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CLASS XI
ACCOUNTANCY §
NOTES

Financial Statements of Sole
Proprietorship

Key Notes and Important Questig




CHAPTER -9

FINANCIAL STATEMENTS OF
SOLE PROPRIETORSHIP

Learning Objectives

After studying this lesson you will be able to
= Stafe the nature of the financial statements.

» Distinguish between the capital and revenue expenditure and
receipls.

« Explain the concept of trading and profit and loss account and
its preparation.

« Stale the nature of gross profit, net profit and operating profit.

« Describe the concept of balance sheet and its preparation.

* Explain grouping and marshalling of assets and liabilities.

* Prepare profit and loss account and balance sheet of a sole
propriefor firm.

Teaching Methodology

For teaching this topic the teacher should use discussion method,
explanation method, ilustration method elc.

Financial Statements

Financial statement are those statement that show the profitability
(Income statement) and the financial position (Balance Sheet) of the

business at the end of accounting period.

In the word of John N. Myer "The financial statement provide a
summary of the accounts of a business enterprise, the balance sheet
reflecting the assets, liabilities and capital as on a certain date and the
income statement showing the result of operation during a certain
period”

Final statements include these statements :

i) Income statement (Trading and Profit and Loss Account) —
FPrepared to ascertfain gross profit and net profitfoss during an
accounting period.



i) Statement of Financial Position (Balance Sheet) -
Prepared to ascertain position (assets, liabilities and capital)
of an enterprise at a particular point of time.

iii) Schedules and notes forming part of Balance sheet and
income statement - fo give detail of various ifems shown in
both the statements.

These two Financial Statements (Income Statement and Statement of
Financial Position) are termed as 'Final Accounts’.

Objective of Preparing Financial Statements.

i) To present a true and fair view of the financial performance
(Profit/Loss) of the business.

i) To present a frue and fair view of the financial position
(Assets/Liabilities) of the business.

Capital Expenditure:

The non-recurring expenditure whose benefit is derived by the
business for more than a yearis called Capital Expenditure.

It includes amount spent or liabilities incurred to acquire or improve
any fixed assels or acquiring any legal rights or first-time expenses
incurred to make fixed assets workable e.g. purchase of
machinery/building/furniture etc., expenses incurred to acquired
Patents, Trade-mark etc. and expenditure incurred for getfing an
assel ready to use (like installation exp., carriage, first time expenses
incurred on second hand fixed asset for making it ready to use).

Capital expenditures are recorded on the assets side of the Balance
sheet.

Revenue Expenditure

The recurring and routine nature expenditures which are incurred for
operating the business smoothly and which help to maintain
business's earning capacity, are called Revenue expenditure e.g.
expenses incurred for producing finished goods such as direct
expenses, purchase of raw malerial and other expenses as rent,
salary, repairs efc.

The benefit of these expenses last in one year (give benefit up to one
year). These expenses are shown in Debit side of income statement
(trading and profit and loss account).



Deferred Revenue Expenditure

The expenditure which is revenue in nature, but the heavy amount
spent and benefit likely to be derived over a number of years called
deferred revenue expenditure e.g. heavy expenses on advertising on
launching of a new product and hence it is capitalized like any fixed
asset.

Accounting treatment of Deferred Revenue Expenditure.

As per matching principle, expenses incurred in an accounting period
are maiched with the revenue recognized in that accounting period.
So the whole deferred revenue expenditure should be spread over the
number of years over which benefit is likely to be derived.

During the current accounting year (a) Only that portion of the
expenditure should be charged to the profit and loss account which
has facilitate the enterprise to eam revenue during current year (b)
Remaining amount of expenditure be carried forward to the next year
and shown in the assets side of balance sheet (It is also called a
fictitious asset).

Capital Receipt.

Capital receipts are those irregular receipts that don't affect profit or
loss of business; it either increases the liabilities (raising of loan) or
reduces the fixed assets (by sale of fixed assets), so it will be shown in
balance sheet.

Capital receipts are not made available for distribution of profit to the
OWner,

Revenue Receipt

Revenue receipis are received in the normal and regular course of
business like Receipts from sale of goods and rendering services to
customers. Income from non-operating business activities (like
income from investment i.e. interest and dividend received and rent
received, Commission and other fees received for non-operating
business etc. These receipls increases profit and shown in the credit
side of the Trading and Profit and Loss account.

Types of Expenses

Direct Expenses : Those expenses which are incurred on purchasing
of goods and for converting raw material into the finished goods e.g.



Manufacturing wages, Expenses on purchases (including all duty and
tax paid on purchases), Carriage/Freight/Cartage inwards,
Production expenses (such as power and fuel, water eifc.), factory
expenses (e.q. lighting, rent and rates). Royalty based on Production
elc.

MNote : All direct expenses are debited to Trading account.

Indirect Expenses : Those expenses which are not directly related fo
production or purchase of the goods are called indirect expenses. It
includes those expenses which are relaled to office and
administration, selling and distribution of goods and financial expense
elc.

These expenses are show in the debit side of the Profit and Loss A/e.
Calculation of Gross Profit

Gross Profit = Net Sales— Cost of Goods Sold

Net Sale = Total sale — Sales Return

Cost of Goods Sold = Opening Stock + Net Purchases + Direct
Expenses (wages, Expenses on Purchases,
Carriage inward efc.) — Closing stock

Net Purchases = Total Purchases— Purchases Return
Calculation of Operating Profit
Operating Profit = Net Sales — Operating Cost

or = Gross Profit — (Office and Administrative
Expenses + Selling and distribution efc.)

OperatingCost = Cost of Goods Sold + Office and
Administrative Expenses + Selling and
distribution exp.

Net Profit = Operating Profit + Non-operating income
— Non-operating expenses.

Operating Expenses=  The expenses which are related to the

main or normal activities of the business e.g. office and Administrative
expenses, selling and distribution expenses, Operating profit is also
called EBIT (Earnings before interest and taxes)



INCOME STATEMENT

It is divided into two parts:

1. Trading Account which shows the gross profit or gross loss.

2. Profit and Loss Account which shows the net profit or net loss.

Format of Trading Account

Name of Business Firm

Dr Trading Alc Cr
Particulars < Farticulars 4

To Opening Stock | ... By Sales = ...
To Purchases ... Less : Sales Returns or

Less : Purchases Relurn Return inwards  ......

Relurns outwards  ...... | ... By Scrap sales | ...

To All Direct Expenses | ... By Closing Stock | ...
ToWages | ..
To Wages & Salarles | ...
To Camage of Camiage inwards

Carriage on purchases

To Direct Expenses

To Gas, Fuel and power

To Freight, octroi and cartage

To Manufacturing Expenses or
Productive expenses

To Custom or import duty

To Dock and clearing charge

To Excise duty

To Factory rent and lighting

To Other direct charges

To Royalty

To Gross Profit transferred to
Profit and Loss Afc
(Balancing figure)

By Gross Loss transferred fo
Profit and Loss A/'c
(Balancing figure)




Illustration 1

Opening stock T 30,000, Net Purchase I54600 expenses on

purchase 5000, Net Sales <100,000, closing stock 40,000
calculate cost of goods sold and gross profit.

Solution :
Costof Goodssold =  Opening stock + Net Purchase + expenses
on purchase - Closing Stock
= T 30,000+% 54,600+% 5,000~ 40,000
= T 49,600
Gross Profit = Netsales— Costof goods sold

= = 100,000-=< 49,600
= 50400
Illustration 2

Net sales during the year is ¥ 3,00,000, Gros profit is 25% on sales.
Find out cost of goods sold.

Solution : 25
Gross Profit = ¥ 300,000x 100 = ¥ 75,000
Costofgoodssold =  Net Sales— Gross Profit

= & 300,000-3 75,000

= 225000

Illustration 3

Net sales during the year is ¥ 6,00,000. Gross profit is 25% on cost.
Find out gross profit and cost of good sold.

Solution :
Here, Gross Profitis 25% on cost

Hence, Ifcostis? 100, Gross Profitwillbe< 25and saleswillbe< 125



Thus, IfsalesisT 125, Gross Profitwill be¥ 25
If sales is¥ 600,000, Gross Profit will be 600,000 x % T 1,20,000
Cost of goods sold = Net Sales — Gross Profit

=% 6,00,000-% 1,20,000=T 4,80,000

Note: Gross profit 25% or %Tﬁ on costis equal to % th on sales

1‘
Gross profit=< 6,00,000x Em =% 1,20,000

Illustration 4

Calculate Net Sales and Gross Profit from the following information.
Cost of goods sold3 2,00,000

Gross profit 20% on sale

Solution

Letsale=x

Sale = Cost of good sold + Gross Profit

x=% 200,000+ .20x

x=% 250,000
Gross Profit=% 250,000~ 200,000=% 50,000

1 1
Note: Gross Profit20% or 5" onsale, equalto 4" oncost

Gross Profit =% 200,000 x :} = 7 50,000

Illustration 5

Calculate Gross Profit

4
Total Purchase 680,000
Purchase Relurn 30,000
Direct Expenses 70,000
Carriage Outwork 15,000

3/4 of the goods are sold< 600,000



Solution
Cost of goods sold = Total Purchase - Purchase Returmn - Direct Expenses

=% 6,80,000- ¥ 30,000+% 70,000=% 7,20,000
3
Costof 3/4 ofthe goods sold =< 7,20,000x - =% 5,40,000

4
Gross Profit = Sales— Costof goods sold
=¥ 6,00,000-T 540,000
=< 60,000
Illustration 6

Calculate the amount of operating profit from the following balances:

Net sales g,ﬂﬂ, 000
Cost ofgoods sold 3,00.000
Operating Expenses 1,20,000
Solution
Operating Cost = Costof Goods Sold + Operating Expenses
= ¥3,00,000+% 1,20,000
= T4,20000
Operating Profit =  Net Sales— Operating Cost
= < 500000-34,20000
= T 80,000
Illustration 7

Calculate the value of closing stock from the folfowing information :

< X
Purchase 83,000 Wages 20,000
Sales 1,20,000 Carriage Outward 3,200

Rate of Gross Profit 40% on sales



Solution
Trading Account for the year ended

Dr.
Particulars 4 Particulars T
To Purchases 93,0001 By Sales 1,20,000
Wages 20,000| By Closing Stock (Bal. Fig.) | 41,000
To Gross Profit (Transferred to | 48,000
Profit & Loss Account)
1,61,000 1.61,000

Illustration 8

This information is provided by Mr. Rohit

Stockason(01.04.2015  Rs. 20,000

During the year Sales was Rs. 4,00,000; Purchases Rs. 2,90,000;
Carriage Inwards Rs. 8,000; Clearing charges Rs. 10,000; Sales

Returns Rs. 3,000; Purchases Retumns Rs. 4,000; Carriage Outwards
Rs. 5,000 and Stock on 31.03.2016 was Rs. 30,000.

Calculate cost of goods sold and prepare Trading Account for the year
ending 31.03.2016

Solution:
Trading Account for the year
ended on March 31, 2016
Dr.
Particulars T Particulars 4
To Opening Stock 20,000 By Sales 4,00,000
To Purchases 2,90,000 Less : Sales Relums (30000 | 3,97.000
Less: Retumns 4,000 2,86,000| By Closing Stock 1,30.000
To Carriage Inwards 8,000
To Clearing Charges 10,000
To Gross Profit (Transferred (o | 1,03,000
Profit & Loss Account)
4,.27,000 4. 27,000

Cost of goods sold = Net Sales — Gross Profit



= T3.97.000-%1,03,000
= T2,94,000
Adjusted Purchase :

Sometimes the opening and closing sfock are adjusted through
purchases account. In that case, the entry recorded is as follows :

Closing Stock A/c Dr.
To Purchase A/c

This entry reduces the amount in the purchases account and is also
known as adjusted purchases which is shown on the debit side of the
trading and profit and loss account,

When the opening and closing stocks are adjusted through
purchases, the trial balance does nof show any opening stock.
Instead, the closing stock shall appear in the trial balance (not as
additional information or as an adjustment item) and so also the
adjusted purchases.

Illustration 9
Prepare the Trading Account for the year ended

31st March, 2015 from the following information. Adjusted
purchase 25,00,000; Freight outwards? 15,000; WagesT 1,68,000;
Octroi charges T 2,000; Carriage inwards T 20,000; Fuel & Power
< 30,000; Office rent ¥ 18,000; Trade expenses ¥ 10,000, Sales
< 32,00,000; Closing Stock< 1,50,000

Solution :
Trading Account
for the year ending 31st March, 2015
Dr. Cr.
Particulars L4 Particulars L4
To Adjusted Purchases 25,00,000 | By 5ales 32,00,000
To Wages 1,68,000
To Qctroi Charges 2,000
To Carmage Inwards 20,000
To Fuel and Power 30,000
To Gross Profit transferred 4,80 000
fo profit or loss Afc
32,00,000 32,00,000




Format of Profit and Loss Account
Profit and Loss Alc
for the year ending........

To General Expenses
Selling & Distribution Exp.
To Carmage and Freight Outwards
To Commission

To Brokerage

To Advertisement

To Fublicity

To Bad Debis

To Export Duty

To Packing Expenses

To Salaries of Salesman

To Delivery Van Expenses
Financial Exp.

To Interest paid on loans

To Interest (Dr.)

To Discounts (Dr.)

To Rebafe Allowed

By Net Loss (If Dr. Side>Cr. Side)
(Transferred to Capital Account)

Dir. Cr.
Particulars Particulars <
To Gross Loss By Gross Profit
(Transfermed from Trading A/c) (Transferred from Trading Afc)

Office & Admin. Expenses By Rent Received

To Salaries By Rent (Cr.)

To Rent Rates Taxes By Discount Received

To Printing and Stationery By Discount (Cr.)

To Salanes & Wages By Rebates

To Postages and Telephones By Commission Recefved

To Office Lighting By Interest Received

To Insurance Premium By Dividend Received

To Legal Expenses By Bad Debts Recovered

To Establishment Expanses By Apprentice fees or premium
To Audit Fees By Gain on Sale of Fixed Asset
To Trade Expenses By Miscellaneous Receipts

To Travelling Expenses




To Bank Charges
Miscellaneous Exp.

To Repairs

To Depreciation on Fixed Assels
To Conveyance Expenses

To Enterfainment Expenses

To Donations & Charity

To Loss on Sale of Fixed Assets
To Stable Expenses

To Loss by Fire

To Loss by theft

To Unproductive Expensas

To Net Profit Transferred fo Capital
Account

(If Cr. side > Dr. sida)

*  The words "To'and '‘By' are generally not used these days.

* The name of Business Firm is stated on the top of trading & P& L
Alc.

Illustration 10

From the following information, prepare a Profit & Loss Account for the
yearending 31st March 2016.

Gross Profit T 70,000; Rent T 5,000; Salary T 15,000; Wages ¥ 8,000;
Commission paid ¥7,000; Interest on loans < 5,000; Advertising
3,000; Discount Received T 2,000; Printing & Stationery T 1,000;
Legal charges <2,500; Bad Debis <1,500; Depreciation <1,000;
Income received on Investment ¥ 3,000; Loss by Fire ¥2,200; Bad
Debts recovered? 200; Freight outward ¥ 600, Audit Fee T 450.
Solution :
Profit and Loss A/C of .......

for the year ending 31st March, 2016

Dr. cr.
Particulars 4 Particulars 4
To Rent 5000 | By Gross Profit 70,000
To Salary 15,000 | By Discount received 2,000
To Commigsion 7,000 | By Bad debls Recovered 200




To Inferest on Loans

To Advertising

To Printing and Stationery
To Legal Charges

To Bad Debts

To Depracialion

To Loss by Fire

To Freight oultward

To Audit Fee

To Net Profil

(to transferred to Capital A/C)

5,000
3,000
1,000
2,500
1,500
1,000
2,200
600
450
30,950

75,200

By Income from lnvestmeant

4,000

75,200

Illustration 11

From the following balances obtained from the accounts of Mr.
Hemant, prepare the Trading and Profit & Loss Accounis:

Particulars 4 Particulars 4
Stock on April 01, 2015 8,000 | Bad daebis 1,200
Purchases for the year 22.000)| Rent 1,200
Sales for the year 42,000 | Discount (Dr,) 600
Wages 2,500 | Commission paid 1,100
Salanes & Wages 3,500 | Sales Expenses 600
Advertisement 1.000 | Repairs 600
Closing stock on March 31,2016is3 4,500.
Solution :
Books of Mr. Hemant
Trading and Profit & Loss Account
for the year ended on March, 31, 2016
Dr. cr.
Particulars T Particulars T
Opening stock 8.000| Sales 42,000
Furchases 22,000 ) Closing stock 4. 500
Wages 2,500
Gross Profit c/d 14,000
46.500 46.500




Particulars X Particulars 4
Salanes and Wages 3,500 | Gross Profit b/'d 14,000
Rent 1,200
Advertisement 1,000
Commission 1,100
Discount 600
Bad debis 1,200
Sales Expenses G600
Repairs GO0
Net Profit 4,200
(transferred fo capital)
14,000 14,000

BALANCE SHEET
Meaning of Balance Sheet

Balance sheet is a summarised statement of assets and liabilities,
prepared generally at the end of financial year to show the financial
position of the business. All liabilities are put on the left hand side of
balance sheet where all assets are shown on its right hand side.

GROUPING AND MARSHALLING OF ASSETS AND LIABILITIES

Grouping : The term 'Grouping’ means putting together items of a
similar nature under a common heading. For example, under the
heading 'trade creditors, the balances of the ledger accounts of all the
suppliers from whom goods have been purchased on credit, will be
shown.

Marshalling : It refers to the order in which the various assets and
liabilities are shown in the Balance Sheet. The assets and liabilities
can be shown either in the order of liquidity or in the order of
performance.

Order of Liquidity

1. The assets are arranged in the order of their liguidity i.e., the most
liqguid asset (e.g., cash in-hand), is shown first. The least liquid
asset (e.g., goodwill) is shown last.

2. The liabilities are arranged in the order of timing i.e., the liabilities
which are to be paid immediately {e.q., Creditors) are shown first
and which are to be paid later are shown at last (long-term loans).



A general format of a Balance Sheet in order of liquidity is shown

below:
Balance Sheet of ............
RS Al
Liabilities ~ | Assets
Current Liabilities: Current Assets:
Bank Overdraft Cash-in hand
Bills Payable Cash at Bank
Sundry Creditors Bills Receivable
Outstanding Expenses Short Term Investment
Income received-in-advance Sundry Debtors
Long-term Liabilities: Prapaid Expenses
Long term loan Accrued Income
Reserve and Surplus Closing Stock
Capital Investment: (long term)
Add : Interest on Capital Fixed Assets:
Add : Net Profit Furniture an Fixture
Less  Drawings Fiant & Machinery
Less : Interest on Drawings Building
Less : Income Tax Land
Less : Life Insurance Premium Goodwill

Less : Net Loss

Order of Permanence : This order is exactly reverse of the liquidity

order,

1. The assets are arranged in the order of their performance i.e., the
least liquid asset (e.g., goodwill) is shown first and the most liquid
asset (e.g., Cash-in-hand) is shown last.

2. Theleast urgent payment to be made (e.q., short-term creditors) is
shown last.

3. A company is required to prepare the balance sheet in order of
performance.



A general format of a Balance Sheet in the order of performance is

shown below
Balance Sheet of ................
Liabilities ~ | Assels <
Capital Fixed Assets:
Cpening Balance X Goodwill
Add: Nel Profit XX Land
(Less: Net Loss) Burilding
Less: Drawings XX XXX | Plant & Machinery

Long-term Liabilities:

Furniture & Fixtures

Long term loan Imvastment: (fong term)
Current liabilities: Current Assels:
Income received-in-advance Closing stock
Cutstanding Expenses Accrued Income
Sundry Credifors Frepaid expenses
Bills Payable sundry Deblors
Bank Overdraft Bills Receivabie

Cash at Bank

Cash in Hand

Illustration 12

From the following Trial Balance of Shri Hemant Babu prepare Trading
and Profit and Loss A/C for the year ending 31st March 2016 and
Balance Sheet as on that date. The Closing Stock on 315t March 2076

was valued at< 25,000.

Debit Balances < Credit Balances 1
Stock (1-4-2015) 20,000 | Sundry Creditors 15,000
Purchases 75,000 | Purchase Relumns 3,000
Sales Return §.000| Sales 250,000
Freight and Carriage 7,500 | Commission 3,300
Wages 36,500 | Capital 1,70.500
Salanes 12,000 | Interest on Bank Deposit 2,000
Repairs 1,200 BP 6,200
Trade Expenses 4,000




Rent and Taxes 24,000
Cash in Hand 5,700
BR 4,000
Deblors 55,000
Plant and Machinery 160,000
Withdrawals (Drawings) 16,600
Bank Deposit 20,500

450,000 450,000

(Books of Hemant Babu)
Solution
TRADING AND PROFIT AND LOSS ACCOUNT
for the year ending 31st, March 2016
Dr, Cr.
Particulars L4 Particulars L4

To Cpening Stock 20,000 | By Sales Retum  2,50,000
To Purchases 75,000 Less : Sales Refurn 8,000 | 2,42,000
Less : Purchase Retumns 3,000 72,000 | By Ciosing Stock 25,000
To Freight & Carriage 7,500
To Wages 26,500
To Gross Profit o/d 1,371,000

267,000 267,000
To Salanes 12,000 | By Gross Profit b'd 1,31,000
To Repairs 1,200 | By Commission 3,300
To Trade Expenses 4,000 | By Interast on Bank Deposit 2,000
To Rent & Taxes 24,000
To Net Profit transferred to
Capital Al 95, 100

1,36,300 1,36,300

BALANCE SHEET
as on 31st March, 2016
Liabifities T Assels L4

B/P 6,200 | Cash in hand 5,700
Sundry Creditors 15,000 | B/R 4,000
Capital 1.70.500 sundry Deblors 25,000




Add ; Net Profit 85,100 Closing Stock 25,000

2,65,600 Bank Deposit 20,500
Less : Drawings 16,600 | 2.49,000| Plant & Machinery 1,60,000
2,70,200 2,70,200

Mote :— The heading of Trading A/c and Profit & Loss A/c is put
collectively as "Trading and Profit & Loss A/c’. The first part of this
Accountis Trading A/'c, whereas the second part is Profit & Loss A/c.

Adjustment in preparation of financial statement of Sole-
proprietor

Meaning of Adjustment entries : Those enfries which need to be
passed at the end of the accounting year to show the accurate profit or
loss and fair financial position of the business.

Meed of Adjustment : There are number of transactions that may not
find the place in the Trial Balance due to any reason such as Closing
Stock (because it is valued at the end of the year), Manager's
Commission based on Net profits (because ifs calculation requires
preparation of Income Statement first). These transactions can only
be faken into account by passing Adjustment entries so that their
impact on the profitability and financial position can be shown.
Closing Stock : The closing stock represents the cost of unsold
goods lying in the stores at the end of the accounting period.

Outstanding Expenses : When expenses of an accounting period
remain unpaid al the end of an accounting period, they are termed as
outstanding expenses.

As they relafe to the earning of revenue during the current accounting

year, itis logical that they should be duly charged against the revenue
for computation ofthe correct amount of profit or loss.

Prepaid Expenses : Al the end of the accounting year, it is found that
the benefits of some expenses have not yet been fully received; a
portion of its benefit would be received in the next accounting year.
This portion of expenses, is carmied forward fo the next year and is
termed as prepaid expenses.

Accrued Income : It may sometime happen that certain ifems of
income such as a interest on loan, commussion, rent, etc. are earmned
during the current accounting year but have not been actually



received by the end of the same year. Such incomes are known as
accrued income.

Income Received in Advance : Sometimes, a cerfain income is
received but the whole amount of it does not belong to the current
period. The portion of the income which belongs to the next
accounting period is fermed as income received in advance or an
Unearned Income.

Depreciation : If is the decline in the value of assets on account of

wear and tear and passage of time. It is treated as a business expense
and is debited fo profit and loss account.

This, in effect, amounts to writing-off a portion of the cost of an asset
which has been used in the business for the purpose of eaming
profits.

Closing Stock Closing Stock Afc Dr. | (i) Credit side of Trading A/c.
To Trading A'c (i) Show on the assels side of
BALANCE SHEET.
OutstandingUnpald Expenses A'c Dr. | (i) Add to the concemed itam on
Expensas To outstanding the Debit side of Trading/Frofit
Exp. A'c & Loss A
(i) Show on the liabilities side of
BALANCE SHEET.

FPrepaid expenses’ Prepald Expenses Ac  Dv. | () Deduct from the concemed
Unexpired expenses To expenses A'C gxpenses on the debil side of
Praofif & Loss A

(i) Show on the assels side of

BALANCE SHEET.
Accrued income / Accrued Income A Or. | (i) Add lo the concemed income on
Income due but not To Income Afc Credi side of Profit and Loss A'c
received (i) Show on the assels side of
BALANCE SHEET.
Unearned income/ Income Afc Dr. | (1) Deduct from the concemed income
tncome received in | To Uneamed Income A'c on the credit side of Prof & Loss At
Advance (i) Show on the liabilities side of
BALANCE SHEET.
Depraciation Dapreciation A'c Dr. | (i) Show on the debi side of Profit
To Asset Afc Loss Ak

(if) Deduct from the concemed assel
in the Balance Sheel,




Illustration 13

The following were the balances extracted from the books of Roshan
asonMarch 13, 2016

Debit Balance < Credit Balance -
Cash in hand 540 | Sales 98, 780
Cash at bank 2,630 | Helum 200
Purchases 40,675 | Outwards
Return inwards 660 | Capital 62,000
Wages 8,480 | Sundry 6,300
Fuel and Power 4,730 Creditors
Carriage on sales 3,200 | Rent 9,000
Carmiage on purchases 2,040
Opening stock 5,760
Building 32,000
Freehold land 10,000
Machinery 20,000
Salanes 15,000
Patents 7,500
General expenses 3,000
Insurance 600
Drawings 5,245
Sundry Debtors 14,500

1,76,580 1.76,580

Taking into account the following adjustments, prepare Trading and
Profit and Loss account and Balance Sheetas on March 31, 2016

a) Stockinhandon March 31, 2016 was< 6,800.

b) Machinery is fo be depreciated at the rate of 10% and patenits @
20% p.a.

c) Salaries forthe month of March, 2016 amounting to¥ 1,500 were
outstanding.

d) Insurance includes a premium of T 170 on a policy expiring on
September 30, 2016

e) Rentreceivable® 1,000.



Solution

Books of Roshan
Trading and Profit and Loss Account

for the year ended March 31, 2016

Dr. Cr.
Farticulars L1 Particulars 4
Opening stock 5760
Purchases 40,675 Sales 88,780
Less Retum outwards  (500)| 40,175 | Less Relum inwards  (680)| 98100
Wages — 8480 | Closing stock | 6800
Fuel and Power 4,730
Carriage on purchasas 2,040
Gross profit oid 43,715

1.04,900 1,04,900
Salaries 15,000 Gross profit bid 43,715
Add Outstanding Salaries 1,500| 16,500 | Rent 9,000
Carriage 3,200 | Add Accrued rent 1,000 | 10,000
General expenses 3,000
Insurance 600
Less Prepaid Insurance  (85) 515
Depreciation : machinery F{?ﬂ'
Patent 1,500 3,500
Net profit (transfemed to 27,000
capital account)
~ 53715| 53,715
Balance Sheet
as at March 31, 2016
Liabilities 4 Assels ~
Sundry creditors 6,300 | Cash in hand 340
Cash af bank 2,630
Salanes outstanding 1,500 | Sundry deblors 14,500
Insurance prepaid 85




Capital 62,000 Stock 6,800
Add Nel Profit 27,000 Rent Accrued 1,000
Freehold Land 10,000
89,000

Building 32,000

Less Drawings (5,245) 83,755 | Machinery 20,000
Less Depreciation  (2,000)] 18000

Patents ~7,500]
Less Depreciation  {1.500)] 6000
91,555 91,555

Bad Debts : The debtors from whom amounts cannot be recovered
are freated in the books of accounts as bad and are termed as bad
debis.

Further Bad Debts : These Bad debls is a loss that occurred after
preparation of Trial Balance. Further bad debts be added in the bad
debits already appearing in the Profit and Loss A/c and Debtors would
be reduced with the same amount.

Provision for Bad Debts : In the balance sheet, debtors appears on

the assets side of the Balance Sheet, which is their estimated
realisable value during next year. It is quite possible that the whole of

the amount may not be realized in future. However, it is not possible to
accurately know the amount of such bad debts.

Hence, a reasonable estimate of such loss is provided in the book.
Such provision is called provision for bad debts. Provision for doubtful
debis is shown as a deduction from the debtors on the asset side of
the balance sheel.

Note : The provision for doubtful debts brought forward from the
previous year is called the opening provision or old provision. When
such a provision already exists, the loss due to bad debts during the
current year are adjusted against the same and while making
provision for doubtful debts required at the end of the current year is
called new provision. The balance of old provision as given in trial
balance should also be taken into account.

Provision for discount on Debtors : Discount is allowed fo



customers to encourage them to make prompt payment. The discount
likely to be allowed to customers in an accounting year can be
estimated and provided for by creating a provision for Discount on
deblors.

Provision for discount on debtors is made on good debtors which are
arrived at by deducting further bad debts and provision for bad debts
out of Debtors shown in the Balance sheet.

To write off Bad Dabis Afc Dr. | () Dabil side of PAL Al
bad debis
To Debtors (i) Deduct from deblors on the
assels side of Balance Sheet.
Provizion for (I} provision for Doubtfuf () Debif side of P& L A'c.
bad and Dabts Afc Dr,
doubifl debis To Deblors At | (W) Deduct from debiors on the
assels side of Balance Sheet.
Provision i) P & L Ade Dr.| (i) Debi side of P & L Afe.
Discount
on deblors To Provision for (i) Deduct fram deblors on the
Discount on Debtors Al assels side of Balence Sheet,
Illustration 14
An exact from a trial balance on March 31, 2016 is given below
PARTICULARS T
Sundry Debtors 32,000
Bad Debts 2,000
Provision for Bad Debls 3,500

Additional Information

Write-off further Bad Debits Rs. 1,000 and creafe a provision for
Doubtful Debts @ 5% on debtors.

Solution

Journal



Date Particulars L.F. | Dr. ) | Cr. (T}

2016 (a) Bad debts Afc Dir. 1,000
March To sundry debtors A/c 1,000
31 (Entry for further Bad Debts)

() Provision for Doubtful Debts Afc Dr. 3,500
To Bad-debis A/c 3,500

(Bad debls adjust against provision)

(c) Profit & Loss A/c Dr. 1,050
To provision for doubtful debis Afe 1,050
{Amount charges from P & L Afc)

Profit and Loss Account’
for the year ended March 31, 2016

Dr. Cr.
Particulars < Particulars 4
FPravision for doubtful debts:

Bad debis 2,000

Add: Further bad debts 1,000
Add: New provision 1,550

4,550
Less: Old provision ﬂﬂ'

1,050
'Only relevant items.
Balance Sheet* as at March 31, 2016
Liabilities 4 Particulars b4

Sundry deblors 32,000

Less Further Bad-debls ({1,000
31,000

Less Prowvision for (1,550) | 29,450

doubtfufl debls

*Only relevant items in debit sideof P&L A/C
Note : The amount of new provision for doubtful debts has been
calculated as follows : Rs. 31,000x5/100=Rs. 1,550



Illustration 15

The following balances were extracted from the books of Shri
Himanshu Traders on March 31, 2016

Name of the Ledger A/c T Name of the Ledger A/'c T
Capital 1,00,000| Rent (Cr) 2,100
Drawings 17,600 | Railway freight on sales 16,940
Purchases 80,000 | Camiage inwards 2,310
Sales 1,40,370| Office expenses 1,340
Furchases refurn 2,820 Prinfing and Stationery 660
Stock on April 01, 2015 11,460 | Postage and Telegram 820
Bad debts 1,400 Sundry debtors 62,070
Bad debis Provision on Sundry creditors 18,920
April 01, 2015 3,240 Cash in bank 12 400
Cash fn hand 2,210
Rates and Insurance 1,200 Office furniture 3,500
Discount (Cr.) 180 Salaries and Commission 9,870
&R 1,240 Addition to buidings 7,000
Sales refuns 4,240
Wages 6,280
Buildings 25,000

Prepare the trading and profit and loss account and a balance sheet
as onMarch 31, 2016 after keeping in view the following adjustments :

i) Depreciate old building by ¥ 625 and addition to building at 2%
and office furniture at 5%.

i)  Write-off further Bad Debts? 570.

iif) Increase the Bad Debis Reserve to 6% of Debtors.
iv) T 570 are outstanding for salary:.

v) Rentreceivable 2000n March 31, 2016

vi) Unexpiredinsurance 240.

vii) Stock wasvalued at¥ 14,2900n March 31, 2016.



Solution

Books of Himanshu Traders
Trading and Profit & Loss Account
for the year ended on March 31, 2016

Dr, Cr.
Particulars X Particulars <
Opening stock 11,460 | Sales 140,370
Purchases 80,000 Less : Sales Refurn  (4,240)| 1,36,130
Less: Purchase relum  (2,820) Fr.180
Camiage inwards 2310
Wages 6,280 | Closing stock 14,280
Gross profit ofd 53,180

1,90 420 1,50,420
Rai'way freight on sales 16,940 | Gross profit o'd 53,190
Office expenses 1,340 | Renf 2100
Postage and Telegram 820 | Add Accrued rent 200 2,300
Printing and Stationery 660 | Discount 190
adlary and Commission 9,870
Add Outstanding salary 570 10,440
Rates and Insurance 1,300
Less: Unexpired {240 1,060
Nsurance
Bad debis 1,400
Add: Further bad debts 570
Add: New bad debls provision 3,690

S660
Less: Old provision for  (3.240) 2420
Bad debis
Depreciation on building 625
Depreciation on additions 140
Depreciation on Furnilure 175
Nat profit (transferred fo
capial account) 21,060
55,680 25,680




Balance Sheet as on March, 31, 2016

Liabilities - Assels L4
Sundry creditors 18,920| Cash at hank 12,400
Oulstanding salanes S70| Cash in hand 2,210
aR 1,240
Capital 1,00,000
Add: Net profit 21,060 Deblors 62,070
1,21,060
Less: Further Bad Debls 570
Less: Drawings (17,6000 1,03,.460 61,500
i Less: New provision for (3.600)| 57,810
Bad Debis e
Accrued Rent 200
Prepaid Insurance 240
Building 25,000
Less Depreciation (625) | 24.375
Addition to building 7,000
Less Depreciation (140) 6,860
Office Fumniture 3,500
Less Depreciation (175) 3,325
Closing stock 14,290
1,22,950 1,22,950

Manager's Commission

The manager of the business is sometimes given the commission on
the net profit of the company. The percentage of the commission is
applied on the profit either before charging such commission or after
charging such commission . In the absence of any such information, it
is assumed that commission is allowed as a percentage of the net
profit before charging such commission.

1. Commission on net profits before charging such commission
Nel prafit before commission x Rate of Commission

Commission =

100

2. Commission on net profits after charging such commission.

Commission =

Net profit before commission x Rale of Commission

100 + Rate of Commission




interes! on capital inferest on Capilal A'c Dy, | (1) Debit side of P&L A/,
To Capital Alc (i} Add to capital on the liabilities
side of Balance Sheel.

Interast on drawings | CapitalDrawings At Dv. | (i} Credit side of PA&L Al

To Interest on Drawings At (ii) Deduct from capital on the
habilities side of Balance Sheet.

Interest payable on | Inferest on Loan A Dv. | (1) Debit side of P&L A,

loans (borrowed) Tor Loan Ak (i} Add to loan on the liabilities
side of Balance Sheet.
Commission payable | P& LAk Dr. | (i) Debit side of P&L A,
fo manager To commission payable (i) Show on the liabilities side of
to manager Afc Balance Sheel.

ADJUSTMENT IN RESPECT OF GOODS
Abnormal Loss : Somelimes losses occur due to some abnormal
circumstances such as accident, fire, flood, earthquakes efc. Such
losses are called Abnormal losses. These may be divided into two
categories -
(A) Loss of Goods (B) Loss offixed assels
Good taken for personal use (Drawings in goods) : When the
goods are withdrawn by proprietor for personal use the cost of such
goods deduct from purchases and the amount should be deduct from
capital in Balance Sheet.
Goods distributed as free samples : Sometime goods are
distributed as free sample by the businessman for the purpose of
advertisernent. The cost of free sample deduct from purchase and
shown in Debit side of profit and loss account,

Adjustment Entry in respect of goods

Adjustment Treatment in Trading & P & L Alc | Treatment in Balance Sheet
1) Loss of Goods T Llosseof........... Afe Dy, | 1) Gross Logs © Deduct from
By accident, Fira, Theft) To Trading Afc Purchase or show on the credd
Or side of Trading Ak
1o Fo, o 2) Mot Loss - Debit sice of P& L
Al
N goods were nol insured 2} Profil & Loss A Dr. | 3) Ingurance clanm: Assels
To loss by ... At side of Balarnce Shoded
i goods ware insirad 2} Insurance Company At  Dr,
and full claim accepied by To loss by........ A
INSWance COMpany




If full elaim not 2) Insurance Company A'c  Dr.

accepted by Insurance Company Profit & Loss Afe Dr.
10 loss by .......... AT
2) Goods taken by the propriefor | Drawings Afc Dr. | 1) Deduct the amount of goods
for his personal use To Purchase Afc from the purchases in Trading

Afe.

2] Deduct the amount from the
capital on the iabilties side of
Balance Sheel.

3) Goods distribuled as free Advertisemeant Afc Dr. | 1) Deduct the amount from the
sample To Purchase A'c purchases on the debil side

of Trading Afc.
2] Show on the debit side of
P&LAL.

4) Goods given as charity Charily Afc Dr. | 1) Deduct the amount of goods

To Purchase A'c from the purchases in Trading
Ale.

2] Show on the debit side of
PE&LAL

Key Points :

1.

If closing stock shown in Trial Balance then it will be shown in
balance sheet only. It is assumed that purchases amount already
get adjusted in trial balance.

Salary and wages will be shown in profit and loss A/c debit side
(assuming that salary is prominent) while wages and salary will
be shown in trading A/c debit side, (wages are prominent).

Freight, carriage, cartage will be shown in Dr. side of trading
A/c. if inward word aftached with these then it also debited to
trading A/c, if outward word attached with these item then it will be
debited to profit and loss account.

Any expenses related to factory are debited to trading account
like factory lighting, factory rent if factory word is not given then
lighting and rent will be debited to profit and loss account.

Trade expenses always debited to profit and loss A/c not as
name indicate trading A/c.

Packaging material : Cost of packaging material used in



product are direct expenses as it refers to small containers which
form part sold, it will debited to trading A/c.

7. Packing : The packing refers to the big containers that are used
for transporting the goods and regarded as indirect expenses
and debited to profit and loss account.

8. Adjusted purchases mean the amount of purchases is adjusted
by way of adding opening stock and reduced by the amount of
closing stock, e.q., purchases Rs. 1,00,000; opening stock Rs.
12,000, closing stock Rs. 8,000. Calculate adjusted purchases.

Adjusted purchases = purchases + opening stock - closing stock
=Rs. 1,00,000+Rs. 12,000-Rs. 8,000=Rs. 1,04,000

When adjusted purchases is given in trial balance, then there is
no need of debiting opening stock and crediting closing stock in
trading A/c.

In this case closing stock will be shown in balance sheet only.
Remember

While preparing Final Account the items which are given inside the
Trial Balance are written only once either in Income Statement or in
the Balance Sheet. (Assuming that they have been already adjusted
in the respective account). On the other hand, the items which are
given outside the Trial Balance (known as adjustment) are to be
written twice because the double entry in respect of all adjustments is
to be completed in the final accounts itself.
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Illustration 16

Given below is the Trial Balance of Anjana & Co. as on 31st March,
2016.

Particulars L.F. Debit Credit
) ()

Opening Stock 18,100

Purchases less Returns 3,10,000

Sales less Returns 6,90,000

Carriage Inward 900

Carriage Outward 800

Discount Received 1,350

Discount Allowed 830

Factory Heating and Lighting 12,100

Wages 21,000

Interest Received 1,000

Insurance 6,500

Postage and Telegram 100

Rent 18,700

Accidental Trade Expenses 1,400

Computers 31,200

Sales Tax Collected 31,500

Manufacturing Expenses 69,920

Cash in hand 8,500

Plant & Machinery 1,34,800

Motor Vehicles 3.10,000

Income Tax 1200

Customer’'s A/c Supplier's A'c 11,000 13,500

Bank Qverdraft 89,500

Capital Account 2.14,000
9,60,850 | 9.60,850

Prepare (i) Trading and Profit and Loss Account for the year ended
31st March, 2016 and (i) Balance Sheet as at that date, taking inifo
considerafion the adjustments given below :



Adjustments :
(i)  Closing stock was valued at 12,000.
(ii) Half of wages are in respect of work to be done in next year.
(iii) Depreciate Motor Vehicles and Plant and Machinery @ 10% p.a.
(iv) Depreciate computers¥ 10,600.
(v) Create provisions for discount (@ 5% on debtors.
(vi) Goodscosting< 1000 distributed as free sample.
Solution
Books of Anjana & Co.
TRADING AND PROFIT & LOSS ACCOUNT
for the year ended 31st March, 2016

Dr. Cr.
Particulars 4 Particulars 4
To Opening Stock 18,100] By Sales less relums 6,890,000
To purchases less refum 3,710,000 | 3.09,000)] By Closing Stock 12,000
Less ; Free Sample 1,000
To Camiage fnward 900
To Faclory heating and lighting 12,100
To Wages 21,000
Less ; Prepaid 10,500 10,500
To Manufacluning expenses 62,920
To Gross Profif e/d 288,480
702 000 7,02 000
To Camiage Ouiward 800| By Gross Profit bid 2,88.480
To Discount Allowed 830] By Discount Received 1,350
To Provision for Dvscount on Deblors 550] By Interest Received 1,000
To Postage and Telegram 100
To Inswrance &, 500
To Accidental Trade Expenses 1,400
To Rent 18,700
To Depreciation on Molor Vehicles 31,000
To Dapreciation on Plant & Machinery| 13,480
To Advertisamant 1,000
To Depreciation on Complders 10,600
To Net Profit fransfemed to
Capital Ac 2,05,870
289,830 2,89.830




BALANCE SHEET
as at 31st March, 2016

Liabilities T Assels 4
Supplier's A'c 13,500] Cash in hand 8 500
Sales Tax Collected 31,500) Cuslomers A'c 11,000
Bank Overdraft 9.500| Less : Provisions for
Capital 2, 14,000 Doubiful Debis 550 | 10,450
Add : Net Profit 205,870 Stock 12,000
4,19.870 Prepaid Wages 10,500
Less ! Income Tax 12,000] 4,07,870] Compulers 31,200
Less : Depreciation  10.600 | 20,600
Mator Vehiclas 3,10.000
Less : Depreciation 31,000 | 2,79.000
Plant & Machinery  1,34.800
Less  Deprecigion  13.4801 1,21,320

4,622,370

462,370

Notes :—

i) Sales Tax collected is a receipt collected on behalf of the
Government and should be shown on the liabilifies side of the
balance sheet, till itis paid off to the Government.

i)  Income Tax fo be taken as drawings.

Illustration 17

From the following balances of Mr. Ashok. You are required fo
prepare trading and profit and loss account and a balance sheet on

March 31, 2015.

Debit Balance T Credit Balance 4

Plant and Machinery 1,.30,000| Sales 3,00,000
Debtors 50,000 Refurn outwards 2,500
Interast 2.000| Creditors 2,50,000
Wages 1,.200| Bilis payable F0.000
Salary 2,500| Provision for bad debis 1.550
Carriage Inwards S00| Capital Rent received 2,20,000
Camage Ouiwards 700| Rent received 10,380
Return Inwards 2,000 | Commission received 16,000




Factory rent 1,450
Office rent 2,300
Insurance 780
Furniture 22,800
Buildings 2,800,300
Bills receivable 3,000
Cash in hand 22,600
Cash al bank 35,000
Commission 500
Opening stock 60,000
Purchases 2.50,000
Bad debis 3,500
8.70,430 870,430
Adjustment

1.  Provisionfor Bad Debis @ 5% p.a. and further Bad debts 3 2,000.
2.  RentreceivedinAdvance¥ 6,000.
3. Prepaidinsurance® 200.
4

Depreciation on furniture @ 5% p.a., plant and machinery @ 6%
p.a., building @ 7% p.a..

5. Closing stock amounting? 70,0000n 31.03.2015.

6. Goodscosting? 1,000 were used by proprietor.

Solution
Books of Mr. Ashok
Tl'ﬂdiﬂg and Profit and Loss Account
for the year ended March 31, 2015
Particulars 4 Particulars L4
Opening stock 60,000| Sales 3.00,000
Purchases 2,50,000 Less Retumn (2,000) | 2,98.000
Less : Return 2 500 Chosing Stock 70,000
Lass : Goods Personal Use 1,000 | 2,46,500
Wages 1,200
Cammage inwards S00
Factory rent 1,450
Gross profit o'd 28,350




3,668,000 368,000
Interas! 2,000 Gross profit bid 58,350
Salary 2,500| Rent received 10,380
Carriage oulwards F00| Less Advance (6,000) 4,380
e ety
Office Rent 2.300| Commission 16,000
recefved
insurance 780
Less Frepaid Insurance (200) 280
Depreciation on furniture 1,125
Depreciation on Plant and 7,800
Machinery
Deprecialtion on bullding 19,600
Commission 500
Bad debls 3,500
Add : Further and debis 2,000
Add : New provision 2400
7,800
Less old provision (1.550) 6,350
Net Profit (transferred to 35,272
capital account)
77,730 78,730
Balance Sheet as at March 31, 2015
Liabilities T Assels <
Creditors 2.50,000| Cash in hand 22,500
Bills Payable 70,000| Cash at Bank 35,000
Advance rent 6,000] Bilis receivable 3,000
Capital 2,20,000 Prepaid insurance 200
Add Net Profit 35,275 Debtors 50,200
255,275 Less Further {2.000)
Less : Goods Taken 1,000 Bad debis 48,000
for parsonalise 2,54, 275 Less New Prowision (2.400) 45,600
Plant and Machinery 1,22,200
Furmilure 21,375
Buildings 260,400
Closing stock 70,000
580,275 580,275




Illustration 18

From the following Adjustments and with the help of Trial Balance
prepare a Trading A/c Profit and Loss A/c and Balance sheet as on

31stDec. 2015.

Dr. Balance T Cr. Balance T
Insurance Charges 2,400 | Capital 1,70.000
Salaries & Wages 18,400 S. Crediors 20,000
Cash in Hand 200 | Sales 1,20,000
Cash af Bank 26,500 Relums outwards 1,200
Trade Expenses 400| Provision for doubtfl debls 400
Postage & Telegrams BO0| Discourt 800
Drawings 6,000 | Rent of Premises, Subject for 1,200
Plant & Machinery one year lo 30th June 2015
Balance on 15! Jan, 2075 1,.20,000
Addition on 1st July, 2015 5,000
Stock on 1st Jan, 2015 15,000
Purchases 82,000
Retuns Inward 2,000
&. Debtors 20,800
Furniture & Fixlure 5,000
Fraight & Duty 2,000
Camiage QOuitwards S00
Rent, Kates & Taxes 4,600
Printing & Stationery 1,000

Adjustments

1. Stockon 31stDec. 2015 was valued at Rs. 24,000 and stationery

o

N oA W

unused at the end was Rs. 250,

The provision for Doubtful Debts is to be maintained at 6% on
Sundry Debtors.

Create a provision for discount on Sundry Debtors at 2%.
Write off Rs. 800 as Bad-Debts.

Provide depreciation on Plant and Machinery @ 10% p.a.
Insurance is paid up to 31st March 2015.

Afire occurred on 25th Dec. 2015 in the Godown and Stock of the
value of Rs. 6,000 was destroyed. It was insured and the
Insurance co. admitted a claim of Rs. 4,000.



Solutions

Trading and Profit & Loss Account
the year ending 31st Dec. 2015

Particulars Amount | Particulars Amount
To Opening Stock 15,000 | By Sales 1,20.000
LessReturn 2,000 1,18,000
To Purchases 82,000 By Closing stock 24,000
LessReturn (1,200}
80,800
Less ; Loss by fire (6,000)| 74,800
To Freight & duty 2,000
To Gross Profit ¢/d 50,200
1,42,000 1.42 000
To Insurance charges 2,400 By Gross Profit 50,200
Less : Prepaid insurance (600)] 1,800
To Salaries & wages 19,400 | By Discount 800
To Trade expenses 400 | By Rent of premises sublet 1,200
Less . Rent received in adv. (600) 600
To Postage & telegram BOO
To carriage outwards 500
To Rent, Rates & wages 4,600
To Printing & Stationery 1,000
Less :Unused (250) 750
To Bad debts 800
Add :New reserve 1,200
2,000
Less :Old reserve (400)| 1,600
To Provision for discounton | 376
debtor
To Depreciation on Plant & 12,250
Mac. (12,000 + 250)
To loss by fire 6,000
Less Insurance Claim 4,000 2,000
To Met Profit transferred to 7,124
Capital
51,600 51,600




Balance Sheet As on 31st Dec. 2015

Liabilities < Assels ~
3. Creditor 20,000| Cash in hand 200
Rent received in 600| Cash at Axis Bank 26,500
advance Capital 1,70,000
Add : Net Profit 7,124 S. Debtor 20,800
1.77,124
Less ! Drawings 6.000) 1.71,124| Less : Bad Debis {800)
20,000
Less : New Reserve (1,200
18,800
Less : Discount {376) 18,424
Insurance company (Claim) 4,000
Closing stock 24,000
Stationery unused 250
Prepaid insurance G600
Furniture & fixture 5,000
Plant & Mac. 1,20,000
Add : Addition (5,000
1,25,000
Less : Depreciation (12,250)] 1,12, 750
191,724 1,91,724

Illustration 19

(Comprehensive) The following is the Trial Balance of Ali Mushabbar
Traders on 31st March, 2016

Particulars L.F. Debit Credit
®) )

Purchases / Sales 2,12,000 | 3,15,000
Stock (1.4.2015) 16,000

Returns 3,000 1,800
Debtors / Creditors 81,000 16,100
Goodwill 17,000

Bills Receivable / Bills Payable 8,000 3,800
Machinery 70,000

Drawings 48,000




Motor Car 2,30,000

Provision for Doubtful Debts 1,200

Cash Balance 11,700

Freehold Property 2,13,000

Fire Insurance Premium 2,400

Bad Debts 1,200

Carriage on Sales 1,350

Carriage on Purchases 2,350

Establishment Expenses 3,800

Horses and Carts 11,000

Custom Duty 2,100

Donations (Charity) 3,100

Loan 3,00,000

Interest on Loan 1,000

Capital Account 3,00,000
9,38,000 | 9,38,000

Prepare Trading and Profit & Loss Account and Balance Sheet as at
31st March, 2016 after considering the following adjustments :

(i)  Value of goods on hand at the end of the year was< 20,000.

(i) Depreciate Machinery ® 10% p.a. and Motor car ® 5% p.a.

(1ii) Provision for doubtful debts fo be maintained @ 5% on Debtors.
(iv) Create provision for discount on Debtors @ 5%.

(v) Furtherbaddebtsare3 1,400.

(vi) The manager is entitled to a commission @ 70% on net profit
before charging his commission.



Solution

Books of Ali Mushabbar Traders

TRADING AND PROFIT & LOSS ACCOUNT
for the year ended 31st March, 2006

Dr. Cr.
Particulars 4 Particulars 4
To Opening Stock 16,000| By Sales 3.15,000
To purchases 2,12,000 Less ; Refuns _3,000 | 312,000
Less : Helums 16800 | 2,10,200] By Closing Stock 20,000
To Camiage on Purchases 2,350
To Cusfom Duty 2,100
To Gross Profit o'd 1.01,350
3,32,000 3,32,000
To Camiage on Sales 1,350) By Gross Profif b/d 1,01,350
Ta Fire Insurance Pramium 2,400
To Bad Debls 1,200
Add : Further Bad Debis 1,400
2,600
Add : New Provision 3,980
6,580
Less ; Old Provision 1,200 5,380
To Provisions for Discount on
Debtars 3,781
To Interest on Loan 1,000
To Establishment Expenses 3,800
To Donations 3,100
To Depreciation on Machinery 7,100
To Depreciation on Motor Car 11,500
To Manager's Commission 6,204
To Net Profit transferred to
Capital Afc 55,835
1,01,350 1,.01,350




BALANCE SHEET

as at 31st March, 2006
Liabilities 4 Assets x
Creditors 16,100 | Cash Balance 700
Eills Payable 3,900 Debtors 81,000
Outstanding Commission 6,204 | Less : Bad Debls 1,400
Loan 3,00,000 79,600
Capital 3,00,000 Less : Provision for
Add : Net Profil 55,835 Bad Debts 3,080
3,955,835 75,620
Less : Drawings 48,000| 3,07,835| Less : Provision for
S Discount 3,781 71,839
Bills Receivable | 8,000
Stock 20,000
Horses and Carls 11,000
Motor Car 230,000
Less : Depreciation 11,5001 2,18,500
Machinery — 70,000
Less : Depreciation 7,000 63,000
Free hold property | 2,13,000
Goodwill 17.000
[ 6.34,039 [6.34,039
Note :—  Net profit before commission T 62,039
Commission @ 10% T 6,204

Illustration 20

The following balances were extracted from the books of Mr. Sandeep
Ranaon 31stDec. 2016

Ledger Accounts Dr. Balance | Cr. Balance
Capital

Drawings 2,000

General Expenses 2,500

Building 11,000

Machinery 9,340

Stock (1.1.2013) 16,200

Power 2 24



Wages 7,200

Sundry Debtors 6,280

Sundry Creditors 2,500

Charity 105

Bad Debis 550

Bank Qverdraft 11,180

Sales 65,360

Furchases 47,000

Scooter 2,000

Bad Debts Provision 900

Commission 1,320

Trade Expenses 1,780

Bills Payable 3,850

Cash 100 24,500
Total 1,09,610 1,09610

Prepare final accounts for the year ended 31st Dec. 2016 after taking
into account the following .

1. Stockon 31stDec. 2016 was valued at 23,500

2.  Write off further Bad Debts ¥ 160 and maintain the provision for
Bad Debts at 5% on Sundry Debtors.

3. Depreciate Machinery by 10% and Scooter by T 240.
4.  Provide 750 foroutstanding interest on bank overdraft.

5. Prepaid insurance is to the extent of I 50, Commission
receivable amounting to3 50.

6. Provide Manager's Commission at 10% on net profit after
charging such commission.



Solution:

Trading and Profit & Loss Account
For the year ending 31st Dec. 2016

Dir, Cr.
Particulars L4 Parficufars T
To Opening Stock 16,200| By Sales 65,360
To Purchase 47,000 By Closing Stock 23,500
To Power 2,240
To Wages 7,200
To Gross Profit (B.F.) 16,220
88,860 88.860
To General Expenses 2.500| By Gross Profit 16,220
To Taxes & Insuwrance 1,315 By Commission 1,320
Less : Prepaid (50) | 1.265| Add : Receivable Com, __ 50 | 1,370
To interest on Bank Overdraft | 750
To Dap. on Machinery 8934|
Secooter 240 1,174
To Bad Debis 550
Add : Further bad debts 160
Add : New Reserve 306
1,076
Less ; Oid Reserve (900) 116
To Charily 105
To Trade Expenses 1,780
To Manager Commission 800
Fayable (9,900 = 10/710)
To Net Profit transferred to 8.000
Capital Afc
17,590 17,580
Balance Sheet As on Dec. 31,2016
Liabilities | < Assols -
S. Creditors 2500] Cash 100
Bank Overdraft 11,180 Deblars 6,280
Add : O/s Interest (750)| 11.930| Less : Further Bad Debis (1600
6,120
Less: New Reserve (306) 5814
Bills Payable 3,850| Prepaid insurance | 50




Manager Commission Payable 900 | Closing Stock 23,500
Capital 24,500 Machinery 9,340
Add : Nef Profit 9,000 Less - Depreciation (934) 8,406
Less : Drawings (20000 31,500
Scooler 2,000
Less : Depreciation  {240) 1,760
Building | o000
Commission Receivable a0
50,680 o0, 660
Illustration 21

Give journal entries for the following adjustments in final accounts :
(i)  Closing Stock< 70,000.

(i)  Qutstanding salaries¥ 15,000.

(iii)  Insurance premium amounting to¥ 18,000is paid in advance.
(iv) < 1900 received for rent related to the next accounting period.

(v) Interest accrued but not received during the accounting year ¥
1,500.

(vi}  Write off 600 as further bad debts.

(viil Goods costing < 8,000 destroyed by fire and insurance
company admitted a claim forT 5,000 only.

(viii) Goods costing? 10,000 (Market value T 11,000) were taken by
proprietor for personal use.

Solution

JOURNAL
Particulars LF| D) | Cr.R)

(I Closing Stock Alc Dr. 70,000
To Trading Alc 70,000
(Chosing Stock transferred to Trading Alc

lii] Salaries Alc Dr. 15,000
To Outstanding Salaries Alc 15,000
[Qutstanding salaries accounted in the books)




fiii) Prepaid Insurance Premium Ajc Or.

To Insurance Premium Ale
|Prepaid Insurance accounted in the books)

liv) Rent Received Alc Or.

To Rent Received in Advance Alc
[Rent received in advance accounted in the books)

(v} Accrued Interest Alc Or.

To Interest Received Alc
(Accrued interest accounted in the books)

{vi) Bad debts Alc Or.

To Sundry Debtors Alc
(Further Bad-debts written off)

\vii Loss by Fire Alc Or.

To Purchase Alc
(Goods destroyed by fire)

Insurance Co. Dr.
Profit & Loss Ale Or.

To Loss by Fire Alc
(Claim accepted by insurance co. and balance
transferred to Profit & Loss Alc)

{viii) Drawings Alc Or.

To Purchase Alc
(Goods taken by proprietor for personal use)

18,000

1,900

1,500

600

8,000

5,000
3,000

10,000

18,000

1,900

1,500

600

8,000

8,000

10,000




Illustration 22

Give journal entries for the following adjustment in final account :
(i)  Depreciation on furniture by 10% (cost of furniture< 10,000)
(i) GoodsworthT 1,800distributed as free sample.

(i) Rent received for 12 month ending 30th, June 2012 (Account
closed 31st March, 2012)% 6,000.

Solution
JOURNAL

Particulars LF.| Dr.) | Cr.)

(| Depreciation Alc Dr. 1,000
Ta Furniture Alc 1,000
[Depreciation charged on furniture)

{i} Advertisement {or free sample) Alc Dr. 1,800
Ta Purchase Alc 1,800
(Goods distributed as free sample)

(i) Rent Alc Dr. 1,500
To rent received in advance Alc 1,500
(Rent for 3 month received in advance)




lllustration involving adjustment for GST and GST Set-off.

lllustration—From the following Trial balance prepare trading and profit and
loss Account and Balance sheet.

Debit Balances Rs. Credit balances Rs.
FPurchases 15,000 Capital 27,500
Opening Stock 3,000 Sales 33200
Salaries 4550 Creditors 10250
Bills Receivable 23000 Bills Payable 850
Machinery 6000 Qutstanding Rent 350
Sundry Debtros 10,000 Commission 4500
Wages 2300 Qutput CGST 5000
Rent 1400 Cutput SGST 5000
Bad debts 600 Output IGST 4000
Discount Allowed 1250
Insurance 300
Bank 6000
Advertisement 4250
Input CGST 4000
Input SGST 4000
Input IGST 5000

90,650 90,650

Adjustments :

(i) Closing stock is Rs. 3000.

(i) Goods costing Rs. 500 were distributed as free sample and goods of
Rs. 1000 were taken by the proprietor for personal use. CGST and SGST
@ 6% each were levied on these goods.



(i)

Goods costing Rs. 1000 were destroyed by fire. IGST @ 12% was levied

on these goods.

The goods were insured and the Insurance Company admitted a claim of

Rs. 900.

(ivl A credit sales of Rs. 1500, on which IGST @ 12% was levied was not

recorded in the sales Book.

Dr. Trading and Profit and Loss Account Cr.
Particulars Rs. | Particulars Rs.
To opening stock 3000 | By sales 33200

To Purchases 15000 Add: unrecorded 1500
Less: Advertisement 500 34700
(Free Sample) 14500
Less: Drawings ~1000| 13500 By loss by fire 1120
To wages 2300 By closing stock 3000
To Gross profit c/d 20020
38820 38820
To salaries 4550 | By Gross profit s/d 20000
To Rent 1400 | By Commission 4500
To Bad debts 600
To Discount allowed 1250
To Insurance 300
To Advertisement 4250
(+) free sample 500 4750
To Less by Fire i 220
To Net profit 11450
transferred to Capital Alc
24520 24520




Balance Sheet

Liabilities Rs. | Assets Rs.
Capital 27500 Machinery 6000
(+) Net profit 11450 Bills Receivable 23000
38950 Sundry debtors 10,000
(+) Drawing 1120 | 37830 | Add: Unrecorded 1680 | 11680
Credit Sales
Bank 6000
Creditors 10250 | Insurance Claim due 900
Bills Payable 850 | Closing Stock 3000
Outstanding rent 350
Output CGST 210
Output SGST 1090
50580 50580

* Journal Entries for adjustment of GST and GST set off




Journal

Date | Particulars LF. Dr. Rs. | Cr.Rs.
Advaertisement Alc Dr. S60
(free sample)
To purchases Alc 500
To Input CGST Adc 30
To Input SGST Alc 30
{Being Goods distributed as free sample)
Drawing A/c Dr. 1120
To Purchases Alc 1000
To Input CGST Alc G0
To Input SGST Alc 60
(Being goods used by proprietor)
Loss by Fire (Stock) Alc Dr. 1120
To Trading Afc 1000
To Input IGST Alc 120
(Being loss of stock by Fire)
Insurance Company Alc Dr. 00
Profit and Loss Alc Dr. 220
To Loss by Fire (Stock) Alc 1120
(Being claim admitted by Insurance Compary)
Sundry Deblors Alc Dr. 1580
To Sales Alc 1500
To Output IGST Ale 180
{Being Credit sales recorded)
Oulput IGST Ale Dr. 4120
To Input IGST Ale 4120

(Being input IGST set of against output IGST)




Output CGST Alc Dr.

To Input CGST Alc
(Beinginput CGST set off against output CGST)

Output SGST Alc Dr.

To Input SGST Alc
(Being input SGST set off against output SGST)

Output CGST Ale Dr.

To Input IGST Alc
(Beinginput IGST set off against output CGST)

3910

3910

3910

3910

880




EXCERCISE

Q1. The Trial Balance of Veer Singh Bros. show the following
balances. Prepare Trading and Profit and Loss Account for the
year ended 31st March, 2016 and Balance Sheet as on 31st
March 2016.

Particulars 4 Particulars 4

Capital Account 6,60,000| Cash 15,000
Creditors 36,000| Drawings 24,000
Bank Overdraft 16,500| Freehold Property 2,710,000
Interest on Bank Overdraft 1,650 Plant and Machinery 3,80,000
Debfors 59.400| Computers 1,22,000
FPurchases 247 400)| Rent &, 900
Sales 4,30,850| Insurance and Taxes 12,300
Returmn Inward 11,400 Fire Insurance Premium 6,000
Return Qutward 6,300 | Electricity 2,700
Stock (Opening) 18,000| Factory Lighting 5,100
Freight Inward 5,700| Salaries lo Slorekeeper 8,400
Patents 12,000| Coal, Gas and Power 1,800

The following adjustments are to be made :

(i)  Thevalue of stockinhandon 31.3.2016 was< 50,700.

(i)  Depreciation to be charged on Computers @ 10% p.a. and on
Plant and Machinery @ 5% p.a.

(lii) Intereston bank overdraft was outstanding < 300.

(iv) Insurance was prepaid 1,500.

(v) Manager's commission to be provided @ 10% p.a. on Net
Profits after charging his commission.

Ans. NetProfit? 1,18,727  CapitalT 75,472

Balance Sheet TotalT 8,19,400
Gross Profit¥ 1,98, 550



on that date :

Opening stock
Purchases

Sales

Sales returns

Wages

Carriage

Bad debis

Bad debts provision
Sundry debtors

Sundry creditors

Office furniture

Plant and machinery
Establishment charges
Advertisement
Goodwill

Duty and clearing charges
Commission (Cr.)
Capital

Fersonal expenses
Investments

Cash
Rentand insurance

Q2. From the following figures, prepare trading and profit and loss
account for the year 31st March, 2016 and a balance sheet as

<
40,000
1,80,000
3,20,000
5,500
22,000
1,200
600
1,000
50,300
15,800
5,300
78,000
5,100
5,500
10,000
4,200
800
1,20,000
15,000
16,100

16,000
2,800



Adjustments :

1)
2)
3)
4)

3)
6)

Rent outstanding amounted to 500 and insurance
unexpired amounted to ¥ 300,

Commission amounting to 120 has been received in
advance.

Write off ¥300 as bad debts and provision for doubtful
debts at 2.5% on sundry debtors.

Depreciate plant and machinery by 5%.

Wages for March 2016 was unpaid.

Stock on 31st March, 2016 was T 34,000. (market value T
40,000)

Ans. NetProfit< 81,130
Balance SheetT 2,04,550
Gross ProfitT 99,100

Q3. From the following Trial Balance extracted from the books of
Lucky Gupta prepare Trading and Profit & Loss Account for the
year ending 31st March, 2016 and a Balance Sheet as at that

date -

Particulars Dr®) | Cri)
Furniture G40
Loose Tools 6,250
Buildings 7,500
Capital Account 13,500
Bad-Debis 125
Provision for Bad-Debts 200
Sundry Deblors and Crediors 3,800 2500
Stock on 1st April, 2015 3,460
Purchases and Sales 5,475 15,450
Bak Overdraft 2,850
Sales Retumn and Purchases Relum 200 125
Halionery 430
Interest Account 118
Commission 375
Cash in hand 1,650
Taxes and Insurance 1,250
General Expanses 782
Salaries 3,300

35,000 35,000




The following adjustments are to be made

(i)  Stockinhandon 31st March, 2016 was¥ 3,250.
(i)  Depreciate Building at 5% and Furniture at 10%. Loose Tools
are revalued at< 5,000 at the end of the year.
(iii) Salaries¥ 300 and taxes¥ 120 are outstanding.
(iv) Insurance amounting to¥ 100is prepaid.
v)  Write offa further 100 as Bad-Debts and provision fro Doubtful
Debts to be made equal to 5% on Sundry Debtors.
vi)  Half of the stationery was used by the proprietor for his personal
purposes.
Ans. NetProfit¥ 2,171, Gross Profit< 9,690, Balance Sheet¥ 21,216
Q4. Give journal entries for the following adjustment in final
accounts.
i}  Salaries< 15,000 are outstanding.
ii)  Insurance amounting to¥ 20,000is paidin advance.
i) < 2,000 forrent have been received in advance.
iv)] GoodscostI 3,000 used by owner.
vl  Goodsworth? 5,000 distributed as free sample.
vi)  Write off < 1,000 as further bad debts.
viil Commission earned but not received< 2,000.
vili) Stock of the value of ¥ 4,000 was destroyed by fire a claim
of ¥ 3,000 has been admitted by insurance company.
Q5. From the following balances, prepare Trading, Profit and Loss
A/c and Balance Sheet as at 31st March 2016 .-
< T
Stock (1st Apnil 2015) 20,000 Goodwill 16,000
Furchases 2,92,000| Furniture are Fittings o8, 000
Duty and Clearing Charges 34,000| Repair Charges 2,900
Capital 1.60,000| Bank 24,000
Sales 5,90,000| Salaries 1,10,000
Rent 10,000| General Expenses 18,000
Retumns Inwards 16,000 Debtors 2,30,000
Cash Discount allowed 15,000 Craditors 1,35,000
Cash Discount received 19,000
Drawings 58,100




Take the following adjustments into account :

a)

b)

¢)
d)

Ans.

Q6.

Dr.

General expenses include T 5000 chargeable to Furnilure
purchased on 1st October 2015.
Create a reserve of 5% on debtors for Bad and Doubtful Debts
after treating¥ 30,000 as a bad-debt.
Rent for two months is outstanding.
Depreciation on Fumniture and Fittings for the year is to be at the
rate of 10% perannum.
Closing Stock was T 42,000, but there was a loss by fire on 20th
March to the extent of T 8,000. Insurance Company admitted
the claim in full,
(i)  Goodscosting< 2,500 were used by the proprietor,
(i) Goods costing? 1,500 were distributed as free samples.
Gross Profit ¥ 2,82,000, Net Profit¥ 1,00,550, Balance Sheet
< 3,36,950.
Problems based on missing information. Fill in the missing
figures in the following .-

TRADING AND PROFIT & LOSS ACCOUNT

for the year ended 31st March, 2016

Particulars T Particulars <

To Opening Stock By Sales —— -
To Purchase  — coeees Less . Sales Hefurn S0 | eeemcas
Less @ Retum 1,000 81,000
To Wages 1,800 By Closing Stock 20,000
To Camage Inward 200
To Gross Profit b/d 17,000

To Insurance 600| By Gross Profit bid
To Rent 2,000 By Discount receved 1.500
To Salaries 12,500
Add: Outslanding Salarigs =-==| - ~ | By Net Loss S
To Bad Debis 200
Add: Further Bad Debls 100

Add : New Prowvision ...




L ess : Old Provision — =w======= 400
To Provision for Discount 388
on Debtors
To Deprecialion
Building 2,250
Furniture f00 2 950
22,838 22 838
Balance Sheet
as at 31st March, 2016
Liabilities 4 Assels <
Bills Payable 3,000| Cashinhand | ===
Cradiftors 0| seeeeemse- Cash in bank 15,000
Quistanding Salanes 1,000)| Sundry Debtors 20,100
Less : Further Bad Dabls.....
Capital e Less: Provision for 600
Less Nel Loss  cceeeeoe. Ead-debls
e raee2l TEEETE
Less ; Provision for discoun|
on deblors @ seeeeeeeee- 19,012
Closing Stock
Fumiture 7,000
Less : Deprecialion JOO | weemevesens
Building 45,000
Less Depreciation 2,250 42,750
1,08,162 108,162

Ans. Sales ¥ 95,000, Stock T 15,000, Salaries T 13,500, Capital T
80,000, Net Loss< 4,338, Creditors3 28,500, Cash< 5,100




