
   Class Notes 

Class: XI 
 

Topic: INTRODUCTION TO ACCOUNTING   

Subject: ACCOUNTANCY 
 

ACCOUNTING INFORMATION- Accounting information refers to the financial statements generated 
through the process of book keeping and accounting.The financial statements so generated are the 
Income Statement (Profit &Loss A/c) and the position statement (Balance Sheet).Every step in the 
process of book keeping and accounting generates information for different user groups which enables 
them to take appropriate decisions.  

QUALITATIVE CHARACTERISTICS OF ACCOUNTING INFORMATIONIn order to assess whether accounting 
information is useful ,it must possess the following characteristics: 

REALIABILITY 

 It means the users must be able to depend on the information.  

 It must be factual and verifiable. 

 A reliable information should be free from bias 

         RELEVANCE 

 Accounting information presented by financial statements must be relevant to the decision 
making needs of the users. 

 Information must be available in time. 

 Must help in prediction and feedback. 

 Must influence the decision of users. 

UNDERSTANDABILITY 
It implies that the accounting information provided to the decision-makers must be interpreted 
by them in the same sense in which it was prepared and conveyed to them. 

COMPARABILITY 

 It means that the users should be able to compare the accounting information. 

 For the purpose, accounting reports must belong to a common period. 

 It should also use common unit of measurement and common format of reporting. 

TYPES OF ACCOUNTING INFORMATION- Accounting information can be categorized into the following; 
          (i)Information relating to profit or surplus 
          (ii)Information relating to financial position 
          (iii)Information related to cash flow 

BASIC TERMS IN ACCOUNTING 

ENTITY-It can be defined as a distinct unit which performs business activity. 
                                                      e.g., Infosys Ltd, Reliance( Company) 
Kundan Jewelers (Sole Proprietorship)   
Batra and Sons(Partnership) etc 

BUSINESS TRANSACTIONS-It means a financial transaction entered into by various parties and recorded 
in the books of accounts .It can be cash transaction or a credit transaction. 
                                           e.g., Purchase of goods, Receipt of money from debtors etc. 

ASSETS-Assets are property(movable or immovable) or legal rights owned by an individual or business. 
              Classified as: 
            Current Assets(Cash in Hand, Cash at Bank, Debtors etc) and 
            Non-Current Assets(Tangible-Machinery, Furniture etc and Intangible-Goodwill ,Patents etc)  

LIABILITIES-These are the obligations or debts that an enterprise has to pay at some time in future. 
              Classified as: 
Current Liabilities-To be paid in a year(within the operating cycle) 
             Non-Current Liabilities-Payable after one year(beyond the operating Cycle) 

CAPITAL-Capital is the amount invested by the owner in the business. It may be in the form of cash or in 
the  
form of assets. The following relationship should be kept in mind relating to assets, liabilities and capital 



Capital = Assets – Liabilities 

Drawings- 

 It is the amount withdrawn by the owner in cash or assets from the business for personal 
use.  

 Drawings reduce the capital of the owner in the business. 

Goods- 

 Goods are the articles in which a business deals.  

 It is a term that applies to all the items held for sale. 

  For a furniture dealer, furniture is goods, for a vehicle dealer, vehicle is goods. 
Sales- 

 Sales are total revenues from goods or services sold or provided to customers.  

 Sales include both cash and credit sales.  

Sales Return- Goods sold when returned by the purchaser are termed as sales return or return inwards. 

Purchases-The term purchases are used for purchased of goods and not fixed assets. 
 The term ‘purchases’ includes both cash and credit purchases of goods. 

Purchases Return- 

 Goods returned are known as purchases return or return outwards.  

 Goods purchased may be returned when they are not as per specifications, or are defective or 
due to any other reason. 

Stock/ Inventory- 

 It is the articles which are held by an enterprise for the sale in the ordinary course of business or 
for the purpose of using it in the production of goods meant for sale. 

 Stock in the beginning of the year is referred to as opening stock and stock atthe end of the year 
is referred to as closing stock. 

Expenses- 

 The costs incurred by a business in the process of selling goods or services are known as 
expenses. 

  It may be in the form of cash payment, reduction in the value of asset, cost of goods sold, etc. 

Expenditure-It is the amount spent or liability incurred for acquiring assets, goods and services. 
 Types of expenditure are: 

(i) Capital Expenditure- It is the expenditure incurred to acquire assets or for improving the 
quality of existing assets. 

(ii) Revenue Expenditure- It is the expenditure on the routine activities of the business e.g., rent 
paid, salaries paid, etc. 

Costs-Cost is the amount of expenditure incurred on, or attribute to a specified article, product, or 
activity.Cost can be classified as 

(i) Direct Cost- This cost is identifiable with the product/services being produced e.g., for a table 
is being produced. E.g., for a table, cost of wood is a direct cost. 

(ii) Indirect Cost- This cost is not identifiable with the product/service being produced e.g., for a 
table , the rent of the factory where the tableis being manufactured, is indirect cost. 

Revenue- 

 It means the money received or receivable in a business. 

  Sources of revenue are sale of goods, rent received, commission received, interest received, 
dividend received , etc. 

Receipts- The amount received or receivable by selling assets, goods or services is known as receipts. 
The receipts are categorized into two parts: 

(i) Capital Receipts- The amount received or receivable by selling assets is known as capital 
receipts. 

(ii) Revenue Receipts- The amount which is received or receivable, against the sale of goods or 
services is known as revenue receipts.          

Content is absolutely prepared at home by Rakhi 
 


