CCo : i i

d Balance Sheel.
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CCount and . » inter relared
«ach other. Both these statements are prepared f ¢ Balance Sheet are inter related with

rom the balane ing | ' alance :
; nue nature are Cs appearing in trial balance. The
.:emslﬂf ::v;hcct. As such alacj;::rtg'Ptrizﬁ['& w0ss Accoun, Whereas items of capital nature are taken
(o Balan Istinction between févenue and capital is very much necessary in

order to prepare the two financ.ial statemcnts pruper[y and correct] So, first of all revenue i
determined and then the expenses incurred for carning that re senue js n}:';ilch:s:d :i{hoth:t . B
determination of net income or net profit. 1t should be noted here that while matching cost "with
revenue, the fact that payment has been received and made is not material Howcwr‘.’ one musl

(1) Quantum of amount : Only because the amount spent is large, it can not be treated as
capital expenditure. It must be the nature of the amount spent which is important in this regard.

(2) Source of payment : For making the distinction between Capital and Revenue Expenditure
the source from which amount has been arranged to make the payment is not material at all

(3) Nature in the hands of recepient : For the party making the payment to differentiate between
Capital and Revenue, it should not be considered as a proper basis that how is the recepient going
otreat the money received by him.

(4) Manner of payment : In what manner the payment has been made can not be the basis to
ifferentiate between the Capital or Revenue because both Revenue and Capital Expenditures may

b paid for either in lump sum or in instaffents.

Classm"“ti“ll of Capital and Kevenue lIeEns :
______E_agilal and Revenue items may be classified as under :

Capital and Revenue Items

—

l

Expenditure

|
]

| S
| Receipts 1

— | l

—— Revenue Capital
Ill:tl'Fq,:rr':(:l dl?:u\rt;:n - Receipts Receipts
xpe
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Classification of liems of Expenditure :
ltems of expenditure incurred in the business re classified as under -
(1) Capital Expenditure : Capital Expenditure is that expenditure which i incy,

it inging into exi for i i i oy

acquiring or bringing into existence an assel or extending or improving a fixeg msse
substaniial replacement of an existing fived asset or which adds 1o the productivity or Camning ke
of the asset. Thus capital expenditure normally yields benefit over a long period. The fo"m:mf
of cxpenditure are capital expenditure : pes
(i} Expenditure incurred for the acquisition of a permanent assel : Al money gpeg, o
acquisition of an assel is to be considered as capital expenditure. Here an asset means ’"“Hﬁa'ﬂa

can be cither used for a long period of time such as Land:and Building, Plant and Madﬁm.-,m
which can be converted into cash later. o

(i) Expenditure which resuits in the extension of or improvement in fixed asset ; Duez 19
expenditure if the profil carning capaeily has increased by way of lowering cosl or increasing m:
such expenditure is to be considered as capital expenditure.

(ifi}) Expenditure which results in the acquisition of & tangible asset : The expenditure incurey
to acquire a tangible asset is to be treated as capital expenditure even if such asser does not prove
to be profitable for the business. i

(iv) Expenditure in connection with the acquisition of the right to Ty on business : The
cost of acquisition of the right such as the cast of the patent which is for the right 1o produce ceris
B00ds in a certain manner should be considered as capital expenditure. Similarly, the expenses
necessary for either establishing the business such as preliminary expenses for commencing a nesly

established company, for abtaining necessary licence is also considered as capital expenditure. Qsly
the initial expenditure is treated as capital expenditure. However, renewal fees in this regard are treated
as revenue expenditure.

(v) Expenditure incurred to purchase, receipt or erect a fixed asset : In this regard the rule
is that all such expenses which arc incurred for making the asset ready for use, in addition to b
purchase price of such asset are added to the cost of asscl and thus are treated as capital expendilve
for e.g., overrauiing charges of second hand atachine purchased, the cost of instellation of a sew
machine, interest on the loan taken (o purchase the Machine ete,

Accounting Treatment : All capital expenditures are debited to the respective Assets Accousts
which are to be shown on the asset side of the balance sheet. These expenses are not shown on the
debit side of Profit & Loss Account,

{2) Revenue Expenditure : All such expenditure which are 1o be incurred in the generd
administration of the business, or in making and promoting sales and distribution are mnﬂ_‘ﬂ"" o
revenue expenditure. As such these expenditure yicld benefits durning the current year. It is 10 b
shown in the: Trading & Profit & Loss Account. Thus these cxpenses are incurres upeally in B¢
ordinary course of business or as routine business expense. Such expenses really maintain the 3¢t
anly but do not increase their value or their carning capacity. Examples of such expenses are |

(i) Espenses incurred for day-to-day running of the business, such as salaries, wages, %
electricity charges, power and fuel cle.

() Expenses incurred on purchase of stocks of material and finished goods to the e¢%
these are used up during the year,
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ies, M&Rﬂwfﬁmu&pwdm“ i
(iii) Depreciation g fized e .

(iv) Expenses incurreq Tor
cxpenses, legal umh:;:rp of fixed 24515, such as repairs and maintenance

Howener, the under mentioned ¢y, mﬁmﬁ“.‘ ispute ot il o asets e
act they arc really capltal expenges ; - ° "™ INSNGE appear 1o be revenue expenses but
] Expcnscs incurred in CONBCEling wi
TegIration expenses or fees piid

erect a machine, gnd
L mlnld h“;:“m.i on the repairs ang white-washing for the first time on purchase of
 ding sinc: these | are mecessacy Lo make the building usable or

fevEnue expenses may be incurred in such
: period of more than one year ic. three or
Jour years. Infact such expenses are revenue expenscs of capital mature which arc very huge, so instead

(i) Expenditure wholly paid for in advasce where 5o service has yet been rendereel,
necessitating its being carried forward;
(i) Expenditure partly paid in advance, where a propostion of the bmcrn:t has been derived
within a period under review and the balance being as yel ‘unused’,
(iii) Expenditure in respect of senvice rendered which for any reason is considered as an
assel; and e
iv)  Amounis representing losses of an exce nature. -
J"ls[l I::Il item ';pde[m revenue expenditure will be shown as a Fletitious Assel which
=220 althg fhes the asset side of balance sheet but really it is not an asser. Eximples
: though it is shown on ! Expenses, Underwriting Commission, Heavy Advertisement
r.“mm Speict oo Pl Y Dchentures, Loss of Buikding because of an Earthquake etc.
ltmay pe i ﬂfh::s:; M'Shansm:h has not been charged 1o the Profit & Loss Account is shown
7 noted ¢ amaount

1 Balance Sheet as an Fictious Asse. ; hey will have to be wiilien off
capitalived and they wil < Lo
L ﬂmunllngxm']lr_l:cml ; Thw: mﬂmﬁ:’:wﬂglﬁ” 2 we treat for depreciation on assets.
A certain peripd. reatmen

Uassification of Items of Receipts :

: ified as umdcr © .
liems or Receipts related to business are "'hs:F additional payment made 1 the business cither

- i - i fived
(1) Cupital Receipts : Capital recelpis S0 © o business.or receipts from sale of
b T e gnmp“!" ot by the iu'oprlcl;:w long term loans, by issuc of shares and
- ced throvgh "

"5 of the business, Amount ¢
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are capital receipts. Thus capital receipts are 'rlul current liability, recei
ﬁﬂ:lfmc, |Iu:|:: are capitalized and shown at the liabilities side of Balanee Sheeq, Si-mi‘h,p:-’hi
receipts are excluded from the trading and pml'i_l &st_ account. 4 . Capy
(2) Revenue Receipts : These are the rouline ru_mprls of the I‘.lul.unc;g just a receipy
of goods. These reccipts are shown either al the credit side of Trading Account or Profit g &
Account. Examples of revenue receipts are sale of goods, interest carned, rent received, L
received, sale proceeds of old newspapers, packing materials and sundry receipts ele, i,
To sum up, 25 a clear distinction between capital and revenue cxpenditure is essentia |
same manner, capital receipts must be distinguished from revenue receipts. g
Capital and Revenue Profits :
It is very important to note that while preparing the final accounts, distincion has 1g j,
between capital profits and revenue profits. Revenue profits are camed in the o
business. They appear in the Profit and Loss Account and are available for distribution s

Couge g
for developing reserves and Funds, o for being used in the business. However, c._uimp,ﬁ' substion

thase which are earned as a result of selling some fixed assets, or in connection with rai: q;
for the firm. For instance a building purchased or Rs. 2,50,000 was subsequently sald for Rs, 19m
thus, Rs. 45,000 will be profit of capital nature, Similarly, when a company issues its shares of i
face value of Rs, 10 for Rs, 12 each, it is said that shares have been issued at premium which is cypy
profit. Capital profits are either capitalised i.c. transférred 1o Capital Account or transferred to Cap
Rescrve Account which may be utilised for meeting capital losses,

Capital and Revenue Losses :

Revenuc losses arc the losses which are related to the normal course of business: wheres
capital losses are those which are related 1o selling fixed assets or raising share capital. If a buldy
purchased for R.s.?ﬂ,ﬂtllhsuldlurf:s.!ﬁm.thr:ﬁﬂbcﬁpitillussuﬂh 15,000, Si whet
dfll\esoflh:ﬁm\"llncufﬂ.s.Iﬂmhnndaﬂ.ks.?i.&atudism:alofke. 1, the amount of discet

. will be 2 eapital loss. Treatment of capital losses is not different from that of capital profits. Jes s
captta]wnﬁlsuenulshmistﬁlmdLmsAmnu, similarly capital losses are not shown ik
ﬁﬂl&}mﬁ@aht.ﬁqmsﬁmiﬂthbﬂm:ﬁelmlhcmul:sid:.ﬂ:md“itﬂﬂu
Pmﬁlﬂmc.mplwImsesucwmmnﬂngaimtlhemlfhomr,aphIMam{nlupm
lheaﬁ;nmpmimismspmd |hmouranumb:rqumddaargeapmlhmdlef:
an Account, 1o each such year. But if they are negl: they are d 1 and
Account of the jear in which lhey}?ocun i F i

[llustration 12,1 :

State with reasons whether the followin g are Capital or ;
(1) Expenses on 3 forcign tour for pmﬁnhgtzp;wm‘:rmuu
(2) Freight and Insurance speat on the new plant and machinery,

(3) Customs duty paid on import of 3 new machinery,

(4) Cartage paid 1o bring the new machinery 1o faclory premises.

(5) Wages paid in connection with the erection of new machinery,

' - #
spent & introducting of a ncw product in the markel
huﬂldﬁuwﬂhccﬂuuhfaliwﬁmr. & "
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(10) Rs. 8,000 speat on repairing 1y, foctoey buikding,
ni L =
&) _HEI"!" T research for 2 Pastticular product which ultimately did not resull

B i .
{13) Rs. 20,000 paid a5 compensagige e neghigeace of an operator of machine

Ployees who were retrenched
(14) Interest 0n a lerm loan for the pyychyy; of Machincry. The commercial production has
© pot begun till Ihth&dﬂyﬂlbﬁwiﬂgm.
(15} :ln::::? ::!;:H:EHT i f“ the purchase of Machinery, The commercial production has
(16) Compensation paid for buvach of contrae 1o acquire stock- in-trade

(17) Rs. 70,000 spent as lawyer's fee tn defend 5 sy that firm's factory belonged to the plaintiff.
‘The suit was not successful,

(1) Iems referred to in (1) 1o (5) fepresent capilal expenditure since these expemses arc
incurred upto the point the machine is ready for wse.

order. Such expenditure has neither resulied in increasing the life or efficiency of an
exisling asset not in bringing into exsience an assct, s such canmot be treated s capital
“anl ‘I:v
(8) Such expanditure should be treated as <apital expenditure since it will increase the profit
earning capacity of the business through lowering of cots.
(9) Such expenses should be treated as a deferred revenue expenditure and should be
wrilten-off cach year over a period of 4 1o 6 years.
l:lD:l Such expenses should be treated a5 3 revenue expenditure since i is incurred (o mainiain
the factory in good condition.
1 expenses should be trested as revenue expenditure if the amount is immaterial
( 1:' Isn?hlcingtoﬂmgim circumstances, since the research has not resulied in creation of patent
right ete. However, if the amount is material, such expendituse may be treated as a deferred
revenue ﬁpﬁnﬁul'ﬂ.'- and may be written-ofl over a period of 2 o 6 years
(12) Such expenses should be treated as revesus expenditure since it is incurred 1o keep the

asset in working order. ; e i id will

revenue expenditure since compensalion paid wil

e LA IR
1

(1d) m.:rpcnd&umshm:tbe (reated as capital expenditure since the commercial production
has not begun Gill the last day of the accounting year. b i i
(15) Such expenditure should be treated as revenue expenditure
production has already begun,
(16) Such expenditure should be re
endurable nature nor enhancing ll‘::li e
{17) Such expenditure should be treat
upkeep of fied asset.

ated s revennc since i| i ncither bring the benefit of

1.
o S,Z’i.m,: sinee it s incurred for the
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lustration 12.2 :

Enran Lid. construct a cinema house and incur the following expenditure during the f
ending 315t March, 2015 : i
(1) Second-hand furniture wosth Rs. 1,45,000 was purchascd; repainting of the Turniy
Rs. 43,000, The furniture was installed by own workmen, wages for this being paid Rs. 1 e
(2) Expenses in connection with obtaining a license for running the cinema worth Rs, |
During the course of the year the cinema company was fined Rs. 5,000, for CORLTAVERIng ridpy. Mty
fee Rs. 10,000 for next year was also paid, Rerey,
(3) Fire insurance, Rs. 15,000 was paid on 1st October, 2004 for one year.
(4) Temporary huts were constructed costing Rs. 16,000. They were necessary fo
construction of the cincma, They were demolished when the cinema building was ready, =
(5) During the fiest week of the cinema's running free tickets were distributed, These e,
10,000, the average cost being Rs. 50 per ticker.
Point out how would you classify the above items as capital and revenue?
Solution :

(1) The total cost of the furniture should be treated as Rs. 204,000 ie., all the amow,
mentioned should be capitalised since without such expenditure the furniture would nol be availibe
for use. If Rs. 45,000 and Rs. 14,000 have been respectively debited 1o the Repairs Account and Wgs
Account, these accounts will be charged (debited) to the Furniture Account.

(2) License for running the cinema house is necessary, as such its cost should be capitalisd
But the fine of Rs. 5,000 is revenue expenditure. The rontw;l fee for the next year is also reves:
expenditure but since it pertains to the next year, hence it is 1o be weated as prepaid expense.

(3) Half of the insurance premium relate to the year beginning on 1st April, 2014, Hesce s
amount should be trealed as prepaid expense, The remaining amount is revenue expense for i
current year. ;

(4) Since the lemporary huts were necessary for the construction, of cincma house, its o
should be added 1o the cost of the Cinema Hall and thus be capitalised.

(3) The cost of the tickets distributed free for advertisement purpose is revenue expendie:
But since no payment has been made, the amount should cither be ignored or debited to %
advertisement account and credited to the revenue account. Since the advantage of the advertisem
may accrue for a few years the cost may be treated as deferred revenue expendilure and ma
spread over three (o five years.
INustration 12.3 ;

State which of the following reccipis are of capital nature and which are of revenuc nale®’
(1) Amount realised from sale of the old furniture.

(2) Amount received from a deblor whose account was previously written off as bad.

(3) Amount of loan taken from a bank.

(4) Fees received from apprentices.

(3) Amount realised from deblors against their debis,

(6} Amount contributed by the proprictor to augment his Capital.

(7) Bs. 1,50,000 received from sale of Machinery which had cost Rs. 1,30,000.
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. ies, Ci ﬂlnﬂw.ueﬂ‘m‘rmdwml

g f old [
1) Sale o umiture gg| g
i capital receipl. ¥ Mesas comession of one et ot another Therefore, it is
The amount realised f, ; )
A revenue reccipl heﬁmz.h;:,m: Previoasly written off as bad debis is 1o be trested as a
previously written off as 5 Jos;. L5 80t refuadable to the customer and the amount was
w3 mm taken from & bask is repayablc and, theretore, is o Eabiliny, This is a capital
(4) Fees received from appeentices
firm. 1t is & revenue receipt.
(5) Amount realised from debors
one assel into another,
(6) This item is capital receipt sisice # increases the firm's Bability to the propricior
(7} Out of Rs. 1,50,000, Rs. 1,30,000 will be treated as capital receipt as comversion of one assct
into another (machinery into cash); the excess amount received Rs. 20,000 is a profit and
therefore a revenue receipt,
Miustration 12.4 :
Keeping in view the principles of Capital and Revenue, pass Journal catrics for the following
transactions :
(1) Purchased a second-hand machine for Rs. 1,70,000.
(2 $pm: Rs. 20,000 for iis overhauling which includes Rs. 4000 for its accessories lis
installation expenses amounted to Re. 15,000, .
{3) On damage of the machine Rs. 14,500 were speat on repairs and the labour injured in
accident was given Rs. 16,500 for compemsation.
{4) The maching was sold at a loss of Rs. 15,000.
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are nol seturnable and therefore, it is an income of the

against their debts is ot revenuce; il is merely comversion of

Seliilon « Jml Enirics [ D | Cr.
e ] g = B
- Dr. | 1 |

1 Ml:h;e;?uﬁkfﬂm _ ! (LY
(Purchose of secood isd sty |

2 Machinery Alc ; | | 35,000
wﬁmﬁﬁmm chares e 00
sccond bond machine) _———— |y 40

3 Repairs Afc 1o Baglopis A¢ Dr. 1550 31,000
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4 Bank Afc Dr. 1,90,000
Laoss on Sale of Machinery Adc Dr. 15,000
To Machinery Afc 2050
{Being sale of old machinery and loss of Rs.
15,000 sustained) '
Final Accounts

Meaning : After the preparation of trial balance the management of a business L
interested in knowing as to whether it has earned profits or incurred losses and as ;ﬂﬂp'_*.'i
financial position at the end of the accounting period. For this purpose he prepares financial ﬂluq:
which arc also known with their traditional name as "Final Accounts’. The term "Financial
or ‘Final Accounts’ refer. (o two stalements i.c., Income statement and Position statement The |
Income statement is traditionally known as Trading & Profit & Loss Account and Position 5. "™
as Balarce Sheet. Trading Account Mﬁmﬁoﬁtw&mm;uﬁ:wmmwmh
is available from Profil aad Loss Account. Similarly the Balance Sheet exhibits the Position of Aggy
and Lisbilities a1 a cenain date.

Preparation of Final Accounts :

T'n:pupamiunofﬁnﬂ&mmuhusbemdedlﬁh&nmscpmﬂcpmwhdm.
proper understanding of their methodology :

{A) Final Accounts withoul adjustments,

(B) Final Accounts with adjustments.

Here, we shall stedy about Final Accounts without adjusiments’. Final Accounts wib
adjusiments are to be studied in the next chapter.

Stages of Preparation of Final Accounts :

There arc three stages of preparing final accounts of a trading concern as under :

(1) Trading Account. 2

(Manufacturing concerns prepare Manufacturing Account also before Trading Account)

(2) Profit and Loss Account.

(3) Balance Sheet.

Trading Account :

The first step in the preparation of final accounts is the preparation of the Trading and Proft
and Loss Account. The first part of it is Trading Account which is designed to show the gross proft
arising or gross loss incurred as a result of the trading activitics of a business. Excess of sales a!
closing stock over opening stock, purchases and direct expenscs is known as the gross profit g
hmistheumdomnhgﬂmlpummd&mmmwmmddm ’
other words, it can be presented as under :

Gross Profit

= Net Sales — Cost of goods sold
Gross Loss = Cost of goods sold — Net Sales
Net Sales = Sales — (Sales return + Sales ta, if any)
Net Purchases = Purchases — Purchases relurn
Cost of goods sold = Sales — Gross Profit
ar
. Cost of goods sold = Opening-stock +Met purchases

+ Direct expenses — Closing stock
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seed or object of Preparing Trading e
" The main purpase and importance of 7

\:-:.MLH‘“‘_“‘M figare can be compared with catlice
growth of the firm, 1ons. Axcording 1o this, plan can be made for fulure

(n GﬂmP@“Wl'l e Ay b hﬂdl of the current year with those of the previus yoars [

ible. Reasons for varia 5
e prﬂl’ilnl:!yl:“ r Variations can be ascenained and sieps ean be taken to adjust things

of his products.

(6) Precautionary measures can be taken o avoid passible losses by analysing the ilems of
direct expenses.

(7) Ratio of direct expenses (o gross peoft is cabeulated and compared with the desired and
previous performance 5o as 19 measure the operational efficicncy of the firm

(&) Relationship between purchases and disect expenses is ascertained through trading account

which indicates how far direct are ble and adeq
[hustration 12.5 :
Caleulate Gross Profit rom the following information :
Details Rs. Details Rs.
0 i slock 25000 | Purchases return 1,000
L 300 [ Sals return 2w
Salaries and wages | 4000 | Octroi
Motive power 3000 | Freight outward ;“Dw
Closing stock 2,00 |Wages Lo
Slution :  Caleulation of Gross Profit

Gross Profit =Net slss — Cost of goods sobd o =800 — 31,000 = Rs. 7,000
Veking Notes : irect E - (Closin
¥ o Stock + Net Purchases + Direct Expenses. i
t of goods sold = Openiag o = Rs. 51000
b g&k}o:msm + 34000 + 14000 — 22000) 35000 — 1,000) = Rs. 34,000
{ii) Net Purchases = Purchases = Paschases Returu (& . Rs. £8,000
(i) N':t Sules = Saks — Sales rewm e 1::::0« + Whﬁ'lfﬂ
3 : Carisge +
) Direct Expenses = Moie P T 0 000 or Rs. 14000,
=
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Proforma of the Trading Account
The general proforma of the Trading Account is shown as under :

Dr. Trading Account for the year ending...........
Rs.
To Opening Sock By Sales (of goods)
To Purchases (of goods) f.m_: Sales Returns
Less : Purchases Returns By Closing Stock
To Wages (direct) By Gross Loss transferred to Profi

To

or Wages and Salaries
or Produciive Wages
or Manufacturing Wages

To Carriage Inwards (on Purchases)
To Customs ar/Octroi Duty
To Factory Lighting

Power

To Fuel (Coal, gas, water etc.)

To Factory Rent & Rates

Tor Otber Factory Expenses

To Gross Profit transferred 1o Profit
& Loss Account

— |

and Loss Ascount

LBt

Main Points to be Kept in mind :
(1} Purchases : (i) It iacmdnsbolhmhmducditm

(i) It includes purchases of anly

of assets such as motag vans, furniture

(iii) Total purchases are shawn
deducting purchases returns o
column. It is ned correct to sh

(V) If the goods pu
Goods-in-transit account and
and supplier’s account as 5

purchases

. (¥) Sometimes,

smee goods have not been received j

!opurdnmamunlontbcdcbilshdcmil will be added to ‘st
(¥ii) Goods received on

recorded as

rehased are in transit them it
crediting the Supplicr’s account,
liability in the balance sheet, Tra

() Good purchased by the
purchases and then it should e

such goods which are purchased for resale purpose. Purchai
» plant and machinery are not included in purchases.
in the inner column of trading account and net purchases (afie
feturns outwards fror the total purchases) are shown in the o
oW returns outward on the credit side of the trading account.

is better to record them by debiing
The goods-in-transit appears as an 35!
ding Account remains unafTected by 3o

propricior for his personal use should first recorded aifd::
goods withdrawn by the proprictor. Goods Wil

by the: proprietor for his personal use are deducted 1 it side and *

! rom total purchases on the debit side

purchases are shown in irading account, o

mnvoices of the goods are received in advy

Lis betler not to record it at

nce of goods. Al such an oecs®®
all. Such amount will not be

ock al the end on the eredil it*
consignment should be kepl separate,
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21 Sales : (i) Sales will include

s of Koods which 41,

= k o ¢ purcha
(i} Snl;l::gl: I':.m::ulmw' S, ele., which arg oy Skl sl
e added 1@ shoul kww'*ﬂmmmmm “ w sale p

(i) Both cash and m‘ﬁl“"’”"i“‘iﬂdmahn

i sales will i f

(?lm’,\fzdm;] will be Mapﬂ‘?n l-:lh:l'h: 0Er columa apd ey sales (afier deducting sales returns or
relurms di outer columa. I iy gy correct to skow sales returns on the
debit side of trading account.

(v} Goods sold on hire-purchase system

i for resal

€ usl oo

should be recorded separalcly
be recarded in comsk cooun i should aot
. in ‘Sales. gamenl sccount and should not
pe included in *Sa

be stock at the end.

(3) Wages, or Wages and Salaries : Wages is a dircet expense and is debited 10 trading sccount
Wages and salm:les when shown as oae account is conventionally weated as dircet expense and i
charged Lo trading account, But salaries and wages is charged to profit and loss sccount on the
sssumption that the item includes salarics and wages of the stafl in the cstablishment office

(4) Dock charges : These charges are kvied on ships and their cargo when cntering o leaving
docks. If dock charges arc paid on goods pérchased they are taken 1o the debit side of trading account

{8} Duty : This includes customs duty and exciss duty. Customs duty is paid on import and
export of goods, Customs duty paid on the purchase of goods is charged 10 tradling account. Excise
Sty is paid on goods manufactured and coasemed in the country, This is shown on the debit side of
inding account,

(6) Freight, carriage and cartage - If these are paid oa the parchase of goods, they are debited
ta the trading account. Freight, carriage, cartage paid on the purchase of asscts are capitalised by
Uebiling the assct aceount “Freight in", “carriage in", and “cartage in" terms standd for payment made
" purchase of goods and are charged 1o trading accoun.

Royalty : It is a payment made 1o the owner for wsing his rights or patents. They arg
njcﬁlpc:::;.;‘ :‘Idui:! M‘ﬁ:‘:lﬂ‘ trading account. Royalty, if based on the sale price of goods
""d.'ﬂ.ischurgedmpmm and loss account.

8) Gas, clectricity, water and fuel (coal, coke, Wood, etc.) : They are direct expenses and are

then 10 tradin
g accounl. _ e
(9) Factory expenses : Reat of the factory, insurance of the factory, salary to the works manager,

salary i b nses and are taken o trading account.
‘MID::IN: foreman, ::‘:::":‘; : Packing charges cssential to bring goods o a saleable
cking materi '

charged trading accound. Packing made for [.!W sale of
- a-m treated as direct expenses 10 > ‘m‘:ufdnﬂllts in the packets of ten. or twenty ks

™
% charged 1o profit and loss account. 4 should be taken to trading account,
. leable condition an
I charge for bringing inte s2
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mable stores : Consumable stores include mgi!lmoi_l._ collon-waste, gre
mp-e::]'%i?:um required to keep the maching in workable condition. They are mms:
production and are taken to trading account.
Closing Journal Entries :

The preparation of the Trading Account wqui_lﬁ. that accounts of all items dug 1 oy
(herein arc incorporated by transferring their balances into the Trading -Mﬂunnl The entries
for such transfer are called closing entries. The various closing journal entries are based %"':
trial balance and can be summarised and grouped in two entries as under :
nﬂ

1. T Ale
tﬁl‘l"ﬁ;a{I!pcl'l.il!;SI:bc.I:
To Purchases Alc
To Wages Alc
To Carriage or Cartage or Freight Ajc
To Coal, Gas and Power Alc
To Manufacturing Expenses Afc
2 Sales Ajc Dr.
Closing Stock Afe Dr.
L To Trading Alc
As stated above, the trading account is prepared in “T” shape. It has debit and credit sides

The excess of the credil side over :mmmmmummﬁx.thumrmmq
aocount to Profit and Loss Account.

(a) Trading Alc Dr.
To Profit and Loss Alc
(Being transfer of gross profit 1o profit and loss account) i
If the debit side of trading account exceeds the
loss. and wransferred 1o Profit and Loss Account. A
Giross Loss,

llustration 12.6 :

credit side, the excess is supposed to be gros
reverse entry will be made for the transfer of

The following information has been obtained from the books of Manav Bros., as on 31st March
215, Pass Closing Journal Entries and prepare Trading Account :

Rs. Rs.
Gross Sales 18000 | Manufacturing Expenses 100
Purchases Returns 200 | Oetroi 50
egre Faid 2000 | Metive Power w
Closing stock (at 3ist March, 2015 o Forciases
Rs. 4,200)
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ing Journal g
P__,..—-—'—""_'_‘_‘——u___‘__‘____ﬂiiu
‘Date P"“Nlln [ -
LE | Amaount
e T e | | Dl | i
g Trading Ale I T  r e |
Mar. 31 "1% s ik Dr, | 18,600 |
To Purchases || 7,000
To Wages S,000
To Carriage lnward 2,000
i 300
™ O 18 gz 100
_ To Motive Power %lé
(Being Im?mmdmmum
Mar. 31 | Purchases Return Ale Dr. 0
To Purchases Ajc -
(Being transfer of purchases retum to purchases i
Mar. 31 | Sales Ale Dr. 18,000
Closing Stock Alc Dr. 4200 |
To Trading Ajec | T
(Being transfer of sales and chosing stock to the |
credit side of trading accoust) |
Mar. 31 | Sales Adc or.| | w |
To Sales Return Alc | . 500
(Being transfor of sales return Lo sales account) |
‘Trading Account of Manav Bros.
Dr. for the year ended 31st March, 2015 Cr.
Particulars w.;'m: Particulars ,.\mgn:“
Opening Sales 18,000 |
%Pumhwflm 8000 = |wLm:SalnR:lurn 400 | 17,600
Less : Return 200 | 7800 | By Closing Stock 4,200
To \\HH 2000 |
To Carriage Inward 0 ‘
T Manufacturing expenses |
o Ocirgi 500 |
To Motive power w
™o Gross Profit ransferred 40
& Loss Ale =i 280
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Nute : Gross profil is the ha:arfeing figure, i.c., cxcess of credit side over the debil sig, g
be transferred 1o the credit of Profit and Loss Account.
Manufacturing Account :

A Manufacturing account is necessary to be prqnmd in a busingss where manufacyyg
is carricd on. Thus, a firm engaged in a manufactoring business |Iso_. prepares, (i) Maaufm%::
{ii) Trading Afc, (iii) Profit and Loss Afe. Where more than one articles are manufactured, 3
manufacturing account for each type of article will indicate the profit or loss in “'"“rmlri.iguﬂ
ilem of production. The following proforma will illustrate this Account :

AL s iuﬂmﬁ ﬂf

Dr. Jor the year ending .........
Particulars Rs.

To Opening Work-in-progress
To Raw material consumed or used -
Opening stock
Add : Purchases of material
- Add : Cartage Inwards
Add : Freight Inwards
Less : Return Inwards
Less : Cloging Stock

G,

Particulars Rs,
By Sale of Scrap

By Closing Work-in-progress

By Cost of Production or manu-

facturing transferred to Trading
Account

To
To Salary of Works Manager
To Power, Electricity & Water
To Fuel (coal, gas cic)
To Depreciation on :
Plant & Machinery
Factory Land & Buildings
To Repairs 1o :
Plast & Machinery
Factory Land & Buildings
To Insurance
Plam & Mﬂhin:q'
Factory Land & Buildings
To Rent & Taves of Factory
E General Expenses of Factory

based on production
-

Difference between Manufmuring_ Aecount and Trading Account :

:::nnl'lclhﬁng IECount ¢an be differentiated with o Trading Account as under :
il l_rpn::u;;:a_nmmngmm is prepared to ascertain the cost of goods manufactored
8 Prepared to aseertain the amount of Bross profit or gross loss.

70

Entri Nﬁﬂf?ﬂmkm;;w‘m

& Gﬂ“"d:.'rh I:ahnc-al of Muulauuring Account is transferred 1o
s °r1:; ing Account is transferpeg 19 Profit and Loss Account
Scrap : Sale of i [ .
ﬁ;eﬁelﬂanufmﬂllhm A milp B 0ol shown in he Trading Account but it is shown on the
() Opening and Closing Stock of Figigneq Gaods : ; :
(0 Qpering amd Clonng tck o s “Id;-:ﬁ:t;-arc a0l 1o be shown in In

{qsrlp::dmifmu isa part of Frofit and Loss Account while Manulacturing
WII 18 .

12.15

Trading Account while

12.7 :
On 315t March, 2015 the Trial Balunce of Mr. Bhany Pratap was as follows
Debis: Balimces Rs. Credit Balances Rs. |

ock on st April 2014 :

Raw Materials 2,000 | Suadry Creditors | 15,000

Work in Progress 9,500 | Bills Payable | 7.500

Finished goods 15500 | Sale of Scrap | 2500
Smndey Debtors U000 | Commission | 4%
Carriage on Purchase 1,500 | Provision for Doubtful Debts 1,650
Bills Receivable 25,000 | Capital Account 1,00.000
Wages 15,000 | Sales (Met) 167,200
Salaries 10,000 | Carrent Account of Bhanu | 18,500
Telephone, Postage ele. 1,000
Repairs 1o Plant 1,100 |
Repairs 1o office furniture and fitings 350
Puschases " 85,000 |
Cish at Bank 17,000
Plant and Machinery 0,000 [
Rent and Rates &g
Lighting and heati 1
Geaeral Erpcnmm 1,500 e
L 312,80 | 3.12:800

The following additional informaticn is available : :
(a) Stock on 31st March, 2015 Raw materiale R 16,200; Finiched goods Rs. 18,100,
My e dty 1 5

e O S
R ———
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Solution : Manufacturing Account of Mr. Bhanun Pratap 5
for the year ended 31st March, 2005
Farticulars Rs. Particulurs --;:
To Work in Progress (Opening) 9,500 | By Work in Progress (Closing) '““':r-..
To Materials consumed By Sale of Scrap 0y
Opening Stock 21,000 By Cost of Goods Ly
Add : Purchases mamfactured transfered o
1,06,000 trading acconunt L
Less ¢ Closing Stock {Balancing figure) 1900
of material 16,200 B9800
To Wages 15,000
To Carriage on Purchascs 1,500
To Repairs to Plant 1,100
To Real & Rates (3/4) 4,500
To Lighting & heating (2/3) %00
To Depreciation on Plam 7,000 |
129,300 1,293
Trading Account
2 Rs. el
To Opening Stock of Finished 15,500 | By Sales 1,61;;
To Cost of Goods Manufactured | 119,000 | > = "6 S1ock of Finished goods | 18100
To Gross Profit ¢/d 'm .
= 18500 1,85,300
rofit
Profit and Loss Account is | e e pannt

P ke second pant of the
wum-gmpmﬁl,ﬂhmwnmul business wi
carned, or net loss incurred, at the cnd 0? .

and Loss Account is prepared the accounting period. With thi
:w!m " = p Thus, the Profi .
uringg

g ::;;}pﬂc net profit or net lgss of the ¢uﬁcnl year with 14
rance of the business over the years is mproving o
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Control : 1t is pre d ki

pﬂaﬁ:‘“)’. G 1o puide in ““”“‘ﬁ'tﬂpmd incurred on various Moms Lo Improve

i) Pmﬂsimﬂa.::_hm * The b - ——

P ai hnes:

wetl = g'“r?ﬁrfnl:iwl.m ::n:l:fhsoth Ilplm the et profit carned by it Thus, it is necessary 1o
Fr,p‘-m Ets thumlm l“!&lmmm fer uncertain fuiure could be maintained

& ith the desired Sakes : By prepasing Profit snd Loss Accoust, this fatio is caleulated
sod compared Wil d ralio and if there i gny

certain reserves and provisions o

atios b wl'l"(s' ; ill abways ) these: with desired rations and with the raiiu;
J, P m ) wil be in the interes of the business that such rai:ol‘j.\i should be kep
Proforma of the Profit and loss

! as under : Account : The general proforma of the Peofit and Loss Account
& shown '

| ®s |

Dr Cr.

Particulars
To Gross Loss bid
To Salarics & Wages
To Rent, Rates & Taxcs
To Fire Insuranee Premium
To Repairs & Maintcnance
To Depreciation on Fixed Assets
To Audit Fees
To Bank Cha
To Legal Charges
To Miscellancous Expenses
}: ga;suuum Allowed
rringe Quitward
To Freight Outward
T ission Lo Salesmen |
T Travelling Expenses |
To Entertainment Expenses |
11: Sales Promotion Expenses |
Advertising & Publicity Expenses
% Bad hns licity

Particulars Rs.

By Gross Profin byd
By Interest carned
By ission carned
By Rent earoed s
By Profit on Sale of fixed assets
By Income from Investments
By Sale of Serap
By Miscellancous Incomes
By Met Loss tranaferred 1o Capital

Account

Debis

E‘h"”ﬁfmﬂlmmwmmw
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Contents :

The st:lrlirlg.pnirlt of the Profit and Loss Account is the gross profiigrass loss oy,
from the Trading Account. The other items shown in this account are those of EXpenses g tlon,

as well as of incomes and gains. The other items of income or gain such as rent received, l“’-h
earned, interest received, cte. are shown on the credit side of the Profit and Laoss Acsoun
expenses incurred in the administration of the business and in selling the goods and other The
busses are shown on the debit side of the Profit and Laoss Ascounl,

According 1o Prof. Carter, "A Profit and Loss Account is an

account into which 4 Baing
losses are collected in order to ascertain the excess of gains over th

& losses or vice versg®

are transferred 1o (he ;

Account of the owner or the partners. These expenses are usually (i) Life Insurance Premiug, ®

Income-tax, and (i) Household or Personal Expenses.
Debit Side of Profit and Loss Account :

{1} Salaries : Salaries are paid 1o employees of the business working in the office, The iteq
‘Salaries and Wages is treated as salaries and is, debiled 10 Profit and Loss ACcount, On the phe
hand, the item “Wages and Salaries’ is treated as wages and is debited to the Trading Accoun, The
value of salaries paid in kind is also treated as indirect expense and is debited to Profil and Log
Account. Similarly, salaries paid to pariners is an indirect EXpense, 5o il would be separately shows,
As stated earlier, salaries paid to workers of the Factory. Works Manager; Producti
Foreman is direct-cxpense and are debited to Trading Account,

(2) Rent : Rent of the office prem
1o Profit and Loss Account, Howeve
and is debited 1o Trading Account,

(3) Interest : The business h
10 partners, proprietor eic. It has

i;u,dlup.shcmoomdc.ismhdiuuupemudisd:ﬁnd
T, as stated earlier, rent of the factory building is 2 direct expense

a5 16 pay interest on loan borrowed by it and interest on capital
also 1o pay interest on overdraft or bills over due. 11 is an indirea
expense and is debited to Profit and Loss Accounl.

{4) Commission : The business has to avail of the services of the agents and brokers (o sell it
goods in the markel. Such commission of paid to these agents are indireet expense and
hence it should be debited e if i
goods, it will be direct expel

(7) Discount : Discount is of two types—(a) Trade Discount; and (b) Cash Discount.

{a) Trade Discount : It is given on bulk sales It is deducted from the amount of sales bofore

:;lsnr;wded in mlibﬁ-:;s. There is no further tremment of trade discount. Consequently,
appear in the Trial Balance, It is alsg known i dsne
kel phg as off season discount, new year's

—

72

Entrics, 'm!&ﬂmuemm&;me "

1219

y Cash Blscwnl:llinﬂmﬂa“hl- g
gmdiﬂﬂi' or almculydu;wmign:::“‘
ﬂpcﬂgandﬁlwldbcdebic,dmw‘md o
%) Trade Expenses : In addition 10 zhase,

: there are 3 Itli:nbtl' of expenses o Printing and
M‘ ﬁdﬁ{;ﬁ:r;mm Imm‘hﬂi"ﬂ againat ﬁrc.c:-]:‘[‘:,lin: eic., and Sundry
%Mml. Eepenses eic. So, gl indirect expenses are also debited 1o
I_.;H-i on Sale ‘r.m's : There may be logs gy the sale of assets. This is a husiness loss
i hence il f'”:ﬁ:nmm&“{.‘;:‘“ . However, it should be noted that loss on
i Gperali i A hould
f:dndﬁﬂd from the debil side wmmﬁﬂf"’“ i o be calculated, such loss shou

Losses : Losses are the : : . )
g T e e e
¢ also 10 be shown on the debit side of Profit and Luss Account.

(redit Side of Profit and Loss Account :

In addition to Gross Profit bid from Trading Account, following miscellancous incomes are
mmﬂlﬂ credit side of Profit and Loss Account,

(8) Rent received, Rent from tenant, Reat (Credit),

(2) Interest. received on foed deposit, imvetments,koan advasced by the firm, interest (Credit), etc.
(3) Discount received, Discount (Credit), Discount from Creditors

(4) Commission received.

(5) Dividends received.

(6) Compensation received. ,

(7) Bad Debis previously written off, now recovered or bad debts recovered,

(8) Dividends received on investments.

(5) Profit from Sale of Assets.

(10) Interest on Drawings, eic.

bipenses not 1o be shown in Profit and Loss Account : _—

i l “mugmmbembﬂ*mﬁlﬂm f s purchased
: slmdmﬁel.:ﬂdivdcwuddtpthcqﬁtﬂmﬂj‘rmm

v mﬁagiuﬂ iﬁﬁ:ﬁd be: debited to Trading Acoount, 1t wil be incorrect

i 1o Profit and Loss Account. . £ 5 are capital expenditure. These

12) Capital Expenditure : Expenses m{:&wm u::wmd for pur:hnsc_s of la.nd and

Wﬂm’na[lhﬁMﬁadwwhm:ﬂmulhﬂdimmamwwﬁz

“Fﬂ&plmandmﬁm.ua;:giwdmmmm”usmm=

“JHiting assers are capital expenditure.

of Accounl. . rictar, 5o i is deducted
Profit and Loss ot miuu.:op;:pnm g ea
v Y Incame Thx : Inmmt:i::'ﬂ Balance Sheet. Here, it & ol Y
4 Sapital on the Kabilitics deducted at souree
:Mlmmsahﬁunllhamph)‘““mﬂmmﬂ-

BE payment. If the payment is made
% Certain discount which is an indirect

" ncither debited nor credited to. Profit
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{4) Private or Domestic Expenses : These expenses are nol business expenses, o

they
charged to Profit and Loss Account, These are the permndwollhcpmpm
:: known a;:r:m'i;p and deducted from capital at the liabilities side of balance shegy,

iy

{5 Life Insurance Premium : The insurance premium has been paid on the persong) iy,

of the proprictor, so it is nol a business expense. It should be

capital at the liabilities side of the balance sheet.
Closing Journal Entries :

For transfer of items regarding Profit and Loss Account from Trial Balance

journal entrics are passed :

treated as drawing and d;d.m'::

iﬁn‘biiq%

(1) For transfer of office, selling, distribution and financial expenses and losses 1n Prosy

Lass Accounl :

Profit and Loss Adc
To Sundry Expenses Afc
To Salarics Ale
To Rent Alc
To Insurance Afe
To Swutionery Alc
To Repairs Ale
To Advertising Alc
To Audit feec Ade
To Depreciation Alc
']'bl.l' A1 lndirmt\.

of Profit and loss account)

Dr.

p (Individually)
(Being transfer of indirect expenses to. the debit side

—

(2) For transfer of sundry incomes :

Rent received Afc
Discount received Aje
Interest received Adc
Commitsion received Alc
Interest on drawings Afe
Miscellaneous Income Alc
(Individually)
To Profit and Loss Ale

account)

Dr.
Dr.
Dr.
Dr.
Dr.
Dr.

(Being transfer of sundry income 1o Profit and Loss

(3) For transfer of Met Profit :

16 the credit side of profit and loss account exceeds the debit side of profit and lass #56°%
the excess is assumed to be net profit and transferred to capital account.

Profit and Loss Ajc
To Capital Alc

{Being wransfer of net profit to capital account)

D,

-
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t'“ For transfer of Net Loss :
of the debit side of profiy 4ng
mﬂ‘k“w 1o capital account,
Capital Ale o
To Profit and Loss Afc -
(Being transfer of net loss to capital ac )

Yoss aceoust over the eredit side is the net loss and

closure of or Transfer of Drawings Accoun ;

Drawings of the proprictoripanioers will be transferred 10 Capital Account by means of the
jlowing coAry :
Capital Ade Dr. | | |
To Drawings Alc i | |
This will elose the Drawing Accoust. This fem relates to the Balance Sheet.
[lpstration 12.8 :
From the following Trial Balance of Mr. Laxman pass the nceessary closing entries and preparc
Tnding and Profit and Laoss Account. Clasing Stock on 31st March, 2015 valued at Rs. 15380 ¢

rilkblthlmm | s

Credit Balances Rs.
Opening Stock 6,40 | Sabes 216
Purcahses M35 | Parchases Retum | LS
Sales Return 3200 | Creditors 6,200
Carriage 1572 | Discount Received | 219
Wages 5584 | Capital | 26790
Coal, Gias & Water 4286
Manufacturing Expencses 1484 |
Debtors 6,790
General nses 89
Sabaries S 2430
Renl, Rates & Taxes 21
‘i& in Hand

al Bank
i i
—
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Solution :

Closing Enfries

H"—"i-'ll‘-h',q

Particulars

W15
Mar. 31

Trading Ac
To Stock Afe (Opening)
To Purchases Ade
To Sales Returns Ade
To Carriage Afc
To Wages Alc
To Coal, Gas and Water Alc
To Manufacturing Expenses
(For Debit balances transferred 1o Trading Account)

Dr.

Sales Afc

Purchases Returns Afc

To Trading Aje

(For Credit balances transfeered (o Trading Account)

Dr.
Dr

Closing Stock Ade
To Trading AJc
{For closing stock transferred 1o Trading Alc)

D

Trading Alc
To Profit and Loss Afc
(For Gross Profit transferred to P & L. Afc)

Profit & Loss Adc

To General Expenses Alc
To Salarics Alc

To Rent Rates and Taxes Adc

(For balances of expenses and Josses transferred
0P & L. Afe)

Digcount Received Ac

To Profit and Loss Ale
(For discount received transferred 1o P & L. Afc)

Profit & Loss Afe
To Capital Afe
(For Net Pruﬁnmdumqum%]

Dr.

Capital Afc
To Drawings Ajc

(For Drawings transferred to Capital Ajc)

£-/f)7
—i

1,115

15,380

5310

E £ £

E88
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T Laxman's Tryq;
for ik " and Profit & Loss Account
br. [ YAr ended 315t March, 2015 cr.
Rs, ! l Particulars Amount
i -
Less : Purchases Return _1115 | 5 | Ch::a Sales Return _2200 | 43016
o Carriage 157 By Clsing Stock 15,380
To Wages
o Coal, Gas and Water i‘ﬁ .
7o Manufacturing Expenses 148 |
o Gross Profit transferred 1o |
B& L AIC [ 1as0
3839 58396
To Salaries 2430 | By Gross Profit bid 13350
To Rent, Rates & Tanes 1151 | By Discoust Received Alc [ bit
To General Expenses ] |
To Met Profit iransferred 1o |
(hp‘ul Alc 9,15 |
15,069 | 15069
Balance Sheet :

Afer preparation of Manufacturing Account orfand Trading and Profit and Loss Account for
scertainment of the Profit or Loss, the bainessman wasts o keow about the financial position of
bis business. A Balance Sheet is a stalement which is prepared and presented for this purpose
conlaining the assets and lisbilities of a business cntenprise on a given date. Ilshnl-sllisfmuu_l
position of the business at the close of the accounting period. It is called a Balance Sheet because it
52 sheet of balances of ledger accounts which acc 3tll opsn alter the preparation of the Trading and
Profit and Loss Account. This is also known as a Pasition tatemeat, [n a Balance Sheet, the total of

lishities and capital at a given date which is alio supported
ﬁ:ls mupb.:oqul}_mmwl_lbfll i :;:]mshmtmybeq,wnikuuund:r:

" Plln:h:sdel'md ,mems:mndmaullh umem::ha:;‘rym:
e thonnag o anc side e traders progety and 0 the otber haad posscesins anfune TR,
Mesording 1) Freeman, “A Balance Shect is an emwise list of the assels, prope
8 business of an individual al & certain daic”

G mlmﬂlmﬂm«dld Public Accountants (AICPA)

'I'l!Cmmlmw'ﬁrndllll_ﬂ‘ of balancss in the assets and lighilities accounts. This list
8 defined the Balance Sheet as, '3 it of » speciic bsioess a1 8 speifc point of time.” Thus

the position of assets and WaUE © 00l ot and bl on a particula date.
ikl mhalt B B stouhuln Muninuum&uiuiunrapeu‘u
Characteristics of Balance Sheet: The

o

{"llms 1
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{1} A Statement, not an Account : A Balance Sheel is only a. slatement of Asscis ang
which has no debit side or credit side like an Account. However, it is an important pan 0"*&@,&
sccounts. The headings of the two sides of the Balance Sheet arc Wssets’ and ‘Lisbilities finy

(2) Particular Date, not for a Period : A Balance Sheet shows the Assets and Liaiize,
business entcrprise at the particular date on which it hu_betn p.wpm_\ed. Even a single
would cause a change in the assets and labilitics of a business. Thus, it
and lizbilitics on. & particular date and not for a particulars period.

(1) Proforma : As stated above, it has no debit side or credit side, nor the words Ty
are used before the names of accounts shown therein. The headings are “Liabilitics' and Agyeyy

(4) Summary of Balances : A Balance Sheet is a summary of balances of acc which
not been closed by transfer to the Trading and Profit and Loss Account.

(%) Contents : A Balance Sheet shows the nature and valuc of assets and the nature and

of liabilities at a given date. It shows what the firm owes to others and alse what others
firm.

s,

z'hn:msthn:pomjc,“hﬂaelu

ind 'Ry

gy
oW i

(6} Verification : According to the accounting equation, the total of Assets must be equi iy
Lishilities Le. Creditors and Proprictor’s Equity. If it is not equal, there is likely to be certain mistg,.
Need of or objects of Freparing a Balance Sheet :

Balance Sheet is a vital part of final accounts, It has o be compulsorily prepared as per logd
provisions. The need, purpose or importance of preparing a Balance Sheet is as under ;

(1} To Assess the Financial Position : The main object of Balance Sheet is 1o assess the finandl
pasition of the firm. The short term and long term financial position of the firm can be assessed on
the analysic of the Balance Sheel. A business is said to be Gnancially sound, §f itr assers exeed i

external liabilities.

(2) To Ascertain Proprietory Ratio : Proprictory Ratio shows the relationship between peoprictie’
hnd;mdmﬂm.hnpdcluﬂsthlug&hahﬂimkahmbepmpﬁumluducqﬁ
Reseries, Retained Earnings and Accumulated Profits ete. added to Proprictor’s Capital which gives &
Proprictor’s fund. Balance Sheet provides requisite information to ascertain proprictory ratio.

(3) To Maintain Ideal Corrent Ratio : The ideal ratio between current assets and correet
libilitics is 2 : L If it is lesser than that the short term financial position of the firm cannot be s
to be healthy. So, the Balance Sheet helps us in providing requisite information about the Curees!
Assets and Currenl Liabilities,

{4) To Ascertain Working Capital : Working Capilal is the cxcess of Current Assels 0%
Curremt Liabilities. It should be sufficient 1o meet routine sequirements of the business, Balance 5B
also helps 1o provide requisite information in this regard.

(5) To Ascertain Sources and Uses of Funds :
prepared. The total of inflow and outflow of funds
sources from where additional funds have

For this purpose Funds Flow Statemss!
is always equal. Balance Sheet helps in ascerin®®
been obtained and where the funds have'been applicd
posits {‘]u[“mfo;'““;;h'mm Ratios : These ratio’s indicate the present and prospective finan

ion irm. Balance Sheet helps us i iding sufficient § f compulatiod
short term and long term financial mil:::s B Wﬁmm T ;
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proforma o Bal:' e Shmo;
ncral proforma of the oy
The ge Balance She §; Biven a3 undes -
Balunce Sheet of yyr, .
™ a8 .. €
"'-___-—___--___T-— v
Linbilities BN
M:I Assels Amount |
W | ™
cusrent u:::‘ﬁw Current Assets
Credi e Cash in hand
gills payab Cash af bank
Bank overdraft Sundry Deblors or Book Debie
Short ll:lm loans Stock or Inventory
Fined Linbilities Bills Receivable
Loan Short term Investment
Morigage . Investments
Loan from financial Loeg term Investment
sl uIons Loans granted
Debentures. Assets
Capital Land and Building
Add : Net Profii Frechold Premises
Less : me]r# Plact and Machinery
Reserves and Funds Teols and Equipments
General Reserve o Loose Tooks
Reserve Funds Furniture or Fudures
Employees Compensation fund Grodwill
Patenls
Trade mark
Miscellaneous Expenses
Advertisement Expenses |
Discount on Issue of Shares |
Discount on lssue of Debentures
|
L. |
Contents :

i 1ill the preparation the Trading and
;;:IT::“:WBN. lh?? m,mwn:wsﬂn;:ﬁo:rdmr's rquE)' f:: showm in the Balance
Sheey sither on the a:;:ls ls'l‘l: or liabilitics side, lk#"d'mlil upon their nature. In our :mv\;l:_:j 1.::
ght hand sig Balance Sheet s called the Wssets Side’ aad the et Rand side s called ¢
i K tlul Ih: . « that acoount of Capital and Liabilities are shllwm on the el
w im. Itis nl:i::::lc Lo B ther debit balances. are shown o the right hand side,
NOWnR a5 ° . Assels

a5 ‘Assels’,

Side of Balance Sheet : Balance Sheet are explained as under :

aasets sido of the
Hems which are geaerally shown o8
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I. Liguid Assets : These assets can be converied into cash easily eg. Cash in Hapy o
Bank, Bills Recenvable cte.

2. Current Assels : Those assets which are cither in the form of cash or can 'J'.‘ mw‘
cath within one year are termed as Current Assets. These assets are also called ﬂ'ua.lllg ar %
assets bocause their values go on changing many times cven in a day, Thus, all Fguid ASSELS 31t (g
Assels also. Examples of Currenl Assets are Cash in Hand, Cash at Bank, MM&.SMU.
Receivable, Short Term Invesimenis ete.

3. Investments : Invesments represent the funds invested in Government Securities, Shurg, g
a Company etc. Generally, they are shown al cost price. However, if, on the date of .
the Balance Sheet, their Market Price is lower than the Cost Price, a fool nole Lo that effect [
given below the Balance Sheet.

4. Fixed Assets : Fixed Assels arc those assets which are held on a I.unglclmlmi;lnb:q
in the operation of business and not intended for sale. These assets increase the profit carning capac,
of the business. The major pant of Capital is blocked in these assets. Examples of those amscy
Land and Building, Freehold Premises, Plant and Machinery, Loose Tools, Furniture of Fstnes,
Intangible Assets are also shown under fixed assets, for example Goodwill, Patent. Trade mark, s
Wasting Assets as Mines, Copyright and Leasehold Land, ete.

5. Fictitious Assets (Miscellaneous Expenses) : These Assets have 8ol nu real valse soth x
Advertisement Expenses (deferred), Preliminary Expenses, Discount on Issue of Shares and Disoes
on Issue of Debentures, Underwriting Commission efc.”

Liabilities Side of Balance Sheet :

lteras which are generally shown on Liabilities side of the Balance Sheel drc expliisod 8
under ;

“1

i i;c“lu'll:n:dhb;-h excess of assels ovér liabililies due Lo outsiders. It sepresents the e
originally contribu the proprictor/partaces which is [ increascd i o
decreased by sublracting losses and dm:?:; i i

4. Drawings : Generally, proprictor wilhdraw money or takes wway goods ere. for his pere
?. uh_caph:: u:::-;"w: o.lﬂ mdmn;u-e balance of his Capital Account As stated carlier, the bl

dﬂmn_ : 15 transierred to his Capital Account H it i

from Capial in the Balance Shect on th kabiitis sigy T Shown by way of
5. Con L Liabillties ; T] iliti ’
ring Blante Shov The w‘ﬁ"‘.“ ey Aabiics of the busness on the 46

Pecpa
ahilin; f e, onfingent” means doubiful, Com; liabilities ane 1
‘ Tiabilities which will be decided in future Upon certian happenings of .;m:.?:;;,:m;zrmi

76

e i) cases pending in the : J
i) ::-l'g:lm “Mkl'f:l;l: c|;m ‘?nn r‘,gﬂd‘_"g damages, (i) amount of bills diveoumed,

wd -t:gml liabililics may o r-w'nu m'"&trﬂ Kiabilitics arc not shown in the Balance Sheet, as
st below the Balance Sheey Cunl'm e xlu,‘_]_luhiu'it\. so they are mentioned in details as
:‘lﬂﬂiﬂ" of full disclosure. + -onlingeal liabilitics are shown in the feotnote as a matter of

Grouping and Marshalling of Assets qnq Liabilities :

1227

common heading
h Reserves and Surplus ete. and term ‘masshalling’ refers to

Adsets and labiliies

(i} In the order of Liquidity, and

(ii) In the order of Permancace, as under -

Order of Liquidity :

Asscts can be shown in order of liguidity. Order of liquidity means the order which they can
be converted into cash. The most liquid asset, fe., cash in kand, it shown firss. The least Liguid asser,
ie, goodwill, is shown last. Similarly, the liabilities of business arc arranged in onder of urgency of
payment. The one which is most urgeat 1o be paid, ic., short-term ereditors, is shown first: the least
wrgent 1o be paid ic. long term creditors, is shows last (See lustration 129 below),

Order of Permanance :

Assels and liabilitics can be shown in the order of permanence. Permancnt assets and liabalitics
are shown first, followed by current assets and liabilitics. This method is exactly the reverse of the
bt method given above, Business enterprises oa the line of sole-proprictorship and panaceship follow
Be first method to marshall their Balance Sheets. Joist stock companies preparc theis balunce sheets
B order of permanence (See lustration 129 below) :

Westration 12,9 ;

From the [d]:wilg information, prepare a Balance Sheet of Me. Peters as an 31 March, 2005
) In order of Tiquidity, and (b) In order of permancacs :

Names of Accounl | Amount

Names of Accounts Ambuat PR e |
Rs. SR .

Furnituse and Fixures | 20000

:;: & Ma:hm_.- lmm R el | 200

M..!,"Dm"’ 100,000 | Sundry Creditors

74 St 10,000 | Investisents in Shares of . Ld | 10,000

ra P

) Clasing Stock 50

@:rm Loan from Bank 100000 Buikdings 1,00,000

L‘d - "'omu‘m Goodnill 10,000

s 10,00, | Met Profi 30,000

S in Hapg 5000'| Cash o Bank o
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_—'—-% Eritries, il & &Wr
Solution : (a) Liquidity Order : Bems & Fict gy
Balance Sheet of Mr. Peters ifference between Trial Balance apg .. Z®
as on 31 st March, 2015 Thcfollwingm[kmm‘ﬂmlu Sheer ;
LEabitles Amount Assels Point of Difference Trial Cicace betwcen Tial Balsnee and Balance Shect
Ay, . m—— _L-'_'_l‘——————-__________"___ullw
T - Rs. 1. Object ukmmt‘hﬁ& - Balance Sheet |
Corent L‘_ww"’ ' Cuerrent Assels : —— melical aceurscy of (e writh- |t is peepared to know the financial
Bank Ovesdralt 10,000 | Cash in Hand tramsactions 0 ledger, | | FO34i0m of the business enterprise
Bills Payable 3,000 Cash at Bank S 1. Periodicity It can be prepared Itr on & given date
smdfl"fkﬂdﬁ'm 99,000 Bills Reccivable 1000 may be prepased » Ic::md} It | 1 is wsnally prepared at the end of
o hal | 22 - T S el
T i S5m0 g by, bl ey, gy, i |
Opening Balance : 3 Compuisien It is desirable 1o prepare, though | The i
ing 2,00,000 Shares of X Ltd. ils preparstion s ' | The preparation of Balance Sheel
Add : Net Profit ~ __50,000 Bt A 10,00 : Rt compulsory. ';s atmuu. It is an integral part of
) 2,50,000 A & Fixtures final accourts and its preparation
Less: Drawings 10000 | 240000 |  Plant &Machinery - | P S —— e
i . . Balance L "o
Buiding s isomaion gl | Sk appears o e et e,
Goodwill 10,000 5 Opening Stock It appeass in the Trial Balance. | It does ot appears in the Balance
. 4,500 Sheel.
(b) In Permanence Order : ; . : :;?? Ml 'h'. ";d""::z “”t li'wl' ‘:?’d‘"at::“ sides are
Balance Sheet of Mr. Peters balances'.
as on 35t March, 2015 7. Types of Accounts | All n-pﬁmol'm::nus find their [ygymgsumﬂm
e Tral B -
Liabilities Amoun| Assets Amoust s which have still remained open on
Rs. Rs. the date of preparation of Balance
Capital : Fived Assels : Sheet, are bown
Opening Balance 2.00,000 - 8. Net Profit Iaformation about pet peolid or et | In the Balance Sheet, information
Add : Net Profit 50,000 EdeMI ;&:ﬂ o e e et prorided by the T ::::'Tapﬂﬁm«m:m
2,50,000 Buildings 1,00,000 Balance. : !
! i ; d
by Dl 10,000 | 240,000 |  Plant & Machinery 10000 | | | 9% Ttems of B cm be prpusd SO :;m*"‘m:,";";‘ g g
Long-term Linbilities : Furniture &Fixturcs 20000 Adjustments (e, | incorporating the adjustmenis.
w"ﬂf:;i;:i’m“ 1,00,000 | fnvesiments : Outstanding adjustmesis. . 1
Sundry Credilors 99, a,,,::‘m n”F e e 10, i pe produccd = | 1t can be produced a dosimentary
Bills Payahle 3"% ﬂA:tﬂuﬁlwk g50 To be used as I m:!nﬂcmiﬂ'b‘m“ ﬁ%#hhw[dmm
o i, 10,000 Su;.:nq el 1,00000 Witao 0"“, ‘M'"'_' the tyasion authoritcs and Bahs cte
Bills Receivable L
Cash at Bank 10000 || Mustration 12,10 : ot a0 Lo Accosntfor the yar ended 31st' March
Cach in Hand S o Prun&camalﬂdmmm”d megumuafm&efn!ﬂusmm
4,52,000 i 4,52,00 i 5 and Balance Sheet of the Agihant h'm& ‘W below :
Iedger balances and additioss! B0
e ——

77
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_:T:‘\
Prateck’s Capital Account '%9'“3
Agcount g5
Bills Receivable ngm
Plant and 40970
Wages (Productive)
Salaries to Office stafl &llmm
Sundry Debtors
Suadry Creditors 39,630
Loan (Received) (Cr.) %00
Returns inward L160
Pribies 2,56,590
Commission received
Discount allowed
mﬂ II:I“A il, 2014
on
Trav npurmﬁ 391'.&
Insurance 400
ﬂ in hand 530
irs and renewals et
debis written off 3.3'%
Fiures & Fittings 8970
- Thtl'n:llw'ir‘tdd'l.imu] hhrmiunislkoa\u‘lﬁh:&rockonhndunili March, 2015w
Solution : M/s Arihant Trading Company
Trial Balance for the year ending 315t March, 2015
Name of the Account Debit Balance Credit Balance
Proprictor’s Capital Account = »
Froprictor's Drawings Accoun 10,550 i
Bills Reecivable = : g
Plant and Machinery m'mm
Wages (Productive
Salaries 1o office staff o 4
Sl.lndq- Debtors 11,000
Sundry Creditors 50,630
Loan (Received) 20,00
Returns Inward 2780
Sales 256,590 2
Commission Received 3,561
Discount. allowesd e
Rent and gaxes 3,870
yrock, 1st April, 2014 5,620
L-ﬁ—“‘"—"ﬂ‘km_ﬂ___ T
e 1,880 e
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fes, Ct & Revenue
MMM\ 1234
R o e
Cash in hand | 400
Bank Balance 530
Repairs and Renewals | 18970
Bad debis 33
Fixtures &Filtings i‘jr:
[ sewio | senio_
e WsﬁﬂlIM'hlding Co.
Trading Account and Profit & Loss Account
pr. Jor the year ending 315t March, 2015 Cr
Farticulars Amount | Particulars Amaount I
[ E— Rs. | __Rs. Rs. |
To Stock (Opening) 89,680 | By Sales 3,56,430
To Purchases 256,590 | Less - Returns inwards 2780 | 353650
T Wages 40,970 | By Stock (closing) 1,28,960
T Gross Profit c/d (Bal. figure) 95370
{ransferred to Profit &Loss Afc) ] | ]
10 | | 452610
To Salarics of stafl 1,000 | By Gross Profit bed 93370
To Discount allowed 5870 | By Commission 5640
To Rent and taxes 5,620
To Travelling cxpenses 1530
To Insurance 400
To Repairs & rencwals 3370
To Bad debits 1620
To Net Profit (Bal. figure) 68,250
(transferred to Capital Alft) I
i 101,010 | 101010
Balance Sheet
as on 31st March, 2013
Liabilities Amounl Assels Amount
PN | O [ — Rs.
Cument Liabifiies © Charent S50 5
' Cash in hand 530
S:.I:dry (;m:ﬁluls 630 ‘ Cash al bank 18,970
Ln:wm“ 20,000 Rills Receivable 9,500
. | Sundry Debtors 62,000
Capital : Balance ~ 1,19,:400 k (Closing) 1,28.960
A4 : N Profi _692% $tock (C1 .
" ; | Faved Assets : &
88,650 Plant & Machinery 28,500
bas Drawings _(10350) | 18100 Fuures & Fillings 8970
25770 2,57,730
"""'l-—.___H_.___—-— -
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Miustration 12,11 :
Following Trial Balance is cxtracted from the books of a merchant Eur the year endeg
March, 2015 : .
Particulars Debit Cregi
o R
Capital of Merchant LA
Drawings of Merchant 16,000
Sales 100,000
Land & Buildings
Furnitare and fitfings L;g
Molor vans 50
Loan from Mohan @ 12% per annum 15,00
Interest paid on Mohan's Loan 450
Purchases 7500
Stock on 1st April, 2014 25,000
Stock on 311 March, 2015 32,000
Establishment Expenses 15,000
Freight nward 200
Freight Outward 1,000
Commission Received 7,500
Sundry Creditors 10,000
Sundry Deblors 210
Bank Balance 20,500
2,68,500 L2850

The accountant located the following errors but is unable 1o proceed any further :
paymenl side of Cash Book whereby the column s

(a) A totalling error in bank column of
underotalled by Rs. 500,

(b) Interest on loan paid for the quarter ending 30th, September, 2014 Rs. 450 was onsitied o
be posted in the

ledger. There was no further payment of interest.
You are required 1o set right the trial balance and to prepare the Tradi
Account for the year ending 318t March, 2015 and

out the balance of im

ng and Profit and Lo
tluhhnurshuunnmuduc. afler carmyeg
b i § g
Ming & rest duc on the loan and depreciation of furniture 10% motor van & 25%

25% is also 1o be provided for,
Solution :
T‘h:mnuundlrwhdmispupuudumlhns:
i Trinl Balance of the Merchant
r. as on 3lst March, 2015 G
st Rs. RS-
Land & Buildings 15,000 1,000
m 18,000 | Loan from Ram @ 129 15,000
i 25000 | Sales 1,00,000
Furniture 7,500 | Commission received 750
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on loan lrom Mohag
"‘ﬁcszgsr 450+ 450) Sundry Creditar, | 1000
chases
Opemng
Establishment expenses
Freight nward
Freight outward
undry debtors
pank balance Rs. (20,500 — 300)
L— 2aw) [ 232300
Trading and Profit and Less Accounts
Jor the year ending 315t March, 2075
Particulars T Particulars Amounl
fom——— - hl
To Opening Stock 000 | By Sales 100,000
To Purchases T3000 | By Closing Stock 32,000
To inward 2,000
To Gross Profit o/d 30000 1
13200 | 132
To  Freight outward 1000 | By Gress Profis 30000
To Establishment Expenses 15000 | By Commission Received 7,500
To Interest on loan
Rs, (1,800-450) 1350
T Depreciation
(6,250 + 375+ 750) 1375 !
To MNet Profit transferred to |
Capital Ale 12715 e
31,50 |_31.300
Ralance Sheet
as on 315t March, 2015
Liabilities Amanst o m-.-t':"'
R 20,000
Bank |
Sundry Creditors -4 e Gk Rs | 32000
from Mohan 1 Suadry Deblors | B
anding interet on loan  Rs. i [l 25,000 |
ul 100,000 Less : Deprcciation 625 | 18750
Add ; Nt Profiy _i7i5 Land & Building 15,000
L7 775 | Less : Depreciation 35 14,625
Lesg . Drlwings Ea Furnilure :ﬂdﬁlw Tﬁ 475
Less - Depresiation 4
— 1,20,225
el
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IMustration 12,12 :

Busines, 4,

Busines g,

The following trial balance is given for M/s Modi Sons for the year ended 31y Mareh,
for which you are required 1o preparc final accounts. T}

lances Amount Credit Balu
N ) I
Stock Opening 20,000 | Sundry Creditors | o]
Gross Parchaies T5000 | Purchase Returns 300
Sales Return 8000 | Gross Sales 2500m
Freight and Carriage 7,500 | Commission 330
Wages and Salaries 36,500 | Capital of the Owner 1,700
Manager's Salary 12,000 | Interest on Bank Depasit ™
Repairs & Rencwals L0 | Bills Payable
Trade Expenses 4,000 e
Rent and Taxes 24,000
Cash in hand 5,700
Bills Receivable
Sundry Debtors &
Flant and Machinery 1,60,000
Withdrawale (Drawings) 16,600
Bank Deposit
4,459,500 449,500
Stock Closing on 3151 March amounted 1o Rs. 2,50,000
Solution ;
- Trading and I"ml"ll and Loss Accounts
Jor the year ending 315t March, 2015 C
Particulars mﬂ&“ Particulars Amousl
Hs.
Ta O Stock
T Purchases mmw G gyms'-j;im Ret M:'@m 24200
Less : Purchase loi e
To Freight & CuR::rgM __-:",,u_-'l'-'! E.DDE? g By Closing Stock 25,00
::: Wages & Salaries x:m
Gross Profit fd 131,000
2,67,000
To of the | 267000
%m“ s s 12000 | By Grass Profit bid 131,000
To Trade 1,200 ﬂy ion 1300
To Rem &E“mmcues 3:.030 By Interest on Bank Deposit 200
To Net profit transferred 1o G
Capital Afe
95,100
— 1 —
o 136,500
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Entries, & Revenire fiem; & K
iy
Account 1235
Balance Speey
I--'._'_____—-—--—-A-____"l O 3141 Margiy, 2005
Linbilitics Rs, T —

Payable _"""“—'—-—-—_ﬂﬁ.“__—,_“e
Bl Creditors Rz, |5m % in hand £.700
Gaptl of Owner 170,000 "*‘m&k 4000

- Net prol 100 35,000
Add ) %m MCMD‘M 25,000
Lest @ Drawings _{16,600) _313_-1?; Plant mpmmmy Iﬁf:.ﬂ

700 ——
-'-__Ml 12041 265,700
Pre Trading Account and 4
for the year onding 313t Marct ot & Lot Account for the following balances of Rishabh
Particulars P :
Curriage on Goods Purchased 8000 | Cash in H“dhnhm 1 L
Carriage on Goods Sold 3500 | Banker's Ae (Cr.) [ ﬁﬁ:
mllhﬁ-llﬂﬂii» Expenses 4::& Motor Car : | s0000
Fright and Ociroi o | b
Lighting & Heating 3

. i 6,000 H.tnltnfn}-;hm 1 52‘;.::
supplicr's A/c 61000 | Siock a the cad | 76000
Duty and Clearing Charges 5200 | Purchases fess Returns | 160,000
Postage and Telegram 800 | Commission on Purchases 2 000
Fire lnsurance Premium 3600 | Incidental Trade Expenses 3,200
Patents and Copy Rights 12000 | Investments at Cost | 0000
Income Tax 24000 | Interest on Investments | 4300
Office Expenses 7200 | Capatal of Rishabh | 500,000

Sales Less Returns | 520,000
Reni and Taxes 12,000
Discount Allowed | 2.
Discount on Purchases | 3,400
Salution ; Trading and Profit and Loss Accounts
for the year eading 31st March, 2015
 —
——____Particulars Rs. Farticnlars .
%%hﬂrﬁtm 1,60,000 By Sales Less : Returns 3,20,000
x go“."“‘i“‘ on Purchases ﬁ
T M‘:"ﬂsﬂ on goods purchased
T P ufacturing Expenses ﬂﬂwﬂﬂ
To Dty and Octroi 5300
hg & Clearing Charges 29840
"85 Profit o/d = 520,000
5,20,000 |
‘H"‘-‘——_..__-—-—'- ST T,
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T Carriage on goads sold 3500 | By Gross Profit b/d T
To Advertisement Expenses 7,000 | By Inicrest on Investments )
To Lighting and Heating 6,000 | By Discount on Purchases Ly
To Postage & Telegram 800 o
To Fire Insurance Premium 3,600
To Office Expenses 7,200
To Audit Fees 700
To Repair 1o Plant 2,200
To Incidental Trade Expenses 3,200
To Rent and Taxes 12,000
To Dsicount Allowed 2700
To Net Profit Transferred (o
Capital Account 400
3,06,300 [ 5]
BALANCE SHEET
[1 ' —
Linbilities Amount Assels Amoent
Rs. Rs. Rs.
Bankers Ajc (Cr.) 30,000 | Cash in hand 20
Supplier’s Ale 61,000 | Customer's Afc 80,000
Capital 1,00,000 Closing Stock 76,000
Add : Ne Profin 2,55,400 Investment at Cost 30,00
) 3,55,400 Motor Car 0,000
Less : Drawings __(8,000) Plant and Machingry 1,53,500
3,47,400 Patents and Copy Ri
Less : Income Tax i a
{Drawings) 24000 | 323400 _—
4,14,400 4,140
Note : (i) Discount on Purchases means discount allowed by Suppliers, (i) Since Closing Stodk

in given in trial balance, it will be shown

al only one place ic. on assel side of Balance Sheet

Test Questions’ |

Very Short Questions & Answers : (Not exceeding 40 words)

Q1. What is meant by Capital expenditure?

Ans. : Capilal expenditure arc those exponses which are incurred for acquiring or bringing #*
exiience an asscl or for expanding or improving or substantial replacement of an cxisting 8%

asset or which adds to (he earning capacily of the asser,
- What is meant by Revenue Expenditure?

Q2
Ans. : All such expenses which are to be incurred in general administration of business of in %

and promoting sales and distributing the goods sold are called revenue expenditure

81

P ! & Rﬂ\muc]h’&w*'wm
- What is the accounting treappy,, 1237

: ; L of oz .
ot A ::P"—Bf “Ili?d:dllll_l;ﬂ e debirgy g, ::.: el
e e o R o ot s i v b

TCs ate nod shown on 1 debit side
& Lo 4 i = o the dehit side of Profit
sos.1 () Bponses facined for imsaluion of gy yg
o to fix of
Whal is meant by deferred reveny, Expenditpre?
ps. s SOME TEVENUS EXPENSEs may be incyrred 1. o

o m such circumstances as may being the bensfil
therefrom period of mere: than one yegr i, theee to five years. These expenses arc

i 4 Natare which are guite - =
R fiture s splt and o A ﬂwinﬂhuﬁ;;.lmunr. As such, the whole
(6. What are financial statements?

s : Financial statemeats are those statemests which provide information abount the Profitability

and the financial position of the Busi The i
Shoot a0 ikilig e Foats Lmau::: financial statements include, (i) Balance

07 What is a Trading Account?

. : “‘di“ﬂ""m'““*“m_if'ﬂ‘Tmhsm Profit & Loss Accouat, It s designed 10 show
:ﬁi g:ol'll oF mﬂ_ :ﬁ wnsmu a resull of rading activities of a Busincss or from aciivitics

buying or selling of goods and serviees.

0% What is Gross Profit?

Ams. : Gross profit is the excess of sales and closing stock over opening stock, net purchases and
dircct expenses. In other words, gross profit s the excess of sales of goods over cost of goods
sold. Cost of goods sold is aggregate of opening stock, net purchases and direet expenses minus
closing stack.

05, What is Net Profit?

Ams. : Net Profit is the excess of total revense carsed by a bmirledsdurinsaamfiﬁc period over all
expenses and losses incurred by a business coterprise duriag the same period.

ﬂl“hllsmmnih;?mlt&bmmﬂ? i -

Ang, : Aol of Trading and Profit Aceount, It i an
:::—:i:'“;ﬁ is desi : Bi :oth::;;mm profit earned or net loss incurred by a business
ealerprise arising from its transsciions during an aceousting period.

. g - which are not te be show

tate five such expenses in Profit and Loss Account of a business catity.
h"mfﬂmﬁmmmamwmb‘w "
{i) Direct cxpenses which are added to Cost of goods 50
(i) Expenses of capital nature. .
(i) Income Tax, to be treated as dranmrg ;
(W) Private or Domestic cxpeases of 1B TWEE
(%) Life Insurance premive.

m in Profit & Loss Account.
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12, What is meant by Balance Sheet.

Ans. : Balance sheet is a list of balances of assets and liabilities accounts. This list depicts he
of assets and liabilities of a specific business al a specific point of time. Thus
which reflects the true position of assels and liabilities on a particular date,

Q13 What is meant by grouping and marshalling of Assets and Liabilities?

Ans. : The term "grouping’ means pulting together items of a similar nature under commpp
for example Sundry Creditors, Sundry Debtors, Reserves and Surpluses ele. The
‘marshalling” refers to the order in which various assets and liabilities are shown jn the
Sheet.

Quid. What is meant by ‘Order af Liquidity’ 7 .

Ans. : Order or liquidity means the order in wheih the assets are converted inlo Cash. The mog liggsy
assels, cash in hand, Cash a1 Bank are shown fiest, and the least liquid asser line goodwig
shown Last. Similarly, the Gabilities of Business are arranged.

Q.15. What do you mean by order of Permanance?

Ans. : When parmancnt assets are labilitics of the Business and shown first, followed by curreal auge
and current lisbilities, it is called order of permanance,

Qu16. When does closing stock appear inside the Trial Balance?

Ans. : Generally closing stock is given outside the trial balance, but sometimes closing stock may be
given inside the trial balance when the catry to incerporate dosing stock in books has bees
passed. It would mean that closing stock must have been adjusted in purchases. As such, it sil
mk;hmhmngnmlhtﬁﬂappcuulnmhhhnuﬂw.

Q7. What are fictitions assets?

Ans. : Fictions assets, also known as nominal assets from which no further benefit can be derivid
These arc not the assets in real terms but are shown on the assets side only for the purpee
of transferring there to Profit & Loss Afc 1o be written off gradually.

Q8. Give four examples of fictitions assels,

Ans. : Nominal Assets are :

(i) Debit Balance of Profil & Loss Accounts,

(ii) Heavy amoumt of Advertisement not yel wrilten off.
(iii) Discount on Issuc of Shares and Debentures.

(iv) Preliminary Expanses.

Short Questions and Answers : (Mot exceeding 80 words)

QL. Differentiste Between Capital Expenditure and Revenue Expenditure.

Ans. : Capital Expenditure s that expenditure which is incurred for acquiring or bringing 0
existence an assel for long term use. Similarly any expenditure incurred for the cxpansion &
impeovement of fived asset or for replacement of an existing fixed asset or which adds to 1
productivity or earning capacity of an asscl are also called capital expenditure. Thus
W‘CNFIII‘C normally yields benefit over a long period,

On the atherhand, Revenue expenditure are all such expenditure which are incurrcd on !“-“‘“'
administration of business or in making sales. Thus these expenses are incurred for day 0 9%

i!%aﬁ

e
Balaze,
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Entries, Capital & Revenye
fiem; g F‘"“"Humg. i
. rations. These are o .
pusinesS ope

o
o

pscs yicld benefit only in (he

HIE expense,
3 s
YEar of fhe, re ‘UP:“ ™ ordinary course of business, These

T img
Give live examples of capity) s Bt

L

pr Examples of Capital Expendityre

R

Ee

L

(i) Any cxpenditure incurreq [y, the
(ii) Al such expenditure which 1,
(iii) Expenditure incurred for (b,

m‘f’?"'*ﬁ'" of 4 permanent aser
I eensiog o mmprosement of fived assels
p"m‘ recesp and erection of a fixed asset

Give five examples of Revenve Expenditary,
: Examples of Revenue Expendifyre
(i) Expenses incurred for the daygo-day 1y
electricity charges ete, e
(i) m&pmdm i“‘:m“&mﬂmdso{m:ﬁﬂ and fizished goods to the cxdent these
up year,
(i) Expenses incurred for the upheep of fived assels, such as repairs and maintenance expenses,
legal expenses for defending the dispute for fitle etc.
[¥) Expenses incurred which yiekds benefits for the current year o lift, e telephoanc,
el k £
cgrams, slalionery,
Write short notes on Cirrent Assels and Cerent Lisbilithes - [BCA 2009)
: Current Assets : The lorm "current assets’ includes those assets which are cither in the form
of cash or can be convened into Cash within a peried of 12 moaths, uwsvally an Accounting
year. These assels are alto called foating of circulatiag assets since their values go on changing
many times even in a day, Thus o liquid asscts arc current asels, Ew cxample Cash, Bank,
Trade Debtors, Bills Receivable, Stock, Short torm Imvestments, Prepaid Expenses ctc
A Lisbiltees” include all those obligations which are
i l.hhili!ie_s 5 m i :(.\u::ﬂlj g v an Accounting year. Such habilitics
be wilhin a period of 12 moaths, uswally a '3
:pea.od mln d?md off out of carrent asicts. Examples of curren Labilities arc Bank
e e o e b
; Expenditure? Give some Examples.
;’il::ri: meant by W"::ur;xmcwrwm may be incurred in such circumstances
i d Hevenue Expen :

i than one year ie. threc or four years.
a5 may bring the benefit herefrom ever ﬁﬂrfﬁmc mrd el oy
I"ﬁlﬂ such expenses are m;l: e of capenditure in the year u;rhmu. ;m:::m
S‘“‘;P:mm:ll‘:l::f:dﬂ::um ol gver gertain p‘ngjm:!::ﬁ;uﬂdﬂkmm l;im as under ;
Imo'umnney have classified delierred revemue ‘w:hﬂc o service has yer been rendered,

(i) Expenditure wholly

of the basingss, such as salary, wages, rend,

pnidllﬂ in .
necessilaling ils lh'aiﬂs_'l?{""’ii o proportion of the Imlal'u has been derived
{ii) Expenditure panly paid o m palance being as yet ‘wnused".
within a period under rEEY
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(i) Expenditure in respeet of senvice rendered which for any reason is considered g i
and

(iv) Amounts representing losscs of an exceplional nature,
What is meani by Intangible assets? Give fve examples of such assels.

Ans. : Infangible Assels are those assets which do not possess any physical ﬂistcn::g Sk

Q.

Ang. 1

Q4

Ang, :

be seen or fell. These canot be touched. Examples of such 8ssets arc : Googuy, 248
Sar, Paent Prepaid Expenscs, Copyright. These assets are also valuable assers o 1ok
belps the firm in carning profit as much as tangible assets. Hence both tangible ang iy
assets are valueable assets and the value of intangible asscts is based on the bencfiy and fycg
available 1o the business from time to time. Y
Define Balance Sheet and give iis characteristics. [I!.l.l_nmm'
A Bal sheet is a which is prep, d and pr ‘lcnrtluspnrpmgmm‘,—mil
|bcFmauﬂpuﬂhnﬁ:h:&ﬁnm&mﬁﬁulhmmw&udammm :
02 3 givea datc. It shows the financial position of the business at the close of the acar
mr;hcﬂhdaﬂtmsmmuhamdhhmu”c@muu%
msullu;n:nal:eul:epcq:;\lpm:iennul‘|l:-|~.1'|miingamiE‘n:.l‘nunudL:u@;sa’l«omu:u.'nﬁ.,;Hl,,u
knmnm:ruﬁ:hsdmuﬁ.lnaﬂd;mﬁhﬂﬂulmddm
&1

musl
total of all liabilities and capital at a given datc which is also supported hy?u:qum-&
cquation.

Accousting
Characteristics of Balance Sheet -

(i) It is a stalement and not an Account. Its wo sides are Asscts and Liabilities,

(1) Balance sheet shows the Assets and Liabilities particular particular perk
{E}Ilbaswﬁmﬁmww&lmmch:ld?mma s
(iv) A Balance sheet shows the nature and value assets and also of liskilites.

{\-}Thapma’omaofnahnmshmdmuubur'h'md'B debi it si i
g s e i ¥ on ebit and credit sides, which

ik ioaship between proprietory fund and tots!
(i) To maintain ideal current ratio of 2.: 1,
(i) Tor find i i ich i

) To f * Out working capital of the Business which i excess of curreni assets over cures!

) To ascertain varigus sources and uses of or inflow or outflow of fun i
( ds of a business enlily.
?:;?"W~m' whether the Tollowing items of expenditure are capital or revenue :
Paid on goods purchased,
E:] Wages of workmen employed for installation of new Machinery
) Rqﬂw cost of & worn-out part of Plany,
(4) Repairs of furnipure Purchased second-hand,
(5) Damages paid on acoount of the be

1) Revenue; (2) Cagital; (3) B .e;m of a contract to supply certain goods.

(4) Capital; (5) Revenug |

83

" (3) Capital; (4) Revenve]
fain the term order of |

O eree-Hipuhdi,

s, : Order of Liquidity :

be converted into cash. The

id
assel, ig., will, is shown last. Similarly,
urgency of payment. The one which is most u

Entries, il & Revenye Tiems & ,
Final Atcounr; 1247
guman Industrics removed (. i
o 1) A sum of Rs. 7750 way w"“hn: mln Suitable presmises
Machinery and Fixtures, on dismantling, removing and re-installing Plant

books a1 R, 8,500 included 3 machine at a book
s sold off st Rs. 450 and was replaced by 2 new

m charges

of Rs. 3,100 Ent:
@ ::ul“:lbe chargilm m::ﬁm the new fm:?ry. State which item of expenditure

st (1) Deferred Revenue; (2) Revenye

which to Revenye:

iquidity. List out the ftems of Assets and Liabilities in order of

mumbesbwninﬂldunfl‘iqm)«

idity. Order of liquidity means the order which they can
L&, cash in hand, s shown first. The least liquid
lishilitics of busincss are aseanged in wrder
genl to be paid, ic., shorl-lerm creditors, i

mast ligy

m.ﬁr‘!: the least urgeal to be Mihmwmﬁﬂdilﬂﬂ. 18 shown lasi. Order of Beverse
widity is as under :
Ans, @ Order of Reverse Ligueidity :
Liabilities Assels
Ciapital - Fleed Assels @
Opening Balance of Capital Goodwill
Add : Met Profit Land
Less : Drawings Buildings
Lengterm Liabilities = Plant & Machinery
Lang-term Loan Furniture & Fixtures
Institutional Loan Investments :
Mnnm Share of X Ltd
Coment | iahilities « Cument Assets :
Sundry Creditors Cliting Stock
Bills Payalie Suadry Dchl:;;
Bank Overdrall Bills Reccival
Cash &t Bank
Cash in Hand
R~

tu, Diflerentiate Between Trial Balance and "‘"'t::t
* Distinction Berween Trial Balance and B i
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The following are the main points of difference between Trial Balance and B""‘“—'M:
Trial Balance Balance Sheet )

Point of Differeace

kS

4.
5

&

5

L

Dhbjest

Periodicity

Compulsien

Clasing Stoek

Opening Stock

Headings

Types of Accounts

1t i prepared to check the arith-
| metical accuracy of the posting of
iransaciions 1o ledser.

It can be prepared frequently. It
may be prepared al the end of
accounting year, quarter, month,
half-year, fortnight, cte.

It is desirable 10 prepare, though
fls preparation is not compulsory.

Trial Balanee does mod furnish
It appears in the Trial Balance.

The headings of the iwo columns
arc ‘debil balances’ and ‘credin

balances”.

All 1ypes of accounts find their
place in the Trial Balance.

It is prepared o lnm
position of the business OBl
on a given date.

Tt is usually prepared = the end o
an accounting period,

The preparation of Balance Shey
is o must. It is an integral pan of
final accounts and is preparais
i compulsory.

In a Balance Sheot the Closiap
Stock appears on the asscts side,

1t does not appears in the Balasce
Sheet.

The headings of the two sides e
‘Libilitics’ and ‘Assets”,

In a Balance Sheet account of s,
liabalitics, capital and (hose sccost
which have «ill remained open o
the date of preparation of Balse
Sheet, are shown.

Q12 Opening Stock

Ans, 3

Giross Profi

chosing stock and the cost of goods sold.

Ans. (a) We Know that

Gm?mﬁ:ﬂﬂsm-cuunrcond.ssmdo:
Cost of Goods sdd = Nel Sales - Gross Profit

= Rs. 15000 - Rs. 6,000 or Rs. 9,000

Now, Cost of goods spld
= Opening stock + Net Pure

Rs. 9000 = Rs. 7000 + (10,000 - 900) + 1,000 — x

Or Rs. 9000 = Rs, 17,100

hases + Dircet Expenses -

Rs. 7,000; Sales Rs. 16,000; Carriage inward Rs, 1,000; Sales returns Rs. 1
Rs. 6,000; Purchases Rs. 10,000; and Purchases returns Rs. 900. Calculate b

Closing Stock or

- oRorx = Rs 17,100 - 9000 = Rs. 8,100
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Entries & Revenue lems ¢ Final Aceounr;

¥ EXE
Profit
o Caleulale Bat i fﬂﬂm" information »
Capital as on April 01, 2034, R~—‘
Drawings _ﬂlll‘-.b during the year 20500
Fresh capital introduced ‘Tﬂﬂinglh::.m 6000
Purchasad a calculator for ietor's 30 1000
Capital as on March 31, 2015 . i‘”
82 5N
A ‘W'hl:ﬂ‘ ooy & capitals are given, Net Profis s asccriained with the help of following

qum Closing Capil Drawings

Net P = atal + i ‘{Opﬁ . o
ning Capital +

Net Profit = Rs. 32,500 + 6000 + 50 - (Rs. 20,500 + 1,000)

= Rs. 39,000 - Rs. 21,500 or Rs. 17,500,

Thus net profit = Rs, 17,500,

From the following Informatian, prepare a Praiit & Loss Accouat for the year ending on 3t

March, 2015 :

Gross Profit Re. 127,000, Rent Rs. 14000, Salary Rs. 30,000, Commission paid Re 14000

Interest on Loan Rs. 10,000, Adventising Rs. 8000, Discount received Ra. 6,000 Printing &

Stationary Rs. 4,000, Legal Charges Rs. 10.000. Bad Debts Rs. 2000, Deprecution Rs 4,000,

Interest received Rs. 8,000, Loss by fire Rs. 6,000,

{Ans. : Met Profit Rs, 39,000]

Additional Capstal) Or

das. : Profit & Less Account
[ for the year ended Hst March, 2015 Cr
Particulars Amount | Particulars Amount |
B | | s
To Rent paid 14000 | By Gross Profit bid 127,000
To Salaries Paid 30,000 | By Discount Reccived 1,000
To Commission Paid 14000 | By laterest Received 8,000
To Intcrest on Loan 10,000 |
%ﬁd\tﬂiﬁiug 8000
Printing & Stationery 4,000
I G 10,000
To Bad debts 3,000
o Logs by fire ﬂg i
Preciation 4
To Net Profit o/d 1o Capital Ale | 3900 S
141,000 | 11000
--_——._.—-—'--___-

(Ans, ; Net Profit = Rs. 39,000).

VS, From pare  Balance Sheet 2>
the following infermatiea, pre i
of liquidity and (b) in order of perei

al Mst March, 2005 (a) in order
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J

i bank Rs. 20,000, C“pi-“l Rs. 3,40,000. Ml'lﬂlingry Rs.
%.ZL"’&“;’Q;&%%"‘J 120:000. Crediors Rs. 60,000, Stock Rs. 54000. Bils by, -0

B
i nscs Rs. 2000,
lm‘[]::f?dmm Balance Sheet Rs. 4,14,000]

Ans. ¢ Order of Liquidity Order of Permanancy
Liabilities | Rs. Assets Rs. | Liabilities | Rs. Asaets ":‘--
& - ——
Creditors 60,000 |Cash 8,800 C_apulll 3,40,000 FﬂrmEurg »y
Bills Payoble | 14,000 |Bank 20,000 [Bill Payable | 14000 |Machinery | 3200
Capital 340,000 |Deblors 170,000 |Creditors 60,000 |Prepaid Exps, o
Stock 54,000 Stock Sty
Prepaid Exps. | 2,000 Debtecs B
Machinery | 1,20,000 Bank Py
Furnitures 35,200 Cash preod
“Total 4,14,000 4,14,000 4,14,000 4140

Essay Type or Long Answers (Questions :

1. What do you understand by deferred revenue expendilure ? How are these ilems shown whik
preparing final accounts ? Give any four examples of such expenditure.
(See page nps. 12.3)

2. What do you mean by closing entries 7 Why are they passed ? Esiplain giving an example.
(See page aps. 12.12 and 12.20)

3. Explain the rational of preparing a Balance sheet. How does it differ from a Trial Bakanee.
(See page nps. 1223 and 12.24)

4. How would treat the ing i i i . i
retan ;) Curvinge: () Feghs ) o o ) e £ (0 e o o

(g) Discount : Trade and Cash; (h) Rent; (i) 1 i img:
(1) Apprenticeship premium; (k}(B)ad zcl:lsi.lh S

(See page nps. 12.11 and 12.12)
Numericals :

Q1. State with reasons whether the Tollowing items are of Capital or Revenue nature :

(i} An old motor car whose book value was Rs, -
of ils purchase was Rs, 85,000 SO0, s e T R 50,008 T

(ii) Spent Rs. 12,000 as legal expenses (o st
t op sbuse of Trade Mark.
() Received Rs. 5,00,000 from the issue of Equity § 3 e
N B w“:t;, of Equity Shares of the Company and
o e
Gﬁlnd-wlhuHJqmmucdﬁmlhcchitdmnoftheqmpmul cast R

() Land i .
[ s wen . 3 poe icuural farm with Rs. 3,000 and its annual fand 1™
)

Spent Rs. 40,0000 in the construetion of Railway Sidings.

85

o Enfrics:

: (i) Rs. 90,000 is Capital Regy; ;
I“:".i) Any expenditure incurred for Mm':;-sm Capital Profit, Rs. 5,000 Revenue Profi
(i) Amount received by issug of by, "8 3 I'fm] assel s of Revenue nature
: ":nt_apdal B Capital Recsipt since it increascs Capital
(iv) Capital expenditure since fixed yope; | ‘E are capital expenditure

Purchase of Land (fied Al
® eXpense. 255el) s capital expenditure and annual charge

iterl & Revenue fiemy
& Fingt
Aecouny 1245

5 I8 revonuc
(vi) Capital expenditure since fived agsers i _—
with reasons whether the fo) i
?;;‘;l'ﬂ of milk, butter and m;‘:ﬁh:';-’ are of Capital or Revenue nature.
(2) Legal expenses incurred in recovering moacy from debtors
(;}Pmminmplidrmwm.hw oA
(‘} mmn ll'lﬁ Development expenses leading to Paent of 2 new product
(0] E?’.Bnd'lim incurted on Rescarch and Development for a new produsct which resulicd in

a

(6) Received capital subsidy from Cestral Governmens.

m Donation 9“8!1 for the B'ﬂﬁ! of R-qllﬂﬂl Chamber of Commerce.

(8) Obsolescence loss pertaining to a fixed asscr.

(9) Labour Welfare Expenses Rs. 20,000,

(10) Air-conditioning expenditure on office buildisg Rs. 50,000,

[Ans : (1) Revenue Receipt, (2) Reveoue Expense, (3) Capital Expenditure. (4) Capital
Expense, (5) Deferred Revenue Expense, (6) Capital Income, (7) Revenue Expense,
(8) Revenue boss (if amount is large it will be deferred revenuc expense, (9) Revenue
expense, (10) Capital expenditure.|

The Profit and Loss Account of Jaipur Stationers was prepared incormect. You are required

to rectify the errors and also to prepare a correct Profit & Loss Account :

Profit & Loss Account

Dr. “ For the year ending 315t March, 2015 Cr.
Pariiculars Amount Partleulars | Amount
Rs. — |_ Rs.
1
“apital 8,000
To Gross Profit bid 43900 | By Interest on Capil
TbS,aluiu ' 3,000 | By Rent Paid 10,000
To Rent Received 4000 | By Edﬂé':;i z%ﬂ
C: Py 3 m B}I
g Roeelred iqm By Depreciation 9,000
To m Expeases s000 | By Machinery 30,000
riisement
To Interest on Drawings ;‘:’g
To Net Lass e
9,000 |

e
lAns, ; Net Profit Rs. 10,900]
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An Corrected Profit & Loss Account for the year ended 31st March, 2015
3 3
= ——
i Particulars Amount Particulars Amogy
Rs. Rs.
By Gross Profit bid e
To Salaries 3000 | By Gross h e
To Trade Expenses 4000 | By R.eal Rou:umd ) pyes
To Advertisement 5000 | By Commission ftw:md e
T Interest Capital 8000 | By Int. on Drawings 5m
To Rent paid 10,000
To Bad debts 7,000
To Depreciation 9,000
To Nex Profit fd to capital - 10,900
1—
it s4om

4. From the following Balances, prepare final accounts of M/s Raman and Sons for the

ending 3st March, 2015 :

Salaries Rs. 5,400; Insurance Rs.2,500; Cash Rs. 400; Purchases Rs. 84,170; Renl Reccived Ry
3,150; Drawings Rs. 2,100; Bills Payable Rs. 3900; Deblors Rs. 38080; Stock (1.4.2014) Rs
29.500; Bank overdraft Rs. 9,700; Carriage Rs. 2,200; Creditors Rs. 4,200; Trade expenses Ry
4900; Sales Returns Rs. 4,700; Machinery Rs. 12,000; Wages Rs. 45,000; Sales Rs, 147200
Purchases Returns Rs. 3,900; Capital Rs, 58,900; Closing Stock (31.3.2015) Rs. 36,200,

[Ans : G.P. Rs. 21,730; N.E. Rs. 12,080; B/S Total Rs. 86,680]

Ans : Trading and Profit & Loss Account for the year ended & 1st March, 2015

Particulars Amount Particulars Amoun
— = Rs. L
To Opening Stock 20,500 Sales
ToPuchaics  Re. 84170 Fitke SIR e 142500
g8 ¢ L = —_—r
Tor Carriage — WZ% By Clating Stoel -
To Wages 45,000
Tor Giross Profi Cid 21,730
1,78, 700 178,700
To Salari
™ Insu'::m 5400 | By Gross Profil byd 2,79
To E ﬁ By Rent Reccived 310
To Net Profit C/d 1o Capital 12,080
| s )
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Balance Shey
us at 3]
i st March, 2015
Liabilities Am o —
n:-mt Assrls Amuount
K.
Bl':: "C‘ E md“"::m 9700 | Cach in hand ) 300
s"llls? ble 4,200 | Sundy Deboss 38,080
Bi ,uf’a sog| 0 [Stock Closing 36,200
)?;1;1: Net Profi - Machinery 12,000
:%I.% Fl
Less : Drawings —(2100) | ess80
e —— -_
85680 8t (80

gs. Erom the following information, prepare the fizal accounts for the year ending 315t March, 2015 :

1
Rs. | Rs.

Cash in hand 8700 | Bills Reecivable 2500
Building 40000 | Furniture 000 |
Dfﬂ""i"E‘ 4000 | Capital o0, T
Creditors 200 | Wages 000
Bad Debts 1000 | Debiors 30,000
Postage & Telegram 400 | Misc. Expenscs 00
Printing 1,500 | Insurance 200
Discount allowed 2000 | Discount reccived 1,000
Carriage 4200 |Rent & Rates 4,500
Returns Qutward 2300 | Stock (Opening) 15,000
Purchases 0000 | Returns Inacard 1,500
Oustanding Expenses 1,000 Salu 100,000
Unsold Stock on 315t March, 2015 Bills Payable 4,000
Rs, 26,000, Market Price being

Rs. 30,000

[Ans : G.P. Rs. 26,600, NP. Rs. 15300, Total of BS Rs. 1,12.200] Rs.
Hi - ~1,500) = 98.500 + Closing Slu-rl-._ 26,000 = 1.24.500
(__)“:l::r :;l.:;l;ﬁl': 'mNﬂmSﬂ?;:‘mmmmm + 000 (Wages) + 4200 (Carriage)| 97,900

. Ciross Polit 26,0001

PﬂLNc:Exp:ns:SlN—

Rs. 1,000 + 400 + 1500 ¥

Net Profit : (P + Discount Receive
= Rs. 26,600 + 100 -

m+m#3,ﬂu+im'|:-m

d - Total expenses as abore
12,300 or Rs. 15,300
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Liabilities Amount Ansats R“*
— 1 Ry

ot 34,200 | Cash in hand B

Bills Payable 4,000 | Sundy Debtors hn?:

Capital Rs. 61,700 Furniture %

Add : Net Profit 15300 Building S

77,000
Lo Dravings__(4000) | 73000 H
1,12,200 L1220
Q6. The Trial Balance of Mjs ABC & Sons shows the following balances as on 3132ms .
Debit Balances Amount Credit Balances Amoum
Rs. Rs,

Purchases 60,000 | Capital Accounts L33

Sales Returns 1,500 | Sales 127,000

Plant and Machinery 90,000 | Purchases Returns 1075

Opening Stock 40,000 | Discount Received 1]

Discount Allowed 350 | Sundry Creditors 25,000
Bank Charges 100
Sundry Debtors 45,000
Salaries 7,000
Wages 10,000
Freight : In 1,000
Freight : Ou 1,200
Remt, Rates and Taxes 2,000
Advertisement 2,000

Cash in Bank 7,000 ——

2,67,150 | 26719

Q7.

Balance Sheet as on 3ist March, 2015

Entries, i -"“MR“““‘W&M
w

o Atcoq
| Db C

W ol
Purchases and Sal 31,000 >

sundry Deblors i | 37000 | R—;‘:ﬁ
Opening Stock &7, 000 =
Selling Expenses T -
Bills Recevables and Billy Payables 33000

Bank Loan 5,000 12000 |
Fire Insurance Premium = 20000 |
Returns of goods 2000 e
Sundry Creditors 4,000 | 2000 |
Factory Fuel and Power - = | |
Salarics and Wages g =
Discount Received 500 =
Interest on Bank Loan b e e,
Provision for Doubtful Debts | E 5.01;}
Carriage Ouiwards 000 = i
Furnilure 72000 =
Machinery I 120000 | -
Building &

Cash in Hand

Closing Stack at Cost Rs. 35,000. Prepare final account for the year ended 31.3.2015..
[Ans : G.P. Rs. 50,775 NP Rs. 38.925; B/S Rs. 1,77,000]

Hint for solution : Freight In (Trading A/c), Freight Out (P&L A/c) Total of Trading Aic B
1,60,500; total of P&L Afc = 50,775 + 800 or Rs. 51,575,

From the following Trial Balance of M/s XYZ., prepare Trading Account, Profit & Loss Acovst!
for the year ending 315t March, 2015 and Balance Sheet as on that date :

Umh‘!&ﬂﬁﬂ‘-k&m Total 10,02.000
[Ans : Gross Profit Rs. 2,79,000; Net Profit Re. 1.95,000; Total of B/s Rs. 5,15,000.]
Hint : Met Sales Rs. 6,31,000 + Closing stock Rs. 70,000 = Rs. 7.01,000
Less : 34,000 + Net Purchases Rs. 368000 + 20000 = (4.22,000)

GFP =_ 30000
P&L Afc (Cr.) G + Discount Received = Kz 25700
G000
Total of
I e Net Frofit 95,000 Rs.
= 4
Liabilites side : Capital 2,50,000 + 195000 - 37,000 5000
or Creditors + BfP + Bank Loan ;;Emot BD. e
000 4+ 12,000 +20,000 +
Cljrﬂl Assets : Rs. 16,000 +£7,000 + 25000 + 0000 = Rs. ;ﬂm“m 5,15,000
’IM 3 =
Assets ; Rs. 72,000 + 120000 + 1,235,000 o

aao
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