thisincreasesan
asset (stock of goods) on the one hand and a liability (creditors) on the other. Now the
equation will be:

Capital + Liabilities= Assets
Rs. 50,000+ Rs 5,000 = Rs. 5,000+ Rs. 50,000
Capita Creditors  Stock Cash

3 He purchased furniture worth Rs. 10,000 and paid cash: This increases one asset
(furniture) and decreases another asset (cash). Now the equation will be:

Capital t Liabilities= Assets
Rs. 50,000 + Rs.5,000=Rs. 10,000+ Rs. 5000+ Rs 40.000
Capita Creditors Furniture  Stock Cash

This equation can be presented in theform of aBaance Sheet (a statement of assetsand
liabilities)asfollows:

Gyan Chand’s Balance Sheet

Capital nnd Liabilities . Rs. Assets . Rs,
Capital 50,000 Furniture ' 10,000
Creditors Stock of goods 5,000
(Mr. Chakravarty) o 5,000 Cash . 40, 000
: 55,000 . 55,000

_

Note that the totalson both sides of the Balance Sheet areequal. Thisequality remains vadid
irrespective of the number of transactions and theitemsaffected thereby. It is so because o
their dual effect on the assetsand liabilities of the business.

1.3.2 Conceptsto beobserved at thereporting stage
The following concepts have to be kept in mind while preparing the final accounts.

Going Concern Concept
Accounting Period Concept
Matching Concept
Conservatism Concept
Consistency Concept

Full disclosureConcept
Materiality Concept

~N o O A W N B

You will learn about these conceptsin Unit 6.

Check Your Progress B
1 What do you understand.by businessentity concept?

.............................................
...............................................................................................
' e e R T O g

R R L T P e PR

2  Fill in theblanks.

i) Basicaccounting conceptsare broad ........c...... for theaccounting activity.

if) Accordingto the businessentity concept the owner's capital in businessisto be
trested @S @ wuevessessesnssenns for the business.

iii) Every business pansaction hasadual effect onassetsand .......c......... of the
business.
iv) Anassetisrecorded in booksof account at




3 Mr. Radhey Lal hasa shoe factory. A few transactionsand events are given below. Basic Concepts of
State which of thesewill be recordedin the booksof hisbusiness. Accounting

i)  Purchased amachinefor thefactory.

iiy A pair of shoestaken homefor hisson.

ilf) Appointed Ganesh as an assistant accountant.
iv) Borrowed Rs. 8,000 from Saraf for the business.
v) Hepadsdary to his domestic servant.

vi) The production manager went on medical leave.
vii) He paid wagesfor the month of May to factory workers.
viii) Appointed Ballu Shoe & Co. asdealersfor the town.

4 Show the dud effect of the following transactionson assetsand lighilitiesof the
business.

i)  Purchased goodsfor cash for Rs. 8,000.

i) Purchased adelivery vanon credit for Rs. 40,000.

iii) Pad Rs. 5,000to acreditor.

iv) The proprietor took Rs. 2,000from the businessfor persona expenses.
5  Find out the missing amounts on the basisd the accounting equation.

i) Capital Rs. 40,000 * LiabilitiesRs. 15,000 = AssetsRS. ..........

i) Capital Rs. 65,000+ LiabilitiesRs, ......... = Assets Rs. 80,000

iii) Capitd Rs......... + Liabilities Rs. 30,000 = Assets Rs. 90,000.

1.4 SYSTEMS OF BOOK-KEEPING

Book-keepingas explained earlier isthe art of recording businesstransactionsin a
systematic manner. Broadly, there are two systemsof book-keeping: (i) Double Entry
System, and (ii) Single Entry System.

1.4.1 DoubleEntry System

Under the dual aspect concept you learnt that every business transaction has two aspects: (i)
the receiving aspect, and (ii) the giving aspect. For example, when you purchasegoodsfor
cash, goodscome in arid cash goes out. Thus, a transaction affectstwo items (aso called
accounts) a the same time. When you record the transactionsin the books of account of a
business, it would be better if you record the effects relating to both the items. In the above
example the items affected are goods and cash, stock of goods increases and cash decreases.
So, weshould record the increasein stock of goods and al so the decreasein cash. This
involvestwo entries, onein Goods Account and the other in Cash Account. This method of
recording business transactionsis called 'Double Entry System'. It recognisesand records
both the aspects of every transactions. According to thissystem the account which involves
receiving aspect isdebited and the account which involves giving aspect is credited. Thus,
for every debit there will be an equivalent credit. For this purposecertain ruleshave been
framed. These are discussed in detail later in this unit.

The advantagesaf Double Entry System are asfollows:

1 It providescomplete and reliablerecord of all businesstransactionsbecauseit records
both the aspects.

2 Itsuppliesfull information about the incomes, expenses, assets and liabilitiesof the
business. This helps the management in taking appropriatedecisions.

3 Thearithmetical accuracy of the booksof account can'be easily verified by preparinga
trial balance.

4  Thefinancial result of businessorganisationsi.e., profit or 10ss, can be correctly
ascertained.

5 Thefinancia position of the businesscan also beascertained at any point of time. # 15
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142 SingleEntry System

Single Entry System does not mean that only one aspect o atransactionis recorded. It
simply refersto incomplele records or the defective double entry system. Under this system
neither dl the transactionsare recorded nor al the account books are maintained. In certain
cases the two aspects of atransaction are duly recorded while in others only one aspect is
recorded. Sotne transactionsare simply ignored, they are not recorded at all. The Single
Entry System is thus amixture o double entry, singleentry and no entry. The accounts
maintained under thissystem areincompleteand unsystematic and, therefore, not reliable.
The main defect in thissystem is that the arithmetical accuracy of the booksof account
cannot be checked, because atria balance cannot be prepared. It also becomes difficult to
ascertain the correct amount of profit or loss. This system isnormally followed by small
businessfirms. You will learn more about it in Unit 15.

1.5 WHAT ISAN ACCOUNT ?

You havelearnt that every businesstransaction has dual effect and that under Double Entry
System entries are madein both the accounts affected. You also.learnt that the account
which involves recelving aspect is debited and the account which involves giving aspect is
credited. In order to understand the rules of debit and credit you must know more about the
term 'account’. An account is asummarised record o all transactions relatingto aparticular
person, a thing, or an item of income or expense. 1t is verticaly divided into two haves and
resembl es the shape of the English alphabet 'T' as under :

Name of the account

Dr. N Cr.

The left hand side iscalled the 'debit side. Itisindicated by 'Dr." (abbreviation for debit)
on the left hand top corner of the account. The right hand side, known as the 'credit side', is
indicnted by *Cr.” (abbreviation for credit) on the right hand top comer of the account. The
name of the account is written at the top in thecentre. The ward ¢ Account” or iis
abbreviadon *A/c’ isadded to thename of the account. For example, if the account is
related to machinery, it iswritten as 'Machinery Account’,

1.6 CLASSIFICATION OF ACCOUNTS

All businesstransactionsare broadly classified into three categories: (i)thoserelatingto,
persons, (ii) those relating to property (assets), and (iii) those relating to incomes and
expenses. Thus, threeclasses of accounts are maintained for recordingall business
transactions. They are: (i) Personal Accounts(ii) Real Accounts, and (iii) Nominal
Accounts. Red and Nomina Accountstaken together are called Impersonal Accounts.

Personal Accounts. Accounts which show transactionswith persons are called 'Personal
Accounts. A separate account is kept in the name of each person for recording the benefit!
received from, or given to, the person in the course of dealings with him. Examplesare
Krishna's Account, Gopal’s Account, Loan from Ratanlal’s Account, etc.

Personal accounts also include accountsin the namesof firms, companiesor ingtitutions
such asHiralal & Sons Account, Nagarjuna Finance Limited Account, The Andhra Bank
Account, etc.




'The accounts which represent expenses payabl e, expenses paid in advance, incomes Basic Concepts of -
receivable, and incomesreceived in advanceare also personal accounts, though impersonal Accounting
in name. For example, the salaries due to employees, which have not been paid before
closing of the books of account for the year, aie recorded in ‘Salaries Outstanding Account'.

It is regarded as a personal account becauseit representsthe employeesto whom salaries are
payable by the business. Such a personal account is, called ‘Representative Personal
Account'. Other examplesof representativepersonal accountsare: Interest Outstanding

Account, Prepaid | nsurance Account, Rent Received in Advance Account, etc. Capital
Account and Drawings Account are also treated as personal accounts as they show dealings
with the owner of the business.

Real Accounts: Accountsrelating to propertiesor assetsare known as'Read Accounts.
Every businessneeds assets such as machinery, furniture, etc. for running its activities. A

. Separateaccount is maintainedfor each asset owned by the business. All transactions

, relatingto a particular asset are recorded in the concerned asset account. Cash Account,
Fumiture Account, Machinery Account, Building Account, etc., are someexamplesof rea

" accounts. They are known as real accounts because they represent thingsof value owned by
the business.

Nominal Accounts: Accountsrelating to expenses, |osses, incomesand gainsare known as
'‘Nominal Accounts. A separate account iS maintainedfor each item of expense, loss;
incomeor gain. Wages Account, Salaries Account, Commission Received Account, and
Interest Received Account are some examplesof nomina accounts.

Classificationof accountsis presentedin Figure 1.2

Figure1.2: Classification of Accounts .

Accounts
:’j Personal Accounts Impersonal Accounts
,‘ ‘ |
Real Accounts Nominal Accounta
Krishna Furniture Salaries
Gopal Buildings Wages
Loan from Ratanlat Machinery Interest
Salaries Outstanding Vehicles Rent
.Insurance Repaid Commission

/1.7 RULESOF DEBIT AND CREDIT
J.

| You have learnt that every transaction affectstwo accounts and according to Double Entty

i System, entries have to be made in both the accounts. Beforerecording atransaction,

| therefore, it is necessary to find out which of the two accountsis to be debited and whichis

, to becredited. The generd rule, as stated earlier, isto debit the account which involvesa
receiving aspect and credit the account which involvesagiving aspect. But, for

| convenience, threedifferent rules have been laid downfor the three classes of accounts.
Theseare asfollows:

1 For Personal Accounts. The account of the person receiving benefit (receiver) of the
transaction (from the business) isdebited and the account of the person givirig the
“" benefit (giver) of the transaction (to the business) iscredited. Thus, therule is 'debit
« thereceiver and credit the ‘giver’.

{2 For Real Accounts: When an asset iscominginto the business, the accdunt of that .
asset isdehited. When an asset 1ISgoing out of the business, the account of that asset i s,
‘ . credited. Thus, the rule is ‘debit what comes in and credit what goes out’,

3 * For Nominal Accounts; When an expense isincurred or | oss suffered, the account
! representing the expenseor the lossis debited because the business receives the benefit
" thereof. When any incomeisearned or gain made, the account representing the income
, orthegainiscredited. This is because the businessgives some benefit. Thus, therule is

" debit all expenses and losses and credit all incomes and galns’. . 17
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. qredited.

x)  Electricity ChargesAlc.

We shall now see the application: of these rules, taking afew transactions.

Examplel : Pad cash to Ramesh & Co. Rs. 5,800.

lathis case the two accounts affected are Ramesh & Co.’s Account and Cash Account.
Ramesh & Co.’s Account isapersona account and Cash Account isareal account. Rameshy
& Co. hasreceived the benefit (cash Rs. 5,000) from the business and, therefore, it hasto be
debited as per thefirst part of the rule for persona accounts'debit the receiver'. Ascash has
gone out, Cash Account will be credited according to the second part of the rule for real
accounts'credit what goes out'.

Example 2 Received sash from Ajay Rs. 1,000.

In thiscase Cash Account and Ajay’s Account arethetwo accountsaffected. Cash Account
isareal accountand Ajay’s account is a personal account. Ascash hascomein, Cash
Account will haveto be debited according to the first part of therulefor real accounts 'debit |
what comesin'. Ajay has giventhe benefit (cash Rs. 5,000) to the busiriess and, therefore,

his account will liave to be credited as per the second part of the rulefor personal accounts
‘credit thegiver'.

Example3: Paid rent Rs. 1,000.

In this case, the accounts affected are Rent Aceount and Cash Account. Rent Account isa
nominal account and Cash Accountisared account. As per the first part of the rule for
nominal accounts 'debit expensesand |0sses, Rent Account will have to be debited asit is
an expenseto the business. Ascash has goneout, Cash Account will have to be credited
according to thesecond part of the rulefor real accounts'credit what goesout'.

Example4: Received Rs. 400 as commission.

In this case, Cash Account and Commission Account ate the two accounts affecied. Casl
Account isa real account and Commission Account is @ nominal account. As cash has come
in, Cash Account will liaveto be debited according to thefirst part of the rule for real
accounts'debit what cotnesin’. As per second part of the rulefor nominal accounts, ‘credit
incomesand gains’, Commission Accout will be credited as it isan income to the business.

Y ou have seen that the three rules of debit and credit as explained above, make it
convenient for you to analyse the transactionsand identify the accounts to be debited and-.- .-

c e e

PR B —

Check Your Prugres‘sl C T
1 State whether each of eke statementsis True or False.
i) AnAccountisasnmmarised record of Il transactionsrelating to a Ceeenine
particular person'or an item.
i) Right hand side of anaccount iscalled debitside. ™~ .

iii) Account which representsan item of asset is called representative
personal account. ) S v}

ivj Accountsrelating to assets held in the nameof the firm are called
nominal accounts. e

v) Capitd Accountisapersonal acccunt. = L.
vi) Goodwill Account isapersonal account. L .

2 Names of some accounts are given below. Classify them into Personsil, Real or Nominal.

Nameof Account Class of Accoumnt

i)  Bank A/c

il) - Interest Afc

iif} Interest outstanding Afc

iv) . Patents A/c

v)  Loan from Gopaldas Afc

vi) Loose ToolsAlc
,vib) Comission Receivedin Advance Alc
vili) Prepaid Salaries Afc IRCRRE
ix) Stationery and'Pn'nting. Alc

- [




3 From thefollowing transactionsdetermine the accounts affected, classify them and state Basic i‘é&:ﬂ?ﬁé

whether they are to be debited or credited; ---

Rs ;
-i)  Purchased typewriter for cash ‘ 5,000
i)  Purchased fumiture from R & Co. on credit 50,000 |
iii) Interest received 3(')0
V) paid wages 800
v)  Received cashfrom A 2,000
v vi) Additional capital introducedinto the business . 5,000
vii) PaidcashtoB 1,500 .
viii) Paid carriage 200
ix)  Purchased goods from F & Co. on credit 12,000
Xx)  Soldgoodsfor cash - S 1,400

1.8. ACCOUNTING PROCESS - -

The accounti ng processconsists of the following four stages|]
i) Recording the Transactions ;

i) Classifyingthe Transactions

iif) Summarising the Transactions

iv) Interpret.ing the Results

Let us now briefly discu;f,s these stages.

Recording the Transactions. The accounting process begins with recording of all
transactions in the book of original entry. This book is called ‘Journal’. All transactionsare
recorded in the Journal in achronological order (datewise) with,the help of various vouchers
such as cash memos, cash receipts, invoices, etc.

Classifying the Transactions: The second stage consistsof grouping the transactions of
similar nature and posting them to the concerned accountsin another book called 'L edger'.
For example, all transactions related to cash me posted to Cash Account and the transactions
related to different personsare entered separately in the account of each person. The
objectiveof classifying the transactionsin this manner is to ascertain the combined effect of
all transactionsof agiven period in respect of each account, For this purpose, all accounts
are balanced periodically.

Summarisingthe Transactions: The next stepis to prepare a year-end summary known as
"'Final Accounts. But before preparing thefinal accounts, we prepare astatenient called
Trial Balancein order to check the arithmetical accuracy of the books of account. If the Trial
Balancetallies, it means that the transactionshave been currently recorded and posted into
ledger. Then, with the help of the Trial Balance and some other relevantinformation we
preparethefinal accounts. The objectivesof preparingthefinal accountsare (i) to know the
net resultof businessactivities, and (ii) to ascertain thefinancial position of the business.
Thefinal account consists of anincome statement called Trading and Profit land Loss
Account' and a position statement called 'Balance Sheet’. The Trading and Profitand Loss
Account gives us the information about the amount of profit madeor thelossincurred
during the year and the Balance Sheet showsthe position of assetsand liabilitiesof the
businessas at theend of theyear. .

"I nter pretingthe Results: The last stage consists of analysing and interpreting the results.
shown by the final accounts. This involves computation of variousaccountingratiosto

! assess the liquidity, solvency, and profitability of the business. Such analysisis meant for
interested partieslike management, investors,.hankers, creditors, etc. The balanceson
variousaccounts appearing in the Balance Sheet will ther be fransferred to the new books of
account for the next year, Thereafter the process of recording transactionsfor thenext year
starts again. = ‘ . o
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1.9 LET USSUM UP

In businessanumber of transactions take placeevery day. It is not possibleto remember dl
of them. Hence the need to record them. The recording of business transactionsin a
systematic manner is the main function served by accounting. It enables us to ascertain the
profit and loss and thefinancia positionsof the business. It also provides the necessary
financial information to all interested parties.

Accounting is the processof identifying, measuring, recording, classifying and summarising!
the transactions, and analysing, interpreting and communicating the results thereof. The
accounting system has two stages: (i) Book-keeping, and (ii) Accounting. Book-keepingis
mainly concerned with the maintenanceof booksof account, while accountingis concerned
with summarising the recorded data, interpreting the financial results and communicating
them to all interested parties. Changes in economic environment and increasing complexity
of management have given riseto the specialised branchesof accounting such asfinancia
accounting, cost accounting and management accounting,

The accountants, over aperiod of time, have developed certain guidelines for all accounting
ywork. Theseare called basic conceptsof accounting. Certain concepts are to be observed a
the time of recording the transactions, whileothersare relevant at the summarising and

" reporting stages. The conceptsto be observed at the recording stage are business entity,

money measurement, objectiveevidence, historical record, cost and the dual aspect
concepts.

Accordingto Dual Aspect concept every businesstransaction involves two aspects (i} the
receiving aspect, and (ii) the giving aspect. Undet ‘Double.Entry System' both the aspects
must be recorded in books of account. As per rules the receiving aspect i§ recorded on the
debit side of account affected by transaction and giving aspect on the credit side of the
account affected, For convenience, accounts have been classified into personal, rea and |
nominal accounts and separaterules have been framed for debitingand crediting different -
classes of accounts. These are called Rules of Debit and Credit.

The accounting processisdivided intofour stages: (i) recording the transactionsin the
booksdf origind entry, (ii) classifying the transactions, (iii} summarising the transactions,
and (iv) Interpretingthe results.

1.10 KEY WORDS

Account! A summarised statement of transactionsrelating to aparticular person, thing
EXpense or income,

Accounting Period: A period of twelve months for which the accounts are usually kept.
Adset: Anything having an economic value, aptoperty.

Balance Sheet: A statement of assets and liabilitiesasat the end of an accounting period.
Books of Account: Booksin the form of bound registersor loose sheets wherein
transactiobns are recorded.

Business: Any activity carried on with profit motive.

Busitiess Unit: A unit formed for the purposeof carryingon somekind of businessactivity.
Capltal! Owner's investment and equity in the business,

Company: An association of personsregistered under the CompaniesAct.

Credit: It representsthe giving aspect of a transaction. |

Creditor: A person to whom the business owes.

Debit: 1t represents the receiving aspect of a transaction.

Debtor! A peraon owing to the business.

Expenditure; Spending of money or incurring aliability for some benefit, service or asset
received by the business.

Expénse: An expenditureincurred for some benefit or service. -

Equity: A daim or right over the business. It includesboth the owners and creditors’
claims.

Financial Position: Position of assets and liabilitiesof abusinessat a given point of time.

3
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Financia Statement: Summary of accounting information such as Profit and Loss Account
and Balance Sheet prepared at the end of an accounting period. Theseare also called Final
Accounts.

Income: Amount earned through business operations.
Liability: Amount owed by the businessto outsiders.
Nominal Accounts. Accountsrelating to incomesand expenses.

Partnership Firm: A businessunit owned by twoor more personswho have agreed to
sharethe profitsof the businesscarriedon by all or any of them acting for dl.

Personal Accounts. Accounts relating to persons, firms and institutions.
Profit: Excessof incomeover expenses during a given period.

Profit and Loss Account: An account showing profit or loss o the businessduring an
accounting period.

Real Accounts: Accountsrelating to the propertiesof business.
Sole Proprietorsliip: A businessunit owned by one person.
Transaction: Transfer of money or money's worth between the two business units.
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1.12 ANSWERSTO CHECK YOUR PROGRESS

A.4 i), False 'i)True iii)False iv)True v)True vi)True
B.2 i) Workingrules ii) liability iii) liabilities iv)cost v)Double Entry System
3 1,1i,iv, and vii will berecordedin booksof his business.
4 i) Stock of goodsincreases, cash decreases
il) An asset increases, creditorsincrease
iii) Creditorsdecrease, cash decreases
V) Capital decreases, cash decreases

5 i) Rs.55,000
iiy Rs 15,000
iii) Rs, 60,000

C.1 i)True ii)Fase iii) False iv)False V) True vi)Fase
2 i) Persona ii) Nomina iii) Persona iv) Real v)Persond Vi) Red
vii) Personal  viii) Personal  ix) Nominal. x) Nominal

Transaction Account to be Natureof Account to be Nature of
debited account credited account

i) Typewriter A/c Redl Cash Ale Redl
ii) FurnitureA/c Red Ré& Co. A/ Personal
iil) Cash Ale Redl Interest A/c Nominal
iv) Wages Afe Nominal Cash Ale Resl

I* v) Cash A/c Real A's Al Personal
vi) Cash Ake Redl Capital Afe Per sonal
vii) B’s Alc Personal Cash Afe Real
viii) Carriage Ale Nominal Cash Ale Real
iX) Goods Alc Real F & Co. Ak Per sonal
x) . Cash Ale Real Goods A/c Reil

Baslc Concepts of ™
Accounting
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1.13 TERMINAL QUESTIONS _

1

1 Define Accountingand explain itsscope.

2 What arethe objectivesof Accounting? Namethe different partiesinterested in
accounting informationand statewhy they want it.

3 Writenoteson:
@) Advantagesof Accounting
+ b) Branchesd Accounting
,  C) Accounting Process
. “d) Typesof Accounts
4 Briefly explain the accounting concepts which guide the accountant at the recording
stage. ,
5 ,What do you understand by Dua Aspect Concept? Explain its accounting implications.

Note: Thesequestionswill help you to understand the unit better. Try towrite
answersfor them. But do not submit your answersto the University. These are
for your practiceonly.




UNIT 2 THE ACCOUNTING PROCESS
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2.2.2 Receiptsand Paymenis by Cheques
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2.2.4 'Transactions Relating to Cash Discount

2,2.5 Compound Journd Entry

2.2.5 ‘Transactions Relating to Bad Debts
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29 Answersto Check Your Progress
2.10 Terminal Questions/Exercises

2.0 OBJECTIVES

" After studying this unit you should be ableto:

explainwhat ajournal is
describe how different, typesof transactionswill herecorded in the journa
post journal entriesin the concerned ledger accounts
balance aledger account and explain the significance of balances in different types of
accounts

* prepareatria balance totest the arithmetical accuracy of recording in the books of
account

» explain what an opening entry isand how it is posted into ledger

2.1 INTRODUCTION

In Unit 1 you learnt that the accounting process involvesfour stages: (i) recording the
transactions, (ii) classifying the transactions, (iii) summarising the transactions, and (iv)
interpreting the results. Thus, you are aware that all transactionsarerecorded first in the
booksof origind entry viz., Journal, and then posted into the concerned accountsin the
ledger. You havealso learnt the basic accounting concepts to be observed at therecording

« stage and therules of debit and credit. With the help of these ruleswe shall discussinthis
unit how varioustransactionsare recorded in the Journal and how they will be posted into
the concernedledger accounts. W e shall also explain how to balance different accounts and

" prepareaTrial Balancein order to test thearithmetical accuracy of the booksof account.

~

22 JOURNAL

Journal isadaily record of businesstransactions. Itisalso called a'Day Book' and is used
for recordingall day to day transactions in the order in which they occur. It is abook of
prime entry (also called book of original entry) becauseall transactions are reeorded first in
thisbook. The processof recording atransaction in thejournal is called ‘Journalising’ and
| the entriesmadein this hook arecalled ‘Journal Exitries”: The proforma of Journal isgiven
| in Figure2.. *
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