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FINAL ACCOUNTS
Oneof the main objects of mantainAccountsisto findouttheprofitorlossmadebythe business during a period
and to ascertain the finandd postion of the busness as on a given data. In order to know the profit
or loss made by the business trading and profit andloss account isprepaid. The postion of the business
on the last date of the financid year will be reveledby thebaance sheet the trading and profit and loss
account and bdance prepare by the busness man at the end of the trading period are cdled
findaccounts.

TRADING ACCOUNT

Trading account is prepared manly to know the profitability of the goods bought and sold by the business
man. It shows the result of trading that is buying and sdling of goods cdled gross profit or gross
loss. The difference between sdes andthe cost of thegoods soldisgross profit or gross loss. Trading
account isprepared in T form, just like any other account except the Date and Journd Folio Columns
are not provided. As the Trading Account shows the results of operation over a period, the heading
wilbe “Trading Account for year (or Period) ended... Opening Stock, Purchases and other direct
expenses are taken on the Debit sde and Sdes and Closng Stock are taken on the Credit Side. The
Baance between the two sdes is Gross Profit or Gross Loss. The excess of credit Sde over Debit Sde
iscaled‘Gross Profit”. And excessof Debit Sde over Credit Sde is caledGross Loss’. The
‘GrossProfit” or ‘Gross Loss’ is trandferred to Profit and LossAccount.

PROFIT AND LOSSACCOUNT

The profit and loss account is an account which shows the net profit or net loss of a business for a
particular period. All indirect expenses such as Adminigrative or Management Expenses, Sdling and
Didribution Expenses,Financid Expenses and Other Expenses such as Depreciation and provisons etc
are taken on the Debits side. Gross profit and other items ofincomes such as Interest received, Discount
received etc are taken on the credit sde. The differencebetween two sides is either Net Profit or Net
Loss which is tranderred to Capital Account. Trading andProfit and Loss account will appear



asfollows:The format of Trading and Profit and L oss Account Trading account and Profit and
Lossfor theyear ending of 31-12-XXXX

Particulars Amoun [Particulars Amoun
t t

To Opening Stock Xxx  [BySales XXX

ToPurchases XXX LessSalesReturns XXX | XXX

LessReturns XXX XXX

To Wages oooxx By Closing Stock XXX

To Fuel & Power OO

To Carriage NOOOKX

Inwards To YOOOOK

Coal,water

To Octrai XXX

To Import Duty

To Manufacturing

Expenses

To factory Lightin

To GrossyPro%it ’ XXX XXX

(Transfer to P & L A/C)

To Gross Loss XXX By Gross Profit By XXX

To Salaries ooxXxx  [RentReceived OOKX

To Rent 0000 By Commission Received  [xxoxxx

To Commission xooxxx By Interest received

To Discount xoooxx By Other incomes

To Insurance Premium OOOOK

To Telephone Expenses OO0

To Advertisements OOOOXK

To Audit Fee OO0

To legal Fee YK

To Interest on Loan
To Carriage outwards
To Bad debts

To Provision for
depreciation

To Printing &
Stationary To Postage
& Telegram To General
Expenses

To Packing Expenses
To Transportation




BALANCE SHEET

Bdance sheet isprepared to know the finandd postion of business on a particular date. It isa statement
which shows the assets and ligbilities of a busness as on a particular date. It showswhat a business
owns and whatit owes. This statementis prepared from real and persona account left after the
nomind accounts are transferred to TradingandProfitandlossaccount. Balance sheet is a“*Statement” and
not an “Account”. It does not have ‘Debit’and ‘Credit’ Sides. It isdivided into two Sdesii.e. left hand
side and right hand sSide. Theleft hand side is cdled the lidhilities Sde and right hand side is cdled
assets gde. All thdighiliies and capitd are entered on theligbilities Sde and dl properties and assets
are entered on the Assetsside.

“A baance sheet isa statement with a view to measure exact financia position of a busnessat a particular
date.” - - - - - - J. R.Batliboi

Format of Balance Sheet:
Balance Sheet of Mr. X ason the date of 32-12-XXXX

Liabilities Amount Assets Amount
Capita XXX Fixed Assets:
(+)NetProfit XXX Pant & Machinery (-
XXX )Depreciation XXX
(-)NetLoss XXX Furniture and fixtures (-
XXX (+) Interest on )Depreciation DOGOXX
Capitalxxx Land & Buildings
XXX (-) Depreciation XXX XXX
(-)Drawing XXX Furniture
XXX (-)Interest (-) Depreciation
onDrawingxxx XXX |Motor Vehicles
Reserve XXX Current Assets:
Long term loans oooxX  |Sundry Debtors XXX
Bank Over Draft (-) Bad Debt DOOOXKX
Cash in Hand DOOXKK
Current XXX Cash in Bank XOOOXX
Liabilities:Sundry oooxxx  |Bills Recelvable
Creditors BillsPayable Closing Stock
Outstanding Expenses Prepaid Expenses
XXX XXX




Adjustments

While preparing the Profit and Loss account for a particular period it is essentid that expenses, losses
andincomesand gans rdding only to that period are considered. We knowthat businessisa going
concern. It hasto be carried on indefinitdyat the end of every accounting year. Thetrader preparesthe
Trading andProfit and Loss account and Bdance Sheet. While preparing these finandd
satements,sometimes the trader may come across certain  problems .The expenses of the current
year may be 4ill payable or the expenses of the next year have been prepaid during the current year.
In the same way, the income of the current year dill receivable and theincomeof the next year have
been received during the current year. Without these adjustments, the profit figuresarrived at or the
financd pogtion of the concern may not be correct. As such these adjustments are to be made while
preparing the find accounts.

Theadjusmentsto be made to find accounts will be given under the Trid Bdance. Whilemaking
the adjugment in the find accounts, the student should remember that “every adjustment isto be
made in the find accounts twice i.e. once in trading, profit and loss account and later in baance sheet
generd y”. Thefadllowing are some of the importantadjustments to be made at thetimeof preparing of
finalaccounts:-

1. Closing Stock:-
() If dogngstock isgiveninTral Baance: It should be shown only inthe baance sheet “Assets Side”.

(i) 1f dogng stock isgiven asadjustment:

1 Frg, it should be posted at the credit sde of “TradingAccount”.
2 Next, shown at the asset Sde of the “BalanceSheet”.

2. Outstanding Expenses: -
() If outstandingexpenses given in Tral Bdance It shouldbe only on theligbility sde of
BalanceShest.
(i) 1f outstanding expenses given asadjustment:
a. HArg, it should be added to the concerned expense atthe debitside of profit and loss
account or Trading Account.

b. Next, it should be added at the liabilities side of the BalanceShest.

3 PrepaldExpenses:-
() If prepaid expensesgivenin Trid Baance: It should beshownonly inassets sdeof the
BaanceShest.

(i) If prepaid expense given asadjustment:



1 Hrg, it should be deducted fromthe concerned expenses at the debit sde of profit and
loss account or TradingAccount.
2 Next, it should be shown at the assets Sde of the BaanceShest.

4. Income Earned But Not Received [Or] Outstanding Income [Or] Accrued I ncome: -
() If incomesgiveninTrid Balance: It should be shown only onthe assets Sde of the Bdance Shest.

(i) If incomes outstanding given asadjustment:

1 Hrg, it should be added tothe concerned incomeat the creditsideof profitand loss account.
2 Next, it should be shown at the assets Sde of the Baanceshest.

5. Income Received in Advance or Unear ned I ncome: -
() If unearnedincomesgivenin Tral Baance It should be shown only on the ligbilities sde of
the BaanceShest.

(i) 1f unearned income given asadjustment:

1 Frg, it should be deducted from the concerned income in the credit sde of the profit and
lossaccount.
2 Secondly, it should be shown intheligbilities sde of theBaance Shest.

6. Depreciation:-
() If Depreciaion givenin Trail Balance: 1t should beshown only on the debit sde of the profit and
lossaccount.

(i) 1f Depreciation given asadjustment

1 Frg, it should be shown on the debit side of the profit and lossaccount.
2 Secondly, it should be deduced from the concerned asset in the Balance sheet assetssde.

7. Interest on Loan (or) Capital:-
() If interest on loan (or) capital giveninTral baance: It should be shown only on debit sde of the
profit and lossaccount.

(i) 1If interest on loan (or) capita given asadjustment:

1 Hrdg, it should be shown on debit side of the profit and lossaccount.
2 Secondly, it should add to theloan or capitd intheliabilitiessde of the BaanceShest.

8. Bad Debts:-
() If bad debts giveninTrall balance: It should be shown on the debit Sde of the profit and loss
account.



(i) 1f bad debts given asadjustment:

1 Frg, it should be shown on the debit side of the profit and lossaccount.
2 Secondly, it should be deducted from debtors inthe assets Sde of theBalance Shest.

9. Interest on Drawings:-
() If interest on drawingsgivenin Trall balance:Itshouldbeshownonthecreditsideof the profit and
lossaccount.

(i) If interest on drawings given asadjustments:

1 Hrg, it should be shown on the credit Sde of the profit and lossaccount.
2 Secondly, itshould be deducted from capita on lidbilities  sdeof the BaanceSheset.

10. Interest on I nvestments:-
@) If interest on theinvestments given in Trall baance: It should be shown on the credit sde of
the profit and lossaccount.

(i) 1If interest on investments given asadjustments:

1 Hrdg, it should be shown on the credit Sde of the profit and lossaccount.
2 Secondly, it should be added to the investments on assets Sde of the BaanceShest.



Example 1.

Tral Baanceof Bhardtis givenbeow. Prepare theTrading Account and Profit and Loss Account
for the year ending 31December, 2005 and Baance Sheset as on thatdate

Particulars Debit Rs. |Credit Rs.
Drawings and Capital 10,550 1,19,400
Plant & Machinery 38,300
Sundry Debtors and Creditors (62,000 59,360
Wages 43,750
Purchases and Sales 2,56,590
OpeningStock 95,300
Salaries 12,880
Insurance 930
Cash at Bank 18,970
Interest on Loan 14,370
Discount allowed 4,870
Furniture 12,590
Loan Payable 79,630
Land & Buildings 43,990
6,15,090 |[6,15,090
Closng Stockwas Values atRs. 90,000 (Feb-08, set-2, Q7)
Solution:
Trading and Profit and Loss Account of Mr. Bharat at the end of the year 31%December, 2005
Dr. Cr.
Particulars Amount |Amount |Particulars Amount |Amount
To Opening Stock 95,300 By Sales 3,56,430
To Purchase 2,56,590
To Wages 43,750 By Closing Stock 90,000
To Gross Profit 50,790
(TransfertoP & L Alc
4,46,430 4,46,430
To Salaries 12,880 By Gross Profit 50,790
To Insurance 930
To Interest on Loan 14,370
To Discount 4,870
To Net Profit (Transfer to 17,740
Balance Shest) 50,790 50,790




Balance Sheet of Mr. Bharat as on the date of 31-12-2005

Liabilities Amount |[Amount Assets Amount JAmount
Capital 1,19,400 Fixed Assets:
(+) Net Profit 17740 Plant & Machinery 38,300
1,37,140 Furniture 12,590
Drawing 10,550 Land & Buildings 43,990
1,26,590
Loan Payable 79,630 Current Assets:
Sundry Debtors 62,000
Current Liabilities: Cash in Bank 38,300
Sundry Creditors 59,360 Closing Stock 90,000
Suspense A/c 270
2,65,850 2,65,850
Example 2:

Thefdlowing are the particulars of Ledger Account baances taken from the books of Bhaskarfor
theyear ending 31%March 2005. You are requiredto prepare Trading Account and Profit and Loss
Account and Balance Sheet as on thatdate

Adjustments:

Particulars Debit Rs. |Credit Rs.
Capital 1,00,000
Bills receivables and Bills Payable 4,00,000 (7,00,000
Sundry Debtors and Creditors 75,000 50,000
Cash 15,000
Bank 25,000
Business Premises 2,50,000
Loan Payable 25,000
Opening stock 40,000
Purchase & Returns 60,000 8,000
Sales & Returns 37,000 2,75,000
\Wages 35,000
Saaries 65,000
Rent, Taxes and rates 15,000
Depreciation 5,000
Furniture 78,000
Advertisement 58,000

11,58,000 |11,58,000

1 Closing Stock wasValuesat Rs.80,000
2 Writeoff Bad Debts of Rs. 5,000 out of sundrydebtors
3 Prepaid Insurance amountedRs.1,000

(Feb-08, set-3,Q7)




Solution:

Trading and Profit and L oss Account of Mr. Bhaskar at the end of the year 31%Mar ch,

2005
Dr. Cr.
Particulars Amount |Amount |Particulars Amount |[Amount
To Opening Stock 40,000 By Sales 2,75,000
To Purchase 60,000 37,000 2,38,000
Less: Returns 8,000 52,000
To Wages 35,000 By Closing Stock 80,000
To Gross Profit 1,91,000
(TransfertoP & L Alc 3,18,000 3,18,000
To Salaries 65,000 By Gross Profit 1,91,000
To Rent, Taxes ad
Insurance 15,000
Less: Insurance 1,000 14,000
To Depreciation 5,000
To Advertisements 58,000
To Bad Debts 5,000
To Net Profit (Transfer to 44,000
Balance Sheet)
1,91,000 1,91,000
Balance Sheet of Mr. Bhaskar ason the date of 31-03-2005
Liabilities Amount Amount |Assets Amount JAmount
Capital 1,00,000 Fixed Assets:
(+) Net Profit 44,000 Furniture 78,000
1,44,000 [Business Premises 2,50,000
Loan Payable 25,000 [Current Assets. 75,000
Sundry Debtors 5,000 70,000
Current Liabilities: Less. Bad Debts 4,00,000
Sundry Creditors 50,000 |BillsReceivable 15,000
Bills Payable 7,00,000 |CashinHand 25,000
Pre-paid Insurance 1,000
Closing Stock 80,000
9,19,000 9,19,000




Example 3:

From thefollowing Trail Balance of Mr.Surya & Coas on 318December 2009. Prepare
theTrading Account, Profit and L oss Account and Balance Sheet as ondate

Particulars Debit Rs. Credit Rs.

Capital 70,000

Purchases 40,000

Sales 75,000

Returns 1,000 2,000

OpeningStock 20,000

\Wages 1,000

Coadl , Power 1,500

Carriage Inwards 3,000

Salaries 2,000

Sundry Creditors 10,000

Sundry Debtors 15,000

Bills Payable 5,000

Bill Receivable 10,000

Plant & Machinery 7,500

Cash 27,000

Bank 15,000

Discount 500

Discount Received 2,000

Loans 5,000

Bank OD 5,000

Buildings 33,000

1,74,000 1,74,000

Adjustments:

1. Closing Stock Rs.30,000
Bad Debts on Sundry Debtors Rs.1,000

2
3. Depreciation on BuildingsRs.3,000
4.

Outgtanding SalariesRs.500

(Nov-2010, Set-2, Q8)



Solution:

Trading and Profit and L oss Account of Mr. Surya & Co at the end of the year

31%December, 2005

Dr.
Cr
Particulars Amount |Amount |Particulars Amount |[Amount
To Opening Stock 20,000 By Sales 75,000
To Purchase 40,000 1,000 74,000
Less: Returns 2,000 38,000
To Wages 1,000 By Closing Stock 30,000
To Coal and Power 1,500
To Carriage Inwards 3,000
To Gross Profit
(TransfertoP & L Alc 40,500
1,04,000 1,04,000
To Salaries 2,000 By Gross Profit 40,500
Less: Outstanding Salaries  |500 2,500 By Discount Received 2,000
To Bad Debts 1,000
To Depreciation 3,000
To Discount 500
To Net Profit (Transfer to 35,500
Balance Sheet)
42,500 42,500
Balance Sheet of Mr. Surya as on the date of 31-03-2005
Liabilities Amount | Amount |Assets Amount |Amount
Capital 70,000 Fixed Assets.
(+) Net Profit 35,000 1,05,500 [Buildings 33,000
Less: Depreciation 3000 30,000
Plant & Machinery 750
Loan Payable 5,000
Bank OD 5,000 Current Assets:
Sundry Debtors 15,000
Current Liabilities: Less: Bad Debts 1,000 14,000
Sundry Creditors 10,000 [Bills Receivable 10,000
Bills Payable 5,000 Cash in Hand 27,000
Outstanding Salaries 500 Closing Stock 30,000
Suspense A ccount 2,500
1,33,500 1,33,500




