Having proved the arithmelical aceumy of L ed
should proceed lo ascertain our Profit or Loss for a. - Inorder!
or Loss of a business and its financial posttion, Final Accounts at
period are prepared. The term Final accounts means slalements W
1o show the profit eamed or loss suffered by the firm and finan
firm al the end of the period concemed. In order to know the prof
Income Statement or Trading and prom and loss Account is p
also called “statement of operations.” While the financial pos
preparing a Balance Sheet of the business. This stalement is also c:
“orihe * slatement of financial condition *. In this chapler we s
of preparing these two statements. '

The basis of these statements is lrial balance. The trial balance %4‘
accounts from the Ledger, the nalure of which may be either, Personal, Real or
It should be noted that from the trial balance only Nominal Accounts are transfe
profit and loss accounl. The Real or Personal Accounts go to the balance she

Trading and profit and loss Account/Income Statement m., i

As the name of this account ilself indicales, il is made up of two accmm; e,
Account and profit & Loss Account. Trading concerns which purchase goods f
markel and sell it in another markel, prepare this acqounl L

Trading and Profit and Loss Account/Income Stalemen may be Ji

and loss Account/Income stalement in the report form. .
TRADING ACCOUNT

A Trading Account is an account which contains, “ in sumimal

ST M N M AN, -

el ?"‘”"
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throughout the trading peniod. in commodities in which he deals’

oc
et e gr0SS i es‘f:{"‘ s :"0“- Trading Account is the account which is
;r\d M;ﬁogdetcrmim ihe Gross Profit or the Gross Loss of a rader.
3
oowing Hems usually app=ar on the debit and credit sides of the Tradng
The
A:f"‘“m“'
o DOP! s
on
 The vale of opening stocks of goods (i.e. the slock of goods with whch e
(1 business was started)
2 Nel Purchases made during the year (i.e.. Purchases less Retums.)
g Diect eperses. i a0y

on the Cred side:
Total Sales mad
yalue of closing stock of goods.

) e dunng the pericd less the value of Retums, i.e, Nei Sales.

() The
1 the Iwo sides of the Trading Account represents gither Gross’
the credi side is heavier that would mean that the trader hes

e of the goods sold over their purchase
s suffered Gross Loss L.,

The dfference bEIWee

proft of Gross Loss. Thus if ‘ ‘
4 Gross Profil i.e. the excess of selling pnc

o |f the debit side 1S heavier it would mean thal the trader.ha
purchase price Of goods exceeds the selling price.

ich represents either Gross profi or Gross Loss

The batance of Trading Account wh

is transferred 10 Profi & LOSS Accourt.
£orm of Trading Account (T or Account Form). The following is 3 Profrma Trading
Account - _
' Trading Account _ . :
D for the year ending ... A9 e Cr
et e e _—_’______.’_..’/4————"’—
Rs As.
fo Opening Stock s By Sales ==
foPuchases 3 Less Relums -
. Less Retumns | _ 8\’; Ck)sing Slock
lo Camage Inwards . gy Gross Loss Tr;n:.-
1o Catage - (erred to Prolit 209
Loss AC
10 Do
Dock Charges L o
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FINAL ACCOUNTS

181

To Wages
L0 DU o e ]
Io A (ST SR s
OClearing Charges |
To Etc, E!g, ik
To Gross Profit (Transferred 1o
Profit and  pss Alc.)

\-\

» OnE;l'rading Account ltems. Now we shall discuss the ilems of the Trading Account one

Opening Stock. In case of trading concems it will consist of only finished goods or
900ds lo be sold without alteralion. In manufacturing concems, the opening stock wil
consist of three parts: (a) stock of raw materials, (b) stock of partly finished goods or work-
"progress, and (c) stock of finished goods. In case of a new business there will be no
opening slock.

Purchases. This item includes both cash and credit purchaseé of goods bought with
the object of sale.

Return outwards or Purchases Returns. [t means the goods retumed by a lrader
to his suppliers from out of his purchases. Relum outwards reduce the purchases. It is
shown by way of deduction from purchases in the Trading Account.

‘Discount on Purchases. It is also shown by way of deduction from purchases in
the Trading Account.

Sales. This item includes lotal of bolh cash and credit sales of goods in which
businessman deals in. It is credited to Trading Account,

Returns Inwards or Sales Returns. Il means goods refurned lo a frader by his
cuslomers from out of goods sold to them. It is shown by way of deduction from sales on
the credit side, of the Trading Account.

Discount on Sales. This account has always a debit balance and is shown by

deduction from sales in the Trading Account :

Direct Expenses. Direct expenses are those expenses which are incurred to convert

terials into finished goods or which may be regarded as a part of the cost of
A-mas> .., wages paid by a manufaclurer lo construct furniture out of raw

purchasing the,goods. €
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182 PRINCIFLES OF ACCOUNTING

\ase to the business

-0 of purct
place of p rading Account. The

wood, the expenses ncurred 10 bring goads from the
dtothe T

place of the trader elc. All the direct expenses are charge

items usually included in direct expenses are
cework remuneration paid

Wages. This item usually signifies sorme hourly, daily of pie
¢ y ' ading Account,

to labovers. I is direct expenditure and should be charged 10 Tr

Il signifies the wages of factory workrrt\e;;
a direct charge on the €OS

Manufacturing or Productive wages.
g Account in absence of

actually engaged in making or producing something. I is _
Manufacture. It is debited to Manufacturing Account of Tradin

Manufacluring Account.

Carriage Inward. Carriage means conveyance charges of goods by ‘_a”d' Ca;(;'age
inward are the conveyance expenses incurred 1o bring the goods purchased in lhe goaown
or shop. It is debited to Trading Account. In examination questions when the tem only
Carriage” is given and is not expressly staled to be inward or outward, it should be ?\ssumed
o be inward and debited to Trading Account, The reason is hat carriage on goods IS usually

paid by the purchaser.

Cartage. The cartage charges on goods purchased are direct expenses and should
be debited to Trading Account. ’

Freight. Freight is the cﬁarge made tbr conveyance of goods by sea. Freight on
goods purchased is charged is Trading Account,

Customs Duty, Octroi Duty etc. When goods are purchased from a foreign country
import duty will be payable. When goods are received from another city, the municipal
corporation may charge octroi duty. All duties on goods purchased should be debited to

Trading Account.
)

Excise Duty. itis a tax levied by the Government. If the duty is levied on production
it will be treated as manufacturing expense and debited o Trading Account.

Stores Consumed. This item stores denote lubricaling oil, tallow, grease. cotton and
jute waste, elc., required for running the machinery of a manufacturing concemn. The amounl
of stores consumed is a direct expense and should be charged lo Trading Account

Motive Power. This item includes, coke, gas, water or eleclric energy consumed in
propelling the machinery. It is debited to Manufacturing Account : in the absence of a

Manufacturing Account, it is debited to Trading Account.

Royalty. Royalty is an amount paid 1o a person for exploiting rights possessed b
him. It is usually paid to a palentee, author, or landlord for the nght to use his pat !
copyright or land. If they are produclive .expenses, they are debited 1o Manufa?:z ent,
Account ; but in the absence of a Manufacluring Account. it is debited ldv ‘Tr’éding ACc:;ﬁ:‘g'

Scanned by CamScanner



s -
' in Stock

9 unsoldciLtheghands of a lrader at. thg end of a trading periog

is ascenained by means of compllgtmn oy list °,'-ma'erials g

n at the close of the trading period This work is l;ndm“

. ventory of lists of physical stock are then faired and Valuew: as (g

closing stock is valued al cosl or market ! 0l

Iy affects the Gross Profit (or Gross Loss), il'i)s © Wi,

Aale the closing stock at a proper yay, “b!i,,
. e v _v;" |

f closing stock is taken into- consideralion only i
ihe Trading Account and nol before. The Trial Balance is prepareq the J
of the Trading Account. Hence the closing stock does nol appear .b“‘”e‘lhg-‘ ‘
brought into account by means of a Jounal entry debiling Stock A c'é‘ a Trig
Trading Account. ‘ _ ount ang ‘

ios th , gy "
ntries for Trading Account. Closing entri | ) L
inancial period for the purpose of !gns!;riii\;rﬁl‘ehs:; Which 3§
Profit and Loss Account and thus the “Ominaréé'cd:w_'
Account., the opening stock, Purchases, Sales Relums e
nd closing stock are transfemed 1o bynr:e:g’- !

" The value 0

Closing E
at the end of each f
o the Trading and
preparing a Trading
and untwards, Direct expenses a
entries as follows \—

{  Trading Accoun
To Purchases Accounl

To Relurns Inwards Account
To Direct Expenses account (Wages. carnage elc )
(Being the lransfer of the latter accounts to the former.)
2. Sales Accounl
Returns Outward Account
A To Trading Account
(Sales etc., transferred lo Trading Account.)

Clkosing Stock Account
lo Trading Account
(oeing 1o record C'Cifjﬂg 5!’3-’:!’{,)
Advantages of Tr o Ao
 Aavanigges of (kading Account. The advantages of Ihé Trading A
A Y 3 ’.G'
\ Trader can find oid the Gracs P ain ¢
can find out the Gross Profit and thereby €48 35'_59 ;grﬂ?d
s pef .

o1 prolit he has eamed on the cost of the goods s0ld ofwe"u
proit may serve as his ready quide fof the adjustme
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| il les with similar
o .cc"“; i f,ﬁufuggni is improving
g wh°'h9;c,osad by the Trading Aocnw |
goss o d:je info the causes rasponshig ﬁ
s s S
i P.o‘ .;:

P ND LOSS ACCOUNT

Lis the account whereby a trader delerm \
il ACC“’:’?S he account which reveals the Net Profit (or Ng
E account is opened with gross profit lransferre

and LOS:S «which will be debited 1o Profit and Loss Accous

i gross © h have not been dealt in the Trading Azcount) hra" '

'mdbs:s gﬁ; and Loss Account. If there are any incomes of galtié; fhil
of the

ain is called the Net Loss, The account is closed =
loss over (he gain is cal B R N
"N’e‘:";mm or Loss lo the Capilal Account of the Irader. s

Profit and Loss Account
For the year ending on,

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

A6 Loss b Rs.

By Gross Profit  b/d Rs.
-

= By Interesl received
By . ,
_ By Discounl received
:qﬂlma[- N ¢ .
- M By Commission received
o By Other receipts
ssion dlowg '
1 By elc., elc.

; éw’&.’c@

By Net Loss (transferred to
Capital Account of a trader).
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To Tm.'
ToEic., Eic,

o W | y Plas

Account of a lrader)

Clo d
_—_ m“:‘ﬂ:;lhobrl’mﬁtflou Account. The following usual enlries are passec e

1 Tnndun;galExpuuuaLossa,
Profit & Loss Account
Tooadwlltuvam&pmusal.osu.
(This entry will close the expenses accounls )

2 Translernng al tems of gans elc
Varnous Nominal Accounts ( represent '
To Prolit and Loss Account. .
(This entry will close all the remaining Nominal A/cs )

3 Translernng Nel gain to Capital Account
Proft and Loss Account ' ;
To Caputal Account
(This enlry closes the P& | a/c)

4 Translerrng Net Loss to Capial Account
Capital Account
To Prolt and Loss account
( This enlry cioses the P &  alc)

Dit n"andhgmdeﬁl&LossAncounLThemndﬁermbawem
Traging Account and a Proli and Loss Account is thal the gross roll of loss whick is

mhfmm.mmetrWdlmhsmwmeprdideu
Cen ‘mm“wmdmebusmmefmmnedlhem
Twu' nl“mnumdﬂum.uﬂwwd&wﬂyw
m’“ﬂ: ) dmmmmww
M‘:"m"o mmmmem&sm’reﬂ'y mnctedw’lhnum
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FINAL ACCOUNTS

EXPLANATION OF CERTAIN ITEMS OF INCOME STATEMENT

oY
s el kK

Income from Sales. The total of all charges o cuslomers for goods sold, botr § i
cash and on credt, is reported in this section. Sales returns and allowances and
discounts are deducted from the gross amount lo yield net sales,

Cost of goods sold. This relers 1o the cost price of goods which have been A
during a given period. In order lo calculate the cost of goods sold we should dedud ein ¢
the tolal cost of goods purchased the cosl of goods at the end of the year. This candle 116
explined with the help of following formula:

- (Opening stack + cosl of goods purchased ) - closing siock = cost of goods A
BnC_Cunt
. Gross Profit. The excess of the net income from sales over the cost of goods ey i
Is also called gross profit on sales, trading profit or gross margin Itis termed gross becagy Josing o
gll other expenses for the period must be deducted from it to obtain the net profil or --the
Income of the business.
. . (J
Operating Expenses,

The operaling expenses also called operaling costs -
er any desired number of headings and sub-headigd o
small retail business it is usually satisfactory lo classity operaling expenses as either sl O <
or general. B 471 |

business may be classified und

i"" 6‘6-’1.
Expenses thal are incurred directly and entirely in connec

are known as selling expenses. They include suc
slore supplies used, depreciation of

lon wiln If'«r: Sale rJ{ g
h expenses as salari Salecad
slore equipment, and advertising. Bce

Expenses incurred in the general administration of the business : I
administrative expenses or general expenses. Examples of these EXpENnses are oflice ol crall
depreciation equipment, and office supplies used

Net Profit from operations. Tie excess of gross
expenses is called net profit or nel
exceed gross profit, the excess is d

. profit cn sales over 1o
profit from operations. |f operatin
eSignaled as net loss or ne

lal cpemg
g expenses sudh
| loss from operal

Other Income. Minor sources of income
operaling income. In a merchandising business th
interest, rent, dividends and gains from the sale of

are Classified as other ir
IS categ

~ _
~OMe o @

ory often includes income
lixed assels

-
-

L
s P o
Other Expenses. Expenses thal carnol pe associaled delinitely wah the rdlars
are identified as olher expenses or non-operaling expenses. Interas| RDaisa Yt -
from financing activities and losses incurred in the disposal of fixed assets ar2 exampglackal
items reported in this section < al
'

L
The two calegories of non-cperaling tems other ne

) OMe ard olher g :
offset against each other on the profit and loss accoury |f the total of other ncome exs
the total olher expenses, the excess is added 10 net prof

from operations:
is true, the difference is sublracted from net profd from operalions b

- .
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wd Profit and Loss Account
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4 Balarce Sheel s 3 w 1
i 21 the asS&s and kabites of 2 busmess am;

4 Baance Sheel s prepared from a Teal
\ccount are ranstered efiher 10 the Tradmng Account ol
,manngba:artasdPersaraimMm“. -

cosng dale. These assels and kabiities are shown
arm--{he 35s€ts bemg shown mm@h.;*z -

Grouping and Marshalling. In 2 Baance Shes
poperty orouped and classfiad under aporopraie b P
netor's and Credor s Accounl need nol be Shown Dete:
shown N lola The groupmg 1°gm N Jssmiar 3 i )

mslaacng

The lerm Marshaling means the omder in which asseis ant
Balance sheel As The Balance Sheel exhibiis he francsl pe oon
3 non lechnical observer 8 & of greal m“‘,_ 3
soud be smanged n the Balance Shes! on cemaln oD
eneraly marshafed m three ways -

() ‘:L’c‘ v of hquaity or realzabily Accordng &
on the Balance Sheet loliowng the order i wheh They can be
e kb fies m 1he order in which they can be pad o The ok
aaance Shea! Sased on ths orgder - N TR

e N

e vy

Balance Sheel as at _
Lalimes Rs Assers
s N Cash n hand
e Crocs Cash at Bank
- ~ Irvesments

4 r
B, -
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| are stated first and the float : ‘ - :
Balance Sheei based on this order. 70 fabites lolow. The following = a specimen of 2

- Balance Sheet as at R = )

Liabilities Rs o

Capttal
i Land & Buildings
irade Creditors Plant & Machinery
Loans

. - Furniture & Fixtures
Bills Payable Stores
Stock
Debtors
Bills Receivable
Investments
Cash at Bank
Cash in hand

|

: 3.‘ ‘ Mixed order of arrangement . This method is a combination of the order of the
realisability and the order of permanence. Under this method the assels are arranged in
order of realisabilty and the liabilties in order of permanence.

. The first method is adopled by sole proprietary and partnership concerns. The second
is followed by companies. The third method is adopted by banking concerns.

Object ::l Balance Sheet. The function of correclly prepared Balance Sheet is o
exhbit the true and correct view of the slate of affairs of any concern. and in 2 balence e
as the assels and liabilities are shown in delails after being properly valued, a trader can
judge the position of his business from it.

Classification of Assels

The properties and possessions of a business are called the Assets and they are
classified into following classes - .

(1)  Fixed Assets. These are assels which are acquired nat for sale but for permanent
use in e business e.g., Jand and buildings, plant and machinery, furniturs &ic
These assels help the business lo be carmed on
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asaots which are
g These denoto those o Deblors,

Current or Cireulating or Floating Assel
iy after some time @4, Sun

held for sale or o be converned inlo cas
Bills Receivable, Stock of Goods elc.
hose assets which are wi

(3) Liquid Assets Liquid Assets are | ;
easily converted into cash e.g,Cash in hand, Cash at Bank, |

(@)

th us In cash or
nvestments ele,

swoar and lear”, whose
(ed through working are

ts. The assels lhal depreciate through
sools 0.9, Pant,

al become exhaus

(4)  Wasting Asse
a sub-class ol Fixed A

values expire with lapse of time or th

known as Wasling Assets. This Is
Machinery, Mines elc. :
Intangible or Fictitions Assels. There are assets which have no phy:;ical pxistence,
which can neither be seen with eyes nor louched with hands, They do nol
represent anything valuable, They include debit balance of Profit and Loss

Accounl. insurance prepaid, goedwill elc,

—
o
~—

(6)  Contingent Assets. A contingent assel is one which comes into existence upon
the happening of a certain event, [l thal event happens the assel becomes
available olherwise nol e.g. uncalled capital of a limited company.

(7)  Outstanding Assels. Expenses paid in advance i.e. prepaid expenses, and
income earned but nol received are known as oulstanding assels.

Classification of Liabilities. The liabilities of a business are classified as follows:—

Fixed Liabilities. These are the liabilities which are not payabl-e immediately

(1)
or in the near future. These liabilities are payable after a long penod. Long *
term loans, capital of the proprietor are the examples of such kind of liE;bilitles

(2) Curren! Liabilities. These are the liabilities which are payable immediately o
in the near fulure, such as creditors, Bank Loans elc, :

(3)  Conlingent Liabilities. Contingenl liabilities are those liabilities which arise only

on the happe.nin.g'o! some evenl. The.event may or may not happen, Thu
a contingent liabiliies may or may not involve the payment of money Exémplei

of contingent liabilties are:-

(¢ abilf ' ' l

(@) Liability on bills discounted. In case the bill is dishonoured by the
acceplor, the holder may be calle
L y be called upon to pay the amount to the

Scanned by CamScanner



Fa‘ﬁj F::; sels musi be ,, j

. dlmnal  why they shouid be VM f the
0 s depreciation which is an esii
alcost P Assels in course of the busi ﬂ

ol he Fixed

i

Faling ASSElS. Floaling Assels are valued on i e
ice whichever is less”. They are valued alal
(ealse when converted m‘lo cash and as ﬂﬁ hey
malkel price if the same 1S bebw the cost p
ever valued al @ price exceeding the cost even f the
o lhe cost price at the dale of such vaiualion.

: @TICAL OR REPORT FORM OF BALANCE SHEET

Balance Sheel as’al

o o

| B

Cumenl Assels.
Cash-in-hand
Cash at Bank
Deblors (Accounts Rec eivable)
Bils Receivable (Noles Receivable)
Slock in Trade (Inventory)

Total Cumenl Assels
Pl ASS{:IS'

F
Miure & Fittings

BUlkllngs

Plang g
“ Malarg
Laqd "dCf..r.u}/

la, Total

By -

!

= :
Lo,

"~ =i
3 v
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PRINCIPLESOF ACCOUNTING

Hustration 10.1 :
. From the lollowing balances extracted from the Books of X & Co, prepare a Trading
and Prold and Loss Account and Balances Sheet on 31st December, 1991.

Rs Rs.
Stock on I8t January 11.000 Retumns Outwards 500
Bas Recenable 4500 Trade Expenses 200
Purchases 38,000 Office Fixtures 1,000
Inswance 700 Cash at Bank 4750
Sundry Deblors 30,000 Rent and Taxes 1100
Canage wards 800 CarriageOutwards — 1450
Commussion (Or.) 800 Sales i
Interest on Capial 700 Bills Payable - 3,000
Statonery 450 Credttors 19,650
Returns Inwards 1,300 Capital 17,900
[
The stock on 2181 December, 1991 was valued at Rs. 25,000.
Solution :
X & Co,
Trading and Profit & Loss Account
for the year ending 31st December, 1991
s Rs.
To Opening Stock ‘ 11.000 By Sales £0.000
To Puschases 3% 000 Less Return Inwards 1,300
Less Reluns Cutwards 500
—_— 38500 58,700
By Closing Steck 25 000
To Carfiage inwads 800
1o Wages 2.800
To Gross Proit c/d 30,600
83,700 .
83.700
[o Slator -
wle wery 4!:0
To Fent & Fsles : 1':))0 By Gross Proft brg 30,600
Ty le!a'ﬁ Outeards ,'450
T9 Inswance '700
To Tince Expenses 200
To Commission 8
70 lfll.lﬂ‘," on C"")"m 7£
To Het Prom lansleied (g
Capnsl we
- o 25,200
30,600 T
s T 30 600
- o __} ] . e
— |
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Illustration 10.2
The followin

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

Clyes ~
\."U.ung b’,.’j»‘k on L"“(‘ 3‘ ]Q
Sl 1 )

g Trial Balance was laken

Cash
Sundry Debtors

Bill Receivable

Opening Stock

Buildings :
Furniture and Fittings
investments (Temporary)
Plant and Machinery
Bills payable

Sundry creditors

Habib's Capital

Habib's Drawings

Sales

Sales Discount
Purchases

Freight in

Purchase Discount
Sales Salary Expense
Adverlising Expense
Miscellaneous sales expe
Office Salary Expensizpmses
Misc. General Expenses
Interest Income

Interest Expenses

from the books of

was Rs 10.000
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Gross Sales
Less Sales Drscount
Net Sales

Cost of Goods Sold:
\.“\;lﬁj :‘-’ti_,k
Puchases

A | resght 0

ess FUthases [“"‘ rl"'

\
{ (')ll:|4,||[hh.’0 'Of S:llf.'
5 chosng slock
X ,!." ‘.*1
Oparal Nses
(k)
vy Lapenses
vWrisng bpenses
M g Expenses
A othng Expenses
ey

CMNses

e Sahl

\ L \\'.L; Y E l"‘sfme
<< General Expense

[ i . L ee———

eneral Expense

- WERIng Expenses
Y ».L‘ql {-.‘.:,.) C '
= |
ey | ::: - .
S I g Expenses
Nt iy
vy ‘,ru‘*
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Plnt and Machinery
Fumiture and Fittings

Total Fixed Assels

Tolal Assels

LIABILITIES
Current Liabilties.
Sundry Crediors
Bills payable
Tolal Current Liabilities
Fixed Liabities:

Habib's Captal
Net Income for the year

Less Drawings

Total Liabiities and Capttal

o — A e ——
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