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Final Accounts with Adjustments
— - —_—

In the previous chapter we have studied the preparation of the final accounts Withoy
adjustments. At that time we have presumed that all important facts has been taken into mﬂ&idcraﬁm‘
while preparing the final accounts, which does not always happen. Infact, to give a true Picture aboy
the financial position of the business while closing the books of account and preparing the fiyy
accounts, the accountant may come to know about certain adjustments to be made in the books o
accounts. Usually these adjustments are related to the following :

(1) Closing Stock or Closing Inventory,

(2) Outstanding Expenses or Accrued Expenses,
(3) Prepaid Expenses or Unexpired Expenses,
(4) Accrued Income,

(5) Unearned Income,

(6) Interest on Capital and Drawings,

(7) Depreciation on Fixed Assets,

(8) Provision for Bad and Doubtful debis,

(9) Provision for Discount on Debtors and Creditors,
(10) Commission on Profits,

(11) Accidental Losses,

(12) Deduction of Income tax from Salaries of Employees,
(13) Goods sent on *Sale or Return Basis’,

(14) Other Specific Provisions,
(15) Other Adjustments.

(1) Closing Stock or Closing Inventory :
After valuation of the unsold stock at the end of the accounting period the following Journal

Entry is passed :
Closing Stock Afe Dr.
To Trading Afc

s o Stock at the end appears in the balance sheet and is carried forward to the next year. !
p 9% opening stock in the trial balance of the next year and from there it is taken to the debi
side of the trading account and thus closed.

Sometimes, the value of {
b?hnw It should be noted that
Since closing stock

he unsold stock at the end of accounting year is shown in the trid
L any balance appearing in the trial balance is taken to one place only
at the end is an asset it should be takén to balance sheet.
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) outstanding Expenses or Accured g,
(2 Those Expenses which acery, from . :::ts [Liahilitgj :
;d are known s Outstanding : I ¥ DUt usually recorgeq only when they are actually
e of these expenses may haye femaineg PIES of such

: dined unpaig 5y, €Xpense are, Salaries, interest, rent etc.
g0 eotry might have been passed i the . tnd of the accounting period and, therefore,

Note : If outstanding expenses have beeq

g givea inside Trial Balance, these will be shown at one
place only i.e., on the liability side on the Balance Shee|

EmPIB=F°umi“5islhﬂmmﬁmlheﬁaiﬂahmcnfaﬁmasm3muuch,mﬁ:

Trial Balance
As on 31Ist March, 2015
Particulars Dr. (Rs.) Cr. (Rs.)
Salaries Alc | 10,000
Rent Alc | 5,000
Additional Information :

(i) Salary for the month of March Rs. 2,009 has yet to be paid.
(i) Rent amounting to Rs. 1,000 is still outstanding. : -
You are required to pass the necessary adjusting entries and show how the above items will
appear in the firm’s final accounts :
Adjusting Journal Entry

Pr— |
Particulars [ oo B B
| Rs. Rs.
Dr. \ 2,000
Salaries Alc Dr. 1,000
Rent Alc Ak ' 3,000
To Outstanding Expenscs 150 o) |
(Being salaries and rent duc but 00 PEE7

=
g




Final Accounts with Adjustments

Treatment in final accounts :

Dr Profit and Loss Account a
Particulars Rs. Rs. Particulars R
To Salaries (in Trial Balance) 10,000 P —
Add : Ouistanding 2,000 12.000
To Rent (in Trial Balance) 5,000
Add : Outstanding Rent 1,000 6,000
Balance Sheet o
Liabilities Rs, Rs. Assets Rs, 1
Accrued Salaries 2,000 o
Accrued Rent 1,000 3,000
(3) Prepaid Expenses or Unexpired Expenses (Asset) : o
Those expenses which have been paid in advance are called Prepaid Expenses or Expenses
paid in advance. In this regard it is customary that payments for some services as rent of the bujld;

salaries to staff, insurance premium ete. are made in advance i.e., for the period relevant to the pex
accounting year. In order to ascertain true profit and loss, only those expenses which are related 1o
the accounting period should only be charged to the Profit & Loss Account. That part of

which relate to next year should be carried forward. The following journal entry will be passed for
the expenses paid in advance :

Prepaid Expenses Afc Dr.
To Expense Ajc

Prepaid expense account is a representative personal account which represents the account of the

person (o whom payment has been made in advance, hence it is shown in the balance sheet on the assel

side. Expence account is a nominal account and should be credited to the profit & loss account, preferably

by deducting from the relevant expense account. At the commencement of next year prepaid expense wil

bevmnenuﬁ'hyrcversingt.heeutry. It is necessary to correct the expenses account of the next year.

Example : Following is the extract from the Trial Balance of a firm as on 31st March, 2015 :
Trial Balance
As on 3Ist March, 2015

i Particulars Dr. Cr. I
Rﬁ. Rs' |

Insurance Premium Account
Rent Account

Additional Information .

(i) Insurance premium has been
(i) Rent Rs.

8,000 |
4,000 |

paid in advance amounting to Rs, 2,000 for the next year.
700 has been paid for the next year.
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You are required 1o pass the

Undamentals of Business Accounting

' . sary adjysy; g
o frm : i‘mal Sl . JUsling entries and show how the items will appear
goiutmn : M.Iuslmg Jﬂm.nal Entries
Pty
= | Prepaid Insurance Prepy, Ale —_— | D f_R_:-:} Cr. (Rs.)
To Insurance Prem, Ac Dr. | 2,000 1
(Being Insurance premium pajq i, advance) ah l
Prepaid Rent Ajc | _ |
To Rent AJc Dr. 700 I
(Being rent paid in advance) . 700 |
Treatment in final account : |
Profit and Loss Account
I as on 31st March, 205 cr
* 1 '
| Paticulars Rs. | Rs | Particulars Rs.
To Insurance premium 8,000 | !
Less : Prepaid 2000 6,000 |
To Rent 400 l
Less : Prepaid 700 3,300 l
Balance Sheet
as on 31 st March, 2015
[ Liabilities Rs. | Assels Rs.
| I| Prepaid Insurance Prem.| 2,000
{ | Prepaid Rent 700

Note : “Expenses paid in advance’ if appears in trial balance, it will be shown on the assets
side of balance sheet only.
() Acerued Income or Income Receivable (Asset) :

i i earned by the business during an accounting year but has not
been ri::l:ihw]:cl?]llnih:h:n(:hd l;?scmmmnl year are called Accrued Incomes or Earned or Outstanding

Incomes, Adjustment entry, for it is :

Accrued Income AlC
To (Particuler) Income A/C

Dr.

. 1‘l'mtmlant in Final Account : r -
i Such incomes on one hand will be shown
"0me), and on the other hand Accruc

credit side of Profit & Loss Account (being an
ng the representative personal account of such
Assets side of Balance Sheet.

P on
5005 from whom income is due, will be shown
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N 136 Fundamentals of Business Accounting
Extract of Trial Balance gtion * Adjustment Epgy;
as on 31st March, 2015 Si"'ﬂ Particy) =
ars
Particulars Dr. {RE-) Cl'. {RS.] /f"'—-_jl;ut_”_c___——__-__—"—‘—-—-—__._ | Dr. (Rs.) Cr. (Rs.)
Interest Received on Investments 180 _ To R':m.RW'fi‘-’Cd in Advance Ajc =4 e 000
- e o e taratvat (Being rent received in advance for 3 3
Adjustment : Interest on investments for three months is yet to be received Rs, 6g, —————-_r___'!‘_“_';”ﬂ_____i
Adjustment entry : Rs. Rs, Interest on Loan Afe v | i
To Interest Alc 600 (Being interest received in advance) :
(For Interest for three months receivable) """'T.;atment in final account :
Treatment in final accounts :
De. Profit & Loss Account o Profit & Loss Account
o Jor the year ending 315t March, 2015 Cr
Particulars Rs. Particulars Rs,
Particulars Rs. | Particulars Rs. Rs.
By Interest 1,800 |
Add : Accrued Interest 600 2400 By Rent Account 20,000 |
Bal Sheet — —l Less : Recetved in advance 5,000 | 15,000
ance By Interest Account 12,000
Liabilities Rs. Assets Rs | Less : Received in advance 3,000 9,000
Accrued Interest 60 Balance Sheet
Note : If accrued income appear in trial balance (not as adjustment), it is to be shown in the Liabilities Rs. | Assets | Rs.
Balance Sheet as an asset, since it has already been included in that particular Income Account. - z l I
(5) Unearned Income or Income Received in Advance (Liability) : Rﬁ“meﬁ:a ?nd”m ;:g 1 |
) The Income which has been received by the business before it being earned is called as unearned : .
income or income received in advance. Examples are apprenticeship premium, insurance premium,

advertisement fee ete. In order to ascertain the true profit or loss, it is necessary that such income &

not taken into account at the time of preparing the Profit & Loss Account for the year. The following
adjustment entry is passed :

Particular Income Afc

Dr.
To Income Received in Advance A/c

If adjustment is not made, profits would be overstated and the liability would be understated.
Y ple : The following is the extract from the Trial Balance of a firm on 31st March, 2015
XYou are required to pass the necessary adjustment entries and show how the various items will appe®
m the ﬁrm’s 'rmal account,

Extract of Trial Balance

as on 31 st March, 2015
= Particulars Dr. (Rs.) Cr. (Rs)
t received for 12 months endin
Interest on Loan ending 30th June, 2015 ﬁﬁ

’ = nimmlml‘m‘hﬁm'mhfcdinadmnmtathcmnmfﬂﬁim
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Note : If Income Received in Advance appear in trial balance it will be shown on liabilities side
of balance sheet.
(6) Interest on Capital and Drawings :

i he Business,
i ital : In order to determine the real amount of profit carned by t i
it is nn{;:,s[s;tr:rr::t:hnargc:wh]mml'nm with interest on the capital employed at a normal rate. Interest so
charged is a loss for the business on the one hand and gain to the propnetors on the other hand. The
entry for interest on capital will be passed as under :
2

Interest on Capital A/¢
To Capital Alc |

o .
ing loss for the business, 15 transferred to

debit side of Profit &
Interest on capital account be

Account. : ess allows interest on Capital, it is the usual practice to

inps : As busin ; _ ;
Ec{::'t::;::r;ztnﬂ:'m?&?;wﬁa following Journal entry is passed for Interest on Drawings

Drawings A/C :
To Interest on Drawings Ale
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Interest on drawings is a gain for the business, thus transferred to/the credit side of Profy &
A L. y ; .
s $:!np1e : Following is the extract from the Trial Balance oy
Trial Balance
as on 31st March, 2015
[ Particulars Dr. Cr,
[ Rs. Rs,
X’s Capital 60,000
Ys CEPM 4['3“]}
Additional Information :
(i) Interest on capital is to be allowed @ 10% per annum.
(ii) Y introduced additional capital amounting to Rs. 10,000 on 1st October, 2015,
Solution : Adjusting Journal Entries
Particulars Dr. (Rs.) | Cr .m,__]—
Interest on Capital Alc Dr. 9,500
To X’s Capital Afc 6,000
To Y’s Capital A/c 3,500
(Being interest on capital allowed to X on Rs. 60,000 for
full year and to Y on Rs. 30,000 for full year and on Rs.
10,000 for 6 months)
Treatment in final account :
Balance Sheet
as on 3ist March, 2015
Liabilities Rs. Assets Rs.
Capital Accounts ;
X 60,000
Add : Interest on capital 6,000 66,000
Y 40,000
Add : Interest on capital 3,500 43,500 B
Profit & Loss Account
o for the year ending 31st March, 2015 Cr
Particulars Rs. Particulars Rs.
To Interest on Capital
X 6,000
o 3,500 9,500
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H'E Fundam : .
Example : The following is (e o : entals of Business Accounting
; orm the Trig) Balance of 3 firm -
Trial Bajance
=2 0n 315t March, 2915
g e
rs . :

] Capital of X | Dr. (Rs.) Cr. (Rs.)
Capital of Y [ 60,000
Drawing by X . 40,000
Dl’&'Wi.I:Ig hj’ Y | Ié%

e ‘uﬁullﬂl Information :

(i) Interest on Ca_pital is to be allowed 1o the e »
balances standing to the credit of their Caphzlmﬁfu_ 6 per annum on the opening

(ii) Interest on Drawings is to be charged @ 129 per annum.
You- are required to pass meumm Journal Entries and show how the different items will

in the firm’s final accounts. You may presume thar the drawings were made evenly throughout
{he year on 15th of every month.

Selution : Adjusting Journal Entries
Particulars Dr. (Rs.) | Cr. (Rs.)
Interest on Capital Alc “Dr. 10,000 |
To X’s Capital Alc 6,000
To Y’s Capital A/c | 4,000
(Being interest on capital provided @ 10% per annum) |
X's Drawings A/c Dr. 720 '
Y’s Drawings Afc Dr. 360 |
To Interest on Drawings Alc _ i 1,080
(Being interest on drawings charged for six months @ 12% |
| per annum on the total amount) .-
Treatment in final account :
Profit & Loss Account
br. for the year ending 3ist March, 2015 Cr
Rs Particulars Rs.
Particulars s g =%
t on Dra -
T lnlm-est on Capital : Rs. By Interes - 70
X 6,000 Y 360 1,080
Y 4000 | 10000
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Balance Sheet
as on 3Ist March, 2015
Liabilities Rs. Assets g ___j_f_\
.
X’s Capital _ 6;3};}33
Add : Interest on Capital 65',{]00
Less - Drawings & Interest
thereon [12,000 + 720] 12,720 53,280
Y’s Capital ) 40,000
Add : Interest on Capital 4,000
44,000
Less : Drawings & Interest
thereon [6,000 + 360) 6,360 37,640

(7) Depreciation on fixed assets :

The value of fixed assets diminishes due to wear and tear and effluction of time, which is callyg
depreciation. There are various methods of providing depreciation, but in adjustment entry about finy
accounts normally it is to be calculated at a fixed percentage on opening balance of the asse
However, there is any addition, depreciation is also provided for that part only for the penod for
which the new asset has been used. The adjustment entry will be :

Depreciation Afc
To Fixed Assets Alc

Dr.

 Depreciation Account will appear on the debit side of Profit & Loss Account and the book
value of Asset will be reduced by the amount of depreciation. Hence, only the balance will appear is

the balance sheet.

Example : On 31st March, 2015 the value of Building and Taxi Car in the books of a trader
was Rs. 4.09‘,000 and Rs. 50,000 respectively. It was decided to write off depreciation on Building @
5% and Taxi Car @ 20% per annum. Pass necessary adjustment entry and also show the treatmen!

in final accounts.
Solution :

Adjustment Entry

Date Particulars Dr. (Rs.) Cr. (Rs)
2015
Mar. 31 | Depreciation Account
Ac Dr. 30,000
To Building Account 2,00
'lju Ta:n Car Account iy
(Depreciation written off on Building and Taxi Car) ;_,.,]
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Fuﬂdm 1, j‘ a 2
Treatment in final accoypy , nia” of Business Accounting

Nk Profit & Loss Account
” 2% year ending 315t March, 2015 s

Particulars

s |

Balance Sheet
as on 3lst March, 2015

™ Liabilities Rs.
[ l Assets Rs. Rs.
Building 4,00,000
Less : Depreciation 20,000 | 3,80,000
Taxi Car 50,000 |
Less : Depreciation 10,000 | 40,000

When depreciation account is given in trial balance, it means, that depreciation has already
been written off. Depreciation being loss is to be taken to debit side of Profit & Loss Account.
(8) Provision for Bad and Doubtful debts :

(a) Bad debts : Debtors who are unabls to make payment of their dues or debts which are not
recoverable are called Bad debts. It is a business loss and for which the following entry is passed :

Bad debts A/c Dr.  To be transferred to Profit & Loss A/c
To Sundry Debtors Alc Debtor’s balance is reduced

(b) Provision for Bad and doubtful debts : The principal purpose of making this provision is
to bring down the balance of debtors to its real realisable value. The Journal Entry for making provision
is:

To be charged to Profit & Loss AJc
It is shown as a deduction from Debtors

Profit & Loss Alc Dr.
To Provision for Bad debis A/c
Example : The following are the extracts from trial balance of M/s Martin Bros. as on 31st

March, 2015.

‘Irial Balance
as on 31st March, 2015
Parﬂnlllﬁ ] Dr. Cr.
Rs. Rs.
Sundry Debtors . ﬂg
Bad Debts < March, 2015 that one of the debtors for Rs. 5,000

dhal Additional Information :
o be able to give only 60%
f4ge 5% of the debtors were

S will be passed :

It is learnt on 31
of his dues. On

weak and may not

the basis of past experience
be able to make payment.

it is learnt that on an
The following Journal
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13} i
o Adjusting Journal Entries ‘\
Particulars Dr. (Rs.) Cr (Rs,
= \Ns))
1. |Bad debts A/ Dr. T
To Sundry Debtors Alc 3000
(For further bad debts written off)
2. Profit & Loss Alc Dr. 1,850
To Provision for Doubtful Debts A/c 185
[5% on (40,000 - 3,000 = Rs. 37,000 net dﬂbtorﬁ]
Treatment in final accounts : ——
Profit & Loss Account
Dr for the year ended 31st March, 2015 Dr
Particulars Rs. Rs, Particulars ?
To Bad Debts
(as given in the Trial Balance) 2,000
Add : Additional bad debts 3,000
Add : Provision for doubtful debts 1,850 6,850
Balance Sheet e
as on 31st March, 2015
Liabilities Rs. Assets Rs. Rs,
Sundry Debtors 40,000
Less : Bad debts (New) 3,000
Less : Provision for doubtful debts 1,850 4,850

of th

Provision for discount on debtors is maintained on the same hin
and dou

luasoe:rtainthe.balancefor i

Note : When Provision for doubtful debts appear in Trial balance, it is written on credit side
or Profit & Loss Account or ded

(9) Provision for Discount o

eir making prompt payments. The following Journal

35,150

ucted from the new provision required to be maintained
n Debtors and Creditors :

(a) Provision for Discount on Debtors : Discount may be allowed to the debtors on account
i Entry is passed when discount is allowed :
Dr.

Discount Allowed Alc .
To Sundry Debtors A/c

es on which provision for bad
btful debts is maintained, The following Journal entry is passed :

Profit and Loss A/c Dr.

To Provision for Discount on Debtors AJe
It should be noted tha

t provision for discount will be created only on good debtors i.e., in order
discount

P iy on debtors on a particular date, the rate at wﬁchdiswuntk?nmbﬁ
omers i i i ision for
debts. Sinoe, dizoany o ?;; illuidviynd d;_:bmrs which remains after deduction of new provision
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BL
(i) On receipt of additiong) 4

Fundamentgy; Business Accounting
unt f; -
Sundry Creditors Om creditos .

T D Ale
. 0 Discount Regyie, , . Dr.
(i) For creating a reserye for Eeeived A/

dis::gum :
Reserve for Discoup 08 creditors -

Lon Credisn,. .
To Profit & Log ﬁ:‘;;dltnr s Ale

Dr.
musﬂ‘aﬁ"n 13.1:
A firm creates a Provision fo, Doubtfy]
o Doubtful D e o o January
o Tg:dfglé s amounte;btt: m S_Rﬁ%ed 4 credit balance of Rs. z.rmf: é&é‘??ﬁ? :-'cza.;lgﬂtlhi‘i
actue the year 2014 the actua] Bad dehts Sundry Debtors o 31st December, 2013 were Rs, 20,000.
E ﬁ e 205, o Bad &l :;rn Rs. J}.Sﬂgsand Debtors at the end were Rs. 15,000.
] actual ounted to Rs, 2,000,
00. In 2015 it Was also decided to Create a provision of 53}':;000 p
You are required to show the

bs at 59, on Debtors.

Debtors at the end were Rs.
for discount on Debtors also,

e firm for three years, r Acoouats, Profit & Loss Account and Balance Sheet of
Solution : Ledger
Dr. Bad Debts Account Cr
Date Particulars Amount | Date | Particulars | Amount
Rs. Rs.
2013 013 |
Dec. 31 | To Sundry Debtors 1200 | Dec. 31 | By Provision Doubtful Debis A/c L1200
2014 2014 )
Dec. 31 | To Sundry Debtors 1,500 | Dec. 31 | By Provision for Doubtful Debts A/c 1,500 |
2015 2015 3 ‘ i .
Dec. 31 | To Sundry Debtors 2,000 | Dec. 31 | By Provision for Doubtful Debts AJc | 2,000
Dr. Provision for Doubtful Debts Account Cr.
. i iculars Amount
Date Particulars mR';Mt Date | Particulars o
2013 |
2013 —— 2,000
1200 | Jan. 1 |To Balance b/
Dec. 31 | To Bad Debts Alc 0 | Dee 31 [By POL A 200
By balance c/d P 2200
] g
Dec. 31 | To Bad Debts Alc 750 | Dec. 31 | By P&L Alc 1,250
To Balance c/d r—iﬁ- 015 2,250
2015 -T_'Iﬂ— Jan.l |By Balance b/d 3;;3
Dec. 31 | To Bad Debts Ale 2000 | Dec. 31 | By P&L Alc o
To Balance c/d 2000 | 2016 2000
¢ | Jani |By Balance b/d
L‘--__ _________.._...--—-'-l-""
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j P
Dr. Provision for Discount on Debtors Account & gion 13.2: Fundamentals of Business Accounting
5™ rader maintains provision of :
Particulars Amount | Date Particulars : : 3% againg
Date i = -‘\IIJR?N e and a resenve for discounts oq creditors g z%bSi and doubful debts and 3% for discount on
2015 2015 : April, 2012 i had the following balances :
Provision for B :
Profit & Loss Account e T -scount on Debtgrs
Dr. Cr Reserve for Discount op Creditors 285
F i | Particulars Rs. | Rs. Particulars During the year 2012-13, bad debts, disegy vl
E ___.__Es:____ . ors amounted to Rs. 595, Rs, 889 and Rs, 934[ a!h““d to debtors and discount received from
2013 | To Bad Debts : 1,200 “ﬁdﬂl;o} Rs. 700 and Rs. 680 respectively. Sundry Dmmmli' while for 2013-14 these amounted to
Add : New provision 1,000 t 8,000 on March 31, 2014. Sundry Creditors andin:cwdj;nf" 12-'1;; on March 31, 2013 and
e ) ively. were Rs. 21000 and Rs. 19,500
2.200 rpectivel -
i Provision for Bad and Doubtfy] 5L
Less ;: Old provision 2,000 200 Show for Discount on Creditors mﬁm"‘mﬂh Provision for Discount on Debtors Account
2 Reserve Also show these items in Profit and Loss Account.
2014 |To Bad Debts 1,500 alution : Ledger :
Add : N isi
ew provision 750 PN Provision for Bad and Doubtful Debts Accounts Cr
2,250 Particulars :
T Date Hmnusunt Date Particulars Amnosunt
2015 |ToBad Debts 2,000 2013 002 |
Add : New provision 2,000 Mar. 31 | To Bad Debts 395 | Apr.1 |By Balance b/d 700
—Waj'— To Balance ¢/d 600 | 2013
_ - 3 Mar. 31 | By Profit & Loss Alc
Less : Old provision 750 | 3250 |  (Balancing figure) -
To Provision for discount on Debtors 1,900 1195 | 2007 |_L195 |
Balance Sheet 014 2013 600
Mar. 31 | To Bad Debts 180 | Apr.1 |By Balance b/d ,
Liabilities Rs. Assets Rs. Rs. To Profit & Loss Alc 0 -
(Balancing figure)
2013 To Balance c/d |40 |
Sundry Debtors 20,000 60 | 2014 600
Less : Provision for Doubtful Debts 1,000 | 19,000 | Apr.1 |By Balance b/d 400
2014 — Cr
= . Debtors Account
Sundry Debtors 15,000 br Provision for Discount on | : e
Less : Provision for Doubtful. Debts 750 | 14250 Date Pacticulars Amount | Date | F— RZ“ :
. | -
2015 L
— | —1
Sundry Debtors 40,000 013 z"u, ' By Balance b/d 25
Less : Provision for Doubtful Debts 2,000 l Mar. 3 |1 Discount Allowed 850 AZF;]T& !
sttt 2y 2 Ale
To Balance c/d , 31 By Profit & Loss
Less : Provision for Discount 1,900 |.36,100 | — L
%
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IIJJ
2014 ' il B r\
Mar, 31| To Discount Allowed 700 | Apr., 1 | By Balance b/d R,
Mar., 31 | To Balance ¢/d 228 | 2014 %
Mar., 31 | By Profit & Loss A/c
(Balancing figure) %
928 “""j,;
2014 T —
Apr. 1 | By Balance b/d 2%
Dr. Reserve for Discount on Creditors Account -"""é
Date Particulars Amount| Date Particulars P
R-St R& !
2012 2013 Py
Apr. 1 |To Balance b/d 480 | Mar. 31 | By Discount Received 984
Mar. 31 | To Profit & Loss A/c 024
(Balancing figure) .
2013 1,404 | 2014 1,404
Apr. 1 | To Balance b/d 420 | Mar. 31 | By Discount Received 680
2014 Mar. 31 | By Balance ¢/d 390
Mar. 31 | To Profit & Loss Afc 650
(Balancing figure)
2014 1,070 1,070
Apr. 1 | To Balance b/d 390
Profit & Loss Account
Dr. for the year ended 31st March, 2013 G
Particulars Rs. Rs. Particulars Rs. Rs.
To Bad Debis 395 By Discount Received 984
Add : New Provision for Add : New Reserve 420
and Doubtfy] 600
B 995 1,404
Less : Old Provision 500 | 495 |Less: OId Reserve a0 | 9
To Discount Allowed 880 '
Add : New Provision for
Discount 342
& 1222
Less : Old Provision 285 937
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f},ﬂf
wﬂ
Profit &

e fw L&Em ﬂf::: a|:"-'l:ﬂill]l
" Particulars T-—_""ﬂfid"__mp’ Cr
e e | By
1o Discount Allowed wmi Particulars Rs. .| Rs.
Jdd New Provision for By Old Provision for Bad 600
Discount m and Doubtfyl Dehgs Rs.
ﬁm : Bad Debts 180
—_—— E‘W Pl'ﬂ\' i
G 1500 400 580 | 20
gy 0ld Provision for ¥ Discount Received 680 |
Discount 342 "’M : New Reserve for |
— = | 38 |Discount g Creditors 390 |
—
L070 |
Less : Old Reserve 420 | 650

(10) Commission on Profit :

Payment of commission to
calculated as under :

Mmsmmmn=h0&mmcumiﬂﬂ X Rate
-. - " . ]m
Emﬁmntobmmmmmikmﬂum:
Mmgeﬁs&mmbdm=hoﬁlbefmcmnx;@—

the manager is made as a fixed percentage of profit which is

100 + Rate
The adjustment entry for commission on profit shall be as under -
(i)  Manager's Commission Alc Dr.
To Outstanding Commission A/c
(i)  Profit & Loss Alc Dr.
To Manager's Commission Afc

le : ives 5% commission on profits to his Manager and 2% to the Dy. Manager
on 'ch;::ﬁﬁsea&trtmﬁm@nﬁ' in addition to their salaries. If the Net Profits before
ing any of such Commission is Rs. 204,000, find out the amount of Commission payable to

and Deputy Manager : .
Solution : Amount of Commission :

000%5 _
(1) Commission loW:%——-Rs.lﬂ,ﬁm

X2
204000X2 _ o 4
(2) Commission to Dy. Manager =~ 17 .,um
Adjusting Journal Entrics
Particulars
e 10,200
— T.
() | Manager's Conmision A% Bl T
Dy. Manager's Commission A€ y
To Outstanding ComMSS "0 yganager)
(Commission to Manager
l“""--__
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(2) |Profit & Loss Account Dr.
To Manager’s Commission AJc
To Dy. Manager Commission Alc

(Commission payable transferred P & L Aje)

11) Accidental Losses :
e Intru;:inm;su::memaq.rb::s::*-wr.:ra.ll,:,rpc-.sn:rfr.a:mlIu:.-;s:..f.,-iucxh_lslmiﬁl:n:.fI':‘;r:,1.;.;;;31_-,1|,uml1
flood ete. These Losses may be of two types : (i) loss of asset, and (ii) loss of goods. The
entries in this regard will be as under :

i) For loss of on Asset (Furniture) by Fire :

Loss by Fire Afe Dir.
To Furniture Ajc
(i} For loss of Goods by Fire :
- Loss by Fire Afc Dr.
To Purchases Afc
fa) If goods are insured and the insurance company accepts the claim in full :
Insurance Company’s Afc Dr.
To Lass by Fire Alc
(B} If insurance company accepts the claim in part :
Insurance Company’s Afc Dr. (amount of claim accepied)

Profit & Loss A/c (Balance cf loss) Dr.
To Loss by Fire Ale
€} When amount of claim is received from the insurance company :
Bank AJc Dr.

To Insurance Company Afc
(12) Deduction of Income Tax from Salaries :
The adjusiment entries in this regard will be as follows :
(i) On deduztion of income tax from salaries :

Salaries Afc Dr.  (Gross Salary)
To Cash AJe {Actual amount paid)
To Income Tax (for Employees) Alc (Tax deducted)

(i) On deposit of tax deducted at source :(TDS)
Income Tax for Employees Afe Dr.
To Cash/Bank AJc
When amount of salaries is shown after deduction of tax in trial balance and amount of tax &
shown as an adjustment below the trial balance, the adjustment entry will be:
Salaries AJc Dr.
To Ineome Tax for cmployvees Ajc
(13) G-nnds, Sent to Customers on ‘Approval or Return Basis® :
Sometimes, goods are sold to customers on the condition that if they are not approved, I;hl:
r m?:f be returned ha-uk In such condition if approval of the.customers has not been received ".u
the aceountring year, it cannot be treaied as sale. In case it has been recorded as sale If
account books it has to be adjusted by making reverse entry for it. Further the value of such goods
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31 ¢ passed : nmh"”“”"dmh@umh.m following Journal Ent
0 0 Sales Alc _ s >
To Debiors Ale D, with the y:lhng pril:.r.
(i) Closing Stock Afc
To Trading Alc, Dr. with the cost price
m other Specific Provision :
Mhasbun::placi.n:dinmchm,mﬁ. -
) ar for some ed » X amy Provesion i required to be made for a fulure
#nm?m ; CXperled expenses, the Provision/Reserve may be made by passing the

Profit & Loss Afe

To Provision for (Specific
The following example ill st thy s
tion 13.3 :

A trader purchased machinery on 15t January, 2013 for Rs. 1,00,000, the useful life was estimated
o be five wﬁkﬁmﬂ amount of repairs during the period of useful lfe of the machinery &
mlﬂm - 10, Fdﬂﬂdﬂd_tﬁmnﬁs.mmﬁu:uahpajn Reserve Account
for this purpose. Actual repairs were : in 2013 (Nil), 2014 (Rs. 1,000}, and 2015 (Rs. 1,500).

Pass necessary Journal entries and show the Repairs Reserve Account for three years.

Dr. -

solution : Journal
[ Date Particulars | DeRs. | CrRs
013 | |
Jan,, 1 | Machinery Account Dr. | 1,00000 |
To Bank Account | 1,00,000
(Machinery purchased) | |
Dec.. 31 | Profit & Loss Account 2| T i 2,000
To Repairs Reserve Al
(Repairs reserve created out of profit] ! |
Dr. | L000 |
M4 | Repairs Alc | 1
Dz, 31 To Cash Alc e
(Actal repairs to Machinery) __————
Dec., 31 | Repairs Reserve Al ! 1 1,000
To Repairs Afc
(Repairs transferred o Ressne A) 1
Dec., 31 | Profit & Loss Afs i
To Repairs Resene AK____——— 17 g9
W15 | Repairs Alc o
Dec,, 31 ToCuhAle
(Actual Repairs to Machine__——"
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Dec., 31 irs Reserve Alc Dr. 1,500 e
' To Repairs Afc 1

(Repairs transferred to Reserve Alc) .
Dec., 31 | Profit & Loss Alc Dr.| 2000
To Repairs Reserve Afc 20
(Amount transferred form Profit & Loss Afc to Reserve Alc)
—_—
Dr. Repair Reserve Account &
Particulars Amount | Date Particulars
Date -y "‘m‘:ll
2013 2013 .
Dec. 31 | To Balance o/d 2000 | Dec. 31 | By Profit & Loss Afc 00
2004 | 2000 | 2014 E
Dec. 31 | To Repairs Afc 1000 | Jam.l |By Balance b/d 2,000
To Balance ¢fd 3000 | Dec. 31 [By P & L Afc 2000
= 4o |
2015 2015 :
Dec3l | To Repairs Ale 1,500 | Jan. 1 |By Balance b/d
To Balance o/d 3500 | Dec.31 |[ByP& L Al i
; 500
3,000 : 5,000
2016
Jan. 1 | By Balance b/d 3,500

(15) Other Adjustments :

Mﬁdhunmabnmaﬁmuthuemrhmm@mm“r@dsm:

(il Goods distributed as Charity and
Charity Afc
Free Samples A/c
- To Purehases AJc
) Goods taken away for per . A
(a) Draﬁngw:.l'}rc e
To Purchases Ajc
Capital Ajc
To Drawing Ajc

as Free Samples

(b)
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Dir.
Dir.

Dr.

Dir.

I f Fi . )
(4) Apprenticeship Premiym recting oq 3 undamentals of Business A
5 Iur,:rcst‘ al?cmud on securifjes Rs lum}ﬂ October, 204 Rs.
(6) Depreciation at 109 on o, o 1%
3,00,000 be provided, Riture of Rs, 2q)
Bad debts during the yeq, dhmmrﬂm:mdauj%mp]m“]uﬂath_

Make provision for doubify) 4, .
e debiors a 5% and as per trial balance debtors were

000 was for three years.

(M
)]
(%)

gplution *

D

! LF. = Amount
Closing Stock Alc T Rs.

_ To Trading Afc 35000 |
(Being adjustment entry for mm} | [
{a) Sa]a% Alc .

Amount

35,000

(Being ackisting my
[

(b) Profit & 1-05-5::"3

To Salary

| 3000 |
|

' fadirlen Nf;m

‘ e ms%try transfer of salary account

i

anding Ajc
for outstanding salary)

. 3,000
Dr. | 3,000

to profit AMD

Dr. 1,500

(a) Pl'ﬁ%ﬂ Insurance Premium
) ad'hqwm Ptf::;m Hﬂ:h
Eacmg justing entry for insurance paid in advance for
months at the rate of
(b) Insurance Preminm M:Rs. SV )
. To Profit & Loss Al
(Being the closing entry for transfer of insurance prem.
account)
(a) Apprentice Premium Suspense Alc
To Apprentice Premium Afc
(Being the adjusting entry for apprentice premium of six
months transferred from Premium Suspense Account)
{b) Apprentice Premium Alc
To Profit and Loss Account _
(Being the closing entry for transfer of Apprentice
| Premium to Profit and Loss Accoust)

(a) Interest Accrued Alc
To Interest Afc o
(Being adjusting entry for accrued ialerest o8 SECulics
into the account)
{b) Interest Alc
To Profit and Lots Account
“~L(Being closing entry for transfer of Inere=

Dr. 1,500

1500

| (iw) Dr. 1,500

1,500

Dr 1,500

1,500

) Dr. | 10,000

10,000

Dr. 10,000

10,000

account)
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Dﬁplﬂdﬂﬁmm Dr.

e To Office Furniture A/c
To Plant & Machinery Afc .

(Being adjusting entry for depreciation on office furniture

and plant)

(B) Profit and Loss Account

To Depreciation Afc

| (Being closing eatry for transfer of Depreciation Alc to

Profit and Loss Account)

{a) Bad debis Alc Dr.

To Sundry Debtors Alc

(Being adjusting entry for recognising bad debts as loss not

recoverable from debtors)

{0) Profit and Loss Afc

| To Bad debts AJc

| (Being closing entry for transfer of loss to Profit and Loss

Account) )

Profit and Loss Account

To Provision for doubtful debts AJc

{Being adjusting and closing entry for creating provision at

5% on (Rs. 40,000 — 2,000) = Rs. 38,000)

Profit and Loss Account Dir.
To Provision for discount on Deblors Aje

(i)

Dr.

(vii)

(viii) Dr.

(i)

| discount (@ 2% as under :
Total Debtors 40,000
Less : Bad debis (New) 2,000
Remaining debts ~ 35,000
Less ; Doubtful debis @ 5% on Rs. 38,000 1,900
Good debis "
Discount @ 2% on Rs. 36,100
{(x) |Provision for discount on Creditors Dr.

_ To Profit and Loss Account
(Being adjusting and closing entry for consideration of
expected profits on account of discount likely to be.
charged from creditors by making early payments)

T
o | R
2000
15,009
17,000
1700
2,000
000
2,000
000
1,900
1200
T2
™
400
400

Note : When premium is received in cash on 31st October, 2014 the Journal Enlr&'fﬂl'm“

Caszh Ale

) Dr.| Rs. @
To Apprentice Premium Suspense Afc e

Rs. 5,000
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III'.I5'"“““":Ill e
Give Journal entries of the f .
- i ':l'uﬂ'lﬂng 'dj:l.l.#lrn;
(1) A bill for repairs, of g, 200 i m - 33t March, 2015 -
(2) Rent for two months y g 018 Beltber paid nor any entry was passed in Books.
(3) Interest on 10% Govermmey S:“'.m:h was paid in advance.
D'Ewu:ljb':ﬂ 2014 only filies of Rs. 80,000 bas been received upto 3lst
(4) Annual Insurance Premiyg, p, )
(5) Bank Overdraft at 109 gto0q m&?-:m beea paid on 15 July, 2019,
interest paid during the year uag gy 5 K> 20000 It il continues and total
(6) A commission of 2% oa profits (afier chy ‘unty. ,
Manager. The net profits before chyrs Bng such commission) is (o be paid to General
b i charging such commission was Rs. 81,60,
(M worth Rs. 160,000 were destroyed by fire and g cla .
by the Insurance Co. on 25th ) ire and a chaim of Rs. 1.20,000 was admitted
i arch, 2015 but 8o entry was passed in the books.
Adjustment Journal Entries Dr. Cr.
Date Particulars Amount | Amount
Rs. Rs.
015 | (1) Repairs Alc : Dr. 2,000
Mar. 31 To Outstanding Repairs Alc 2,000
[Amount of repairs not yet paid)
(2) Prepaid Rent Al Dr. 10000
To Renot Ajc 10,000
(Rent paid in advance for 2 moaths) |
(3) Accrued Interest Al Dr. 000 |
To Interest Afc = : e
(Interest due but not received on Goveramenl Securitics) :
: 3 |
(4) Prepaid Insurance Premium A il Ml PP
. To Insurance Premium A/ he) i |
(Insurance premium paid in advasce for three moot 4 |
[ Dr. | 15000 |
() Interest Ale , 1 15000
To Outstanding Interest A :
{Interest due on %———'—
Commision A Dr. 1,600 -
(6) General Manager's Commsstt =%,
mmission AE
To Quistanding COMTE i@ 2102 x 81,600)

(General manager” "ﬂ_—-—'——
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___"—--..___-“‘.23‘ ff L ilan FAlaly B'Ilﬂ!ﬂl.‘.lj Affl'mﬂﬂlﬂx
(7) Insurance Company Dr. | 1,20,000 2 Insurance Company A, T
To Loss by Fire Alc . 1,209 O | Loss by Fire Al | Re |
(Insurance claims admitted by Insurance Co., not eatered in _ To Purchases o, Dr. 2000 | e
books now recorded.) (Goods destroyed by fire :th _ D, 1800 |
part) S0red, claim admitted in A
INustration 13.6 : m————___
; . o (i) : G
The following facts were revealed while scrutinizing the books'of accounts for the year eng; To Customer's g Debto b
on 31st March, 2015 : ' (Goods sent on ‘sale or Approval’ ;m?;lt i e 10,00
_ ) sales, now corrected) Wrongly treated as -
(i} Goods used for personal purposes worth Rs. 400, distributed as free samples worth Ry
4,000 and gave to the office staff for their personal use worth Rs. 600, Stock on ‘Sale or Approv A
(ii) Goods worth Rs. 3,800 were destroyed by fire, for which the insurance company hy (Cost of I;lcbwi"f'.mt , P e
) admitted the elaim for Rs. 2,000. i) mﬂ%wswhmﬁ_m 8000
(i) IndudﬂdinthﬁsalﬁcmﬁngRS-E,ﬂJJWrﬁmleofguodsufﬂs.lﬂ,mn'u-“hm - — 1
approval’ basis for which consent of the customer was not received up to 31st March, (iv) Drawing Alc Dr 00
(i) Iacluded in the creditors are stationery Rs. 500, coal Rs. 300 owing by the propri B R 1 500
= : : owing proprictor, To Fuel Alc
These items has been debited to advertisement and fuel accounts respectivel Siali and i 3
. y- (Stationery and coal used by the proprietor wrongly debited 10
(v) In trial balance debtors appear at Rs. 44,000 including the amount of Rs. 4,000 in respect advertisement and fuel accounts, now corrected)
nl‘ahauhupnfhmcmalﬂisnpmedmrmﬁuiﬂpﬁmhthammhpmﬁﬁmm
doubtful debts is to be made at 5% on debtors. B e Re e Dr. | 2,000
) ) ) To Sundry Debiors Ajc 2 000
(vi) Rs. 6,000 being the cash lost stands debited to suspense account in the books. (Bad debts written off) )
E‘lﬁ} - - Rs- m md & 3 - " .
byh[ﬂma]way GFMn:E - ;a‘iu Rs, l,dmau::d in mmnctmq w;l,h repair of a Temple Profit and Loss Afc Dr. 2100
charity are includ purchases and wages respectively. To Provision for Doubtful Debts A/c 2,100
(viii) lavestments Costing Rs. 6,000 were sold for Rs. 8000 and were passed through sales book (Provision for doubtful debis created at 5% on Rs. 42,000) .
Pass necessary Journal entries for the above adj ; : |
¢ o et () |Cash Lost Ac . | e 6,000
Selution : ustment Jo To Suspense Alc !
| Aj Journal Eniries Dr. Cr . (Cash lost ly debited to Suspose Alc. pow corrected)
Particula " Z
rs m]ll:um .&mﬂn:m (vid) Charity Alc De. | 2,200 | -
@ |p To Purchases Alc ! 1.400
i rawings AJc To Wages Alc ; :
Advertisement Afc g 43 | (Materials and wages incurred for repas ol iteagia by war I
Salaries AJc Dr. 00 charity, now recorded) ~  _ ———
o To Purchases Afc 5,000 (vi) = o | .
used for personal use, distributed as fr Sales A/c s
Ptrmnaluufurufﬁmsml‘ﬂ R To Investment A . i | 000
. :L-__ [smnr'mﬁ Hﬂﬁmth#MWm | !
S— _ﬂf_
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Conclusion : As is clear from the above discussion and examples, the following poinis should be taken into consideration, while

final accounts are being prepared by the students
(1) If the items of Uuistanding cxpenses, Uncarncd or income reccived in advance’ arc appearing in trial balance only one eniry is
needed for those 1o be shown in Linhilitics side of the Balanee Sheet, Similarly il Prepoid Expenses. Accrued Income nmfﬂ]mirlg

stocks appear in irial balance, these should be shown on Assels side of Balance Sheel,
(2) If any item is given outside the trial balance (as an adjustment), it should be shown al two places. Treatment of these items may
be understood from the following : Exhibil No. 13.1 :
Exhibit 13.1

Treptment of Items of Adjustments
(Appearing outside the Trial Balunce)

TLROSTHPY it SIUMOJDF jelly

Teems of Adjustment Adjusting Entry Trealmeni in Treatmend In Profll & Lass | Treaiment In Palance
Tradlng Adc Ne Sheet
1. Cuosing Stock Closing Stock Afe: Dn~ﬂmmlh¢ x Shown on the assels side
To Trading Afe Credit Side az @ Current Assel
2 Outstanding Expenses Respective Expenses Ade Dr. |Added to the Added to the respestic Shown on the liabilities
[Accrocd Expenses) To Qutstanding Expenses Afc FEEpociive EXpEnSes | CXpenics side as a Current Liability
3 Prepad Exponses Prepaid Expenscs Adc Dn'&dmﬂl‘mﬂn Deducted from the Shown on the Assels side
{Unexpired Expenses) To Respective Bxpenses Adc respective expenses  (respeciive expenses [n-l:;mmm
4 Ascroed Insome (or Income | Accured Income Ade Dr. ] Added 1o the respective Shown on the Asseis sides
carned bul mol reoemed) To Respective [noome Ale Incame on the credit side. Current Asset
5. Uncamed Income (or Respeetive Income Afe Dir. ® Deducted from the regpective (Shown on the linhilities
Income rocerved in advance) To Uncamed Income AJe income on the credit side.  [side as a Current Liability.
G Depreciation Depreciation Aje Dr. - Showmn on the debit side es on the mmcts wide by
Tu“.qﬂitﬂnlm’; scparals ilom. wary of deduction From ihe
af evuwrrmed fhed s L‘-‘j?
&
Tremlmenl in Treatment bn Profil & Loss Trealment In Balance
liems of Adjustment Adjusilag Entry Trading Afc Sheet
gide
2 Additional Bad Debis Bad Debits Aje Dr. S Shown on the debit side by ulum:m
2 To Sundry Debtors Afe way of addition to bad debts by way of deduction from
: Sundry Debtors
£ * Provision for Bad & Profit & Lo Ade D, s Showm on the debit side as ﬂ'ﬂl’ﬂ:ﬂﬂ‘lﬂ‘:‘ﬂﬂ:
Droubaful debis (New) To Provason (or Doubtful Debis Afc & separate ilem way of deduction from
l‘ adry Debtors
: 9. Provision (or Discount on | Profit & Loss Ade D, k] Shown on the debil side as  [Shown on the awset side
: Diebion Tio Prosision for Discount on Debion Afe anim-cu:m by way of deduciion from
Sumdry [Rebiom.
10, Reserve for Dinoouwnt of Reserve for Discount on Creditors Afe D ] Shown an the credit skde as  [Shown on the MaBilities
m’:ﬂ“ To Profis & Loss Afc & separatc fteen seile by way of dedustion
Froe Sundey Creditomn.
1. Imeres on Capital Inicresi oo Capital Adc Lk, X Showm aan the delrit side as  [Shown by way of addibion
To Caputal Adc & sgparaic dlcm e tha Capatal E’
12 Interest on Thrasings Capinal Ajc D " Shown on the credit side as  [Shown By way of g.
T Inderest on Dirawings a separalic alom deduction from ike Capsial -]
_____ = - E-
13 Manager's Commicion on | Manager's Commisasn As (i " Shiswm on ihe debil srde s | Shown on e 1 abaluy 3
PFrodia Tiv Acorued i..urnlrnum Ac & pcparie itcm slde 2 @ t'u.n'rrlt Laabliry l?
B
14, Abpormal Lods of Siock lLoss of Siock Adc I3, (Toial value & lodal value of irmeouwered Amount dug (oo e E
To Trediag Ade |shiwn on the oredil | loss of vock w shown on imsurancy company if amy .9
widde ihe debui dde will as appear & Current 2
Aasel E
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ustration 13.7 :
Prepare Trading and Profit and Loss Account and Balance Sheet for the year endeq 5
March, 2015 for the following balances extracted form the books of Mr. Asif Ali : st
Debit Balances Rs. Credit Balances T
Drawi 6,300 | Capital Account 15600
Chshwtl:gghnd and at Bank 3,870 | Discount Received 2985
Land and Buildings 32,580 |Purchases Returns 4,455
Furniture 5,130 |Sales 284,505
Manufacturing Wages 46,875 | Provision for Bad debts 4650
Discount Allowed 3960 |Sundry Creditors 18675
Bank Charges 105
Office Salaries 6,420
Purchases 1,949,080
Stock (1st April, 2014) 60,255
Sales Returns 4,875
Carriage Inwards 8,175
General Expenses 2,680
Plant & Machinery 21,645
Rent, Rates and Taxes 8,630
Sundry Debtors 65,745
Bad Debis 1,380
Insurance 705
Total 486,270 Total 486,270

Closing Stock on 31st March, 2015 was valued at Rs, 63,705 Depreciate Plant & Machinery by
10% and Furniture by 5%. Raise the Provision for Bad debts to Rs. 7,500. Adjust Insurance paid in
advance Rs. 180 and interest on Loan Rs. 225 due but not put through the books.

Solution : Trading and Profit & Loss Account
for the year ending 31 st March, 2015
Particulars Rs. Rs. Particulars Rs. Rs.
To Opening Stock 60,255 | By Sales 2,84,505
To Purchases 1,99,080 Less : Return 4875 | 2,19630
Less : Returns 4,455 | 1,94,625 | By Closing Stock | &M
To Manufacturing Wages 46,875
To Carriage Inwards 8175
To Gross Profit o/d 33,405
___.___-.--
343,335 343335
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1 Allowed _—-‘-—--'_____[___
Charges 390 |By G |
To . | ress Profit bid 33,405
g Ofbce Saltries 55 | By Discot Rceived 2985
f ]
gﬁ Rates and Taxes 680 '
1o Bad Debts %ﬁ’g -
To lnsurance 705
Less : Prepaid 180 .
o D,gpr:.l:iaﬁﬂn on : —_—
plant & Machinery @ 109 2185
Furniture @ 5% 2%
1o Provision for Bad Debts 1500
Less : Old Provision 4650 | 285
To Interest on Loan 5
T Net Profit Carried to Capital 719 |
Balance Sheet
an on 3lst March, 2015
Linbilities Rs. Rs. Assels Hs. | Rs.
Sundry Creditors 18675 |Cash in Hand and at Bank 3870
Loan Account 15,000 Bill Receivable (B/R) 7,860
Add : Tnterest 25 | 1525 |Sundry Debtors & |
Capital 1,536,000 Less » Beserve 7500 | S8M3
Less : Drawings 6,300 Closog Stock e
Lﬁ.ﬂ [msurance Fttpﬂ-‘lﬂ
Add : Net Profit 7,194 156,894 | Furnilure e
SEEREeT, Less : Depreciation 26 | 48M
Plant & Machinery 2680
Less : Depreciation 2,165 | 19480
Land and Buildings 258
] 1,090,794
190,74
_—ll—l-'__.-u_—_
, : March, 2015, Prepare Trading
Uustration 13.8 i dmﬁmmwumshﬂmlﬁﬂdﬂn
The following is the Trial IR Py /ygurch, 2015 and 3
@d Profit and Loss Alc for the &0




o 13, il Fi
th Adjustments 2 mlﬂfﬂi{ of Business Accounting
arch, 2015
(Rs) ®) || s B [ T——r
' 00 v L00ng fﬁ-—__-—‘-‘--“"‘-'-—@-ll._______ Rs.  Amount
Capital m 5 100000 Rs, o
Drxwangs . .
Baildings 7,500 = wl,tﬂl Pl'ﬂﬁl 5.575 Bﬂ-ﬂi 20,000
Farmiture 25,000 = dd: Net Prega; !
i) i3 i F [nterest 10,000 Paid Insurance 300
Lesn from Ram w inberest %0 15000 Debtogs 28100 |.
id - 3 x
T i 100009 . Drawings (18,000) 3g Stock ) 32,000
: 25,000 = Lest [nt. on drawings -iﬂ.!'l 97075 otor van 25,000
Opening steck 15,000 - 3 =13 | Less : Depreciation 2500 | 22,500
Establishmen! expenses 2,000 5 poan of A AR oy 15,000 Furniture 500
Wages 1,000 = |.,,m=sl e 900 | Less : Depreciation 750 6,750
Insurance = = nding g d
Cocmiision Tevetved 7500 Jages outsta : 500 Buildings TG
Suadiy Debtors 20 = | | [sundey Creditors 10000 | Less :Deprecizion 7S5 | 14625
Bank Balance - commission received in Advance 800 e
Sundry Creditors — __IEQJ__ L
232,500 232500 | L4275 1,24,275
Additional informations : : : llustration 13.9 : _
(i) The value of stock on 31st March, 2015 was Rs. 32,000; (i) Outstanding wages Rs. 50, The following is the Trial Balance of Mr. Robit as at 315 March, 2015.
(iii) Prepaid insurance Rs. 300; (iv) Commission received in advance Rs. 800; (v) Allow interest op P .
capital @ 10%; (vi) Depreciation : Building 2.5% Furnitre 10%, Motor Van 10%; (vii) Charge interey Name of Account Debit Credit
on Drawing Rs.500. (R.U.BCA., 2002) | ms Rs.
Solution : M/s Kasturi Agencies " Capital Account | - B5690
Trading and Profit & Loss Account Stock on 1st April, 2014 | 46,800 -
for the year ended 31st March, 2015 Sales |
Returns inward i : 13, -
Rs. Rs. Rs.|  Rs Purchases | 324700 e
To Opening Stock 25000 |By Sales 1,00,000 Returns outward | i o
To Purchases 75,000 | By Closing Stock 32,000 Freight and carriage { 5700 B
To Wages 2,000 . Rent and taxes | g =
Add : Acerued 500 | 2,500 Salaries and wages 24,000 -
To Gross Profit ofd. 29,500 Sundry gr:;:tdqﬁ*s = ;. '3:3
132,000 1,320 Bank loan@ 6% pa. o -
To Establishment Expenses 15,000 |By Balance byd 29,500 Bank interest [ 14,600 -
To Insurance 1,000 . | By Interest on drawings 500 Printing and advertising ' 7 =0
Less : prepaid 300 700 | By Commission 7,500 Miscellaneous income | 8000 | -
T Interest on Loan Less Advance 800 6,700 Cash at Bank - 4190
15000 x 12% for one year 1,800 B Discount earned 5,000 =
To Interest on Capital Furniture and fittings | 1,500 =
@ 10% on Rs. 1,00,00 10,000 Discount allowed ! 1}.15‘1 o
To Depreciation on : ::;]tl.'lt.:al expenses { 2?’36 { sl
Building 15000 x 2,59 375 nsurance ' =
Furniture 7,500 % 109 750 | Ftﬁtﬂglj:: and telegrams 3323 i
Motor Van 25,000 % 109 2,500 | %ﬂsl: in hand 40,000 | i
To Net Profit ¢/d to Capital Afe 5575 . D;"::lnugl;z_wm | 521,330 | 521,330
36,700 | -
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The following adjusiments should be made : )
m:mrm:ud amongst the Debtors in Rs. 3,000 due from Krishna and incly

—

: ded Amon
creditors R, 1,000 due to him, L
(b) Provision for bad and doubtful debts be created at 5% and provision for discoyg
on sundry debtors. @
0 et i i L O B e T e
{d) Perzo amounting to Rs, i in the
(e) Interest oa bank loan shall be provided for the whole year. book,
(f) Closing stock Rs. 78,600.
(g) Omitted to be recorded purchase invoices of Rs. 400,
Prepare Trading and Profit and Loss Account and Balance Sheet. {RU.B
Solution : Mr. Rohit BA, 200
Trading and Profit & Loss Account
Jor the year ended 31st March, 2015
. Rs. Rs. Rs. Rs,
To Opening Stock 46.800 | By Sales 3,89,600
To Purcahses 3,21,700 Less : Return Inward 381,000
Add : Purchase omined 400 By Stock Closing 78,600
Less : Return outward (5,800)
f‘umnai Purchases (600) | 3,15,700
To Freight & Carriage 18,600
To Gross Profit ofd 78,500
4,59,600 e
To Salaries & Wages 9,300 |By Gross Profit b/d 78,500
To Rent & Taxes B 5,700 | By Miscellaneous Income 250
To Printing & Adversiting 14,600 | By Discount earned 419
To General 11,450 x
To Insurance 1,300
To Discount allowed 1,800
To Bank Interest 900
Add Int, ﬂutsls.uding UK
To Postage & Tegram’ | 3o
Ta Tl'a_v:lliug E‘.I:pcm &0
To Etprtmhun on
urniture 109 of Rs,
To g:i' for Doubtful debs o -
000 — 1,000 = 23,000
To Prow. for discount A A o
(23000 - 1150 = 21,850 x 2%
To Net Profit carried to Capital j H.E
82,940 82,940
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Balance Speey
_— __.____lt o 3y Marc, 2005
Liabilities
| e ——ie ) W, Atsaty
<rors 14,800 +_unrmurdud = Rs, Rs,
es 400 - Krishna 1,000) sh in hang —
|man Accrued =& 20000 Hm‘tuh-“ Bank sﬁ
nterest Accru 30 - Stock 78600
ﬁtul “Hmo—| s Blors 1 24000 - 1000 :
Aﬁ : Net P!'.Dﬁl' 3233 Lt.:f Krishna = 73,000
+ 40 1
(40,000 L0500 | g gy, Pros. for —
discount 437 14
Furniture - 13
Less : Depreciation 500 4,500
s l!m - 1,1.2-\.3';3
{llustration 13.10 :

From the under-mentioned Trial Balance of & _
Loss Account for the year ending 315t March, 2015, 4 Pt sy PP 28 154 Profit and

Dr. Balances Rs. Cr. Balance, R,

DuEAtit AL E iy 3400 | Capital Account 100,000
Laxd and Buildings 21,700 | Discount Received 2
Drawings 4200 | Loan from Bank 10,000
Cash at Bank 247 | Purchases Return 970
Wages 31,250 | Sales | 191,940
Discount allowed 2650 | Sundry Creditors 12,450
Bank Charges 90 | Provision for bad debts | &00
Offices Salarics 4,260

Purchases 135,700

Opening Stock 0,200

Cash in hand 140

Sales Returns 1,250

Carriage Inwards 3400

Plant & Machinery ﬁ

Sundry Debtors

Bad Debts 1000

RF'H and Taxes 2450

Bills Receivable 35

General Expenses iﬁ
—vertisement _._-—-m""_'_ Total 3,18,160
b - Total




Final Accounts with Adjustments T4y | 5 ~ndamentals of Business Accounti
: following adjustments : 5 Murthy g
Your are mq““‘;‘_ht::hicb,;“:n purchased for Rs. 3,000 on 1st October, 2014 bug yg, B Balance Sypeq N3y -
{|:| A pEw ma iy S pas&ed in the books. ) __l-_l-"""‘——.. 5t Mll’(-j:' 2018
= Imp?ragrhndd:htshnsmbcrlimdtﬂks.l,dﬂﬂandmtculf&fuﬂhcrhﬁ% ("'-F.—_Linhﬂmﬁ ‘llnoqu_—--___"———
(ii) F"“RT% Rs. : Assets | Amount
(i) :anﬁlhnlmmﬁEﬁ“b”t?mmd?ﬂmy?ﬁfxﬁmmmm- »"f—-_u___-TR"‘E“—'*—-——-—.___“’__
The insurance company admitied a claim for the loss o ¢ of Rs. 5y _— 100,000 Cash in hang R, 140
g e o i s G i
(i) ﬂ“““d‘!"!;““lmm o d Advertisement Rs. 500, M rawings —(4200) | 9659 Debtors e
D Deprociate Mackiney by 10% and Furtu by 15%. RU BCaary |22 fom Bank Do (Les: NewBad debis |
i n‘i“‘} N E M/s Murthy & Sons. " 54 sundry Creditors ) L2450 | Less : Mgy Provision (1,400) | 42,100
5 : Trading and Profit & Loss Accoun qanding Expenses : Stock Closi | 30,000
[far the year enced 31st March, 2015 Wages 700 Prepaid 6. . .
Rs. Rs 1;:-{] Rs. Salaries tfor ——— | | lnsurane 250
Opeaing 40,200 | By Sales 19, | |endor’s Accoun Advertisement 50| 730
E?ﬂ:ﬂ?ﬁmﬁ 1,3%,700 Less :S.alﬁmi“[mn - liiﬂgmﬂ]] | yschinery Purchase 3000 FL::nm ismm | -
Less : Pur. Return (o) Sl | i o hine T
Less : Loss of Stock —% 1,23,730 o ~N:wu ry. i
To Wages : - : 75w |
Add : Outstanding T 3;:% : " |Less : Depreciation 1:510 | 1580
To Carriage m“'::rg 21,410 Lllld & Buildings | 21,700
To Gross Profit . Insurance Co ¥ (Amount Dug) I 5,000
2,20,690 - —Mﬂm W mpany ey |
: 650 | By Gross Profit , | L,73540
E ;ﬂ;kimn allowed 4 o0 B; Di t Received 2,000 1,73,540 |
To Salaries 4,260 1311 1
Add : O/S 500 4,760 liustration : N % ST
o B e o e B RN W EI M . e i
Add"Ntwbaddnhs 300 ﬁmﬂﬁﬁ“ﬂﬁ[ﬂﬂdmﬁt“ﬂmmthhwnu ¥
sl ool Z‘J’iﬂlﬂm |wumﬁmmmrmkhgthnm?ﬂnwnﬂ: }
- Rs.
Less : Old Provision 800 1,500 _ i (Dr. Rs)) | (Cr.
Insurance _1?;; i |._._ 500,000 |
Lesy : P'I':pﬂld s 2 (0,000
To Reat & Taxes | 243 ' o 5,000
To General Expenses 1350 | | Outsthadng Fisbity for expocns 100000
To Advertisment 3,500 | |Outstanding 110,000
Less : Pepaid 500 | 3,000 Wages 0,000
To Depreciation On Machiriery || |Carriage outwards 20000
10% on 14600 + 10% on || |Carriage inwards 20,000
Rs. 3,000 for 6 months 1,610 General expenses 0
Furniture 15% on ' Discount 2,40,000
Rudso _3u0 2120 | Bad debts 15,000
To Loss on stock by fire 3,000 e e
To Net Profit carried | A s b
to Capital Afc 1090 el Hinting and stationery
Y B[Pt nd fitings
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e " Oubwar 100 i]IE
Advertisement %ﬁ T o O3 ral Expenses Moy | OToss Profit byg | 8 uR.;m
Insurance o o scount a]lu-w'l:_d 200 s
Calesmen's commission 87,500 D=, & Stationery 15000
+ | Postage and telephone 57,500 y L L
Salaries 160,000 L o
Rates and Taxes 25,000 ‘E"]"ﬂ“lp-, & telephone ';5?111]]
Drawings 20,000 o Post =00
Capital account 1443 | || 58 & Taxes
Purchases and sales 1330,000 | 19,874 | |/® Wahrs 10,000 o |
Stock on April 1, 2014 2,50,000 1 Bad - New Bad-debts 25000
Cash in Bank 60,000 Aﬁ-_ sl o
okt End 10,500 Baddebts 5% on 4 lakbs 20000 | 55000
3630,500 | 363039 {%ﬂ ey |
The following adjustments are to be made : ; ﬁ%mlﬂ%ﬂ;hm 16,000
(i) Stock on 31st March, 2015 was valued as Rs. 7,25,000. Car 20% on Rs. 2,40,000 |
Motor oo 43,000
(id) mmnfmmmmmmmtmumwmmMmurmmm ﬁmd mg‘ﬂ '
ars. : : I
. _ - : ’ . ing 5% of 19,12,500 95,625
(iii) - Depreciate furniture and fittings by 10% and Motor car by 20%, Lﬁnﬁt Carried forward m i
{:;; zinimamﬁm“mm Rs. 25,000 during the year, = $,12,500 | 812,500
¥ i ude goods worth Rs. 75000 sent out to Sunil Bros. ek Balance
unsold till 31st March, 2015, The cost of that goods was RTSET{:.':I:.'FM = a Emiﬂaﬁiﬁm
(v) The salesman is eatitled to a commission of 5% on total sales. Liabiliti Amou
(vii) Debtors include Rs. 25,000 of bad debts. = MIHI:; . 1 I:.:
(dii) Printing & stationery expenses Rs. 55,000 relating to the year 2013-14 had not bees | [Sundry Creditors 2,00,000 | Cash in hand 10,500
mwdndmthatﬁmhmmpmdmmrmmhydmmum Accrued Commission of Salesmen 8125 | Cash al Bank 40,000
P . g Share Capit 1 $tock Closing includi .
R (x) Purchases include, purchase of furniture worth Rs. 50,000, (RU BCA, 2005) | |44 . maﬁt 4’?‘.3-‘,2 goods on approval - 7,75,000
ution : Shri Rajandra ' 1453375 Sundry Debtors 5,00,000
' |Less - Drawings Less : Goods on
Trading and Profit & Loss Account | (20000 + 25000) (45, approval (550008
for the ended 31st March, 2015 i Less : Bad debis (New) _ (25,000)
- - 4,00,000
: Rs. Rs. % : Short Provision of iz 000
To 5 - Rs. Rs. | | Less : Provision 5% (20,000) | 3,80,
e ok . 250,000 | By Sales 19,87,500 ||ttt year —_(35000) | 85 | Lo, X
Sior D i Less : Sales on (110000 + S0000) = 160,000
Less: Fuminee — (sp000) approval 75000 | 19,1250 Les Dep. 10% 144000
To Wages ( 1475000 | By Closing Stock T | Motor Car
To s 1,00,000 Add : Cost of goods Less : Dep. W% _(48,000) lzﬁgul,ﬂ!]m
Tu Carriage inwards _ -
Giross Profit c/d Ef? !D' Smum on approval 50,000 | 7,75,000 | 15,61,500
— m I
21300 2687500 |
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Fingl Accounts with Adjusimenis __---"{Li‘-'?. MEM; of Business Accounting
41000 |
bl [ns. Prem. 2,000 | By Gross progy bid
IMustration 13.12 fire : s Bs. | 1,79,000
‘The following balances have been drawn from account books of Ram on 31st March, 30, | |¥ess Frf'fi"““'i'ms —| 15 | g O Nssion 3,000
: sable Expe 5000 Accrued 1,000 4,000
Rs. W Gad debts 2000 | .
R, ,T:ﬂ " New Provision .
itk xg E;;mﬁ&:w 5000 (5% of £7,000 + 3,000) _%% !
Purchases 370, yo 12,09 | :
i sn || oumas G
Selling Expenses 30,000 Bﬂl—"‘m,ﬂh 18,00g | ’Fﬂlﬂ:'ﬁ[ on Bank Loan 3,500
Capita 250000 |Carriage and Horee Tom | | (B Acerued w|
Creditors 60,000 |Fire Insurance Premium 2,000 | 5 selling E_mcus,cs. 0,000
Return Inwards 4,000 |Return outwards 2000 | | |q, Depreciation on
Fuel and Power Factory mﬂ Debtors §7.000 | | |puildivg® ﬂ |
Salaries and Wages 47, Machinery ‘ A 17,000 |
Interest on Bank Loan 2,000 |Building Lrﬂﬂﬂ,ﬂmm j[uhﬂmmmﬂ’ls Com.
Commission Received 3,000 |Drawings 10 <z 1000 |
Sorep 2000 |Cosh i 3’2% | nnx?ﬂ.ﬂﬂﬂ 7,000 000
Bad debt Provision 3,000 5 Net Profit carried to Capital Alc | 70,000
Other information : = — o LE5,400
1. On 31st March, 2015 the stock was Rs. 49,400. Balance Sheet
le;,ﬂpmﬁmufRamMandundil_ﬂh:snfRalﬂmwmmrmmmm a5 on 315t March, 2015
3 Prenai i : ol T
am;_:.ﬂ Zt lnsmauc;sp;ﬁum Rs. 500, outstanding interest on bank loan Rs. 400 and r-: Liabilities Amount Assels | Amount
4. The Provision for bad debts on Debtors is to be kept at 5%. Rs. Rs. Rs. Rs.
5. Charge dedpreciation on Building at 5% per annum and on Machinery at 10% per annum. | |Capital 2,50,000 Cash in hand Debtors 6,000
6. Make Provision for Manager's commission at 10% on MNet Profit after charging such Add : Met Profit 70,000 ?ﬁ:,[m + 3000 = S0,000
commission. “3,20,000 Less : Provision (New) 4,300 | Eﬁs‘ﬁ
Prepare Trading Account, Profit & Loss Accounts for the year ended 31st March, 2015 anda | Less : Drawings (30,000) | 2,90,000 | Bill Receivable | !
Balance Sheet as on that date. (RU BCA, 2007 | |Creditors. 60,000+ 1,000 | 61000 | Closing Stock | s
Solution : Balance Sheet of Shri Rajendra . |Bills Payable 12,000 | Prepaid Ins. Prem. 2
as on 31st March, 2015 . |Bank Loan . e e - S 000w | ©
Liabilities ' Interest Acerued on Bank Loan o] L PP 10,000 | 90,000
Amount Assets Amount |  |Manager’s Comm. Outstanding 7,000 mﬁz"mm L0000
, Rs. Rs. " : 000
Ta : D Lidn ?M 133"
T | |2 s o |
Add ; Unrecorded 1,000 ' Imwu-rdbd -—sgﬁﬁ SR Total 3,590,400
- 3,71,000 Less : Return Inward 4,000) | 5,49,000 Total 39040 l
Return By Closing Stock 90| | T :
Smwaih (2000 | 3,69,000 [
'% Fuel & Pm:;; 3 15000 lustration 13,13 ‘ 1 been obtained from the books of M/s Bahi for the
Gross Prof | 1,79,000 | The following balances and m]:ormﬂtmm required [0 Prepare Final Accounis—
5,98,400 508400 | ™ ended 315t March, 2015, for which YU
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D,
Name of Accounts TSt

Capital
Flant and Machinery 18,000
Depreciation on plant and machinery 2,000
Repairs to plant 1,600
Wages ' 28,000
Salarics 1,000
Income fax 500
Cash in hand 2,000
Land and building 74,500
Depreciation on Building 2,500
Purchases less returns and Sales 1,23,500 2,49,000
Bank overdraft 3,800
Accrued Income 1,500
Salaries outstanding 2,000
Bills receivable and Bills payable 10,000 3,000
Frovision for bad debis 6,000
Discount on purchases 4,000
Debtors and Creditors 35,000 21300
Stock on 1-4-2014 37,000

3,41,100 3,41,100

Other information :

(i) Stock on 31st March, 2015 was Rs. 30,000

fﬁ}mnuﬁhmbaﬂdmmmﬁnammﬁimufﬂmduhm

(iii) Gundsmﬁngns.ﬁ,ﬂtﬂmsmtuammumsﬂcmmmmbaﬁsunlsIMmmli

Thism:rdndasamduimnemaufmpmﬁlmumhnfm

(iv) Rs. 1,200 paid as rent of the office were debited to landlord account and were included

in the list of debtors. (RU BCA 2008)
Solution :
Trading and Profit & Loss Accounts
for the ended 315t March, 2015
I
Rs. Rs.
To Opening stock 37,000 |By Sales 000
To Purchases lli '{_E} Less : Sales on 2,49,
To Wages Return basis 2,43,000
To Gross Profit c/d 89,500 |By Closing Stock _ 6,000
(Rs. 30,000 + 5,000) ____E_gcg.
I 2,78,000 _zﬁﬂ_!.]—
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Balance Sheet of Mr. Bahl as on 315t March, 2015

e
By Gross Profit byg | mR;D‘J
o hmi_ﬁ“" for Bed debis ' ’
NG excess
By Discount on Purchases 4.E
Eucess -
T Net Profit to Capital A/c 82,960
oy e | 94260
Note : Provision for Bad debis is as follows -
gambu (old) 1% |3 Rs.
Balance bid
T Debtors {Nﬂw} 3,000 ¥ 6,000
To Balance ofd
(5% On 35,000 = £000 - 1,240
1200 - 3,000 = 24,800)
To Profit & Lm_ Afe T 760
(Balanceing figure) _
6,000 6,000
2. Sale Price of goods sent on approval = Cost Rs. 5,000 + 1/5th Profit (1/6th on sales means
1/5th of cost) = Rs. 6,000, . )
3. Office rent Rs. 1,200 was wrongly debited to debtors (landlord), is corrected by passing the
following entry : Rs. Rs.
Rent AJc Dr. 1,200
To Sundry Debtors Alc 1,200

' Rs. Assels Rs. ==
CYES —
{]‘Eﬂ-ﬂﬂ Stock (30,000 + 5,000 35,000
: . .
l mlg I-L:E iil:: ::uzgﬂ debited 1o
2,000 Lmtl!urd ok E,!g. o
3,000 |Less : New
Less New Provision 1,240
Bills Receivable — lmﬂ.m
Accyred Income 1'500
Plant & Machinery B
| Land & Buildings. o
1,64,560
L 1645601 —
I ——
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Mustration 13.14 :
Mr. X had prepared the following trial balance from his ledger as on 31st March, 2015 .

—__________L_‘,'_ﬂ

—
Name of Accounts Dr. Cr.
Balances Rs. | Balanges Rs,
Purchases 6,20,000
Sales 830,000
Cash in hand 4,200
Casht at bank 24,000
Stock of Goods on 1.4.2014 1,00,000
Mr. X's Capital 577200
Drawings 8,000
Salaries 64,000
Postage and Telephones 23,000
Salesmen Commission 70,000
Insurance 18,000
Advertising 34,000
Furniture 44,000
Printing and Stationery 6,000
Motor Car 96,000
Bad debts 4,000
Cash Discount 8,000
General Expenses 60,000
Carriage Inwards 20,000
Carriage Qutwards 44,000
Productive Wages 40,000
Sundry Creditors 50,000 |
Sundry Debtors 2,00,000
14,87,200 | 1487200 | |

il
. Fundamentals Business Accowt,
glion : Ti‘hdj and LT

You are requested to prepare trading and Profit and Lloss

hhrd:,?ﬂlﬁandﬂalanmﬁmasmthmdm.?uumakngim

Account for the year mllib_d 3t

the follwoing further information:

(i)
(i)
(i)
(i)
(¥)
(i)

(vii)
(viii)
(ix)

Cost of goods in stock on 31st March, 2015 Rs. 1,45,000.
Mr. X had wi!hdraumgmdswmh Rs. 5,000 during the year,
Purchases include purchase of furniture worth Rs. 10,000
Debtors include Rs, 5,000 bad debis.

Creditors

Provision
Depreciate Furnitiire by 15% and Motor Car by 209,

for bad debts is to be created at 3% on Sundry Debtors.

The Salesmen arecatitled to commission of 10% to total sales, (RUBCA, 2004, 2008

108

AT Ty
R-'i. |
Q
g o 6,20,000 L0000 | By Sales 2 Jgh}m
: Drawings - 08 apororal
ﬁ : Furniture (Em By ctm;.,g';’fm {15,000) | 8,15,000
et SE:“&'? W.% | approval (145000 + 10,000) 1,55,000
To Gross Pr :
To Salaries _E’T%%- 9,70,000
Postage phones By Gross Profit bid 205000 |
> = (me!nmmigg'm 23,000 By Rebate from 203,
= sm*?::cumd s Sundry Creditors 3,000
To o 0 %ﬁ By Net Loss to Capital Alc 1,75,800
B Acdperti 3000
To Prin/ m. & slﬂnﬁﬂﬂﬂ]' 6,000
™ Discount allowed 8000
To Baddebts 4,000 |
Add : Further Baddebts 5,000
Add : Doubtful debts Prov 9,000 | 18000
[5% on (2,00,000 - 15,000 - 5T00)
To i O #4000 |
To Depreciation on : |
15% Furniture Rs. 54,000 8,100 |
20% Car Rs. 96,000 19200 | 27300
To Gen. E‘.l.‘punse.; =
383,500 3,53 800
B Balance Sheet of Mr. X as on 310 March, 20015
[ | Assets __Bs. | Bs.
Rs. S
| [oslabilities ﬂR;ﬂ | Cash in hand ?:ﬂ
&F“ﬂ] 5 |Cash at Bank ) 'jm
o e Lows % ok 15000 + 100002
1] H ¥ |
_ Drawings (8,000) E:y .?I;a]: on approval _ (15,000) |
Drawings in goods __(5000) | 388400 TR0 |
E::?im w 77000 |Less : Bad debls (5,000)
ey A 1,7
Commission Salesmen Qdisandg 11,500 Less : Provision % (9,000) J000
e 10,000
Add : New —S0m
i 45,900
Less : Depreciation (8,100) Y
Motor C sion _(19200) | 76,800 |
Less : Deprecialio i
ﬂ-—-—
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Mustration 13.15

Mr. Parth puts before you the following Trial Balance for the year ended 31st March, 2015 .

Debtors Balances Rs. CEnelE Sacs — %]
" 10,260 | Capital 60,000
m sing) 38400 |Sundry Creditors 7,800
Debtons 57,000 | Sales 185,000
Purchases 62,400 | Bank overdrafi 4,000
Wages 7,200
Trade Expenses 7,200
Travelling Expenses 5,170
Furniture 58,000
Goodwill 6,000
Cazh mn hand 2170
Prizes distributed 3,000 s o
2,56,800 2,56,800

The Closing Stock was Rs. 15,000. Depreciate furniture by 10%. General manager is o be
given the commission @ 10% on net profit after charging the commission of works manager. Works
manager is to be given the commission @ 5% on net profit after charging the commission of General

Manager,

?huamqumdtnpmpmthnﬁnalmmﬂﬁﬂmthﬂﬁbﬂtﬁalﬂﬂhmsﬂdﬂhh

information given.

Solution :
Trading and Profit & Loss Account
Jor the year ended 31st March, 2015
Particulars Rs. Particulars Rs.
To Stock (Opening) 33,000 | By Sales 1,85,000
To Purchases 62,000 | By Stock (Closing) 15,000
To Wages 7,200
To Gross Profit c/d 92,000
2,00,000 200,000
To Trade Expenses 7 G
To Travellings S:ﬁg By Gross Profit b/d 92,000
Rt e | 208
0 Depreciation on furnit
TuEGimun:nﬂnnm e e
ﬂtmu!.ﬂn&tr 7
Works Manager 3‘:%
To Net Profit o/d 60,560
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i
g — = o Fundamentals of Business Accounting
’ working  Balan

(= 70,830. Now, let us assume mwu:md}:;ﬁ“!ﬂ? commission = Rs. 98,000 — 21,170
ommission of Works Manager would be 5z “fﬂipa%,ﬂ;um i.'J]:ncral Manager be Rs. x As such
. : =

Hmﬁﬂﬁlﬂﬂﬂwﬁngmmmm
Commission of General M'“'Bﬁ““ﬂlh:
of Rs. T0,830 - [5% of :
L% 0% of Re. T80 %01 E’ﬁgﬁ,’]'-_i‘;ﬁ“m e
or 10% of Rs. 70,830 - (3,541.50 - nsy)
mlﬂ%nfﬂ&mmﬂ-m+.t}5x“:_ﬂ5:, ]“ﬁ'ﬂ[ﬁ-ﬂm
or 0.95x, = 6729 orx = 6729 + 095 or Rs, 7,083
So, Commission of General Manager = Rs. 7,083

and Commission of Works Manager = (70,830 - 7083) x 5% = Rs. 3,187.

Manager = Rs. 70,830 - [5% of ( Rs. 70830 - x)}.

Balance Sheet of Mr, Perth
as on 31st March, 2015
| Liabilities Rs. Assels ' Rs.
- [copita Rs. 60,000 Cash in hand | 2170
" |4dd : NP . 60,560 Debtors | 57,000
120,560 Closing Stock | 15000
Less : Drawings (10260) | 110300 |Furniture 58,000 |
Sundry Creditors T | 780 |Les: Depreciation __5800 | 55,200
Bank Overdraft 4000 | Goodwill 6,000
Commission Due to i
General Manager 7,083
Works Manager 3,187 T2
1,32370
llustration 11.16 :

ollowing balances extraced > the books of Mr. Ravi Prakash, prepare Trading and
hﬁmmjﬂmtfﬁ the wa::ndﬁd?oﬁl‘;:mhmﬂ,ﬁlimda Balance sheet as on that date

i Rs. Rs.
7,000
Stock (1.4.2014) 164,280
Purchases 2,60,000
Proprietor’s Capital 18,380
Computer at Cost b s
Cash at Bank o 13,000
Cash in hand 10,220
Sundry creditors 2 00,000
Bills Payable 1,540
Land & Building 12,540
;:l‘niture and Fittings at cost 22,000
ot and Rates
-\-|__I'-':tsui.‘.l"l.fl.l:ll t Received __._-—-'-'_'__-__
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—2
720
Bills Receivable .ﬁ"m
Trade charges 34,156
Sundry Debuors -
Sﬂ ¥
R:l..::ns outwards 5200 1143
Drawings
Rent due (oulstanding) 540 3
Discount Allowed 1,800
Salaries 16,780
Returns Inwards 1,000 ]
Total 4,77,602 47760
Adjustment :

(a) Closing Stock on 31.3.2015 was valued at cost Rs. 25,600 (Market value Rs, 26,200).

{(b) Rs. 6,000 paid to Mr. Y against Bill payable were debited by mistake to Mr. Z's Accoum
and included in the list of Sundry Debtors.

() Travelling expenses paid to sale representatives Rs. 5,000 for the month of March, 2015
were debited to his personal account and included in the kst of Sundry Debtors.

{(d) Depreciation on Furniture and Filtings to be provided at 109 per annum,

() Provide for doubtful debts at 55 on Sundry debtors.

(f) Goods costing Rs. 1,500 used by the proprietor.

(g) Salaries incloded Rs. 12000 paid to sales representative who is further entitled to a
commission of 5% on net sales.

(h) Stationery charges Bs. 1,200 due on 315t March, 2015,

(i) Sales representatives is further entitled to an extra commission of 5% on net profit after

(k) No depreciation need be provided for computer as it had been purchased on'31.3.20
and not put into use.

Solution : Mr. Ravi Prakash
Trading and Profit & Loss Account
for the year ended 315t March, 2015

Particulars Rs. Rs. Particolars Rs. _;H.i____
To Opening Stock 7,000 |By Sales 1,60,720
To Purchases 1,64,280 Less : Returns (1,000) | 15970
Less @ Returns {11,432) Closing Stock at Cost — | 25600
Less + Drawings _ (1,500) | 1,51,348
T oo Profi o 2572
To Gross it

! e
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4
i_i..--—'-_ — Fundamentals of Business Accounti
Lg e 16,780 |By Gr
Travelling Expenses 5000 ross Profit bid a7
?; an Commission Discount Reecived | 22,000
@ 566 on Rs. 1,569,720 7986 |
1o Stationery charges 1200
T piscount allowed u.smm .
pe on on
T provision for doubtful debts |
@ 5% on Rs. 23,156 1158
To Extra Commission to 6,778 .
salesmen /105 x 894 0 |
To Met Profit ﬂd £51 |
411n | anam
Hm?[i}smdiﬁmmmhrﬁm‘hiM=g4,]ﬁ_m_Emm Rs. 73,156
(ii) Net Profit Before Commission = Rs. 47,172 - 46,278 = Rs. 894
Balance Sheet of Mr. Ravi Prakash
o5 af 3lst March, 2015
Liabilities Rs.| Rs Assets . Rs.
|
ital Ajc 2,60,000 Land & Building | 2,00,000
35 : Drawings Computer (at cost) 18,380
{5,200 + 1,500) 6,700 Fumnitwre & Fittings (1,540 154) 1,386
Stock in trade at cost 25,600
Add : 851 | 254,151 | Sundry debtors
wﬂim 13,000 (34,156 —11,000) = 23,156
Bills Payable (10,220 — 6,000) 4,200 | Less : Provision (1158) 21,998
Expenses due : Commission i eair e
1 Cash in
:e&hsmauﬂ (7,986 + 43) &ﬂg Bt % ek 2000
Stationery 1,200
280920 2,80,920

Z bered y:ﬂrﬂﬁi\ﬂdtﬂ“ﬁﬂdﬂﬂﬂ[mmm
wmmmnmwm mmﬁmwmgﬁﬁuhmiﬁ.?mm
"tim:u‘ﬁmd?inw.mmwmﬁhF

Goods in Transit A o '
To Suppliers (Creditors) e
(Fﬁrgandsseulhjfs“w““w[m
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Accounting Treatment : On the one hand, it is recorded on the Assets side as ‘G'.ﬂnm in Trang
and on the other, will be added to Creditors on the Liabilities side because the supplier of 1, g,
becomes our Creditor.

Note : In case, a provision for discount on Creditors is to be mald.e m such & Question
provision will be calculated on the increased amount of Creditors obtanined by adding the gy,
payable on account of goods in transit.
llustration 13,17 :

Prepare Trading and Profit & Loss Account for the year ended 31st March, 2015 and a Balag,,
Sheet as on that date from the following trail balance :

i 2 Rs. R |
Stock on 1st April, 2013 32,000 | Sales Less Returns 220,000
Purchases less Returns 76,000 | Sundry Creditars 30,000
S. Kumar (Salary paid) 3,000 | Capital 67,800
Wages 15,400 | Mortgagee and interest to date 15,600
Carriage Outwards 2,600 | Rent OQuistanding 1,000
Carriage inwards 1,500
Salarics 40,000
Adversements 9,000
Trade Expenses 4,800
Rent 12,000
Establishment 3,400
Stable Expenses 2,100
Mortgage Interest G600
Sundry Debtors 40,000
Cash in hand 2,500
Machinery 87,500

334,400 334400
Adjustments :
(1) Closing Stock was Rs. 46,000.
(2) Goods in Transit was Rs. 5,000;

(3) Provision for Doubtful debts be created on sundry debtors and a provision for -
discount on sundry debtors and creditors at 29 Lt L
(4) Salary of Rs. 3,000 paid to Mr. Kumar an em

|
ployee of the fir debited to his persoad |
account and it is to be corrected; m, stand debited to his pe

(5) A stationery bill for Rs. 200 remains unpaid and uirecordecl; |

(6) Write off one-third of advertisement expenses; |
(7) A bill receivable for Rs. 4,500 was discounted on 1004 March, 2015 but is due in Junt

(8) Sundry Creditors include Rs. 10,000 of Loan taken from Mr. Modi on 1st September, 2015
bearing interest @ 12% per annum,

111

1348
Fundamentals i i

Note : (1) Contingent Liability for Bils
(2) Goods in Transit will be
Liabilities side. Provisios

(3) Interest on Modi's Loan

for discoust 08 <
outstanding for seven

on Assels

Trading g5q
Profit & Loss Acco
unt
e Lo the year eneg 31 March, 2075
stock (Opening) Rs. Rs.
E purchases Less returns m g; Sales J:sgiﬁuru 2,20,000
E Carriage Inwards Im
To Gross Profit ¢/d 140,000
266,000 2 66,000
. D —
Em utwards 1500 | By Gross Profit bid 1,40,000
adi 1o M mm By Provision for discount on
o Adricmens (13 o g7 | | ol Bt oD | s
To Trade Expenses 4500 - =
To Rent 12,000
To Establishment 5,400
To Stable Expenses 2,100
To Mortgage Interest 600
To Provision for Doubtful Debis 2,000
To Provision of Discount on Debtors 60
To Stationery 20
To Ouistanding Interest on Modi's Loan 00
To Net Profit Carrived to Capital Al | 64440
140,500 Lol
Balance Sheet
as on 3ist March, 2015
' in Hand 2,500
Sundry Creditors . 30,000 o mmH btors 40,000
Less : Loan from Modi %ﬁ_ e o e sl (NS
y g Debis
Add : Goods in Transit  Provision for Discount (760) | 37,240
: o . 24,500 |Less : Proviaaon
o oD (| 2l e D9 i
[ ¢
E{:‘I:‘::anding Stationery ﬁﬁ ks N C
d Interest i nscs
Low from Modi 00| Adersunen B0 o | om0
Add : Quistanding Interest __100| 1%
; 1,584,240
Add ; Net Profit — = a0 :
— Discounted Rs. 4,500.

side and wall also be ﬂ-d-dlﬂi in Creditors on
udiﬂﬁhiﬂbcmlmhledmf[huiﬂmdimm
months from September to March.
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Test Quesiil}ns\l

Very Short Questions & Answers : (Not exceeding 40 words)
Q1. What is meant by Accrued Income?

Ans. : When an income such as inlerest on investments, commission, rent, dividents etc. are carpeg
during the current year bul the same has not been mmiw.‘-d‘h]' the end of current financiy
year, such income is called Accrued Income or Income Rmmw‘ablt

Q2. State the meaning of Adjustments.

Ans. : In order to give a true picture about the financial position of the business while closing the
books of accounts and preparing the final accounts, the accountant may come to know abay
certain incomes and expenses which are due but not received or paid, some expenses may be
paid in advance etc. These are adjustments to be made in books of accounts.

Q3. State two objectives of making Adjustments.

Ans. : Need or Objectives of Adjustments

(i) To ascertain true net profit or net loss of the Business.
(if) To ascertain the correct financial position of the Business.
(iii) To redify the errors commitied in the books of accounts.
(iv) To record the transactions otmited from the books.
Define Unexpired Expenses,
- : Unexpired expenses are those expenses which have been paid in advance for the next accounting

year, during current year. In other words, the benefit of such payment will be available during
next accounting year. It is also known as prepaid expenses.

State the meaning of Unearned Income.
: Sometimes it may happen that a certain income is received in the current year in advance for
the work to be performed during next accounting year or whole amount of income may nol

belong to current year. Such portion of income which belongs to next year is known as unearncd
income,

[BEA 2006)

£

E R

Q6. What is contingent liability? Give two examples. [BBA 2007

Ans. : Contingent Liability is a obligation which may arise on the happening of an event in future. It
is not an obligation at present but may arise in future. For example, (i) Bills Received discounted,
Eﬁymﬂﬁﬁmmﬂmﬂhﬁ{ﬁ}mrmam[mmmmmm

.7. What is meant by Provision for doubtful debis?

Ans. : Even after writing off the amount of actual bad debts, the list of debtors at the end of current

year may include such debts which are either bad or doubtful. Since the amount of actual loss
for current year's bad debts would be known only during next year when amount is reali
from debtors, a provision is created.

How will you treat in final accounts when old provision of bad debts exceeds the total amount
of bad debts and the new provision?
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|

|
o

i
|

(0.

Ans.

|
Iw

| Ans.

Im hﬂll‘anuijmlumm#d

Ans, Insurance premium is paid on July

balance or excess amount

i < x . L
deducted from sundry deborg 5 i side of Profit & Lox Account. New provision will be

i Balance g
“wlalhalmﬂatradﬂ,ihd:hlmmh m‘l-_:l
qn debtors is @ 5% and provisio o ; P

dise rovision for bad and doubtful debts

for discount on debggrs, ount on deblors @3%. Calculate the amount of
=ma!.am.ﬂllﬂl'ﬂ{5“lldl’}' Debtors & [Ans, Rs. 228 J(BBA 2008)
M:P:miﬂnn[wdmhﬁmdtMsSEMMM= (4,000)
. o B 76,000

Less : Provision for discount @39 on s 76,000 2280
13,72

Thus provision for discount on Debtors = Rs, 2289

Manager is to be given 10% commission on net profits after charging such commission. Net
Profit before charging commission is Rs. 55,000, Give adjustment entry for such commission.

{(Ans. : Rs. 5,000) (BA 2003)

« .« _ Net Profit X Rate of Commission
: Manager's comission T e
_ Bs 55000 x 10
=i+ O RS0
Adjusting Entry will be
Manager’'s commission Alfc Dr. 5,000
To Accrued Committion Alc 5,000
(For amount of commission due to Manager) o
. discount on creditors with imaginary figures in the Balance L
Show the reserve for discou o i
: It is against the convention rvatism that provision for future gain i made. However,
.::ﬁﬁmmtmmmq;mﬂMMhMBﬂMmﬁmmkrmm:sndc-.
Rz Rs.
Sundry Creditors 240,000
Less : Provision for discount il —
@ 2% on creditors

Rs. 1400 o the ear oo July 1, 2014, The accounting year

id insurance is Rs. 4,500)
pentry  (Ans. Prepas gl
ends on 31st March, 2015. Give wl";]Twm will expire 0o 30th June, 2015, which means

18,000 500 is prepaid for the year ended 31st March, 2015,
premium for 3 months Rs- 75 x3=
Journal entry will be :
Prepaid Insurance Premit™
To Insurance Premi

- R

Dr. 4,500

Ale
um Alc

4,500
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Short Questions and Answers : (Not exceeding 80 words)

Q.. What is meant by Accrued Expenses? Give the adjusting entry?

Ans. : The expenses outstanding means the expenses which have been incurred during the gy,
have been left unpaid on the date of preparation of final accounts. In other words, the
of such expenses has beea derived during current year but the payment of which has ny
made till the end of current accounting year. For example, rent of Rs. 2,400 peq month
required to be paid by the firm but for 2014-15 accounting year, two months rent is due whiy
has not been paid till 31st March, 2015. The Journal entry would be ?

Rent Alc Dr. 4,800
To Accrued Reat Alc 4,800
(For 2 months rent due, but not paid)

Q2 . Enumerate five main adjustments which are usually given while preparing final accounts,
Ans. Main adjustments are :
L. Closing Stock : Debit closing stock Ajc and credit Trading Alc.
Z. Qutstanding Expenses : Debit all those expenses by name which remain unpaid at the eag
uflbmunﬁngmudmdh-‘ﬂuumﬂingmuwd&mmﬁﬂfmh:shmuam_
3.Pre’pald.!:pr.ues:neb_ii Prepaid or Unexpired Expenses Afc and credit by name thos
expenses which have been paid in advance.
iﬁmldhmne:lnmcamedbmwmbnmimd,humﬂenwﬁﬂbu-
Acerued Income Alc Dr.

To Respective Income AJe
(For income due but not received)

buy

i
Il .F'.r.ltﬂgnr,!nr#“

¢ difference af Business Accounting
“ ﬁhntlﬁﬂlm hﬂl'rud Inaq.m!“
flerct cerued Ine
o i Uime ang Uneargeq Income

accrued Income or Income Rectivable i
guch income which has becy i

e
e ang Unearned inggme? (BBA 2005)

AR carned by the pygp.
peen received tll the end of currep whﬁf s during an accounting year but has not
Adjustme o oA Called Accrued fncomes roe tetancE
beey | Incomes. Ad) ot entry, for i is - ¢s or Earned or Outstanding
| Accrued Inmm;- Alc 5
To (Particular) Tncorme 4, &

reatment in Final Account ;
INCOmEs on B
m&nﬂ on 1:? mﬁdﬁ be shova oncredi s of Proft & Loss Account (being an

: . Income being the Tepresentative personal account of
such persons from whom income is duc, wil pe shown on Assets side of Balance Sheet.
Unearned Income or Income Received in Advance {Liability) :
Mhmmmbﬂﬁnmwhhm before it being carncd is called as unearned

income OF illm[_ﬂ'-'- received in advance. Examples are apprealiceship premium, insurance
premium, advertisement fec etc. In order to ascertain the true profit or loss, it is secessary that

such income is not taken into account at the time of preparing the Profit & Loss Account for
the year. The following adjustment entry is passed :

Particular Income Alc
To Income Recsived in Advance Alc
If adjustment is nol made, profils would be overstated and the liability would be enderstated.

Dr.

5. Unearned Income : Incomes not yet earned but received in advance, for example Commissios
received Rs. 24,000, half of which belongs to next year. Journal entry will be ?
Commiszsion AJlc Dr. 12,000 {

To Unearned Commission Afc 12,000 |
(For commission received in Advance)

Q3. Goods worth Rs. 5,000 was used by the propritor for domestic use, worth Rs, 4,000 distributed |
as free samples and worth Rs. 1,100 given as charity. Where and how will these items appear !
in final accounts?

Ans, Theluumnluwrura&justmntrtmrﬂlngsmwiuhuuudﬂ: |
Drawings A/c (Domestic use)

Dr. 5,000
Advertisement Afc (Free samples) Dr, 4,000 .
Charity Al Dr. 1,100 |
To Purchases Alc

- 10,100

Treetment in Final Accounts : |
(i) Amount of drawings : Deduct from capital, |
(i) Advertiscment and charity will be shown on debit side of Profit & Loss Alc

(iiii) Purchases will be reduced by total amounting of Rs, 10,1040,
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The following information is obtained from the trail balance of a trader for the year eading
31st March, 2015 :

Bad debts (Dr.) Rs. 1,400, Provision for bad debts (Cr.) Rs. 4,000, Debiors Rs. 24,200
Adjustments given : write off further bad debts Rs. 400 asd make a provision for doubtful debis
@ 5% on debtors, Pass Journal entries and prepare necessary ledger accounts. (BBA, 2003)

“.: Ledger Accounts :

Bad Debts Account -
T Hs.
e Py ey R
{ | Bv Provision for Bad debis ¢ ¥
|| Balanee b.g W -
T Debtors Ale |
(New Bad debts) 0| 1,800
l--\——_
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Dr. Provision for Bad Debits Account e
'H‘
Rs. Rs.
To Bad debts Ale 1,800 | By Balance 400
To Balance b.d ¢/d By P & L Akc
(5% on Rs. 24,000) 1,200 (Balancing figure) __L_;ﬂ‘
3,000 3,000
o ———
Journal
Bad debts Ajc Dr, 400
To Sundry Debtors Alc 400
(For new bad debts wio)
P&LAJ Dr. 2,500
To Provision for Bad debts 2600
(For provision made)
Provision for Bad debts Afe Dir. 1,800
To Baddebts Ajc Dr. 180
(For total amount of bad debts transferred) )
Q6. How are provision for bad and doubtful debts and ‘Provision for discount on debtors’ shosn
is final accounts? Explain with imaginary figures. (BRA, 20M)
Ans. See answer 1o Q. No. 5§ above.
Q7. Cash amounting to Rs. 20,000 was stolen by an employee d the Accoun r 2014-15.
Pass necessary Journal Entry for the same. How is this lmlzhgshmm in nmﬁﬂ":u.
Ans, Journal Entry
Cash Lost by Theft Ajc Dr. 20,000
To Cash Account 20,000
(For cash stolen by an employee)
The loss of Cash lost during the course of business is a revenue loss which s to be writtea of
in Profit & Loss Account of the year. In final accounts Ihizultassmwill be sgl::'u in P&L AS
debit side and "Cash lost by thef'will be deducted from the balance of Cash in Balance
Q8.  Write 10 items of assets to be shown in order of Liquidity in Balance Sheet of a Trader
Ans. : Assets side of Balance Sheet (Order of Liguidity)
() Cash in hand, (ii) Cash at Bank, (i) Short term Marketable Securities.(iv) Bills Reccivb®
(v) Sundry Debtors, (vi) Closing Stock, (vii) Prepaid Expenses, (viii) Furniture & Fillit®
(ix) Plant and Machinery, (x) Land & Building, (x) Goodwill,
9. Write a note on outsanding Expenses. (BCA 200
Ans, :

Outstanding Expenses or Accured Expenses (Liability) :

TMNE"E):M“HChMIWmd’ETlﬂmhm“ﬂlﬂj‘lm'dﬂnm " :tmyarcﬂ'““"m
paid are known as Duistmdﬁ:gﬂlﬁm.EtamPhsn{m Y whea | 'nt:ll-'-“!'-ﬁ
ete. Some of these may have remained unpaid alm': are, Salaries, I

e - the [ing
and, therefore, no entry might have been passed in the hog) E?ﬂﬁsﬂ:“ﬂ s
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354
ar 5 125 o Lk
i;nnﬁhc passed in case of such ing tx’;ﬂ‘iﬁ?f final accounts. The following Adjusting entry

Expenses Ajc
To Outstanding Expenses a/c
Expensc account is a noming| —

Account. While the uutstandqummm and, therefore, it will be transferred to Profit & Loss

EXPEnses account s : ;
persons to whom the sOT K @ personal account which represents the
the liability side. At the commencemeq; o fﬁg' ot erclore, shown in the balance sheet on

sccount debit, To E i 1) il b mns;l: .:Ew the reverse entry (Outstanding expense

Note : If outstanding expenses have been givea inside Trial B -
phmunljlj.e..og.ull%g hﬁm?ﬁﬂml?mmﬁt;mﬁm;h:_ alance, these will be shown at one

Q0. Write a note on Prepard or Unexpired Expenses.

' Ans. : Prepaid Expenses or Unexpired Expenses :

Those cxpenses which have been paid in advance are called Prepaid Expenses or Expenses
id in advance. In this regard it is customary that payments for some services as reat of the
E;L.Ii‘l#ding. salaries to staff, insurance premium ete. are made in advance iz, for the period

relevant to the next accounting year. In order to ascertain tree profit and loss, only those
which are relaled to the cuf i i

current mmh:g peried should only be charged o the
Profit & Loss Account, Thal part of mtm which relate to next year should be carried
forward. The following journal eatry will be passed for the expenses paid in advance :

Dr.

Prepaid Expenses Alc

To Expense Alc
Prepaid expense account i plative al account which represents the account of
the m:n Lo wh:m paymI:n: hmafrhﬁ:cm mdc%ﬁr;ﬁ:anfhm it i shwi:-“in the balance sheet

aszel i it 3 nominal aecount and be credited (o the Profit & Loss
mznl, pr:slj‘;‘:ir?bl;r gﬁ:@ﬁnm the relevant account. Al the commencement

= ang the entry.
of next year prepaid cxpense wil be writtea off by reversing
Essay Type or Long Answers Questions : inciple involved in its valuation:
1. What do you mean by closing Inventory? Illustrate the principle nvolved o 1t '
(See page nps. 13.1) )
- ; 5 als 'inﬂmcmup1=fﬂr¢ath~
S Expaﬂ.l.ll lh:dfo]lmnng afmjusmﬁ 11: E}F l'h} Accrued Lncome (mc 134)
o Emm :ﬁpﬂm (page 13.5) (d) Unexpired Expeases. (page 13.3)
3 g:} ]:: P Adiustments Enumerate vesious by per of Adjustment.
. State the meaning

(See page nps. 13.11)

Numericals :
* ing dafe : ;
QL Ascertain gross profit fmnﬂrﬁﬂmm | =
s ]
. 5,240
. 25700 |Retarn inwards ] J
Opening Stock 1,&1&! Warehouse Wages | 1"*%
Surchases 152840 |Woes die 88,800
Sales 3900 |Closing SIOGC 1,660
Return outward 2520 |Carriage on Sa%cs
Carriage jnward — [Ans = Rs. 43,520]
"'hh._‘___-_____-—-'-'-_.-
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. @ Trading Ajc and find out G.P.
Hint : (i) Prepare Trading return inward means sales return,

1 means as¢ réturnm, 3 = i .
E:I"; ict:'u:;unuu“mard = mpm":hm of sales are items of selling & distribuion expenses nog 1

be shown in trading account.
Q2. From the following information find out gross profit and net profit of a merchant ;

Rs. Rs,
Stock at start 24000 |Carriage inward 3,240
Purchases 1,52,050 |Wages paid 28,000
Sales 2,08,600 |Wages due 960
Closing Stock 38400 |Loss of stock due to fire 10,000
Return ourward 1,850 |Indirect cxpenses 2,000
Return inward | 8600

[Ans : G.P. Rs. 40,000, N.F. Rs. 28,000]
Ans. : Trading & Profit and Loss AJc for the years ended....

Particulars Rs. Rs. Particulars Rs. Es,
To Opening Stock 24,000 | By Sales 2,08,600

To Purchases 1,52,050 Less : Ret, Inward (8,600) | 200,000

Less - Ret. Out. (1,850) By Closing Stock 38,400
Less : Loss of Stock (10,000) | 1,40,200
To Carriage inwad 5,240
To Wages pad & duc 28,960
To Gross Profit ¢fd 40,000

2,38,400 2,38,400

To Indirect expenses 2,000 |By GP bd 40,000
To Loss of Stock (being uninsured) 10,000
To MNet Profit ofd 28000

40,000 40,000

Thusg, G.F. = Rs. 40,000, and NP = Rs. 28,000
Q3. [Pass necessary adjusiment entries for the following as at 315t March, 2015 :

(i) Depreciate 5% on Building valued Rs. 2,00,000, 109 on Plant and Machinery Rs. 80,000
and 5% on office furniture worth Rs. 8,000, S
(i) The insurance premium was Rs. 7,200 for the year cending 30th June, 2015
(iii) The telephone rent was due for the year Rs. 6,000, ; :
(iv) Provide for interest on capital @ 6% per annum. The cap; T Rs.
200,000 and additional capital introduced was R, 100,000 oo 1 DCEIAIB was

000 on 1st Junuary, 2009,
(v) An old machinery appearing in books at Rs. 50,000 is o

for Rs. 80,000. The old machinery was valued at Rs, § w for a new machinery
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Journal Engrie
f?]:: Particulary i e .
fali | LE|Dr(Rs)|Cr
f{;.’f Deprﬂ:mlu?n Ale | | J | Cr. (Rs.)
E glantl rmdlgs Afe {Sﬁ on Rs, 2 13'.'5'_] Dy, | 19200 | e
Ma{:b,ine,ry Ale (10%

To Furniture Afc (15% on Rs, S.EIJT Rs. 80,000) | 2000
(For dep. written off) | 1,200

7 Prepaid Insurance Premium Nc_-_-_-_____l ;

{I.I} "]h Insumn!:.: Frcmmm Fu':: DI. 1,800 L&-ﬂ
(Insurance premium unexpired for 3 months) | | |
Telephone Charges Afc = 1 '

i) , | -

(i To Outstanding Telephone Charges Ajc | 6,000 | .
(For telephone charges due for the year) |

(i) |Interest on capital Afe Dr. : 13,500 :

To Capital Alc _ i
(For interest on capital provided, 200000 X 6% |
= 12000 + (1,00,000 x 6% » 3/12) or 12,000 + 1,500 -
= Rs. 13,50:!} |
P & L Afc (Loss on old Machine) Dr. | 42,000 |
To Old Machine Alc _ | 50000
To Vendor's Afe : —— : 72,000
old machinery exchanged with new, loss on E |
Mm 50,000 — 8,000) = Rs. 42,000 wio to i !
P & L Alk) | .
4 The books of a merchant shows the following batanees oa April 1, 2014
Rs,
Sundry 85,000
debtors 60,000
:M-,? creditors 1,700
o508 for bad & doubtful debts 500
p,m“ for discount on creditors 1,666

~sion for discount on debtors

: v e L O gl
undry debtors and creditors 90 % © 4 to Rs. 1,500 aod discount Ty
Bad debts written off during the Y¢ar = Immhapmﬁﬂ““f”d“wm‘hh“m
t reccived Rs. 500. YO €L e ot 2% cach
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Show provision for Bad and doubtful debls account, Provision for discount o8 COO0S accony | MBS Journal Entries
and Provision for discount on creditors account. . Date Parficulary
[Ans : Reserve for doubtful debts charged to P '?* L Aje Rs. 3,505, for discount on debiors g (a) Accrued llllﬂl!-s.t_.igj?__—_-_—_'_‘—‘—'—-—-__ LE | Dr. (Rs) | Cr. (Rs.)
896, credited to P & L AJc for discount on creditors Rs. 1,560.] To Interest Alc Dr. | 4000 :
Ans. : Ledger Accounts : (For interest due, yet to be received) ' [ 4000
Dr. Provision For Bad debts Account Ce & |P& I{hA;:; = .
— ovision for Doubtfyl debis T. 400
Particalars Rs. Particulars Rs, (For provision made for pp) | 400
Insurance Co —
To Debtors (Bad debs) 1,500 | By Balance bid 1,700 (€ : b | i
To Balance c/d ByP & L Alc - R Ao i Dr. | 2,200
(1,25,000 - 1,500 = 1,23,500 x 3%) 3,705 {Balance figure) S05 : .
e (For insured stock destroyed by fire excess over claim pii
5205 5,205 passed transferred to B&L. Af)
By Balance bid 3,105 To Bad debt Recovered Ajc ; ! 780
(For bad debts recovered)
Dr. Provision for Discount of Debtors Account Cr, (e) Drawings Afc Dr. | &.000 |
) To Purchases Alc : 6,000
Particulars Rs. Particulars Rs. (For goods withdrawn for personal use) . ;
To Discount allowed 166 | By Balance b/d 1,666 5. From the following Trial Balance of Mr. Shyamal Banerjee, prepare Trading and P_":mﬂt & Laoss
To Balance o/d {3% 1,25,500 E:l P &L Alc 896 Account ﬁ]l' the Year ended 31st March, 2005 and Balance Sheet I.'E-I{II:I that date :
-1,500 - 3,705) = 119,795 2,396 Particulars | Dr. (Rs) | Cr. (Rs)
Purchases and Sales IS | NN
i 2,562 Returns Inwards and Qutwards | lliﬂ 9,000
Carriage inwards | 58600
: Provi , Wages and Salaries 2200
Dr. rovision for Discount on Creditors Cr. Trade 13,000
i Rent Received 2,000
Particulars | Bs. Particulars Rs. Syl ! 1200 o
To Balance bid 600 | By Discount received 500 Audit Fees 1,10,000 o
ToP & L. Alc 1,560 | By Balance c/d (2% Rs. 83,000) 1,660 Debtors and Creditors iﬂ A
| [Bills Receivable and Bills Payable 1 1000
2,160 260 | |Printing and Advertising 36,000
5. What adjustment entries are required to be made in the books for the following : Opening Sn:zgck I[ m
(a) Interest has accrued on Invesiment Rs. 4,000, Cash in Hand 20,000
(b) A provision for doubtful debts of Rs. 400 is to provided against debtors. _ m at Bank 1,500 S
{u‘:.]Guudsmsluckwmhﬂs.d,ﬂﬂﬂmdmm}cdbyrw_[mmmpmymwmdnﬂ Ty Loan 15,000
Lrsel on Loan
of Rs. 2,600. Capital 4,00,000
(d) A debt of Rs. 1,400 previously written off as bad, now recovered to the extent of Rs- 780. D’“ﬂngs prage 577300
(¢) The proprictor has withdrawn goods worth Rs. 6,000 out of stock, Fixed Assets : :
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anp : H"-"'H'l Sheet
= 25 on 35t M,
Final Accounts with Adjustments — e 3 March, 2015
| Liabilities Rs, .
Adjustments | | —— ———— Assets
(a) Stock at the end Rs. 60,000; Creditors 62100 | Cash in hand 12,800
{b)mmemmambrmf e | gills Payable 2200 | Cash at Bank 26,800
(¢) Commission earned but not received amounts o pank Loan 000 | Sundry Debtors 1,10,000
(d) Rent received in advance Rs. 1,000; b it poterest Accrued on Loan 1500 | Bills Receivable 3,300
(¢) Interest on Bank Loan @ 15% per Rs. 900 as interest on Drawings. Capital 3,50,000 Accrued Commission 400
(f) Allow 8% interest on Capital and charge Rs. 400, Bfs Total Rs, 573 | 4dd + Net Profit 1,24,400 Fixed Assets 4,00,000
TS (SN, LAy Mo R"u:;!m - Less : Depreciation 40,000 | 3,60,000
Ans. Trading and Profit & Loss Account for the year ended 3lst Mar | Less : Draving & It (15,00)
Particulars Rs. Particulars Rs. | 4dd : Int. on Capital 28000 | 486500
3 5,73,300
To Opening Stock 36,000 | By Sales 5,20,000 % I %7330
To Purchases 2,75,000 S o | = From the following Trial balunce of Mr. X, prepare final accounts for the year ended 31st
Less : Returns 9000 | 2,66,000 |By Stock (Closing 60,000 g i A
To Carriage inwad 12,400 ) | Cr. (Rs)
To Wages & Salaries 58,600 Dr. (Rs. | O R
To Gross Profit c/d 1,92,000 i i | 2000 |
5,65,000 Cash at Bank e o
e Pocies i S Vo |
To Trade Expenses - X300 | By Gross Profit bid 1,92,000 Beturn Inwards and Outwards 4400
Tp Insurance 2000 | By Rent Received 13,000 Carriage on Purchases 2100
To Audit fees L2200 | Less : Unearned 1,000 12,000 | Carriage on Sales 15.500 |
To Printing & Advertisement 5,500 | By Commission 1,000 Fuel and Power 36,000 |
To Int. on Bank Loan 1,500 Add : Aecrued 400 1,400 Stock on (1.4.2014) 6,200
Add : Outstanding 15% x By Interest on Drawings, ¥ 500 | Bad Dichis | 2,500
20,000 x 612 3,000 rﬂ:d Debts Provision 82,000 30,000
To Dep. on Fixed Assets Emﬁf" 40,000 Trade Debtors and Creditors . 2,17,000
To Int. on Capital Capital of Mr. X 30,000
Rs. 350,000 = 8% 22,000 hﬁm,ms Z2,00d)
To Net profit e/d to Capital AJc 1,24,400 Interest on Investments | 10,000
2.06.300 g Loan from Atal @ 18% per anmum 1,520
msgll__t R“Pﬂm :u:l Renewals@ 10,600
Ueneral Trade Expenses lmﬁ
Land and Buddm.gs 15, 0
5,200
2,000
I 624320 | 6,24,320
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Final Accounts with Adjustments B |

F
Adjustments : l Unidamentals of Business Accounti

(1) Write off Rs. 9,000 as bad debis and provision for doubtful debts is 0 be maintaingg . Balance Sheey
5% on Debtors; z . 5 an g March,
(2) Loan from Atal was taken on 1st August, 2014. No inicrest bas been paid so far, el ™ —— Tl
(3) Included in General Trade Expenses is Insurance Premium Rs. 1,200 paid for one ye, | B
ending 30th June, 2015; . ; P— | Assets
(4) One-third of Wages and Salaries is to be charged to Trading Account and the balancy (, capital 217,000 [, =
Profit & Loss Account; | agd N.F. 94,900 Cash in hand
() Entire Stationery and Printing was for the Proprictor’s own PUrpose; II%0 Cash at Bank - e
(6) Closing Stock was valued at Rs. 60,000 (Market price being Rs. 68,000). Drawings Debor Eaal
Ans, : G.P. Rs. 129,600, N.P. Rs. 94,900, B/s Total Rs. 3,56,300. jor Stationery etc. (2000) | 309000 Less : New Bad debrs ;mm'
Ans, Trading and Profit & Loss Account for the year ended 315t March, 2015 ml'rﬂmﬁ“] 10,000 — 0,000 |
—— ||lsterest Due 1200 | o e (4000) | 76,00
Particulars Rs. Particulars Bs, seles Tax Collected 5200 | Clost Sﬁt | 20,000
To Opening Stock 36,000 | By Sales 3,50,000 Creditors 30,000 | Land & Buildings }Eﬁnﬁ
To Purchases 2,20,000 Less : Ret. In. (6,000) | 344,000 Prepaid Ins. Premium. 300
Less : Returns out. (7,500) | 212,500 |By Closing Stock at Cost ~ 60,000
e 3,56,300
To Carriage on Purchases 4,400 3,536,300
2%1 &;_-.;u. 15,500 8. The following trial balance is extracted from the books of a merchant on 31 March, 2015 :
Hs. 18,000 x 13 5,000 | DrRs Cr. Rs.
To Gross Profit ¢/d 1,29,600 Furniture and Fittings ' 640 -
Motor Vehicles 6,250 E
4,044,000 404,000 Buildings 7,500 =
To Carriage on sales 2,100 |By Gross Profit b/d Capital Account - 5 12,500
To Trade Expenses 10,600 By Interest on Invest. % o ik | ™= :
Less : Ins, Prem., (1,200) 9,400 | By Misc. Receipts 120 Provision for Bad Debts - 00
15 Tns. Prota. Sandry Debtors and Creditors | 3800 2,500
Less : Prepaid for 3 months 300 W0 Stock on April 1, 2014 T =
To W:.s m Sa.lal'its — mm ﬂ.ﬂ.ﬂ. SE-!-E-S 5,-175 ]5‘..450
18,000 % 2 /3 12,000 Bank Overdraft _ ! B 2850
To Interest on Atal's Loan Sale and Purchases, Returns ' | e
10,000 X 18% X 8/12 1200 Advertising - B
To Repairs etc. 1,520 - |nterest (on Bank Overdraft) . 31_5
To Bad debts 6,200 | |Commission I 650
Add : New bad debs 2,000 | {Gush | 1% &
Add : New Provision , Tuxes and Insurance = : -
82,000 - 2,000 =80,000 % 5% 4,000 | {Ceneral Expenses | 3300 | v
12,200 | [Parips | 1000 | 34,000
Less : Old Provision 2,500 8,700 Total : '
To Met Profit c¢/d to Capital 04,900 h--'ﬂ i ing adj pts are o be made * R 3250,
i : ollowing adjustme 15 was .
131,720 ) () Stock in hand on 315t Mareh. 2000 e o riure and firings @ 10% and Motor
3] | () Depreciated Buildings ¥ 1
. Vehicles @ 20%- overdraft.
(i) Rs. 85 is due for intere oo b
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Final Accounts with Adjustmenis

I
_________‘-_;ﬂ

(iv) snaﬁum.mmmw@mm@mm

v} Insurance amounting to Rs. 100 is prepaid. :
{E’l!! One thired of the commission received of work 1o be donc next year

m - [
(i) Wﬁttﬂﬁafm‘thﬂsumh[ﬂs.IM'ashaﬂd:hllﬂdpfm’lﬂﬂﬂfl}fhﬂddﬂhﬁlﬂbc%

equal to 10 pereent on sundry deblors.

ing 31st March, 2008
mmammrmﬁmmmm&rmwutm {maﬁ:ﬂ%
m-lmmﬂllum'glﬁm WSTolalmml

Sheet as on the date.

Hint : (i) Provision for bad debts will be wrilten as under
Bad debts + new Bad debts + Mew Reserve — Old Reserve

Rs, 125 + 100 + (3,800 - 100 = 3,700 x 10%) - 200 or 595~ 200 = 395 to P & L

and deduct Rs. 100 and 370 from Debtors in Balance Sheet.
(ii) Commession received Rs. 375 of this 125 is received in advance.
Deduct Rs. 125 from commission in P & L Alc and show Rs. 125 on Liabilities side of B/,

(iii) Interest on Bank overdrafi Rs. 85 due, lo be written in P & L Afc Dr. side and Ry

Lizhilities side.

(iv) Rs. 300 Salaries and Rs. 120 taxes, add in respective Expenses in P & L Afc and show

them (300 + 120) = 420 Accrued Expenses on Liabilities side.

9. The following balances are as certained from the account books of Gopal on 315t March, 2015

|
Es
prepare final accounts 5 - FPundamentals of Business Accounti

. . 3t M
- qments : arch, 2015, taking ; i
| ﬂmm';.l} Closing Stock Rs. 30,009 % laking into_ comideration the following

(2) Goods Costing Rs. 1,80
! % basis, chn: recorded a ;SI:HE:“W[ '?';:lﬂ March, 2015 on sale on approval
| Charge EPTM?.EQn @ 105, ; maitake,
| (4) Interest on capital @ 10, Pumm“::‘iim‘ i’:‘ckhing:r:i and Furniture,
5) Write ﬂ“ﬁm&rbﬂmwhmm-‘“ provided.
| (6) A bill for Rs. 2000 was discounteq on o
, Apri]E 2015.
(7) Onc-fourth pa.rlufmm'lssimm]uul
I [Ans, G.p, Rs. ot g

‘ fint : (i) Provision rnrbadduhuhmhbuiumamdbym 1,500. As such this amount will be

dgb.'mdmﬁ-uEL&meTh:dmg‘ isi
balanee of B.D. Pr Ade Rs 4,000 will be
deducted from Sundry Debtors. (Rs. 3000 + 1,500 - S00) =mR1:ﬂ:,ﬂ; ’

(i) Closing Stock Rs. 30,000 + 1800 = Rs. 31,800 be shown at two places and deduct Rs.
2,000 from sales and also from Susdry Debtors, e

| (iii) A bill discounted for Rs. 2,000, dus date being of Z3rd April, 2015 is a contingent liability
to be shown as foot note under lishilities side of Balance Sheet.

| 13.10. Prepare final Accounts of Mr. X for the fullowing information given to you for the year ended

: (RU BBA, 2003)
48300, Net Profit Rs. 34,800, B/s Total Rs. 1,12,700.]
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31st March, 2015.
Dr. Cr. | R, Rs.

: o s Capital E2000 | Trade Expenses L5400
Capital Account - 50,000 ‘ Life Insurance Prem. 2500 | Sundry Creditors | H,000
Opening Stock 10,000 - Plant & Machinery 5000 | Sales 124,000
Discount Allowed 500 - Opening Stock 15,000 | Return Outward 4000
Provision for doubtful debts - 3,000 Return Inwards 6,000 |Rebate & Allowance (Cr.) | L0
Bills Receivable and Bills Payable : 3,000 2000 | | | Sundry Debtors 21,000 | Reat Received (10 moaths) |
Beturns 2,000 3000 | | | Furniture 9,100 | Lighting & Heading | 6300
Purchases and Sales ' 80,000 | 1,20,000 Motor Car A s | 15200
Cash in hand 1,000 - | Freight 2,000 [ 1000
Wages 9,000 - | | |Carriage in e L. |
C . . y ¥ et m o P |
qurrf Rent Il.m[!utl = Carriage Out Interest on Loan S00
Cammistion 1 % 2,000 S
Machinery 20,000 = Adjustm

. ents : 32,000) .
IR 6,000 & (1) Stock closing Rs. 25,000 (Marhet Wi 2 b March, 2015. It was fully insured, ful claim
Insurance Premium (Fire) 1800 = (2) a_:‘.lﬁilt:d m-mm Company- o as free sample, worth Rs. 1,500 were used for
Salary paid for 11 months 4,400 - (3) Goods Costing Rs. 1,800 were distribut i
Loan to Ram (L4.14) at 12% pa. 10,000 % s and for Rs. 500 geR charity e’ 5

mestic purpose iation
Trade Mark ggoo | 1 | (4) D-.-.pm:iucwbl’ﬁ*" 1wa.lsc+--‘\5"““h 1/3 rd of Car expenses and deprec
e 200,000 | 20000 (5) Motor Car was used fo*

| b assigned for il

-~



Final Accounts with Adjustments

_-':I}E

6) Rent for 2 months is still to be received. )
E'T; Balance at Bank on 31-3-2015 as per Pass Book was Rs. 15,080 the difference shouly be

treated as Bank Charges.

(8) Trade expenses include Rs. 2,400 of Insurance premium paid for the year :u.dm,gmjm
Sﬁ&:hﬂiﬂgmd Profit & Loss Account for the year ended 31st March, 2015

T ——
Rs. 124,000 Rs.
To Opening Stock 15,000 | By Sales )
To Purchases 87,200 Less : Return in __ 6000 | 1,18,000
Less : Return Outward 1,000) By Closing Stock at Cost. 25,000
Loss by fire (6,000)
Free Sample (1,800)
Clmn;y [Lﬁ} | T6,400
' —(500)
To Freight 2,000
To Carriage Inward 800 |.
To Gross Profit c\d 48,800
1,43,000 1,43,000
Rs.
To Carriage outward 300 | By Gross Profit b/d
To Trade Expenses By Rebate & Allowance (Cr.)
Less : Prepaid 15,400 By Rent Received 1,000
Ins. 600 | 14,800 |Add : Receivable 200
To Rebate & Allowance 800 : =y
To Lighting & heating 400
To Int. on Laxman's Loan 200 .
Add : Ou ing Int. 300 1,200
To Free Samples T 1,800
To Charity 500
To Car expenses 6300
Less : Drawings 1/3 2100 4300
To Dep. on Car 6,000
Less : Drawing 173
T Bk 2,000 4,000
(Rs. 15,200 - 15,080) 120
To MNet Profit Carried 10
Capital Ajc 23,080
I
51,200 51,200

120

Balunce Shee
as on g Mareh 2015
—_—
Liabilities J"ﬂﬁl.lnl
. Rs. Assels Amount
| '-_-—-—-_.._______-_ Esr
|| Capital 82,000 | Cash at Bank
Add Net Profit I@ Shul:f:}' Debtors jzjl:ﬁ
+ Drawings Cflmm; Stock at Cost 25,000
i Prepaid Ins. Premium 600
(i) Lift Tos. (2,800) Rent Accrued 200
fﬁ}}fg‘iﬁm ” (1,500) Amount due from
(i o 1 Insurance Company 000
Depreciation —%:ﬁllm %680 |Fursiture | g:m]
Laxman's Loan Motor Car 40,000
Add : Interest due 300 | 10300 | Less : Dep. 6,000 34,000
sundry Creditors 9,000 | Plant & Machinery. 5,000
l
115,880 I: 1,15.980
1. The following balances have been drawn from account books of Ram for the year ended 31st
March, 2015 ;
Rs. | Rs
34,000 |Stable Expenses 5,000
3,70,000 |Bills Payable 12,000
550,000 (Bank Loan 20,000
30,000 |Bills Receivable 18,000
250,000 |Carriage and Horse _ 7,000
60,000 |Fire Insurance Premium 2,000
4,000 |Return outwards éﬁ
16,000 |Debtors v
41000 Mackinery e
2,000 Ew-'rdlﬂﬂ_ iiﬂ,fﬂ}
3,000 |Drawings 000
2000 |Cash in Hand 6,
3,000

Other Information : —_
(1) On 31st March, 2015 the stock was Rs. 49465

(2) Credit purchases of Rs. 1,000

‘books;

and credit sales of Rs.

Rs. 500, outstanding

3,000 were not recorded in account

interest on bank loan Rs. 400 and

(3) Prepaid fire insurance premivm
ﬂﬂmm@mﬂlﬂm
{4}'I'I:¢vai.sinnﬁ:rmddcbunﬂ

Debtors is to be kept at 5%;



Final Accounts with Adjustments — g |

(5) Charge dedpreciation on Building al 56 per annum and on Machinery at 10% per . il}ﬁ-""—-

(6) Make Provision for Manager's commission at 10% on Net Profit after charging Suh usiness Accounti

s =
A Jjustmet
commission. ‘ . 5
March, 2015.  (RU BCA, 2007 M | (1) Plant and Machinery includes .
Prepare Final Accounts for the year ended 31t . e anew Machinery purchased on 14 Octobe i
[Ans. : G.P. Rs. 1,79,400, Rb:.lj.? ;; ?g.gm_ﬁjmmhge;;% o Daprﬂm::: Plant and Mackinery by 10% per annum and Horeocs ;3]:;:‘:: ﬁ.mzmumw;
. v rm;m_l ﬂ.ﬂ-ﬂ-umh; {3] PT‘;‘IM il:mtl.lm I]Hbﬂﬂﬂ recemed for two years; :‘:' Sa]au‘i:; for the month
Hint for Solution : 2 of Pebruary and March, 2015 are outstanding; (5) Goods worth Rs. 15,000 were sold and
(i) Closing Stock :(a) Trading Afc Cr. side a.ufi Assets side in EI"S‘ : : | Wﬁ:ﬂg;nh March but no Enlry was passed to this effect; (6) Make a provision for
(&) Tncrease purchases by Rs. 1,000 and creditors by Rs. 1,000, similarly increase sales oy Doubtful debts at 5% on Debtors; (7) Allow 5% per anoum inerest on Capital. Aa additional
debtors each by Rs. 3,000

pital of Rs. 1,00,000 was introduced by Mr. Kumar on 15t October, 2014,

[ Lo Rs. 4,55,000; Net Loss Rs. 1,850; Balance Sheet total Rs. 20,88,830.]

(iif) Deduct Rs. 500 from Fire Ins. prem Rs. 2,000 and show Rs. ﬂ)ﬂ?nmﬁd%m |
]:m:rﬂtisaHabﬂhy&addthmﬂunBukLﬂﬂRs.mmP&LNgm |
|

accrued Rs. 1,000 add in commission Received Rs 3,000 and also in B/S on assets side | A5 Trading and Profit & Loss Account for the year ended 3ist march, 2015
(iv) Provision for bad debts 5% on (Rs. 87,000 + 3,000). Manager's commission = Ry | ——
10 . 2 e i Rs. Rs.
lmxﬂ,ﬁmm!hspmmbefm:hmpnguwfsmmlwnﬂalmhbuhm T Opening Stock 70,000 | By Sales 52000 | 835,000
on liabilities side as commission due. Answer's are correct, Please tally. To Purchases 200,000 | Add not passed in books 15,000
12. From the following trial balance extracted from the books of Mr: Kumar, prepare a Trading Accout, | E;ﬁ“ 00
Profit & Loss Account for the year ended 31st March, 2009 and a Balance Sheet as on that date e e ;
To Carriage 15,000
Rs. Re | | |To Gross Profit ¢/d 4,55,000
Drawings 1,20,000 |Capital : 16,00,000 | 835,000 835,000
Plant and Machinery 12,00,000 |Creditors 2,60,000 r
Horses and Carts 260,000 |Sales 8,20,000 . By Gross Profit bid 4,55,000
Debtors 3,40,000 |Bills Payabl 2,21,200 TSk S n? Interest on Loan + Accrued 1,800
e : . (80000 96,000 | By In + ;
Purcahses 2,00,000 |Interest on Shreekant’s Loan 1,800 Wbl Gkt aling ( 10 "’] 1500 ) +600
Wages BO000 | Apprentice Premium 12,000 To Repairs 5000 | By Apprentice Prem. 12,000 6,000
Cash at Bank 260,000 To Rent Paid 45,000 | Less : uncarned 6000 | 1850
Salaries 80,000 | |To Bad debts wio 50,000 | By Net Loss !
Repairs 5,000 %:}enmmw 12,000 .
Stock (1.4.2014) 70, preciation on :
Stock (31.3.2015) | gﬁ Plant & Machinery @ 10% on
Rent paid 45,000 Rs. 10,00,000 + 10% on
Manufacturing expenses 15,000 2,00,000 or 6 months :
Bad debis 50,000 1,00,000 +10,000 | 1,10,000
Carriage 15.000 Horses and Carts 20% x 2,60,000 52,000
Income Tax gﬂ:m] To Provision for Bad debts 5% on 17750
Life Insurance Premium 30,000 B ]iks- 3,40,000 flsﬂigbx
Loan to Shreckant at 12% p.a. 20000 | - ey B 7
Insurance 12,000 6 W00 + 59 > 1,00,000 for 71,500 L
Siieance Hrsald .00 Months = 75,000 + 2,500. . S -
29,15,000 915000 40|
sz E’l——"‘" — ____,_,_-——'—'-'-_
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Final Accounts with Adjustments — g |
Balance Sheet on Mr. Kumar
As on 3lst March, 2015
& e I
Liabilities Amount Assets Amoygy | |
Rs. Rs,
Capital 16,00,000 Cash at Bank Rs. 2,60,000
| Add : Interest 7,500 Debtors 3,40,000
16,771,500 Additional Sales 15,000
Less @ Loss (1,850) 3,55,000
Less : Drawings 16,75,650 Less : Provision 17,750 | 33729
1,20,000 + 30,000 Stock Closing 92000 | |
(LIP) +20,000 (I Tax) (1,70,000) | 15,05,650 |Loan to Shrikant 20,000
Creditors 260,000 |Interest Accrued on Loan
Bills Payable 221,200 (Rs. 2,400 - 1,800) 600
Uncarned Apprew Prem. 6,000 |Insurance Prepaid 1000 | |
Salaries Outstanding 8,000 x 2 16,000 |Horses & Carts 2,60,000 '
Less : Dep. 52,000 | 2,08,000
Plant & Machinery ~12,00,000
Less : Dep : 110,000 | 10,90,000
20,08850 | 20,08850

Note : Life Insurance Premium Rs. 30,000 and Income tax Rs. 20,000 are treated as Drawings
14. The following is the trial balance of M/s. Charulata & Company on 31st March, 2015 :

Rs., Rs.
Capital of Proprietor 80,000 |Insurance (Fire) Premium 1,50 | |
Opening Stock 10,000 |Provision for doubitful debts 1,800
Purchasss 60,000 |Bad debts 300
Sales 95,000 |Bills Payable 5,000
Sales Returns 2000 |Interest received 1,000
Productive Wages 5000 |Buildings 40,000
Interest on Loan 1,000 |Machinery 50,000
Manufacturing Expenses 6,000 |Furniture 2,000
Salaries 3,400 |Motor Car 30,000
Trade Debtors 25,400 |Trade Creditors 40,000
Drawings 2,500 |Car Expenses 600 | |
Cash in Hand 800 |Accrued Interest on Bank Deposit 30
Depreciation on Machinery 2,000 |Loan from Laxmap
Bank Overdraft 10000 |on 142015 @ 14% per anoum | 1000 |
Adjustments @

(1) Closing Stock Rs. 25,000;
(2) The insurance premium instalment was paid on July, 1, 2014 for 12 months;
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i Fundamentals of Business Accounti
(3) The installing MM

(4) Goods costing Rs. 800 were mn ::& b000 were posted to Wages account;

" wgg}wwngglﬁnmmmd e cales foe R, 1000, et on sale o approval on 31st March, 2015,
r debis fior Rs. ﬂ]'md z =
s increase ?

(6) E:l:a:g: depreciation on Motor car g 10% per uﬂ'uf' E ;nw;uﬂbiﬁﬁ

private purpose; f

mﬁm“hmwwﬂﬂmwmhmm&mamuﬂmu

_ [Ans : G.P. 37,800, N.P 26,475, B/S Total Rs. 1,78,175)
aps @ (i) Insurance Premium Prepaid = =

B (1500 = 12 =
(i) Bad debt Reserve Alc (15004 12) x 3= Re. 37
B Rs. Es
To Bad debts (old) 300 | By Balance bid | 1,800
To Bad debts (New) 400 |By P & L A/c (New Provision) | 2,000
To Balance c/d 3,100 I
350 | | 3800

Thus, write Rs. 2000 in P & L A/c Dr. side and deduct Rs. 3,100 from Sundry Debtors.

(iii) Goods sold on approval Rs. 1,000, redace sales by Rs. 1,000 and Debtors also by the same
amount. Increase closing stock Rs. 25,000 by Rs. 800 ie. Rs. 25,800.

Trading and Profit & Loss Account
Dr. For the year ended 31st March, 2015 Cr.
Rs. Bs.
Dpeni Sales 95,000
L ch“:mdt w ?ﬁ&! : Returns (2,000)
I Vagee 5000 Less : Approval Sale _(1000) | 92,000

i + 25
Less : Transfer to Machinery (1,000) 40000 | By Closing Stock (Rs. 25,000 + 800) 800
To Mfg. Expenses 6,000

To Gross Profit ¢/d lﬂﬁ 1,17,800
_-L-JI—;EE By Gross Profit bid 3'{'%

{;?ﬂlﬂiﬂs _ 1,500 By Int. Received

Les  Prepaid L

To Prov, for Bad debts - 1000

To Interest on Loan 400

Add ; Ouistanding 2,000

To Dep, on Machinery
o 3,000
T Car dﬂ-‘pﬂ:ﬂﬂlm 10% on 600

Add « Cgr eXps. ._m 2400
f“l:!';**. Drawings (1,200) .
et Praofit ¢o/d e ____%ﬂ___ 38,800
to Capital Alc ___ﬂ_i”-}— s
--'-———.._l—l—'-_—--’




: I3
Final Accounts with Adjusiments .
Balance Sheet as on 31st March, 2015
—
Lisbilit o Assets Amoypy
2 Cash in hand 800
Capital £0,000
Add : Net Profit 26475 Debtors (zlfﬂ
106475 Less : Sale on Approval
Less : Drawings i
(2,500 + 1,200) (3,700) | 102,775 |Less : New BD _ﬂ%
Trade Creditors — 40,000 -
Loan from Laxman 10,000 | Less : Provision 3100 | 20,900
Interest Due or 0/S on Loan 400 | Stock Closing ) 25,800
Bills Payable 5,000 | Interest Due on Bank deposit 300
Bank overdraft 10,000 | Prepaid Ins. Prem, 3%
Furniture ) 2,000
Machinery (including installation) 51,000
Car 30,000
Less : Dep. 3,000 | 27,000
Buildings 40,000
1,68,175 168,175
E.MME%Mmmmm:Mﬂmmulhdmﬂh
accounting year on 31st March, 2015 a Tra Account, Profit and Loss Account
andBnlmShutnnthuﬂmm:rglﬂn; to the un mentioned adjustments :
Capital at com mencement 70,000 |Business Premises 35,000
Stock on Opening 28000 |Furniture & Fixtures 2,500
Purcahses 20,000 |Bills Receivable 3,500
Sales 1,00,000 |Bills Payable 2,500
Returns Inwards 1,500 |Sundry Debtors 20,000
Returns Qutwards 400 |Sundry Creditors 15,300
e T
ppre [ um 10%%
lnlmis:. on X's Loan 300 In\t;?;m:uls _—— ‘23,5’%
Proprietor's Withdrawals 3,000 |Cash in Hand 250
Office Expenses 8,050 |Cash at Bank 3,500.
Adjustments :
E}::smmhudmammmrfﬁhvm
Apprenticeship Premium are for three years, received i ; :
(3) Interest on Capital to be allowed at 5% for the year, "¢ O 1st Aprl, 2014;
%ﬁﬂl@ﬁlﬂndr:?inpmbeWthhmhm; ‘
- out of the advertisement 5 ;
(6) Stock valued at Rs, by fire on 2535 red forvard;

claim of Rs, 2,000 o

destr fire on 15 .
and pﬂi?'iptdi;nyhpri], mﬁ?‘m but the Insurance Co. admitted 8
(7) The Manager is entiled to a Commission of 10% of the Net
(8) Included in sales is an amount of Rs,
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wﬂmﬂ'

(9) The stock include magerig)

of Businesy Accouniing

warth o
therelore, not yel accounteq for, Rs. 100 for which bill had not been received and
e [Ans.: GP. Rs. 51,000, N.P. Rs. 36,300,
! : fMussion Rs. 3,630, B/S Total Rs. 1 29,450,
, nd Profit cooun o
| s, : Trading @ & Loss Account for the year Epgeg 314 March 2015
'-F-_—_ H—E- Rs_ | = " [ l
; Rs. | Rs.
' | 1o Stock Opening 2000 28000 | By Sales 100,000 |
| 'ﬁ:}1""'-‘"‘*‘:&"5‘5:s Lﬂ::ﬂmdsnn.-\.ppmval (10,000) |
| | pess : Returns (400) Less : Return Inward (1,500) | 88,500
||Less : Stock destroyed —_ (3000) | 16,600 By Closing Stock 7,000 |
| | 70 Wages 6,900 | Less Material not treated as .
| |70 Gross Profit ¢/d 51,000 | purchase (1,000) |
i Add : Cost of Stock on |
| approval 10,000 |
- )20% 2,000 8000 | 14,000
: 1,02,500 102,500
To Advertisement 5,500 By Gross Profit b/d | 51,000
Less Amount w/o 5,000 300 | By Apprentiship Prem. 1,200
T Office Expenses 8050 | Less : Unr-amlzdlm _ 800 400
To Interest on Capital By Interest on X's Loan 3 .
(5% on Rs. 70,000) 3,500 |Add : Accrued _200 i
To Managers commission By Interest on Drawings , 80
10 3,630
Hﬁ ¥ 39,930
Th Net Profit Carried to
Capital Afe 36,300
51,980 : 31,980
Balance Sheet a5 on 31st March, 2015
—_— Assets | Amount
Rs., | Amount f
Suadry Creditors 2500 | Cash at Bank |35
Eillg Payable 200 | Iavestments 23,000
Rearned Apprentice Prem. Bills Receivable 3,500
Ale Ly X's Loan (Dr.) 5‘%
Add ; Interes 3,500 Accrued Interest 14.000
Add ; Net Profit 36,300 Stock Closing 4/500
Lett : Drayings (3000 i 2,500
¢ Diraw Furniture i
Intereg; o Draw. (80) I% Business Premises sas.mmﬂ
E”“"m due to Manager — Amount due ﬁmﬁ,ﬂlm.-,- E:E:mrs 5,000
" commission A 00 — 10000) 10,000
e 129,450
40|
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Every business enterprise is always exposed to a number of risks, such as fire,-flood, storm,
burglary, accidents etc. So, at present, insurance has become an important necessity in business worlg
a5 it safeguards from such losses. A wise businessman secures hmmlfm 5uch]u_s&=sb”ahn!.i
proper imsurance policy as ‘Fire Insurance f.‘ﬂﬁcy’, ‘Marine Insurance Policy’, ‘Accident Insurance
Policy’, Consequential Loss Policy, and Comprehensive Policy, ete. Of course, the qmﬁ?n of claim
or amount of compensation arises on happening of certain event. Out of the above mentioned risks,
the fire risk is the most dangerous. In case it goes out of control, it may involve loss both in terms of
asgels as well as human lives. The present chapter mainly deals with estimating the amount of loss of
stock and profit as a reselt of fire, :

Fire Insurance

In fire insurance, it is an essential feature that insurable interest must be at both the times
Le,, al the time of taking the policy and at the time of making claim. The premium of fire insurance
is treated as revenue expense relevant to business and transferred to Profit and Loss Account on debit
side. If assets arc destroyed by fire then actual loss is elaimed from the insurance company. The main
forms of fire insurance are as under :

(1) Stock Insurance; and

(2) Consequential Loss Insurance,

1. Stock Insurance : The fire insurance is a contract of compensation. So, a fire insurance
policy can be taken for compensation against loss of stock on account of fire. The contract is for a
specified period, usually for a year and the consideration for the promise of compensation by the
insurance company is the premium paid by the insured. While computing the amount of claim relevast
to stock insurance, the following two facts are important : '

(1) Determination of the Value of Stock Bureni : The value of stock burnt due to fire is to b
determined which might be either actual or estimated.

(a) Determination of actual value : If proper records for stock are maintained and such records
are safe (i.c. not destroyed by fire), then the actual value of stock burnt may be determined on (¢
basis of such records by deducting the amount of stock salvaged from the value of stock remained o0
the date of fire.

(b) Determination of estimated value : Where either proper records arc not maintli'“d =

such records are also destroyed by the fire, then it will be very difficult to find out the actual valué

of the stock burnt on the date of fire. However, on the basis of certain information o
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,tg,in'lﬂwd' value of stock on (he da
|

; |scome-4a and Sales tax returns, e .

; te of f
andum Trading Accouny’, T, following

13y be find out wip |
books of accounts and/or from other

information is 1 be collec
sources such as invoices of

Opening Stock of accounting year (i

he help of by preparing a
ted with the help of available
suppliers, bank statements,
@ ;
@ . Closing Stock of Previous year);

ases Returns from the beginning of accounting year

(iii) Amount of Sales and g 2 i

P ales returns from the beginning of accounting year till the daie
(iv) Other Illﬁmlfﬁctlm'ng nses and i o

s e Iillthcup‘ i ect expenses from the beginming of the
(v) Gmdswilhdmwnlwpcrsnnalw{if from beginning of ing vear G

the ditw s ad any) from beginning of the accounting year il
(vi)

Average rate of gross profit on sales (cither on the basis of preceding year or the
average of s few years, depending on the information given). This rate should be
either given in the question or may be find out by preparing trading aceount of the
preceding year/years. A memorandum trading account may be prepared as under :

Memorandum Trading Account
Rs. Rs.

To Opening Stock | s By Sales (Less Returns) -
To Purchases (Less Returns) | e By Closing Stock at the date of fire | ...
ToWages 00 | e {Balancing figure)

To Manuf&cturmg' Expenses | e

T Other Direct Expenses = | oo

ToGross Profit. =™~ | e

3 : after fire, some of the goods may be saved
(2) Value of Salvaged Stock ﬁﬁ;‘;"m med afler some rectification therein. Such
tompletely and mme-gﬁ destroyed + The value of ‘Salvaged Stock' is deducted from the value of
ocks are known as * alvaged Stock’. ;
Hock on the date of fire for calculation of the amount of claim.

m‘-‘Btl‘ilinn 14.1: goodowns of BPT Trading Co. The rate of

 A'fire occurred on 30th Wcmbs;fﬁ::;l::md at Bs. 7,600, Ascertain the claim 1o be

. B0ss profit is 309% on Cost. The stock

“dged from the following figures : Wages and othes
Stock on 1st April, 2014 Rs. MO0 DL o nd Re

i Sales from 1st April 2015 to date of fre £

e Proprietor at cost Rs. 4,000.

direct expenses Rs. 80,500; Purchases
2,40,000 respectively, Goods used by
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Solution : Memorandum Trading Account
upto September 30, 2015
Rs| Rs |
Rs| Rs. Rs.
To Opening Stock 74000 | By Sales 2,480,000
To Purchases 93,500 By Closing stuck
Less : Drawings 40000 91,500 (Balancing figure) 61,383
To Wages & Other Direct Expenses| 80,500
To Gross Profit, 30% on cost ic.
(30/130) x of Sales
= 30/130 X 2,40,000 55,385 e |
3,01,385 3,01,385
Rs.
Values of Stock on hand on September 30, 2015 61,385
Less : Stock Salvaged (7,600)
Claim to be lodged 53,785

Mustration 14.2 :

The following data are obtained from the books and other records when the fire broken out

in the premises of X Lid. on March 4 2015. All the stocks were destroyed by fire except of Rs, 6,500.
Ascertain the amount of claim for the company

Rs.
Stock (1-1-2014) 18,000  Purchase during, 2014

3,65,000
Stock (31-12-2014)

e + 2015 at cost plus 10%. The amount
nfpuh:;-mhﬁ]ﬂﬂﬂand:lﬁmmsuhj:ammmramﬂhm (RU. B.C.A. 2002, modified)

Solution : Trading Account
for the year ended 315t December, 2014
Rs. Rs.
To  Opening Stock 20,000 | By Sales 4
(180003 100/%0) By Closing Stock e
To Purchases 3,65,000 (33,0002 100) + 110
To Gross Profit 5,000 = 30,000 + 15,000
Stock lost 45,000
4,70,000 4,70,000
_ GP 000
Rate of Gross Profit = a0 x 100 urf%ﬁmm=m
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mﬂ]ﬂmﬂf {fﬂu;iﬂf” Amﬂ[hg

Mem :
Jor e rading Account

_— —M____M March, 2015
Rs, 1
ing Stock i
To Opemng 45,000 |p 5
Purchases L1500 15; {:;]c? g
i Profit being osing Stock (Bal figire) 60,000
2% of Sales 50,000 |
i lﬂ,um:
) |
. : | 310,000
; Amount nfﬂlm=ﬂlﬂ&ngslﬂci-5ﬂﬁgﬁd5tuck=m.mm}-ﬁjm= Rs. 53,500

ing A = 33300 i
Applying Average Clause 60,000 % 20000 =

[lustration 14.3 :

Fire occurred on 15th September, 2015 in the
information, calculate the amount of claim 1o be |
Stock :

Stock at cost as on January 1, 2014

Rs. 17,833, So, amount of claim Rs. 17,833

premises of ABC & Co. From the following
odged with the Insurance Company for loss of

Rs.

20,000
Stock at cost as on January 1, 2015 30,000
Purchases duing the year 2014 1,30,000
Purchases from January 1, to 15th September, 2015 88,000
Sales during the year 2014 1,560,000

Sales from January 1, to Seplember 15, 2005 1,05,000
Dwuring the current year cost of purchases has increased by 109 above last year's level while
selling prices have gone up by 5%. The value of stock salvaged was Rs. 2,000 and the stock was insured

ﬁ'hRS-uM ] [RU BCA, 2010]
- : Memorandum Trading Account for the Perind
from January 01 to September 15, 2015
Rs. Bs. i =
pening Sales Rs. |
% th 88,000 G Bt 5% 5250 | 110250
Add Increment 10% 8,800 ;ﬂjﬁg qu:;;::ﬂgrr;m } i
To Gross Profit (25% on Sales) 1 | —sun
Gross Profit been ascertained as below :
p— S Tradi mmmnt,rﬂr the year ended Jlst Decernber 2014
= Rs.
Rs.
1,60,000
i 20,000 | By Sales
:E ?ﬁm e 1,30,000 | By Stock 30,000
T Gross Profit 20,000
(Balancing figure) —— :
1,900,000 90,000
e I L
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GrosProfit 0 40000 o0
MDIG..F.I:IDSE ==——W—-$ﬂ“—'—ﬁ1m ﬂll E Klm 15‘%

Amount of Clain for loss of stock :

Rs,

Value of Stock on the date of fire M1
Less : Salvaged Stock Valued _{_l.m
Laoss of Stock 42113

—

Averaging of percentage of Gross Profit : The percentage of gross profit is always ml'.'lﬂ,h':d
on the basis of sales. This percentage should be normal. The average percentage may be calculayeq
on the basis of percentages of preceding three to five years. However, such average rate must be mog
suitable in general conditions.

Mustration 14.4 :

On 25tk July, 2015 a fire occurred in the premises of a firm. The books of the firm and e
value of siock of Rs. %mmuwﬂﬂtuckunilsthﬁarch.mlﬁmvdmdatmS,i]ﬂ_sa]ﬁ
Purchases and Wages from 1st April, 2015 1o the date of fire amounted to Rs. 76,252, Rs. 48,700 and
Rs. 4,975 respectively. Prepare a statement in support of a claim for the loss of stock. From other
sources, the following information could be gathered:

Rs.

Rs.
Year ending March 31, 2012 Sales Rs, 50,000  Gross Profit Rs., 10,000
Year ending March 31, 2013 Sales Rs. 60,000  Gross Profit Rs, 15,000
Year ending March 31, 2014 Sales Rs. 80000  Gross Profit Rs, 20,000
Year ending March 31, 2015 Sales Rs. 100,000 Gross Profit Rs. 30,000
Solution.:
First of all, we shall find out the ave

rage rale of gross profit on sales. As per data given in the
25% for 2013. 25% for 2014 and 30% for 2015, So, average
%) + 4 =25%. Now we will prepare Memorandum Trading

Memorandum Trading Account from April 1 1o July 25, 2015

question such rate comes to 209 for 2012,

rate would be (20% + 25% + 25% +
Account,

Rs. Rs.
To Opening Stock B300 |By Sales 76,252
To Purchases 48,700 | By Stock (Balancin ? fipre
To  Wages 4975 J it
To Gross Profit (25% on Sales) 19,063
81,238 81,238
Estimated Amount of Claim = Stock on the date of fire — Value of stock salvaged
= Rs. 4986 — Rs. 1,598 or Rs, 3388,
To take adjusted percentage of Gross Profit : In case rate of gross i gasiog
continuously year by year, then rate of gross profit must j e lhe s

P hﬁ ﬂdju-“.lﬂ taki ' . 'ﬂf .lhl
rate of decrease in such perceatag. For cxampl, I rae of gros profy e w5 i 2013, 2014 and
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| i'l'ﬁ FMdﬂ'mWﬂ'h BHI‘ z
25%, 20% and 15% res et A

i A Pectively th :
F Jtage at 10 (ie. reduced by 5o aslj';mn;l:lr[::; 15, t shoud be more appropriate to take this
ety e i 0 o T e
1 .. ] » ElC. 1 ] 1
9ed increqg sing n average of such rates ic. 17.5%

age i.e. 30% because, the insurance

| i :
E:;]d have been taken pphmnl‘adj
will not accept it,
clause : [ i
T:ﬁﬁmmﬂs nlnfﬁd:u;ul?a:ﬁmmn:,g:ﬂm und:lr-tns.umnf:c. usually the ‘average clause’ is
-. less than the value of the stock mtu':.d, b ect of this clause is that if the amount of the policy

l;-ss which the amount of policy bears 1o the o or wall be lable only for that proportion of the

: total value of the stock on date .
[ Jsim in €a5€ of under insurance is computed a5 ynder - on date of fire. So, amount of

| [ustration 14.5:

i C'I.It '-'"f EM'ds .ﬂ?ﬂiﬂg Rs, lmm 34 ang d-‘-"s“’l]"rﬂd. b«‘“ ﬁ::. FLI'bd. oul the amount of claim
wader following conditions,
(1) Sum Insured Rs. 1,00,000
(2) (i) Sum Insured without average clause Rs. 80,000
(ii) Sum Insured without average clause Rs. 50,000
(3) (i) Sum Insured with average clause Rs. 80,000
| (i) Sum Insured with average clawse Rs. 50,000
' Solution :
Loss of Stock = 100,000 x 34 = Rs 75000
(1) As the goods are fully Insured, the amount of claim is cqual to actual loss Rs. 75,000,
(2) In case of under insurance without average clause, claim is restricted to actual loss or sum
imsured, whichever is less. Therefore . _ .
I (i) The amount of loss is Rs. 75,000, or (i) The amount inzured is Rs 50,000, So claim for
loss of stock will be Rs. 50,000 i _ o ;
(3) Introduction of average clause in the policy results in propertioeate reduction m the loss
of stock to determine the amount of clam :
(i) Amoust of Claim =?5m><-,%’:,%=hﬂm

() Amount of Claim = 75000 X oggpp = R5- 75

: . *l } fire occurred godown h of Rs
: ; of Mr. X. All stock,except worth of Rs.
$io L Gt ety iﬂlfm ihe mkmﬂliu less 2095, From the following figures, ascertain

were destroyed. Mr. X valucs

e loss suffered by Mr. X :
Stock on 142014 Rs. 8,000; PR
| R 84,000; Sales (net) during 201415 R the date ©
Rs, 3,85,000; Sales (Net) from l"'?ﬂﬁ ?
Purchase Manager on purchases g
| ':"“hlm to AvErage clause) Bs. 1

chases e 014-15 Rs. 2,29,000; Stock on 3132015
‘;;;I;im (net) from 1.4.2015 to the darxn of fire
g [ﬁngs,s,mmmmmisﬁimpmdtulhe

15 was @ 2% Camiage inward Rs. 700; Policy for stock
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47 ‘ I" F].m,dmﬂ ] \
= when the stock was valued entals of Business Account

Solution : |

i on 3151 Mm-ch
_ written off by Rs, i 4reh, 2005 the value of 1k .
B ot e b e o s oo 143510 G ot g | 095 LS B0 e 1 e € e s v
gross profit as under : - 1 value. Except these dam of defective ' e
Trading Account | oigo! * "0 0o, theratn of grows peoki e e o
for the year ended 31sr March, 2015 golution
—— | First of all, to find ﬂﬂlth‘:l‘n‘t{:g{;m :
Fs. : R | | o e profil, trading account for the year 2014-15 has to be
To Opening Stock 100000 | By Sales less Returns 31000 | | PPY i
(Rs. 80,000 x100/80) By Closing Stock 1,05,000 | for th E Account
To Purchases less Returns 2.29,000 (54,000 100/80) Ie year ended 3151 March, 2015
To Gross Profit 86,000 '
415,000 s - A | R
— To Opening 45 [ 300,000
Rate of Gross Profit on Sales = 2000 » 100 = 27.74% Purchases (Less Returns i e R 2 500/ 3
310,000 To ot g ) L60000 |By Stock 2.500|
dum T g | To Gross 120,000 | Add : Value written off 25000 25,000
for the period from Ist April to 15th October, 2015 | 35 325,000
Rs| Rs. | pe | mmmmﬁﬁnm%xim=m“%
To Opening Stock 1,05000 By Sales 340000 | | Memorandum Trading Account
R o BETa lﬂ_ﬁgr By Closing Stock : 252,716 for the period from Ist April to 10th November, 2015
Add : Carriage 700/ 3,93,400 | Particulars | Normal | Ab- | Total | Particulars | Normal | Ab- | Total
To Gross Profit 27.74% on Sales 94,316 I Scinn' || items | normal
| ftems
592,716 5,92,716 teemms 1. -
; -  Sales 218000 | 2,000 | 220,000
Lass of Stock : Stock on date.of fire — Stock Salvaged | | R g i e - 0| o
= Rs. 2,52,716 — Rs. 3,000 or Rs, 2,49,716, - | T Gross Profit | 87,200 7200 | By Stock ol e s
Amount of Claim : On the basis of Average Clause : (40% of Rs. (Ba. figure) |
B o Amount of Policy Rs. 1,50,000 _ 2,18,000) :. 02,200
e Stock on date of fire Rsnz_d.g.m * R&?-,EZ,TI'G or Hs, 11:“.2“ | lg.‘_!m ?.fm j.'m.ﬂ]] 2,894,700 7500 | 3
) ?qrmﬁunﬂﬂﬂdﬁhnmltm:%m-ﬁmmnﬁhmﬁm' lling of S !
article in any business, some items of abnormal nature may be seen, For Mpmuinﬁhu:::; u%GmI; Statement of Estimated Claim : e
Frofit, while preparing trading account or memorandom trading account, such items should be 76,700
segregated or certain necessary adjustment shold be made. Closing Stock of Normal items at cost 5000 X 90%) 4,500
Illustration 14.7 ; Closing Stock of other items at givea valuation ( " Yalue of total stock | 81,200
Afm;bmkcnmunl{nhﬂwemh:r,mﬁinlhcprm:snfmn was e
. burnt out except of Rs. 7,000, Find out the loss incurred from the fl;ll]n\uf:s ﬁuig,,,.:::]i g Less = Value of Stock salvaged Amount of Claim | 74,200
Rs. Rs. ' I oy = September 30, 2015. The
. . firc ember 30, 2015.
g:::: g:ﬁ;ﬁ) 45,000 | Purchases less Returms during 201415 | 1,60,000 Mustration 14.8 : ducs company e destroyed Izﬁ; P“PE‘ , s e
: 22,500 | Sales less Returns during 2014-15 3,00,000 The premises of food P mﬂpds,‘l'ﬂ“"‘“qw
Sales upto the date of fire %,20,000 | Purchases upto the date of fire 1,90,000 'wwﬁnghmmubtﬁiﬂ&“l::wmmﬂp‘“:
1055 of stock to be submilted 10
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2012-13 | 200314 | 201415 Mﬂm
Particulars to Septembey

Rs. Rs. Rs. L

: 5,900 17

Opening Stock 10,000 | 11,000 010
Purchases 80,000 | 72500 | 85,000 17,500
P 100,000 | 99250 | 93,730 13,000
Carriage inward 2,500 1,300 2,000 00
Freight outwards | 3000 | 3500 1,500 125

During 2012-13, while valuing Closing Stock, some defective goods cossting Rs. 2 500 Were

revaloed at Bs. 2,000, These were sold for Bs. 2,250 next year.
During 2013-14 : an item costing Rs. 3,000 was worngly valued at Rs. 3,500. This was sold fo,
Rs. 2,750 next year,

During 2014-15 : ltems costing Rs. 6,000 were valued at Rs. 5,000, 50% of these were sold i
September, 2015 for Rs. 3,000,

The gross profit rate is more or less uniform except above. The salvage value is Rs. 4,500,

Solution :
M/s Food Products Company
Columner Trading Accounts
Particulars | 201213 | 2013.14 | 201445 |  Prticulars | 201213 | 201314 | 201005
Rs. Rs. Rs. Rs. Rs. Rs.
To Opening Stock | 10,000 | 11,000 | 5900 |By Sales 1,00,000 | 99250
: W L] ?m
Less : Abnormal Less - Abnormal o
items - | (20000 | (3500) |  items - | @2s0)| 2750)
10000 | 9000 | 2400 | Normal Sales |1,00,000| 97,000] 9
To Purchazes B0 i 'm
s 000 | 72,500 | 85,000 (By Closing Stock | 11,500 | 5400| 18010
Inwards 2500 | 1500 2,500
To Gross Profit 19,000 | 19,400 | 19,110
L11,500 | 1,02,400 | 1,09,010 111,500 | 1,02,400 | 1,09,010
Closing Stocks are found out as ynder - i i . i
sl M_chﬁ:uu as ,ﬂpemngsmkuisnmdmgymwmb;mdmms
Particulars l mntu W13-14 | 201415
: Rs. Rs.
Opening Stock of Succeding years "
Add : Under Valuation of defective “";‘.?3 gkt -
Less : Over valuation of defective goods (500) e
Stocks o0 |
Closing 1,500 | 5400 | 18,010
Rate of G.P. on Sales = 2:-F-

Sales

* 100 or as under -
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=__E&x1m=1m: 19@ 58 AcColin
1,00,000 g-;m"‘ﬂll‘.lhm;
Aversge Porcontage = SLRN

19,110
ETlL.ﬁ:E ® 100 = 215

Memorandyp, Tradi
. . Ing Account
r—___ for the period rom April It o September 30, 2015
N
Particulars Im Ab- Particulars | Normal |  Ab-
wam items normal
- ! items
Rs. Rs. | Rs Rs.
o ine Stock 12,010
5 PM-I:IIMH: ; 17,500 6’“'1] gﬁ?:ng Stock | }’E;Pgig iﬁ
To Carriage inwards . o - B
(20% on Sales I
Average of 3years) | 2000 | - l
200 | 6w | 32010 | 6000
B,
Stock on date of fire (Normal) 00
Add : Stock of Abnormal items 3,000
25,010
Less : Salvaged value of Stock __4311
¢ of Claim W51

L. Consequential Loss Insurance

In of it destroys not oaly the tangible assets of the firm such as stock, building,
mnﬁr ﬂ:,hdl,ituahi:fbﬁsﬂucapaﬁw of the frm for some time, which
tesults e coald have beea
in loss of profits otherwise that earned.
Following losses are incurred due to fire :
that would have been earned; i .
{?] I;;afﬁaﬁl “ﬂ,minmmdewndlﬁngmepamdqlbumm;md
l':i:] ﬂfﬁww i in bringing the business house in order, such as
(iii) mmmmﬂgﬂ shm
renting premises (emporany, ‘mﬁ;:meﬁc}LSnmm-ﬂthﬁe
"‘“‘h“‘b‘“‘]’“““‘"“‘“‘”‘:ﬁ"iﬂm“-mﬂrmﬁ:pﬂwwmmumﬂm
Mﬁ*ﬂ?ﬂa{spﬂﬁwwbﬂﬂmidwmmm#mm of liability for
Hunmﬂwmm%wﬁm’ as a small damage may give rse f0 & "'"'le
' if islocation of the business is very mich S0t
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Difference between Consequeatial Loss Insurance and l:ire 1115"’“1 e §
The points of difference between consequential loss insurance” and IIre insurance’ ay,
under : ) .
(1) The fire insurance covers capital losses whercas consequential 10ss insurance cgy,,
revenue losses. _
The subject matter of fire insurance is tangible which covers _ﬂﬂck, l.'m.ila:lm,gCI .
machine and plant, etc. whereas under consequential loss insurance it is intangipy,
and covers the earning capacity of the busincss.
The fire insurance protects the insurndmlyaga_imtﬂm_hw:s?l‘stﬂcknm wheres
the consequential loss insurance provides protection against trading losses arising g,
10 closure of business activities.

Some Important terms :

With reference to ‘Loss of Profits Policy’ or ‘Consequential Loss Policy’ one should know the
meaning of certain terms explained as under :

(i) Indemnity Period : It is the period of claim which is generally specified in the policy or
actual dislocation period, whichever is the lower.

(ii) Fixed Charges or Standing Charges : In every business, certain expenses are of fixed nature
which are not affected by increase or decrease in production or sales ie. these are to be incurred
nccessarily even than business is closed for some time. Such expenses are known as fixed expenses or
period cost. For example, salary of employees, interest on loans and capital, rent of building, audit
fees, advertisement, insurance premium, municipal tax, wealth tax, etc.

(iii) Insured Standing Expenses : The insurance company also pays the amount of fixed
expenses in addition to loss of profit so the businessmen should have insured fixed expenses also, If
nnl:fapmufﬂmﬁmdlj:pemmiﬁumd,mnhpmhhmasmudmdh;ﬂpcmﬁaﬂ
m:&mmmmmmmmmﬁnmnmmumm@m

_ (i¥) Net Profit : It is the trading profit resulting from the business of the insured person at the
pr:mmﬂmdmprm-mmmderurauﬂmdingmduhwchmgesinﬂudhgthcd:pmdaﬁm
Computation of Claim :

— Step I : Calculaiion of Short Sales : The term 'Short Sale’ refers to the loss of sales on accoun!
| :j rn.suh:mg in dlslucamn uf bumnFas. It is the difference between the ‘standard sales’ and the
s:lm sales dm_-mg the indemnity period. Here, the term ‘standard sales’ refers to the amount of

es for the period corresponding with the indemnity period during the preceding accounting ye*r

duly adjusted in vi i i F
LbTrE:c]:iwnL:;w of the trend (increase or decrease) noticed during the accounting year in which

Example : Date of fire in an undertakin i
g was 1st March, 2015; peri indemnity was 3
;ﬁ;{h&. Sﬁ‘ﬂf:s;l normal level started from 1st June, 2015, Sales durin E istpct:lla.rch,nd ufmﬁ to 31st May,
was Ks. 3,40,000, whereas standard turnover during the same period in the preceding year W

Rs. 8,17,000. In comparison 1o the preyi the 52 : :
Find out the amount of short sale previous year, there is an increase of 15% in sales of this ye©

(2

(3)
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ﬂuulﬁ"n’n of Short Sales :

——

“,ljﬁ from lﬂdh'!'a-rchi MI‘-"" to 35t Maj-' M4 Rs.
e Expected Increase in Sales @ 15% | B 17,000
L [ 122,550 |
9,39,550
3,40,000
J— Short Sales | 599,550
Step 1L = Ca.lﬁ.!laﬂ:m of Rate of Gross Profit : The term 'Gross Profi b diff
| osing than that which is gencrally uaderstood wai : o Rt
ﬂnm.gm g B and shown by trading account. Here, ‘gross profit’
| geans : nsured m“sumﬂﬁ&sulh:mmufgmnpmﬁlsmnuin:dnumkr:
I Rate of Gross Profit on Sales = ScLProfit + Insured Standing Charges
Accounting Year's Sales (Adjusted)
All the figures relating to net profit, insured standing chasges and turnover relate to the last
weounting period. If in above example, the amount of total sales of preceding accounting year was
gs. 7,00,000; fixed expenses were Rs. 2,60,000; the met profit Rs. 3,40,000 and the insured standing
| charges Rs. 70,000; the rate of gross profit will be :
i _ _Rs.3,40,000 + 70,000
- Rs. (7,00,000 + 1,05,000)
In Case of Net Loss : The rate of gross profit shall be determined as under

f"" . Actual Sales during 1st March, 2015 1, 31st May, 2015 Standard Sales

x 100

x 100 = 50.93%

Insured Charges — Net Lass
Accounting Year Sales (Adjusted)

If all the standing charges are not insured, the amount of net loss will have to be reduced as

x 100

under

Net Loss X Insured ing Ch
All Standing Charges

Step II1 : Calculation of Loss of Profit : The loss due to short sale is caleulated by applying

% rate of gross profit on short sales. Thus,
Loss of Profit = Rate of Gross Profit x Short Sale
In the above example, amount of shoel sales was Rs. 599,550 and rate of gross profit was
a

1.
H}.ga-%_ Sﬂ, Im nf P:'uﬁt wuuld h.!\': bﬂrﬂ Rs. S‘Mof pmm will h: P:ow[‘[iﬂwfl-y I'Ed'l.ll:cl:l il the

verage i of loss .
i W“nd: :r Clause ; The amot for which the policy should have been taken.
i o s less tha the 200P C. sleulated as under :

Ag 51.1'.::_“;‘; muﬂm:f claim ::, application of average clause would be caleu as

1
s |
|

Amount of Policy =
= FProfit X Profit on Annual Sales (Adjusts
Amount of Claim = Loss 0 ble mﬂir:ﬁm :Iunnunl for which lhf: pﬁﬂln:]r should ]mi..;
Adjusted Annual Sales o Insurable S0 orofit to the turnover for jus preced ng 12
Fl:kﬂu;::!'}“n is d:mrmi.n;ﬂrhjf Isﬂl’ii‘:'!mﬂii: sl h:-, gdjﬁlr;l in terms of trend of sales (incre
rom ( ire. 1 5 .
Cane) 1':1:: ;.E‘cl:unl:iﬂg year i which the fire !
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Example :
Date of fire S ——
Sales for 12 months (ie. from 1st November, 2014 to 31st Qctober, 2015) Rs. 8,20,000
Rate of Gross Profit 0%
Short Sale 340,000
Poliey 70,000

5o, amount of claims would be as under ;

(i) Loss of Profit = Short Sales X Rate of G.P. or Rs. 340,000 X 20% =Rs. 68,000,

(i) Average Clause : Sales (from 1112014 to 31102015) Rs. 820,000, Increase o
Decrease being nil. Adjusted Sales on Annual Turnover = Rs. 8,20,000.

(iii) Gross Profit on annual sales or Expected Amount of Policy =20% of Rs. 8200y
=Rs. 1,64,000; but amount of Policy (given) Rs. 70,000.
Amount of Claim -m.mx%-m.m

IMustration 14.9 : >

a&cmmmamasmmmm,mﬁ.mmwmm
Profit & Loss account you are required to calculate Gross Profit and rate of Gross Profit on sales
fmth:pmmofinsumudﬁmhl.mnihnﬁthﬁqr:

Trading and Profit and Loss Account

for the year ending 3Ist March 2015
Rs. Rs.

To Stock Opening | 125000 | By Sales (Net) 1
To Purchases (Met) 4,00,000 | By Stock at end m’-'u.m
To Direct 1,70,000
To Gross Profit o/d 1,25,000

8,20,000 8,20,000
To Variable Expenses 12,500 | By Gross Profit b/d
To Standing Charpes 75,000 Y
To Met Profit 37,500

1,25,000 1,25,000

Standing charges were insured only to the extent of Rs, 42,500,
Solution :

Gmﬁoﬁtlmclﬁmpmnﬂﬂﬁq&+hsumdwﬁum
= Rs. 37,500 + 42,500 = Rs, 80,000

Met Profit + Insured Standi
Rate of Gross Profit = o FTofit + Insured Standing Charges
Total Sales of Preceding year

= 20,000 x
?mxlﬂl‘}—mﬂ%

* 100
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tion 14.10 :

I oon i Pl e
aoieh () Inclade e P18 i Concyuenty | ela
yveragt "d !~ iod average clause’, 75 claim if the policy (a) excludes
i) Indemnity period : § m z )
i U' up to 30th EENEMMTTHJIS_ (i) m:;':—'ﬁ’ Rb.'-ll J0,000. (ii) Date of fire 1st May, 2015;
nh'-_ﬂ ml;.}s. 3.im,m], RF. 42000 and s 10,000 'u;m;t*]:l;ﬁ}a;n: Ini.u;{;d Standing Ch
yarch) 1mm at:? ¥ preceding the date of fire, (iv) Sales from 1st May 1;::1
: 51000, (v) Sales from 1st May, 2015 1o 30th Sept. 2015 s 11{.’_‘.3. (."-'] mmlzﬂ

rcceding the date of fire Rs. 540,000, er during 12 months
solution ¢ (2) When the policy excludes average clause ;

. Rs.
() Short Sale : Standard Sales from 1st May to 30th September, 2014
Less : Actual sales from 1st May to 30th September, 2015 ?;‘?m:?
Short Sale 63,000
{ii) Rate of Gross Profit
— Net Profit + Insured Standing Charges 42,000 + 10,000
Sales !M:m—klﬂﬂ:”ﬂ?ﬂ

(iif) Loss of Profit = Rate of G.P. x Short Sale = 17.33% of Rs. 63,000 = Rs. 10,918
So, amount of claim would be Rs. 10918 if ‘sverage clause’ does not apply.
| (b) When the policy includes the average clause :
(i) Expected Amount of Policy or Insurable Amount :
Annual Sales » Rate of Gross Profit or B 540,000 x 1733% = Rs. 93,382,
(i) Calculation or amount of claim (According to Average Clause) :

Amiciant i 10,915 x 30,000
Loss of Profit x of =

7 = Rs. 3,500
Gross Profit on Annual Sales 93,582

lustration 14.11

From the following information, calculate the amount of claim under a loss of profit policy :
(i) Indemnity Period : 5 moaths from 1-5-2015 to 30-9-2015.
i) Policy Amount : Rs. 72,000 _ )
(iv) Insured ﬂa.::ing jﬁ: ::.i m{iﬂ:fpumn i i
{{-:i f;':ll: :2: M:; 1st 2015 to 3h Seplember, 2015 Rs. 54,000
(vi)

April 30th 2015 Rs. 480,000
Sales from May 1st 2014 m,; nfs.!lﬁ in business by 10% every year.
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Solution : Computation of Claim for Loss of Profit
(1) Short Sales . . . : Rs.
Sales for corresponding period of Indemnity period last year ic.
May 1s1 2014 to 30th September, 2014 140,000
Add : Increasing trend 1056 every year 14,000
Adjusted Standard Sale g
Less © Actual Sales during the period of dislocation 54,000
Shot Sal i@
Net Profit + Insured Standing Charges T
(2) Rate of Profit : = Sales * 100
- 24,000 + 40000, - 64000 _
400,000 4,00,000 *
(3) Loss of Profit = Short Sale x Rate of Profit = 1,00,000 x 16% 16,000
(4) Application of Average Clause
Sales for 12 months just before the date of fire 4,80,000
Add : upward trend (109) 48,000
Adjusted Sales 5,28,000
Gross Profit on Adjustment Sales Rs. 528,000 = 1656 = 84,480
Since Policy has been taken for less than Rs. 84,480, average clause is applicable.
(5) ﬁmnnutdﬂhlm:E'W=ﬂgmwm 13,63

Increased Working Expenses : The' insured may have to incur certain additional expenses to
keep the business in form during the indemni i

ity period. Such type of increased working expenses will
be allowed subject to the least of the following :
(a) Actual additional working expenses;
(b) Rate of gross profit x Short sales avoided through increased cost of working; and
(c) Amount caleulated by the formula :
Net Profit + Insured Standing Charges

Net Profit + All Standing Charges
Savings in Insured Stan
be deducied from the amount

¥ Additional Working Expenses

ding Charges : Any savings in insured standing charges will have 1
calculated as above in respeet of increased working expenses.

Average Clause : In respect of increased working expenses, average clause will apply in the
same manner as il applies in case of loss of profit. The only difference in this regard will be that the
average clause will apply on the basis of total Loss of Profit and Increased of Working Cost.
Example :

Rs.
Additional Working Expenses during indemnity period : 4,000
Additional Sales during indemnity period : 55,000
Met Profit + All Slﬂl]{ll.llg charges 3.5,'[!]3
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Met Profit + Insured standing charges .
gavings in insured standing charges - ;
Rate of sﬂ:ﬂ profit : 20
Calculate the gross amount of elajg, iy, | '
#spect of additional working 10% on Sales
Expenses,

Rs.
{;]Rs,4,ﬂﬂxE%%=h3.m
So, Rs. 3429 — Rs. 700 = Rs. 2129 would

working cosL.
festration 14.12 :

From the following information, compute the amount of claim :

(1) Date of fire 1.5.2015 and period of disruption up to 3092015, (2) Sales during indemni
priod Rs. 3,50,000 and Sales from 152014 to 3192014 Rs. 820000, (3) Sales from 152014 L.
942015 Rs. 16,00,000 and for last financial year Rs. 8,0,000. (4) Net Proiit for last financial year
Ih_WMM@M&HﬁMM.{QTMW&n@MR&mM
awings in insured standing charges during the indemnity period Rs. 4900, (5) Additional expenses
\ecurred Rs. 13,400 to reduce the loss in turnover. (7) Loss of Profit Policy taken for Rs. 4,50,000,
#) Upward trend in business 10%.

‘Solution : (i) Short Sale

be: the gross amount of claim for additional

Rs,
from 1.5.:2014 to 30.9.2014 $,20,000
: 10% Upward Trend \ﬂ

9,02,000
: Actual Sales during the indemnity period 350,

Short Sale | 5,52,000
i) Rate of Gross Profit :

_ Net Profit + Insured Standing Charges g = 20000 100 = 44055
Last Financial Year's Sales
l . .
) Loss of PrnS:il:E in Short i’u‘:ﬂ‘m _ e 552000 X $405% = Rs. 243156,
- shﬁil ¥ (Gross
Cost : i
clam :
Least of the following shall be allowed for ¢

(a) Actual Additionsl Cost = Rs 13400 s = 4405% on R 35000 = R, LS4,
(b) Amount of Gross Profit on Additional .
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() ~34eq Profit + Al Standing Charges
340,000 + 30,000
= 3,40,000 + 2,28,000 i N
i i be subtracted for seving in ;
f the above is Rs. 8,729, out of which Rs. 4,900 Eh_ﬂ.“ . T Standig,
mﬁlﬁﬁ':alanm Rs. 3,529 shall be gross amount to be claimed for increased working cogy.
(v) Amount of claim on Average Clause Basis :

Expected Insurable Amount : Amount of Gross Profit on Annual Sales :

» 13,400 = Rs. 8,729

Sales from (1.5.2014 (o 30.9.2015) 12 months just before fire
Add : Increase in Sales @ 10%

Annual Adjusted Sales

G.P. Ratio 44.05% on Rs. 17,60,000 = Rs. 7,75,280 i.e. Insurable Amount or Gross Profit o
Adjusted Annual Sales.

Amount of Claim :

B Amount of Policy Prafit 4+ Claim for additional cost
T T e I

4,50,000 e
=%%xm43,15&+1ﬂ3} ur,];rsmx'z.,dﬁ,ﬂas Rs. 1,43359

Special Circumstances Clause : Generally, in consequential loss policy bonds, a spechl
circumstances clause is being inserted covering the provision for adjustment in amount of sales, rate
of gross profit etc. in view of change in wend (increase or decrease) in the current accounting year.
Mustration 14,13 :

From the following information, ascertain the claim of loss of profit insurance policy :

(i) Date of fire 291h March, accounting year ends on 31 st March, Indemnity period 6 moaths;
(ii) Covered Gross Profit Rs. Two lakhs; (iii) Net Profit plus all standing charges in the prior accounting
year Rs. 3.5 lakhs; (iv) Standing charges uninsured Rs. 65,000; (v) Sales during last accounting year
Rs. 8.8 lakhs; (i) Annual Sales just preceding the fire Rs, 9.20 lakhs; (vii) As a consequence of fire,
there was reduction in certain insured standing charges @ Rs. 35,000 per annum; (viii) Standard Sales
Rs. 3.70 lakhs; (ix) Increased costs of working during the indemnity period were Rs. 30,000; (x) Sak
in interruption period Rs. 2 lakhs, of this Rs. 70,000 was due to increased cost of working; (xi) Specid
circumstances stipulated, Inerease in Standard Sales 10% and in rate of gross profit 8%.

Solution :

(i) Caleulation of Short Sale :

[Standard Sales + 10% Increase — Sales during indemnity period)
Rs. 3,70,000 + 37,000 — Rs. 2,00,000 = Rs. 2,07,000

(i) Rate of G.B ; = et Profit + All Standin ~ Uniasored C x 100
Sales of last Accounting Year
= 35

o £,80,000 ® 100 = 32309% + 8% = 4039%
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(iii) Loss of Profit = Short Sale % Rate of Gross Profit
. = Rs. 207,000 ¢ 40.39% or Rs. B3, 607
(iv) Increased Working Cost : Least of the [u]iuw":ng:-
(a) Actual cost Rs. 30,000
(b) Gross Profit on Additional Sales or 4039% of Re

0000 = Bs, 28273
© Net Profit + Insured Standing Charges e :
Nﬂhﬂﬁl+ﬁl]5landing(3ha¢m ¥ Additional Cost
= Rs. 3,50,000 — 65,000
Rs. 3,50,000
Thus (c) being the least Rs. 24,429 will be allowed as claim for increased working cost. Out of

which Rs. 17,500, being saving in insured charges for 6 months will be substracted. The balance Rs
Mvdﬂhethemmtddﬂmfmhmwcdmrkhgmm. : o

Total claim = Claim for Profit + Claim for Increase Working Cost

= Rs. 83607 + 6,929 = Rs. 90,536
Average Clause :

(2) Adjusted Anoual Sales = Rs. 920,000 + 10% of 920000 = Rs. 10,12,000

(b} Insurable Amount of Policy = 40.3%% of Rs. 10,12,000 = Rs. 408747 while actual policy
taken for Rs. 2,00,000 only.

{c) Amount of Claim =

* 30,000 = Rs. 24,429

Amount of Policy o
G.P. on Adjusted Annual Sales ® (Loss of Profit + Increased Coat)

_ 200000 -
= 08747 X 905% = Rs. 44299

NMiustration 14.14 :

From the following information calculate amount of claim for consequential loss
(1) Financial year ends on 31st March .
(2) Fire occurs on December 1, following.
(3) Period of disruption : December 1 to March 31 .
(4) Period of indemnity : 6 months.
(5) Net Profit for previous financial year Rs. 40,000.
(6) Insured standing charges : Rs. 10,000.
(7) Uninsured standing charges : Rs. 6,000.
(8) Increase in the cost of working : R;:‘.*Tm
ing in i d standing charges : Rs. 700,
:ﬁ; Sﬂnduccdam 4 ?mmm: amid:fi l.hmﬁ:gh increased cost of working : Rs. 8,000,
jal ci ances' stipulated,
. ﬁﬁﬂmmr i_'STundn.rd and annual) : 105
{b) Increase in rate of Gross Profit : 8%
‘Turnover for the four months ending :

(12)
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March
st July J0th November st
Period :33; (Rs.) (Rs.)
90,000 80,000
I yr. (Rs. 70,000 30,000
1:!:1} mi} 60,000 N Lo

(13) Amount of Policy Rs. 50,000.
Solution : Computation of Claim for Loss of Profit
{i) Amount of Short Sales :

[R.UB.C.A. 2006, B.B.A, 2002

Sales during 15t December to March 31 (1 yr.) 80,000
Add : 10% Increase 8,000

Less : Sales during disruption period 30,000

Short Sale | 58000

(ii) Gross Profit Ratio : )
Net Profit + Insured Standing Expenses
- Sales =

40,000 + 10,000
= 70,000 + 90,000 + 80,000 = 2,430,000 < 100 or 2083%

Agreed rate of G.P 2083% + 8% or 2883%
(iiiy Loss of Profit :

Loss of Proft 28.83% on Rs. 58,000 (short sale) 16,721
Add : Additional Expenses (least of the following a, b or ¢) :

Total Amount of Claim

18321
(a) Actual additional expenses being Rs. 3,200 (Given)
or (b) Actual Additional Expenses x (Net Profit + Insured Standing Charges)
Net Profit + All Standing Charges
3,200 x (40,000 + 10,000)
=000 + 16000) = R 2851
nr[ﬂ}ﬁlmrc.dumdulmi.u.?ﬂﬁ%unﬁs.mhzm
Least of the above 2;;
Less : Saving in expenses 1,700
Additional Expenses 1,606
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(iv) -"‘tP‘P-“mum of ﬂ"m Clagse

(a) Sales for 12 months ending (date of fire) (Rs. ) Rs.
Add : 10% Increase (Standard & Aﬂnu::l{} BO000 + B0000 + 1,10,000) %
Adjosted Annual Sales Tj.m
(b) G.P. on adjusted annual sales @ 28 835 2“:9’233

Loss of Profit » Amount of Policy _ 1
G.P. on Adjusted Annual Sales

Mlustration 14,15 ;

From the following information, ascertain consequential loss claim

1. Financial year ends on 31st Mareh with sales of Rs. 4,00,000:

2. Date of fire Ist September following;

3. Period of interruption : 1st September 1o 1st February;

4. Indemnity Period : 6 months;

5. Net Profit Rs. 24,000 plus insured standing charges Rs. 48,000 = 13% Rate of Gross Profit;
6. Uninsured standing charges Rs. 4,000;
7. Sum insured Rs, 72,600,

8. Standard Turnover, i.e. for corresponding months (1st September 1o 1st February) in the
year preceding the fire Rs, 1,50,000;

9. Turnover in the period of interruption Rs. 45,000;
10, Annual turnover (Le. twelve months preceding the fire) Rs. 4,40,000;
11. Increase in the cost of working Bs. 8,000 with a saving of izsured standing charges Rs.

D or R 11588

3,000;
12. Reduced turnover avoided through increase in the cost of working Ra. 20,000
13. Special circumstances clause stipulated :
(a) Increase in Tarnover (Standing and ansual) 10°%

(b} Increase in rate of Gross Profit 2%. (BEA, 2004}
Solution :
(i Calculation of Short Sales :
Statement of Short Sale
Rs.
£ 1
Turnover in standard period : Mﬁ_m
Add - Increase of 109 as stipulated T
Adjusted Standard Turnover ‘ ‘
Less : Actual tumover during indemaity period Sfn

Amount of Short Sales 1,20,000
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14.2)
(i) Agreed Rate of Gross Profit = (187% + 29) = W%
(ili) Loss of Profit on Short Sales = 207% of Rs. 1,20000 = Rs. 24,000
(iv) Caleulation of Claim for Increased Working Cost :

Increase in Cost of Working = Rs, 8,000

Out of this amount of Rs. 8,000, only that part will be acceptable as claim which is lowgr of
{a) or (b) below :

(2) Additional Sales or Reduced Turnover avoided Rs. 20,000.

Gross Profit carned on additional sales = 209 of Rs. 20,000 = Rs. 4,000
. Net Profit + Insured Standing Charges
LR Net Profit + All Standing Charges
_ Rs.24,000 + 48,000

= 15000 s
Rs. 24,000 + 52,000 ~ 000 = 25500 X 8000 = Rs. 7,579

Out of (2) and (b), the amount of (a) is Rs. 4,000 is lower and will be acceptable.

Graoss claim for Increased Working Cost = Rs. 4,000 - 3,000 = Rs. 1,000,
%) Application of Average Clause ;

» Addifional Working Cost

Rs,
Total Sales for 12 months immediately before the date of fire 4,40,000
Add : 10% Increase 44 00
Total Adjusted Sales 4,84,000

Gross Profit @ 20% (New ratc) on Adjusted Sales

= |20 =
_[mmm]_hw

The estimated profit for the current i
have been taken. But insured amount

is only Rs. 72,600
. _ _Insured Amount
Thus, Fmﬂﬂmm-mmealew{lmmammdﬁuﬁthhm
Sales + Clam for increased Working Cost)
Rs.
= Rs. 72,600 25,000 (Rs. 24/000 + 1,000) = Rs. 18,750

Test CQhuestions

Very Short Questions & Answers : (Not exceeding 40 words)
1. Explain the meaning of Fire Insurance,
Ans, : Fire insurance is a contract of compensation. The contract is

usually for one year. It is the consideration for the promise of

for a specified period of time,
Company against the premium paid by the Insured.

tompensation by the Insurance

o
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Fll'-"!dﬂ'.lne faf . .
What is meant by salvaged spoc W

; : gomelimes, even after fire, SOme of fhe
g"ﬂl& ma

" partly which may be used afier some, g ;.

Stock’.
What do you mean by hvm# Clagse?

¥ be saved com

_ pletely and some be d
n therein. Such stocks arg l:nm'; a8 ‘m

mmmt# the lm which are iﬂ!‘lill'td under conse

aas. : The following losses may be convered under consequential Loss Policy ?
(i) Loss of profit that would have been earped

[l.i] Lﬂﬁi"'fl[ fixed ﬂpﬂlﬁﬂ "Il'hll:h are incurred even during closure period of Business,
(iii) Additional werking cost incurred in bringing the Business ia order
Q5. State two peints of difference between Consequential Loss Insurance and Fire Insurance.

Ans. : (i) Fire insurance covers capital losses, whereas consequential loss insurance covers revenue
losses only,
(i) Subject matter of fire insurance is Tangible Asscts, whereas under consequential loss
insurance, subject matter is Intantible Assets and covers carning capacity of a Business.
Q6. What is meant by "Short Sale’ under Loss of Profit Policy?

Ann.:'l"hﬁlumdmisuhmfusmhhssﬂsahsmmmd&mmuhingh:ﬂhmhncfﬂgm
It is the difference between the Standard Sales and the Actual Sales duning lndemnity Period.
Q7. What is meant by standing charges with reference to insurance claims.

Ans. : In every business certain expenses are of fived nature which are rot affected by increase or
decrease of production or sale. These expenses are required to be incurred 11-:1:.1:5.&;1."&}' even
when the business is closed for sometimes. Such expenscs are known as fixed or pcnc_nd Expenses,
for example, rent, rates, taxes, salarics, inlerest on loan ete. These are called standing charges.

08, What do you understand by Insured Charges?

f
of claim for fined expenses apart from the loss o
Ans. : Insurance company also Pl:ﬁl:c %Furmdwmsm”“i If oaly a part of such
profit. As such, the humwm Fmiﬂnmﬂf : fing charges is called insured standing expenses.
expenses is insured, tial loss Insurance.
sod wilh reference to conscquen :
09, Explain the “m,inﬁmw Fi ;dmn: which is generally specified in :b:lpﬂlf:r'. .1" other wc;r:
Ans, ; Indemnity period is m.: spcaﬁld in policy or actual period of dﬁlmatmh:m?hdmm .
it is the period of clam ;irmdiﬁpﬂljiluh‘“m“ﬂF"Ln ;
o nths ; ce-Versa
For example,if such perod ¥ P Hiloeation will b the period of ndeauity m:-“
less than 4 months, Hﬂfﬂ; calculated, while computing claim rﬂ;ﬁ:,::,?.:d.m
a. K & I V' Eh:
E;m' iy iy Mt of &?H has got a differcet meanicg “:::“ﬁﬁ:umd S1anding Charges' and
5. :;le term Gross Pr IH,H; Gross Profil means et
“ldll.'ls ACCOURS, 9
the rate is calculated & ik

quential Loss Pulicy.
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— %4 Explain the steps for computing the AMOUnt of claim yng -
= 0 ; Computation on of claim under Consequenyig i Fﬂlk: onsequential Loss Policy,
Rate of Gross Profit = -Mﬂm—mnﬂ—'—q;—u % 100 s step - 1 : Calculation of Short Sa1, . It is the lss of 53,
Adjusted Sales of Previous Accounting Ye account of fire during the period of dislocation, ® on account of fire resuliing on
Step - 2 ¢ Cﬂtlﬂuﬁmﬂh&a[ﬂmﬂ Profit '
Q11 What is meant by Adjusted Annual Sales, Net Profit + | ;
Ans. : Adjusted Annual Sales is the amount for which Insurance Policy should have takeq, It is Rate of Gross Profit on Sales = wwsﬂ“;nmswd Cb:au e 100
determined by applying the rate of gross profit to the turnover for just proceeding 12 month « Caleulation of Lo Previous Accounting Year
from the date of fire. Such amount of Sales be adjusted in terms of trend of Sales (increasing Step =32 o ! Prey
or decreasing) is called Adjusted Annual Sales, Loss of Profit = Short Sale x Rate of Gross Profiti
- Stock of the value of Rs. 2,00,000 has been insured for Rs. 1,50,000. The loss of stock by fire Step - 4 : It Average Clause is applicatiog
is estimated to the extent of Rs. 1.25,000. Find out the

amouni nrdalmﬂ‘anrng:nlauuh
applicable.

Amns, 93 751
: When Average clause is applicable :

Amount of Claim = Loss of Stock X Sum Insured

Walue of Stock on the date of fire

. l‘h-en-c:unedinlheshnpnlshﬂ Enmk.melhe&amglmbdw.Mmpulnhemmqr
claim when average clause is applicable :

Smnkmmtdmﬁﬁuﬂimﬁchmiumﬂfﬂﬁs.imm.Mﬂlthd

Raiﬂﬂmwuummmuﬂhﬂmw [Ans. : Rs. 2,40,000)

: Luﬁnfsludmﬂudluﬂl‘ﬂre-Smckunth:damnﬁ'uc-[ﬂbd:uwd + stocks salvaged
= Rs. 400000 — (30,000 + 50,000) = Rs. 320,000 ]

A tﬂcmm=lmufmn&xﬁm¢mnfy‘ﬂ

Amount of Claim = MM%__

Gross Profit on Adjusted Annual Sales
Adjusted Annual Sales or Insurable Amount

= Turnover for just preceding 12 months from the date of fire.

03 E:ph.in.ﬂunﬂhnﬂ'ﬂmmhgadahnrnrIusnrsmdulmwimm:ullire[usumm
Ans. : Computation of the Amount of Claim :

1. Determination of the value of stock burnt which might be either actual (if proper records
for stock are maintained) or estimated value (if records for stock are destroyed by fire).

2. Estimated value may be ascertained by preparing Memorandum Trading Account with the
help of available information from the books of accounts.

3. Value of Salvaged Stock : When some of the goods is saved and other part of goods partly

destroyed in rectificd, the sum of the values of above two is deducted from the value of stock
Value of Stock on the date of fire destroyed on the date of fire.
.3.11]’@;.;3.'@:“_”',“&“““,! 4. If Average Clause Applicable

Short Questions and Answers : (Not exceeding 80 words)
Q1. What is meant by consequential Loss Policy?
Ans. : Consequential Loss Insurance Policy

Incas:ufaﬁm,itdﬁlrwsnmuuly&tlmguh' le assets
ﬁ‘m.ilur:,:mar:him:udplm i

. Lossof Stock x Amount of Policy
Amount of Claim ="y - ofStock on the date of fire
Q4. “D'll'l'l!illmmlmlal;ethehhnfgrmpmﬂtlnrthtpurpns:nrlmmmclahnnnlnsm
Net Profit :

Ans, : Here by ‘gross profit’ means : Net Profit + Intured Standing Charges. So, the rate of gross

: profits otherwise that
are incurred due to fire - =
(i) Loss of Profit that would have been carned;

profit is ascertained as under : .
Net Profit + Insured L

100
Rate of Gross Profit on Sales = = C o 0ins Year's Sales (Adjusted)

(ii) Loss of fixed expenses which are incy

d turnover relate to the last
figures relating insured standing charges an . !
- ;J:mﬂ Pﬂlﬂ'&- i el E::“plﬂ, the amdounl of total sales of pmﬂgm w
E:I:dm Im:;sht.ﬁﬂ.m the net profit Rs. 3,40,000 and t anding
v g e be:
charges Rs. 70,000; the rate of gross profit would

0000 .. 100 = 50.93%
_Rs. 340,000 F BEC .
Rs. 7,00,000 + 105,000
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In Case of Net Loss : The rate of gmspmﬁlslwﬂbtd:lermiﬂﬂd as under :

- Insurcd Standing Charges — l:*lnl Loss . 100
Accounting Year Sales (Adjusted)
If all the standing charges are not insured, the amount of net loss will have to be reduced as
under :
Net Loss x Insured Standing Charges
All Standing Charges

(5. Distinguish Between Consequential Loss Insurance and Fire Insurance.
Ans. : Difference between Consequential Loss Insurance and Fire Insurance
The points of difference between ‘consequential loss insurance’ and ‘fire insurance” are as under :

(1) The fire insurance covers capital losses whereas consequential loss insurance covers revenue
losses.

(2) The subject matter of fire insurance is tangible assets which covers stock, building, furniture,
machine and plant etc. whereas under consequential loss insurance it is intangible and
covers the eaming capacity of the business.

(3) The fire insurance protects the insured against the losses of stocks etc., whereas the
consequential loss insurance provides protection against Trading Losses arising due to
closure of business activities also.

Q6. Find out the amount of insurance claim (rom the data given below :

Stock of Goods Rs. 200,000 3/4 th of which destroyed by fire.

(a) Sum insured Rs. 2,00,000

(b) Sum insured Rs. 160,000 without average clause.

(c) Sum insured Rs. 100000 without average clause,  [Ans. : (a) Actual Loss Rs. 1,50,000,
(b) Actual Loss Rs. 1,350,000, {¢) Sum insured B. 1,20,000]
Ans, : Computation of Claim

Loss of Stock =3/4 of Rs. 200,000 or Rs. 1,50,000

(a) Since the stock is fully insured, the amount of the claim would be actual loss i.e. Rs. 1,50,000.

(b) In case of under insurance without average clause, the amount of claim is restricted to
actual loss or sum assured, which ever is less, Thus here actual loss is Rs. 1,50,000 and sum
insured Rs. 1,60,000, the amount of claim will be Rs. 1,50,000,

(c) When Average clause is applicable.

Aciual Loss % Sum Insured
Value of Stock on the date of fire
1,50,000 > 1,60,000
200,000

Essay Type or Long Answers Questions :

1. What poinis are taken into consideration while calculating claim for loss of stock in case Of
fire insurance. Explain with the help of an example. (See page nps. 14.1 and 14.2)
2.  What is ‘Conscquential loss policy'? How is the claim caleulated under (his policy?

[R.U. B.C.A., 2008, 2006]

Amount of Claim =

= Rs. 1,20,000
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3. What is meant by ‘Consequential Loss pyjj .
i Vi : icy'? Which factors infl :
claim under this policy? Explain the procedure for calculation c]ﬂ;n?: I':;: as;:crla!.l_nmmt "
(See page nps. 14.10, 14.11, 14.12) SR

4. Write explanatory notes on the following : [RU.B.C.A. 2004]
(i) Average clause (Sec page 14.6) (i) Claim
& : for Increased Cost  (See 14
(iii) :ﬂhm'd&‘-'d ;ﬂjﬁ (See page 14.11) (iv) Indemnity Period (See ;P.':: 14‘:__:;}
(iv) Salvaged Stock  (See page 14.12) (1) Gross Profit Ratio s 14 =

MNumerical Questions

1 2015, and a considerabi

the stock was destroyed. The valumflhutuckmedmks.ﬂm.ﬁehwhdi:d::sm
unhthpril.ﬂld,thmimcsﬂluzdalﬂs.ﬂ.ﬁw, purchases to the date of the fire
amounted to Rs. 2,09,880 and sales 1o Rs. 3,13,000.

On investigation, it was found that during
ﬁapmﬂmmmm:mmmpmﬂlmmrmlﬁwlii

wummmm;mtm&mmwu Mr. Ram should elaim from
ﬁehﬁlmmmmmpmdmkdﬁwm&nrdamdh;mnu [Ans. : Rs. 39,630

Ans, : Memorandum Trading Account of Mr. Ram
as on the Date of Fire
) Rs, Rs,
To Opening Stock 73,500 |By Sales | 313,000
To Purchases 209880 |By Stock (estimated) | 48630
To Gross Profit (Balancing figure) !
{25% on Rs. 3,13,000) 18,250
361,630 361,630

Amount of Claim = Estimated Value of Stock - Stock Salvaged
= Rs. 48,630 - 9,000 or Rs. 39,630

2. X Ltd. closed their books every year on 31st March. On 30th April, 2015 their premises and

stock were totally destroyed by fire. From the books of account and other records thal were
saved, the following information is available. The stock at hand has always been valued at
105 less than cost.

Particulars 01213 | 201314 | 201415 | 142015 to
3042015
Rs. Rs. Rs. Rs.

pening Stock as valued 270900 | 324000 | 360,000 [ 3,69,000
gumhuﬁ less Returns 749,000 | 800,000 | 810,000 0,000
Sales less Returns 12,00,000 | 1320000 | 14,00,000 1,20,000
Wages 174,000 1,590,000 2,089,000 - 20,000
Closing Stock as valued 324000 | 360000 | 365,000 -

bmizsion { Ihc[usmnuﬂumguyissuppnﬂni@ndﬁmfmlm;
?ﬁﬂﬂﬂmim o s | Ams. ; Average Profit 28%, Claim Rs. 4,03,600]
ock.
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Ans. : Trading Account for three years ending 31st March, 2015
Particulars | 2012-13 | 2013-14 | 201415 | Particulars Wg'ﬂ mﬁ‘” 201445
Rs. Rs. Rs. - : Rs,
To Opening Stock By Sales (Net) |12,00,000 |13,20,000 |14,00,0py
(Value %100) +90| 3,01,000 | 3,60,000 | 4,00,000 By Stock
To Purchases (Net) | 7,49,000 | 800,000 a.mmur (Closing) | 3,60,000 | 4,00,000 | 4,105
To Wages 1,74,000 | 1,90,000 | 2,09,000 | Value X 100
To Gross Frofit b/d | 3,36,000 | 3,70,000 | 3,91,000 90
15,60,000 |17,20,000 |18,10,000 15,60,000 |17,20,000 |18,10,009

Percentage of Gross Mt:ﬁrﬁl}lizyﬁﬁxm = 28%

Rs. 3,70,000

For 2013-14 : 1320000 x 100 = 28.03%
. Rs.3.91,000 -
For 201415 ; “Lr o™ X 100 = 27.93%
Average Comes to = _28%
Memorandum Trading Account
Rs. Rs.
To Opening Stock By Sales (Net) 1,20,000
Rs. (3,69,000 x 100) + 90 4,10,000 | By Stock (Estimated Value of 4,03,600
To Purchases 60,000 | Closing Stock) burnt by Fire
To Wages 20,000
To Gross Profit (Estimated)
(28% of Rs. 1,20,000) 33,600
5,23,600 523,600

Amoun! of Claim = Rs. 403,600

Q3. On 3rd July, 2015 a fire occurred in the premises of Mfs Joy &
Com resulting in part
destruction of Stock of goods and furniture. Stock having cost of Rs, Iﬂ;ﬁuﬂ furniture RS.

Tmmn:smkanﬂhmimumimmzdagaimﬁntnmmmﬁm
lowing :

Stock Rs. 1,40,000 and Furniture Rs. 25,000,
The following details are obtained from their books and records :
(1) Balances as per last Balance Sheet (31.3.2015) (i) Stock I Furniture and
Rs. 30,000, Creditors for goods Rs. 10,000, K o ks
(2) ';h:;nm:ﬁm from April 1, 2015 to July 3, 2015 -
i) Payment to Creditors Rs. 62,000, (it) Retum outwards 2,000, (iii imwards
. Rs. 6,500. (iv) Sales Rs. 1,10,000. pk i

{3) Unpaid Creditors for goods on 3rd July, 2015 Rs. 8,000

1 R :
All Sales were made at a Profit of 33:% on selling price, There were o other purchases and
Sales. Draw up a statement of claim for loss of stock ang furniture on the basis of above 3%
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Ans. : In this problem all relevant data are given

Account will be propared as under : T o Of Pirchases S0 total creditors

Total Creditors Aceount
To Cash Payment - R
oo aymn 62,000 | By Balance bid | 10,000
- Balu.ms 2;: 2,000 | By Purchases Afc 62,000
ance & : (Balancing Figure)

(unpaid creditors) 8,000 |

72,000 72,000
Memorandum Trading Account upto the date of Fire

_ Rs. I Rs.

To Opening Stock 1,20,000 | By Sales 1,10,000 |
To Purchases 62,000 | Less : Return in, 6,500 | 1,03,500
To Gross Profit 1/3 x Sales 34500 | By Estimated Value of Stock Burat | 1,13,000
216,500 | 2,16,500

Claim for Stock : Rs. 1,13,000 - Salvaged Stock Rs. 20,000 = Rs. 93,000
Average Clause not applicable since the amount of Policy Rs. 1,40,000 is greater than its value.
Amount of Claim for Furniture = Rs. 25,000 — Furniture Salvaged Rs. 5000 = Rs. 20,000
Thus total claim = Rs. 93,000 (Stock) + Rs. 20,000 (Furniture),

Q.4. Fire occurred in the premises of Shri Ram on August Ist, 2015 and the stock was destroyed.
The following information was available : Rs.

Purchases for the ended 315t March, 2015 2,88, 000
Sales for the year ended 31st March, 2015 11,60,000
Purchases from April 1 to date of fire 1EZ,000
Sales from April 1 to date of fire 240,000
Stock Opening as on 1st April, 2014 1,44,000
Stock Closing as anz?ilslli;luch. 015 iﬁ%
m ﬂ wﬁpﬁﬁ to date of fire 18,000

veged i loss by fire. There
Sal M?&.ﬂﬂﬂmdnpﬂmmmfurhlla@mm@r L
\snr:pra:ﬂiminlh:ﬁmlovﬂmsmdutmstlmlﬂ%,hutlhumdmununwda.ndﬂmk
m3mMmd:.m15wu\ﬂuudatmﬂ%.l —

ulate the amount of claim to be submiited to Insurance ]
ﬁ::l'."t'::ussPmﬁlin.‘zﬂ.':d-l.ﬁRLMlﬂMudntcm.UﬂmuECImmgMdmmmm

228,000. Amount of Claim Rs. 1,78,070.
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March, 2015
Ans, : Trading Account for the year ended 31st
; Rs. Rs,
To Opening Stock By Sales 11,560,000
Rs. (1,44,000 x 100) + 90 160,000 | By Closing Stock - 2,20,000
To Purchases §,88,000 ¥ —
To Wages 100,000 242000 X 119
To Gross Profit for the year 2,32,000 PE——
13,80,000 13,80,000
000
Percentage of Gross Profil on Sales = 1—21%:“—”1 100 = 20%
Memorandum Trading Account up to Date of Fire
Rs. Rs.
To Opening Stock 220,000 | By Sales 1 2,40,000
To Purchases 1,82,000 | By Estimated Value of stock on the | 2,28,000
To Wages 18,000 date of fire
To Gross Profit being
20% on 2,40,000 48,000
ASIN 4,68,000

Loss of Stock = Rs. 228000 - 25,000 = Rs. 2,03,000

Policy taken for Rs. 2,00,000 being less than estimated value of Stock on the date of fire.
Applying Average Clause

Loss of Stock x Amount of Policy _ 2,03,000 x 2,00,000

Amount of Claim =

Value of Stock

= X000 . p. 1 788m0

28

2,283,000

Q5. On 30th September 2015, the premises of Joy Traders was destroyed by fire and from their
records available, the following information is obiained : Rs

Stock (1.4.2014) Rs. 1,00,000 and on 31.3.2015

Purchases during the year 2014-15
Sales during the year 2004-15

Purchases from 1-4-14 1o the date of fire

Sales from 1-4-15 o the date of fire

3,60,000

In valuing closing stock of 2014-15 Rs. 8,000 were written off whose Parl
- ] cost was Rs. 7400.
of this stock was sold during 2014-15 at a profit of Rs. 400 the coet of which was Rs. 5000

The value of stock salvaged was Rs. 10,450, The
particulars, prepare the statement of insurance

applying average clause.

Ans. : Gross Profit Rate 25%, Closing Stock normal Rs, 1

policy was taken for Rs. 1,00,000. From thes®
claim to be submitted to insurance

24,650 + Rs. 2,400 abnormal

= Rs. 1,27,050. Claim after applying average clause Rs, 91,775
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AnS. : Trading A
B Account for the year ended 315t March, 2015
To Opening Stock R By Sal Rs.
To Purchuscs 100,000 | By Clog et
ross Profit ¢/d 478000 | Add D;ﬂrgﬂﬂck ~1,20,000 | 1,28,000
150000 | e |
7,28,000
| 7.28,000
Rate of Gross Profit on Sales = -O:-F.
s Sales X 100
= 600000 > 100 or 25%
Memorandum Trading Account on the date of Fire
Pa
rticulars P':E?l Abnor- | Total Particulars | Normal | Aboor- | Total
Imal items items | mal | items
bems items
To Opening Stock mn;}u 7460 12800 By Sal =3 0000
g s 33600 5400
E Purdu:fsal; 2,70,000 e 2,70,000 |By Closing I ?
Proks = 00|  Stock ;
To Gross Profit (Blancing mm! ]
25%0n Rs. 3,54,600 | 88,650 — | 8865 figure) ,
479250 7800 487,050 47250 | 7800 | 457,050
Thus, Loss of Stock ; Normal items + Abnormal items Rs
= Rs. 134650 + 240 0r . 1,27,050
Less goods salvaged 10,450
1,16,600

Claim on the basis of Average Clause
_ Amount of Claim x Policy taken
" Closing Stock on the date of fire

_ 116,600 x_1,00,000
= 1,27,050 or Rs. 91,775
(.6. PCT Litd. has decided to arrange for a loss of profit insurance, and you are asked to compute
the sum for insurance from the following figures for the last financial year. It is anticipated
that for the current financial year turnover will increase by 10% and that all standing charges

will remain unchanged :
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Profit and Loss Account
for last Financial year P
Es.
20,00,000
\F";i‘alhlt E-‘Pm“ﬁ 12,00,000 shalﬁ|m on Investments 40,000
Wage of skilled employees and
s.u?f:im of administrative staff 3,00,000
Depreciation of Fixed Assets 90,000
Insurance Premiums 10,000
Audit Fees 4,000
Directors’ Fees 4,000
Travelling Expenses 40,000
Postage and Telephones 3,000
Trade Subscriptions 1,000
Rent, Rates and Taxes 30,000
Met Profit 3,538,000
20,40,000 20,40,000

[ Ans : Net Profit Rs. 3,98,000 + Fixed Expenses Rs. 482,000 = Rs. 8,80,000]

Year's Sales

Add: Increasing Trend 109

Less : Last year's Variable Expenses
10%% Increase

Gross Profit for Current Year
Less : Fixed Expenses remaining the same as during last years. 3,00,000 +
90,000 + 10,000 + 4,000 + 4,000 + 40,000 + 3,000 + 1,000 + 30,000)
Net Operating Profit for current year
Amount of consequential Loss Policy
Net operating Profit
Add : Fixed or Standing Charges
Amount to be Insured or Insurable Amount

Q.7. From the following particulars ascertain the claim under a

: Joss :
(a) Amm:l arc prepared on 31st March, The net profit for m"‘“ﬂﬂ'“ g mdmad ElslmlMarﬂh 2015
amounted (o Rs, 65,000 afier sting fixnd (i : Sﬂr-!-
for the year ended 315t March,d’:;ﬁ?“m Rimiﬂll:h‘-d} mﬂm totalling Rs. 75,000
September 1, 2015 and affected sales for four i

Sales for four ;
(c) fa mnmfmths ending December 31, 2015 and 2014 were respectively Rs. 3,00,000

(d) nepuﬁqrwﬁﬂ&lmmthmmﬂnhmmdhgwmm 2015 were Rs. 200000
[Ans. : Rate of G.F. 12.5% Short Sale Rs. 2,60,000, Loss of Profit Rs...‘ﬂ,ﬂlll
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Ans. : (i) Calculation of Short Sale
Sale during 4 months ending December a1, 2014 3 e
Less : Actual Sales during period of dislocation :gm
Amount of Short Sale -
(ii) Calculation of Rate of Gross Profit on Sales =

Gross Profit = Net Profit + lasured Standing Charges
= Rs. 65000 + Rs. 75,000 = Rs. 1.40,000

Rate of Gross Profit on Sales — 2r0ss Profit
Sales
_Rs.1

(ili) Calculation of Loss or Profit on Short Sale
Loss of Profit = Rate of G.P. x Shart Sale
= 12.5% of Rs. 2,60,000 or Rs,
(iv) Application of Average Clause
Sale for 12 months immediately preceding the date of fire = Rs. 30,00,000 (Given)
Insurabale Amount = 12.5% on Rs. 30,00,000 or Rs. 3,75,000

Allowable Claim = Loss of Profit on Short Insured Amount (Policy)
= L Insurable Amount

¥ 100

000

3-.-7?.“]} or Rs. 26,000

. Find out the Amount of claim for Loss of Profit for the following information assuming an

upward trend of 10% in the Business of Modi Sons :
(i) Indemnity Period : 6 months and Policy Value Rs. 6,00,000
(ii) Date of firc 1 - 4- 2015, dislocation period upto 1-8-2015
(ii) Sales for the year 2014-15 was Rs. 24,00,000 and Net Profit for the year was Rs. 260,000,
(iv) Standing Charges for the year 2014-15 Rs. 3,40,000 fully Insured.
{v) Sales from l-é_—ﬂllllm 31-3-2015 amounted to Rs. 32,00,000 and from 1-4-2015 to 31-7-2015
Rs. 3,00,000 and from 1-4-2014 (o 31-7-2014 Rs. 10,00,000.
Ans. : Short Sale Rs. 800,000, GP Rate 25%
Loss of Profit Rs. 200,000, Claim Rs. 1,36,364.

From the following particulars relating to a Merchant, prepare a claim for loss of profit under
the Consequential Loss Policy :

Date of fire ... 30th June, 2015 Rs.
Period of indemnity six months

Sum insured 40,000
Tarnover for the year ended 30th June, 2015 200,000
Net profit for the accounting year ending 31st March, 2015 ﬂ

Standing charges for the accourting year ending 31st March, 2015
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Q.10.

QL

Q.12

—._________‘J_-!_ia‘
Turnover for the year ending 31st March, 2015 190y, |
Turnover for the indemnity period from 1.7.2015 to the date of fire OV
Turnover for the period from 172014 10 3L.12.2014 1,109
Tht'tmnmrer of the year 2014-2015 had shown tendency of increase by 10% over

mﬁ'ﬂlh ]

: Short Sale Rs. 65,000, Rate of G.P. 20,719 Loss of Profit Rs. 41414, Claimm Rs. 13,0
I:lint:Q.Na.sandﬂmay'ucmlmdinlhcﬁglunlﬂnhnlnumﬂ.rh.?thﬁbnm
(i) Additional Working Expenses During Period of Indemnity Rs. 4,000,
(if) Additional Sales during the period of Indemnity Rs. 55,000,
(iii) Net Profit + Al Standing charges Rs. 35,000,

(iv) Met Profit + Insured Standing Charges Rs. 30,000

(¥} Saving in Insured Standing Charpes Rs. 700
(vi} Rate of Gross Profit being 10% on Sales

Calculate the gross amount of claim h;umuumumﬂwmuqmmmm

disTormation,
Ans. Least of the following Less Saving in Tnsured Standing Charges shall be the amount of
Claim '

Ans,

() Rs. 4,000 {Actual additional working expenses)

(b) Rs. 55000 x 10% = Rs. 5,500 (Rate of GP » Short Sale avoided through increased cogy
of working).

(€)Rs. 4,000 x %% = Rs. 3,429, Amount calculated by the formuila

Met Profit Insured Standi s 2

Net Profit x All Standing Chacges - *Jditional Working Expenst
50 least of the above threc amounts = Rs. 3429,
Msm;mmtnlmaﬁmfnrﬁwﬁmﬂwmmmwﬁqm-h
3429 - 700 or Rs. 2,729.
On 31st May, 2015 a fire damaged the premises of Shyam Bros, and the business of the
company was disorganised until 31st August, 2015, The firm is insured under a loss of proft |
policy for Rs. 220,000 with six month's period of indemnity,
The firm's accounts for the financial year ended 31st March, 2015 showed a turnover of Rs-
14,00,000 with net profit of Rs. 1,60,000; the standing charges covered under insurance and
debited in the accounts amounted to Rs, 4,00,000. The turnover for the twelve months eaded
31:“Mn}!,![llimm.lﬁmmﬂngw:pﬂindddhluﬂﬂmﬂmk.lm.m“;
during the corresponding period in the preceding year it was Rs. 3,40,000. A sum of Bs. %
mnpenthmduuthttﬂ'adnl’ﬂuInn.b::tu::!;n;;:uﬁqﬂmdlmw“

fire. re the clalm to be su urance company

;::I.l; u.‘:hon sm 1,80,000, Rate of G.F. 40%, Loss of Profit Rs. 72,000, Increased Cost B
44,800, Amount of Claim Rs. 97,333.]

From the rnllnwi.u? particulars of Rohan & Company determine the amount of claim und
a loss of profit policy :

_ i 4 months
Idemnity period
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Date of fire 1-4-2015
Dislocation continued up to 1-8-2015
Sum insured 12,00,000
Sales for the last accounting year 48,00,000
Met profit for the last accounting year 6,850,000
Standing charges for the last accounting year all insured 5,20,000
Sales for the period of disloeation 1-4-2015 1o 1-8-2015 6,00,000)
Sales for the year 1-4-2014 to 31-3-2015 64,00,000

Sales for the corresponding period in the preceding year or 1-4-2014 to 1-8-2015 20,00,000
The policy contains ‘special circumstances clause’ which stipulates for increase of turnover
(standard and annual) by 109 as there iz an upward irend in the business,

[Ans. : Short Sale Rs, 16,00,000, G.P. Ratin 25% Loss of Profit Rs. 4,00,000, Claim Rs. 272727
Hint for solution : Q. No. 11 and 12 may be solved afier learning lustration 14.12 and 14,13,

From the following information, calculate o consequential loss claim :
1. Financial year ends on 315t March

an:m:uanr.mburlfulmring.

3. Period of disruption : December 1 to March 1.
4. Period of Indemnity : 6 months

5. Net Profit for previous financial year : Rs. 20,000
6. Insured Standing charges : Rs. 30,000,

7. Uninsured Standing Charges Rs. 6,000
B.hmu:inlh:mtulwmking: Rs. 4,200

9. Saving in Insured Standing Charges Rs. 1,200,
10. Badumdmmwrawmumhmmdmormrﬁngh 10,000,
11. "Special circumstances clayee® stipulated :

(a) Increase in turnover {Slamlnrdindﬁnnual}: 2058

(k) Increase in rate of Gross Profit - 59
ETh:mrforthr.lmrmmuhs:nding:

st July 3th Movemer 315t March
First Year . R, 40,000 0,000 70,000
Second Year Rs. 60,000 1,10,000 20,000

13. Sum Insured : Bs, 64,800,
() Calculation of Short Sales :

Statement of Short Turnover Rs
Sales during the same period last year TEI'.II-I:]
Add : 209 Increase

14,000
84,000
20,000

Adjusted Sales
Less : Sales during disruption period

Amount of Short Sales
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(ii) Gross Profit Ratio :

. Net Profit plus Insured Standing Charges . 45907
Formula : Sales for the last financial year

_ 20,000 + 30,000 _ 50,000 = 25% for last year
= S 00,000 ijw_Z,ﬂﬂ,ﬂﬂﬂx 100

Agreed rate of Gross Profit for this year = 25% + 5% = 30%.
(iii)  Claim for loss of profit on short sales = 30% of Rs. 64,000 = Rs. 19,200

(iv) Claim for additional Cost of Working :
Additional Cost of Working = Rs. 4,200.

. Out of this amount of Rs. 4,200, that part will be acceptable as claim which is lower out of (a)
or (b) below :

(a) Reduced turnover avoided Rs. 10,000 =
Gross Profit earned on these sales = 30% of Rs. 10,000 = Rs. 3,000

. Net Profit + Insured Standing Charges e ;
(b) Formula : Net Proit + All Standing Charges X Additional Working Cost

20,000 + 30,000 _ 50,000 o
T 4,200 = 56,000 X 4,200 =-Rs. 3,750

Out of above (a) and (b), the amount in (a) i.e. Rs. 3,000 is lower. Hence, this amount will be
acceptable as claim.

Gross Claim for increased working cost
; = Rs. 3,000 - Rs. 1,200 = Rs. 1,800.
(v) Application of Average Clause :
Total Sales for 12 months immediately before the date of fire i.e.

Rs. (1,10,000 + 60,000 + 70,000) Rs.
Add : 20% increase _ 2,40,000

Total Adjusted Sales ﬂ.ﬂ_{]
Gross Profit on Adjusted Sales = 30 X 2,838,000 M

100 1 — Rs.86,400,
The Trader should have insured for Rs. 86,400 while the insured am

ount is only Rs. 64,800
So, Final clalm = Insured Amount )

Insurable Amount el
or Final claim = ‘:ﬁ X (19,200 + Rs .1,800)
or Final claim = 64,800 . 21,000

86,400 R = Rs. 15,750

Note : In the question the first year menas the preceding year of th
8

the current year of fire.

E fire while the second year

L1
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Note- Students are advice (o mateh this syllabus and pattern with the
syllabus available at university websit

Question Paper pattern for Main University Kxamination
Max. Marks : 100 Time: Three Hours
Part - | (Very Short Answer) consists 10 questions of two mark
cach with two questions from each unit. Maximum limit for each
question 1s upto 20 words.
Part - 11 (Short Answer) consists 5 questions of four marks each
with one question from each unit. Maximum limit for each question
is upto 80 marks.
Part - 11 (Long Answer) consists 5 questions of twelve marks each
with one question from each unit with internal choice.

BCA201 : Business Accounting

UNIT-I
Basics of Book-keeping and Accounting : Financial Accounting:
Definition, Scope and Objective of Financial Accounting. Users of
accounting information, Limitations of Financial Accounting. Financial
Accounting Principles, Concepts and Conventions.

UNIT-II
System of Book-keeping : Accounting Process, Double Entry
System, Books of Prime Entry, Subsidiary Books, Recording of Cash
and Bank Transactions.

' UNIT-III

Ledger Accounts : Preparation of Ledger Accounts, Bank
Reconcillation Statements, Preparation of Trial Balance,
Depreciation Accounting : Meaning, Need and Importance of
~ depreciation, Straight Line and Diminishing Balance method,
computation and Accounting Statement of Depreciation, change in
Depreciation method. Provisions & Reserves, Reftification of Errors.

UNIT-1V
Final Accounts : Opening and Closing Entries, Trading, Profit and
Loss Accounts and Balance Sheet.

UNIT-V
Final Accounts with Adjustments : Adjustments of Dividends,
Drawings, Outstanading Incomes and Expenses, Depreciation. Tax
Liabilities, Insurance Claims for loss of Stock and Loss of Profit.

QQQ



" Business Accounting

PART-]
Q.1. (a) Define Book-keeping.
(b) Name any two limitations of Accounting,
(c) Mention any two features of Double. Entry System,
(d) Give names of any two Subsidiary Books.

(¢) In which method of Depreciation, the balance of Asset account

will never be Zero?

(f) State any two objectives of preparing Trial Balance.
(2) What is shown by the Trading Account?

(h) What do you mean by Marshalling of Balance Sheet?

(1) T 18,000 received as commission during the Financial year 2017-
18 of which one-third relates to next year. Pass necessary adjustment

entry.

Policy?
PART-II

EXAMINATION-2019 E |
| |
—'——\. -

(i) What do you mean by Indemnity Period under loss of Profit =!

Q.2. (a) Mention the names of any four External users along with |

Areas of interest of Accounting Information.
(b) Explain the process of Accounting,
(c) Distinguish between Provisions and Reserves,

(d) What do you understand by closing entries and where
recorded?

they are |

(€) Stock on the date of fire ¥ 3,20,000: stock saved ¥ 44,800 stock l
salvaged ¥ 41,600 and stock insured for ¥ 2,40,000. Ascertain the f

amount of claim,

|
!
¥

A-5
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' PART-II o
Q3. Define *Accounting'. How does it differ from Dok Keeping?
Describe the objectives of Accounting

_OR
Write Explanatory notes on;
(i) The Going Concern Concept
(ii) Business Entity Concept
(iii) Convention of Disclosure
(iv) Convention of Conservatism .
Q.4. Write short notes on the following:
(i) Journal Proper
(ii) Contra Entries in three Column Cash Book
(iii) Imprest system of Petty Cash Book
OR
Journalise the following transaction in the books of Sharma Bros
2019  Jan 1 Started business with cash ¥ 3,00,000;
goods worth ¥ 80,000 and Furniture worth 2 80,000
Deposited in bank ¥ 40,000
Bought goods from P Bros. on credit Z 60,000
Sold goods to Goyal Bros. on credit Z 70,000
Received T 4000 from travelling salesman for goods
sold by him afier deducting travelling exp. T 200
Drew a cheque of T 800 for Personal use
Paid to P Bros. by cheque at 5% discount
Goyal Bros. gave cheque; deposited in Bank ¥ 70,000
Paid salary ¥ 4000 and rent ¥ 2500 to Mohan
Bank intimates that cheque of Goyal Bros. has been
returned unpaid
Jan 31 Depreciation charged on furniture @ 10% Pa.
Q.5. X Co. Ltd purchased a plant for ¥ 2,00,000 on 1-4-14, It was

Jan 2
Jan 3
Jan 5
Jan 10

Jan 15
Jan 18
Jan 20
Jan 25
Jan 28

- charging depreciation at 10% p.a. according to the Fixed Instalment

Method. o
On Ist April, 2018 it was decided to change the method of depreciation

from Fixed Instalment Method Diminishing Balance Method we.f 1-
4-14, the rate of depreciation was to be 12% p.a. You are required
to prepare the plant Account for four years upto the end of 3lst
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“:1-:“- the accuracy of accounting books’ What are the CTrorg

mch do not affect the agreement of Trial balance?
WwWilh 1

ey d Closing Entrics

Oncaing Fnines and Closing intries
:::; l‘“.t;ﬁl and 1 oss account and Balancé Sheet

OR

What do vou mean by Final Accounts? why they are prepared
Preparc 3 Trading Account by taking imaginary figures.
0 A Fire bro.c out on 9" February 2019, in the premises of Suvidha
Readvmade garments business. All the stock was bumt except of 3
32 0 From the following figures calculate the clain amount under
Joss of stack policy.

4
Goods m the shop on 1st April, 2017 3.80,000
Purchases during 2017-18 16,60,000
Purchases returns during 2017-18 10,000
Sales less returns during 2017-18 20,00,000
Value of goods on 31st March, 2018 2,37,500

Purchases less retums since 1st April, 2018 to the date of Fire 9,50,000 E;
Saled less returns since st April, 2018 to the date of Fire 12,10,000 |

It was the practice in the business to value stock at cost less 5%

Earh m April, 2018 selling prices were raised by 10% Stock was
msured for T 1,80,000.

OR
How will you deal with the following items in final accounts?
(2) Depreciation
(b} Dividends
(¢) Oustanding cxpenses
(d) Tax Lisbihises

“I« the agreement of Thal balance a conclusiye |

Business Accounting

Very Short Type Questions & Answers

Q.1.

Ans.

Q.2.

Ans.

Q.J.

Ans,

QA.

Ans,
Q!s!

Ans.

Q.6.

Ans.

i+ Q.T.

Ans.

Q...
Ans.

Define Book-Keeping.

Book keepingis the science and art of recording correctly
in the books of accounts all those business transactions
that result in the transfer of money or money s worth.
Name any two limitations of accounting.

(1) Accounting ignores the effect of price level changes
(i) Accounting ignores the qualitative clements
Mention any two features of Double Entry System.
() It recogmizes two fold aspect of every transaction.
(i1) In this system, onc aspect is debited and the other
aspect is credited following the rules of debnt
and credit.

Give name of any two subsidary books.

(1) Purchase book (1) Cash book

In which method of depreciation, the balance of asset
account will never zero.

Vendor written down value method of depreciation, the
balance of asset account will never zero

State any two objectives of preparing trial balance.
(i) To ascertain the arithmetical accuracy of the ledger
accounts.

(ii) To help in the detection or locaton of errors

(ii1) For the preparation of final accounts.

What is shown by the Trading Account?

Gross profit or Gross Loss s shown by the Trading
Account.

What do you mean by marshalling of Balance-Sheet?
Marshalling is the arrangement of various assets and

liabilities in a proper order Marshalling can be done by
the following two ways:

(1) In the order of liquidity (11) In the order of permanence
e ot . o i |
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Ans.

Q.10.
Ans.

Q.11.

Ans.

0112.
Ans.

@
(@)

Q.13.
Ans.

(0]
(1)
(1)
(iv)

Ans.

Q.14.

Parth One Week Se’ies

( Rs 18,000 received as commission during ¢h,

2> L) vear 2017-18 of which one third relates ¢,
:-:I:':::t '}'ur. Pass adjustment entry.
Commission received A/C o
To Unearned Commission A/C
(Being 1/3 commission reoeived.in advance)
What do you mean by Indemnity Period under losg
HTad
ﬁﬁwpﬂ;‘%dmﬂﬂy is the length of time for which

Dr 6,000
6,000

benefits are payable under an insmance.poli.cy. It 15 also |
used to denote the time period for which indemnity or |

compensation is payable under a business ‘iﬂterrl,lpﬁm
policy. _ ,

What is Accounting ?

Accounting :-

Accounting is a systematic Process of identifying, measuring, |
recording, classifying, summarising, interpreting and
communicating financial information. Since accounting is a |
medium of Communication, it .is called the language of

business. ‘
State any two objectives of financeial accounting.
Two objectives of financial accounting are as follows:-

Record finaricial transactions and events of the organisation
in the books of accounts in a systematic manner following the |

Principles of accountancy. g
Determine the financial Performance i.e. Profit eamed or
loss incurred for the accounting period and financial position
of the business.

What are different types of Cash Book?

Cash Book may be of four types as follows : -

Simple Cash Book or Single Column Cash Book

Double Column Cash Book (having Cash and Bank Columns) |

Triple/Three Column Cash Book (having discount, Cash &
Bank Columns)
Petty Cash Book.

What is Cash Discount? i

Cash discount is the rebate allowed by the seller of goods or
by the provider of service in order to motivate the customer
to pay off due amount within a specified time. It is an |

Business Accounting 3

Q!ISI
Ans.

Q.16.
Ans.
@

(ii)

QAT

Ans.
@
(i)

expresses for the seller of service provider -aflowing the
discount and income for the customer receiving cash discount.
It is recorded in the books of both the parties.

What is meant by Bank Overdraft?

Bank overdraft is a flexible borrowing facility on a bank
current account which is repayable on demand. It means the
firm can overdraw from its bank upto the limit allowed by
the bank. Amount withdrawn in excess of its own money in
the bank is known as a Bank overdraft.

State any two characteristics of Trial Balance.

Two characteristics of Trial Balance are as follows:

It is a.list of balances of ledger accounts and cash book.
It is not a part of the double entry system of book keeping.
It is a result of double entry system of book keeping. 1t is
only a working paper.

Give two examples of Fictitious Assets.

Two examples of ficititious assests are as follows:-

Profit & Loss Account Debit Balance

‘Advertisement Suspense A/c i.e. Deferred Revenue

i

Q.18.
Ans.

Q.19,
Ans,

(¥

(i)
(iif)
Q.20.
Ans.

What do you mean by Intangible Assests?

Intangible assets are those assets which do not have Phsyical
existence, i.e. they cannot be seen and touched. Examples of
intangible assets are Patents, trademarks, Goodwill, Computer
Software, Copyright etc.

What is Contitngent Liability?

Contingent liability is a liability that becomes payable on the
happening of an event. In case, the event does not happen,
no amount is payable. Such liabilities are not accounted and
are not shown in the Balance Sheet; they are disclosed by
way of a note. Examples of contingent liabilities are as follows:
Liabilities in respect of Bills discounted from bank; which
maturity date comes after date of preparation of final accounts.
Bank Guarantee for loan.

Pending court cases or disputed claims.

Give adjustment entry of outstanding expenses.
Adjustment Entry for Outstanding Expenses is as follows :
Expenses (say, Rent) A/c. Dr.
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2o Oustanding Expenscs (say, Ren) Ale. . ==
(Being the unpaid expenS:S (rent) Provide)

Q.21. What is trade discount: .

Ans. When discount 1s allowed by the seller on the basis of saleg
either quantity or value to its customers at a fixed Percentag,
on the list or catalogue price of the goods it is called trade
discount. e -

Q.22. What do you mean by convention of disclosure?

Ans. Convention of disclosure means all significant informatjqy
relating to the economic affairs of the enterprise should p,
completely disclosed in its financial statements. Various j
or facts which do not find place in accounting statements are |
shown in the Balance Sheet by way of footnotes.

Q.23. Write any two advantages of double entry system,

Ans. Advantages of double entry system are as follows : -

) Complete record of every transaction is maintained in this |
system. L

(if) Knowledge of Net Profit earned ‘or Loss suffered during a
particular period and financial position of the business at the
end of accounting period. :

Q.24. Write any two examples of real accounts.

Ans. Examples of Real Accounts are as follows : -

(i) Machinary Account and (ii) Goodwill Account

Q.25. What is ledger? :

Ans. The book which contains a classified and permanent record
of all the transactions of a business is called the ledger.

Q.26. What are the causes of charging depreciation?

Ans. The main causes of charging depreciation are as follows:-

(i) By constant use of fixed assets in business operations.

(i) By expiry of time.

(i) By expiry of legal rights such as lease.

(ivy By obsolescence due to new inventions and improved
techniques. k

(v) By accident such as asset destroyed due to fire, earthquake,

- floods etc.
gﬂz o By Depletion of wasting assets such as mines, oil-wells etc.

Ans,

Parth One Week Se ﬁq

What do you mean by Balance Sheet?

A Balance Sheet is a statement prepared with a view to
measure the exact financial

fixed date. position of a business on a certain

Business Accounting i

i = iy

Q.28. What are fictions assests? NI O

Ans. Fictitious assets are the assets which cannot be realised in
cash or no further benefit can be derived from these assets.
Such assets include Debit Balance of Profit & Loss A/c and
the expenditure not yet written off such as advertisement
expenses.

Q.29. What is accrued income?

Ans.

It is quite common that certain items of income such as
interest on securities, commission, rent etc., are eamed during

. the current year but have not been actually received by the

. end of the current year. Such incomes are known as *Accured

Q.30.
Ans.

Q.31.
Ans.

)

2)

Q.32.
Ans.

Q.33.
Ans.

Incomes.” ;

What are outstanding expenses?

Qutstanding expenses are the expenses which have been
incurred during the year but have been left unpaid on the
date of preparation of final accounts. In other words, the
benefit of such expenses has been derived during the year

‘but the payment of which has not yet been made.

Write any two assumptions of accounting.
(i) Two assumptions or concepts of accounting are as follows :

Going Concern Assumption : According to this assumption,
it is assumed that business shall continue for a foreeeable pe-
riod and there is no intention to close the business or scale
down its operations significantly.

Consistency Assumption : According to the consistency as-
sumption, accounting practices once selected and adopted,
should be applied consistently year afler year.

“Debit what comes in, credit what goes out.” This rule is
related to which type of account?

"Debit what comes in, credit what goes out." This rule is re-
lated to 'Real Account'.

Differentiale between trade discount and Cash discount.

When discount is allowed by the seller on the basis of sales,
either quantity or value 10 its customers at a fixed percentage
on the list or catalogue price of the goods it is called trade
discount. It is not recorded in the books of accounts. Whereas
when discount is allowed to the customers for making prompt
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Q.34.

Ans.

QJ35.

Ans.

Q.36.

Ans.

Q.J37.

Ans.

Q.38.

Ans.

Q.39.

Ans,

Q.40.

Parth_One Week Seyj,,

""""'—-n_h:_hl L is called cash discount. Itis recorded in lhcm

pay
accounts.
What are the types of cash books? Give their names,

Types of Cash Book : Cash Book may be of four types a5
follows :

(1) Simple cash book or single column cash book.
(2) Double column cash book (having cash and bank columns),

(3) Triple/Three Column Cash Book (Having Discount, Cash
and Bank Columns.) '

(4) Petty cash book.

What is the main objectives of preparing Bank |

Recociliation statement?

The main objective of preparing bank reconciliation statement

is to reconcile bank balance in cash book with the balance as |

per Bank Pass Book or Bank Statement to ensure that there

are no errors or omissions in recording the bank ransactions in

the cash book and to prevent embezzlements of cash.

In which method will charge of depreciation be more in |

initial years?

In written down value methor or diminishing balance method |

charge of depreciation be more in initial years.
Examples of fictitious assets are as follows

(1) Preliminary expenses.

(2) Discount on issue of Debentures or shares.

(3) Profit & Loss acount debit balance.

What is the objectie of Preparing Balace sheet?

The objective of preparing balance sheet is to find out financial
position/status, short-term liquidity or long-term solvency posi-
tion of busines Son a fixed date.

What is meat y outstanding expenses?

Qutstanding expenses are those expenses which have been
incurred during the year but have been left unpaid on the date

of preparation of final accounts.
How is accrued income shown in final accounts?

Business Accounting 7

Ans,

side of the profit & loss acount and on the other hand will be
shown on the assets side of the balance sheet as follows

Dr. Profit & Loss Afc Cr
Particulars T Particulars T |
By Income b

Add : Account income  xx

Balance Sheet

Liabilities T Assets

Accrued Income | xx |

Short Type Questions & Answers

Q.1.

Ans.

Q.2.
Ans.

Mention the names of any four external users along
with their areas of interest of accounting information.
(i) Banks and Financial institutions : They watch
the performance of the business to know whether 1t
is making progress as projected to ensure the safety
and recovery of the loan advanced.

Investors and potential Investors : They want to

know whether to buy, hold and sell their investments.

They also want to know whether the business will

survive, prosper an play good dividend.

Creditors : Before granting credit, creditors sansfy

themselves about the creditworthiness of the business.

The financial statements help them immensely in

making such an assessment.

(iv) Tax Authorities : Tax authorities assess correct tax
dues such as income tax, GST etc. after analysis of
the financial statements.

Explain the process of accounting.

The accounting process is a series of activities that begins

with a transaction and ends with the closing of the books.

Because this process is repeated each reporting period it

is referred to as the accounting cycle or process and

includes these major steps:

(i) Identifying Financial transactions and Events :
Identification is the process of determining which
transactions and events are to be recorded.

(ii)

(iiii)



(id)

(i)

(iv)

(v)

R

Parth One Week S"‘a
which are of financial nature as they bring chap -
the resources of a firm. The process im-uaiin
identifying transactions that ar¢ of financia] ﬂ«'lltn:‘
Measuring the identified Transaction, .
Accounting measurcs the transactions and even p,
terms of a common MCASUTCMENT unit, je g,
currency (money) of the country.

Recording : Accounting 1s an art of recording
financial transactions in the books of accoyp
Recording 1s thc process of recording bus-'m.;s.;
transactions of financial character in the books of
original entry 1e. Journal of subsidiary books The
financial transaction are recorded in an orderly
manner, under approprnale accounts.

Classifying : Accounting is an art of classifying
financial transactions. Classification is the process of
collecting similar transaction at one place by opening
accounts in the ledger books.

Summarising : Accounting is an art of summarising
financial transactions. This involves presenting the
classified data in a manner which is understandable
and useful to internal as well as external users of
accounting statements. This process leads to the
preparation of following statements:

(a) Trial Balance (b) Trading and Profit and Loss
Account (c) Balance shect.

deing and profit and loss account and Balance sheet are
collectively known as 'inal accounts and Financial statements.

(vi)

Analysis and Interpretation : Financial data is
analysed and interpreted so that the users of financial
data can make a meaningful assessment of the
financial performance and financial position of the

business. Analysis helps in planning the future in a

better way.

(vii) C i
) Communicating : Finally, accounting involves

. o o .
ommunicating the financial data, ie. financial

Business Accounting

statements to its users. The accounting information
should be provided in time t0 the users so that

decisions are taken at the appropriate time.
Provision and Reserve.

Q3. Distinguish between

Ans. Difference between provision and Reserve are as
follows:

Basis Provision Reserve
It 13 made to meet known liability | It1s created 1o strengthen the
1 | Purpose or contingency. 1f the amount 13 financial position and 1o meet
not determined unforeseen liablities or losses
2 | Nature Tt 15 a charge agaunst profit 1t 13 an appropnation of profit
Tt cannot be used for distnbution Unutilised part can be distriba ited
3 Distnbution | o oeofiy/ dividend Tt reduce as dividend 1t reduces divisible
asDradend | o orofits profits
It 13 debrted to profit and Loss Tt 18 debited to the profit and loss
4 Effect on Account Hence Net profit A ppropniation account HHence, Mel
netprofit | s reduced profit is not affected
5 | Investment | Itis not mvested. ?hn-:ymlz:::muium:uh
It 13 shown either asa
6 | Presentanion tﬂﬁlxrdm:: - i?l:tm::l;e?h\:lﬂa:\; :ut "
Sy e sanlt under the head Reserveand surplus
7 Compulsion/ It 1s made out of legal It 13 created out of Profits as
Prudence necessity a matter of prudence

Q4. What do you understand by closing entries and where
they are recorded?

Ans. At the end of the accounting ycar the accounts relating to
expenses and revenues arc Lo be closed by transferring
them to the trading account and the profit and loss account
and entries to this effect are passed in journal. These
entries are known as closing entries. All nominal accounts(
income and expense accounts) relating to expense or losses
and gains or incomes are not balanced at the end of the
year. These accounts are closed by transferring them
cither to trading account or profit and loss account. Closing
entries are recorded in journal or journal proper ( when
subsidiary books arc maintained).

Q.5. State the names of users of Accounting Information.

Ams. Users of Accounting information may be categonsed into

Internal Users and External Users.
1. Internal Users : -
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(i)

(if)

U]

8
@

(ii)
(iii)

(1)
(lii)

(iv)
(v)
(vi)

(vil)

P W——

Parth One Week Serie,

Owners : - Owner Contribute Cal:)Ital in the busm;;;—;ﬂ-.a
thus are exposed 10 maximum risk. Naturally, they .
interested in knowing the profitability and financial position of
the busincss through financial statements.

Management : - The management makes extensive use of
accounting information to arrive at informed decisions sy}
as determination of selling Price, cost controls and reductiop,

investment into new projects ctc.

Employees and Workers : - Employees and workers are
entitled to bonus at the year-end, which s linked to the profit
earned by an enterprise. Therefore, they are interested ip
financial statements,

External Users : -

Banks and Financial Institutions : - They waitch the
performance of the business to know whether it is making
progress as projected to ensure the safety and recovery of
the loan advanced. :

Investors and Potential Investors : - They want to know
whether to buy, hold or sell their investments. They also

went to know whether the business will survive, prosper and

play good divided.

Creditors : - Before granting . credit, creditors satisfy
themselves about the credit-worthiness of the business. The

Esr;ir;zzlcit:lcmcms help them immensely in making such an
'fl;;t:nr:n'::ﬂ:; m ;n *l‘!—;c government makes use of financial
bl pile national income accounts and other
Hl :‘;1 :::lllr:gi::nt i;M- ;I"z;;.authoriiics assess correct tax dues
e , GST ete, after analysis of the financial

Researchers : - Th y
i - lhey use accou i T .
ressmch ok Y nting information in their

Consumers : - For establishing good accounting control so |

llila:' l::u:sl of production may be reduced
u T g - ’
mukc:s' ” Ihey went to see the business running since it
e 2 nul stantial contribution to the cconomy in mali o
&, employement of people, Patronage to suppliers };::“YS

Labour Union : - For be W
themselves. or better facilitics for their labour and

A ——————
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(viii)

Q.6.
Ans.

Q.7.

_ Ans.

(®)

(ii)

Example :

Financial Analyst, Sociologists & Economists : - For
research work, for analysis of stock exchange market
transactions, social welfare and amount invested for protection
from pollution.

What is meant by double entry system of accounting?
Double Entry System of accounting is a system of accounting
under which both, debit and credit, aspects of accounting are
recorded. A transaction has two aspects-Debit and Credit
and at the time of recording a transaction, it is recorded once
on the debit side and again on the credit side. Under this
system at least two accounts are affected by a transaction
— One account receiving a benefit and the other account
yielding a benefit. The Person or the account receiving a
benefit is debited and the person or the account who gives
something to the business is credited. The amount of every
transaction is written twice, once as a debit and again as a
credit.

Thus, we can define Double Entry System as : “The system
which recognises and records both aspects of a transaction.
The Double entry system has proved to be a scientific and
complete system of accounting.”

What is meant by error of commission ? Give two
examples of such error.

The errors which are arises due to wrong recording, wrong
posting, wrong carrying forward, wrong casting (totalling) of
subsidiary books, wrong balancing etc are called *Errors of
Commission’,

Errors of Commission may be classified as follows :-

Errors of Recording : - Error of recording arises when a
transaction is incorrectly recorded in the books of original
entry.

Example : Goods of Z 15,000 purchased on credit from Mohan
are recorded in the Purchases Book as T 5,000.

Error of Casting (Totalling) : - The process of totalling the
transactions at the end of the period is called casting. If
there is an error in totalling, it is called an error of casting.
Some of these errors affect the trial balance which some do

not.
Purchases Book is totalled as T 10,000 instead of ¥

1,00,000.
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(i) Errorin Carrying Forward : - It arrises if a mistake s
committed in carrying forward a total of onc page to nex
page.

Example : Total of Sales Book is carricd forward as

% 1,00,000 instead of T 1,000.
Error is Posting : - It arises when transaction recorded in

the books of original entry is incorrectly transferred, ie
Posted in the ledger. )
Example : (1) Posting of total of Sales Retum Book in the Purchases
account instead of Sales Return account. (2) Posting the
total of Purchases book ¥ 10,050 as X 10,500 in the Purchases

(iv)

account.
Q8. State any four objectives of preparing balance sheet.
Ans. Objectives of Balance Sheet : - The Purposes for which
Balance Sheet in prepared are as follows :-
To ascertain the financial position of the business at a particular

(0 _
point of time.

(i)  To know the amount of assets it owns under various heads say,
current assets, fixed assets etc. ’
{Tu} Top:{onpc:_.: t::e amount of liabilities it owes to outsiders and the
(iv) It ‘helps in determining whether the firm is solvent or not.
(v) Itisa bxfsc for the opening entry for the next accounting year.
Q.9. Explain various types of cash books. e
Ans. Cash Book may be of four types as follows : -

(1)  Simple Cash Book or Single Column Cash Book: A

.;lrrlni:;: ;aslt; bo"l?]l-: is like an account with one amount column
side. The left hand side i it si i
records receipts of cash uhilesi?;h:sh:ﬂe:id‘:cizl:::;fz g it
side and it records payments of cash A
?lﬂ: Colt:mn (_Sash Book or Two Column Cash Book
1.0 mrdab:;k umn is ad.dcd on Fach side of simple cash book
dresont bee transactions, it is called Double Column Cash
- ail e 3‘ dmm into bank are recorded on the debit side
i s ithdrawls/Payments through the bank
the credit side of the Cash Book. are recorded
:‘J'dl::; { Three Cplumn Cash Book : - When a col i
dismnt:nﬁj:ach side of two column cash book fg g
book. All c:s‘;e:ngrbr:nclccwed‘ i i colunm cah
Pt :
recorded on the debit side aﬁp:lsl :::hdls?unt SRowes
and bank payments/

(2)

3
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(4)

Q.10.
Ans.

)
@)
&)
“)

Q.11.

Ans.

(1)

(a)
(b)

(2)

Q.12.

Ans.

withdrawls and discount received arc recorded on the credit

side of the cash book..
Petty Cash Book : - The book in which numerous small

Payments in respect of Postage, Telegram. Conveyance,
Carriage, Cartage, printing. Stationery, Coolie Charges etc.
are recorded is called Petty Cash Book.
What are the objectives of preparing 2 trial balance?
The objectives of preparing a trial balance are as follows: -
To ascertain the arithmetical accuracy of the ledger
accounts.
To help in the detections and location of errors.

To obtain a summary of the ledger accounts.

Helps in preparation of final accounts namely Trading

and Profit & Loss Account and a Balance-Sheet.

Explain the methods of valuation of closing stock.
Methods of valuation of closing stock : The valuation of
closing stock is made by the following two methods :
Actual Stock Taking : - In this method a list of different
kinds of unused goods is prepared. The quantity and the
amount of unused goods are also recorded in the list. After
including every item in the stock list, their value is to be
written compulsorily. This process is called valuation of stock.
In this connection, the following two [ypes of prices are

worth attention :
Cost Price : - The purchase price of a commodity is called

cost price.
Market Price : - The price of goods in the market on the

balance-sheet date is known as market price.

General Practice of valuation of closing stock is that it should
be valued at cost price or market price, whichever is less.
This practice is based on the concept of conservatism.
Stock taking by Approximation : - When the goods are
destroyed due to earthquake, floods, fire etc., the quantity
and the value of such goods cannot be determined as usual.
In this causalty an estimated value of closing stock is
determined by preparing Memorandum Trading Account.
Write three featires of accounting priciples.

(i) Features of accounting principles are as follows :
(1) Accounting principles are uniform set of rules or guidelines

developed to ensure uniformity and easy understanding of the
accounting information.

e —TTT T
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(2) Accounting principles are man made and are derived from EUHAELs AccORKORS| _!E
experience and reason. They are not laboratory tested and |

— - p— —_———

+ence the lack universal applicability like the principles of physics, Long Type Questions & Answers
chemistry and other natural science.
(3) Accounting principles are not static and are bound to change
with the passage of time in response to the changes in business
practices, government policies and needs of the users of ac-
counting information.

Write four rearons of diffeence between balance of cash
book and Pass book.

Reasons of difference beween balance of cash book and
book are as follows ; s

(1) Cheques issued to creditors but not yet presented in the bank.

(2) Cheques paid or deposited into the bank for collection but
not yet credied or collected by the bank.

(3) Cheques paid or deposited into the bank for collection but
dishonoured by the bank.

(4) Direct payment made by the bank on behalf of customers
but not yet recorded in the cash book.

Why are adjustment entries passed and adjusted while
preparing final accounts of a firm?

In order to ascertain the true net profit or loss and true financial
position of the business for a particular year, it is necessary that
all expenses and incomes relating to that year are taken into
consideration. For examples, if we want to ascertain the net
profit for the year ended on 31* March and rent for the month
of March has not yet been paid, it would be proper to include
such rent alongwith the other expenses of the year. Similarly, it
often happens that certain incomes, like interest, dividend co;n~
mission etc. are eamed but not received during the yca} Ad-
justment for such incomes must be made in the currem‘ year
itself. So that the profit & loss account may disclose the cyr.
rent amount of net profit or loss and the balance shee

present the true financial position of the business. iy

e e —— e e+

Define" Accounting”. How does it differ from Book-
keeping? Describe the objectives of accounting.
Meaning and Definition of Accounting : -

Accounting is a systematic process of identifying, measur-
ing, recording, classifying; summarising, interpreting and com-
municating financial information. Accounting gives mforma-
tionon :

(i) The resources available;

(ii) How the available resources have been employed; and
(iiii) The results achieved by their use.

It shows the profit eamed or loss incurred during the ac-
counting period, value and nature of assets, liabilities and
owners' equity, i.e., capital.

Since accounting is a medium of communication, it is called
the language of business.

According to American Institute of Certified Public
Accountants :

"Accounting is the art of recording, classifying and summanising
in a significant manner and in terms of money; transactions
and events which are, in part at least, of a financial character,
and interpreting the results thereof."

According to Smith and Ashburne "Accounting is the sci-
ence of recording and classifying business transactions and
events, primarily of a financial character, and the art of
making significant summaries, analysis and interpretations
of those transactions and events and communicating the
results to persons who must make decisions or form judg-
ment.”

According to American Accounting Association : "Ac-
counting is the process of identifying, measuring and com-

I
J i! municating economic information of permit informed judge-

I . _ I:i . J ments and decisions by users of the information™
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Difference between Bnok—»keepiiiig

and Accounting :

Book - Keeping

Accounting

Book- kecping includes the process of :

(1) Mentficationof financial transactions.

(u)Measunng the transactions in terms of

(di]mdmmﬂ:hﬂsﬂ
BCCOULS,

(iv)Classifying the transsctionsi €. Posling them
{n ledger.

Accounting includes following processes
in ndd:l.ionsto what is melude in book — keeping:
(i) Summansing the classified transactions, 1L¢
ion of financial statements.
(i) Artalysis and interpretation of financial

li . *
(iiii) Communication of financial information 1o
VATIOUS WSCTS.

~

Imlﬁmn'ymgt.[tisﬂnbﬂsfm sccounting.

T is & secondary stage Accounting begins where

o book — keeping ends e -
jecii jective L 1 Th:objmixt-iawamm!hcpmﬂ ty an
Objective Thcmuqnbjmuuhku?uﬂm_m E e e
systemalic records of financial transactions. ﬂmdd_pmmwdmu[ o
seTvice.
Performance m-mmupufmawm lst;;ﬂg;rspm:hudﬁmum |s|-:¢rf hy_q
Hature of Job | The Job is routine in pature Thisiobi!mlﬁinlmdymt.nicmnah:u.c.
Special Skills Book Kecping is mechanical m nature and, Amﬁngrpqlﬁm:pﬂdﬂﬂﬂhmdahhtyw
thus does not require special skills analysis and interprel.
Objectives of Accounting :-
(1) To keep systematic record of business transactions :

[
II.

| -

The main objective of accounting is to keep complete record
of business transactions according to specified rules. Com- -

plete record of business transactions helps to avoid the pos-
sibility of omission and fraud. For this purpose, all the busi-
ness transactions are first of all recorded in Journal or Sub-
sidiary Books and then posted into Ledger.

(2) To calculate profit or loss :- The second main objec-

tive of accounting is to ascertain the net profit earned or
loss suffered on account of business transactions during a

particular period. For this purpose Trading and Profit & Loss

Account of the business is prepared at the end of each

accounting period. All the items.relating to purchases, sales,
expenses and revenues (incomes) of the business are re-

corded in Trading and Profit & Loss Account. If the amount
of revenue exceeds the expenditure incurred in eamning that

revenue, there is said to be a profit. In case the expenditure
r:xu_:e_ds the revenue, there is said to be a loss. In addition,
a businessman is able to get the following informations by
preparing a Trading and Profit & Loss Account :

IF;::« much 8oods have been purchased during a particular period?
much goods have been sold during a particular period?

Business Accounting 17

III. How much goods have remained unsold and what is its value?

IV. How much amount has been spent on various heads of expenditure
and how much amount has been earned by various heads of
revenues?

By attaining these informations a businessman can keep effective
control on expenditure.

(3) To know the exact reasons leading to net profit or net
loss. :

(4) To ascertain the financial position of the business :- For
a businessman, merely ascertaining profit or loss of the business is not
sufficient. The businessman must also know the financial health of the
business. For this purpose, after preparing the Profit & Loss Account a
statement called ‘Balance Sheet’ is prepared which shows the assets
and their values on the one hand and the liabilities and capital on the
other hand. A Balance Sheet is actually a screen picture of the financial
position of the business. At one glance, one would know ‘the following
by looking at the Balance Sheet :-

I.  How much the business has to recover from Debtors?
II. How much the business has to pay to Creditors?
III. How much the business has in the form of (a) Cash in hand, (b)

Cash at Bank, (c) Closing Stock, and (d) Fixed Assets?

(S) To ascertain the progress of the business from year to
year.

(6) To prevent and ‘detect errors and frauds.

(7) To provide informations to various parties :- Another
main objective of accounting is to communicate the accounting
information to various interested parties like owners, investors, creditors,
banks, employees and government authorities etc. The information helps
them in taking sound and judicious decisions about the business entity.
Q.2. Write short note on the following:

Ans: (i) Journal Proper: Transactions which cannot be
entered in any other subsidiary books are entered in
Journal Proper. Following transactions are recorded in
Journal proper:
(1) Opening Entry : Opening entry is recorded in the
beginning of financial year to open the books by
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(ii)

2)

3)

4

(5

(6)
(7)

4 crediting liabilities and the capital
balance sheet of the previous year.
Closing entries ar¢ passed at the
he accounts relating to
ferring them to the

debiting assets an
appearing in the
Closing Entry @
end of the year to close t
expenses and revenues by trans
Trading Account and profit and Loss Account.
Rectification Entries : Entries to rectify the errors
in the books of original entries or of a ledger are
recorded in the Journal Proper.

Transfer Entries : In an account is to be transferred
from one account to another, such a transfer is also
made through a Journal Entry only.

Adjustment Entries : At the end of the year, the
amount of expenses or incomes may have to be
adjusted for amounts paid or received in advance or
for amount not yet settled in cash. Such an adjustment
is also made through Journal Entries only e.g.
outstanding expenses, prepaid expenses, Accrued
income, Unearned income, Depreciation, interest on
capital, interest on drawings elc.

Entries for Dishonour of Bills or cancellation of B/P.
Miscellaneous Entries : Beside the above, the
following entries also require journalizing:

(a) Credit Purchase or Sales of Goods

(b) Bad-debt Written off

(a) Personal use of goods, theft of goods, loss of
goods by fire.

Contra Entries in these column cash book:
[.:'mtm Entry : Some transactions are recorded in a three
Column Cash Bu:ok which relate to both cash and bank, i.e.,
;alam: of one 1l»_\rllll df:f:reasc and the other will increase due
0 such transactions. Such transactions are entered on both
"_‘d“f of the Cash Book. Such entries are known as Contra
I:mn?i. Let us take ar; example to understand it better
f:ajnf.a{h deposited into the Bank 7 25,000 : In 'this
saction, Bank Account is to be debited and Cash Ac-

h’u— —
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(iii)

count is to be credited. Debit aspect is recorded on the debit
side of the Bank Column and credit aspect is recorded on
the credit side of Cash Column.

(b) Cash withdrawn from Bank for Office Use X
20,000 : In this transaction, Cash Account is to be debited
and Bank Account is credited. Debit aspect is recorded on
the debit side of the Double Column Cash Book in the Cash
Column and credit aspect is recorded on the credit side of
the Double Column Cash Book in the Bank Column.
Against such entries, the letter 'C' is written in the L.F. col-
umn to indicate that these are contra transactions and are
not posted into the Ledger Account.

Imprest system of Petty Cash Book :

Under this system, an estimate is made of amount required
for petty expenses for a period (say for a week, a fortnight
or a month). The arount so ascertained is given to the Petty
Cashier in the beginning of a period. The amount paid by
him during the period. Thus, he will again have the fixed
amount in the beginning of the new period reimbursed. This
amount is called imprest money. This system of paying ad-
vance in the beginning and reimbursing the amount spent
from time to time is called imprest system.

Petty Cashier is advanced a fixed amount for making petty
expenses and keep its proper account. As and when this
amount is spent, further advances are made. All the ex-
penses must have proper vouchers. Where such vouchers
are not available, e.g. cartage, a certificate for payment
countersigned by a responsible officer will serve the pur-
pose. Petty Cashier maintains accounts on the basis of these
vouchers. Whatever amount has been spent at the end of
the month is reimbursed, ¢.g., under imprest system Petty
Cashier is advanced ¥5,000 on 1.4.2019. He spends 4,600
and has a balance of T 4000n30.4.2019. Petty Cashier will
be paid ¥ 4,600, the amount spent in the month. Advance of
% 5,000 will again remain with Petty Cashier. Petty Cash
account is periodically checked so that errors or frauds, if
any, could be located.
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What is Trial balance? Is the agreement of the Trial
balance a conclusive proof of the accuracy of
accounting books? What are the errors :rhlcl: do
pot affect the agreement of Trial Balance?

Meaning and definition of Trial Balance :-

Accounting cquation proves that debit and credit §ides are
always cqual Journal entrics and ledger posting also
confirm that debit and credit amounts are equal. Douple
entry svstem of book keeping is based on the assumption
tl-m'c\;:r}- debit has an equal credit and cvery credit has
an cqual debit. Every businessman prepares a table at
periodical intervals to confirm that debit balances cqual
credit balances. This is known as trial balance. It is
prepared to confirm that no arithmetical inaccuracy exists
in ledger posting.

Accordine to J.R. Batliboi "A Trial Balance is a state-
ment, prepared with the debit and credit balances of the
Ledger Accounts to test the arithmetical accuracy of the
books "

Accordine to Carter "A Trial Balance is the list of debit
and credit balances, taken out from the Ledger. It also in-
cludes the balances of cash and bank taken from the Cash
Book *

A Tnal Balance is prepared afier having posted the Journal
entnics o the Ledger and balancing the accounts. The bal-
ance of an account 1s the difference between the total of
the debnt entnes und the total of the credit entries in an ac-
count 1f the total of debit entries is greater, it is called a
Debit Balance Likewise, if the total of credit entries is
greater. it 1s called a Credit Balance. All Ledger Accounts
showing debt balances are posted in one column and those
showing credit balances are posted 1n the other. We have
elrcady discussed that under the Double Entry System, for
iy debit there 1s wn equal and conresponding credit, There-
: L;sa the ttal of debit balances jin different accounts in the

must be equal 1o the wtal of credit balances in dif-

" i S
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ferent accounts. i ¢ . the total of the two columns should
agree. I they agree, it means that both the aspects of cach
transaction have been recorded m the correct side of the
Ledger Matching of two sides of a Trial Balance does not
mean that recording of transactions i the books of account
is free of erfor, it only ensures anthmetical correctness of

posting.
Trial Balance not a Conclusive Proof of Accuracy :

Though the tnal balance helps to ensure the anthmetical
accuracy of the books of account, it 15 possible onlv when
the account has not commutted any error Out of the errors
made certain errors can only be disclosed by the disagree-
ment of trial balance, and even then the tnal balance many
agree without disclosing certain errors made Hence the
trial balance, 15 not regarded as a conclusive proof of cor-
rectness of the books of account mamtamned.

Errors not afTecting Trial Balance or errors not dis-
closed by Trial Balance -: Muin object of preparing a
Tnal Balance 1s to check the accuracy of the accounts
However, the equality of debuts and credits of the Tnal Bal-
ance does not mean that there are absolutely no errors in
the books of accounts. There may be a number ol errors
which may remam undetected in spite of the agreement of
a Tnal Balance. As such, it 18 true 1o say that "Trial Bal-
ance is not a conclusive proof of the accuracy of the
books of uccounts.’ There are certam errors which do not
aflect the agreement of the Trial Balance. Such errors are
also called lunitations of ‘Trial Balance. These may be dis-
cussed as below -

(i) Errors of Omission : Il & transacthion remamns alto-
gether unrecorded either in the Journal or in Subsidiary
Books, it will be termed as an error of omussion. Such -m
error will not atlect the agreement of a Tnal Balance, as
neither the runsaction has been entered on the debit side off
an account nor on the credit side of any other account. For
example, suppose goods tor T 5,000 have been purchase
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(a)

(b)

.-_—._——-—_ &
from Har o
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o credit and the transaction was omitted to be
_The omission will not affect the Tria|

because neither has it been recorded
t nor on the debit side of

recorded in the books
Balance in any way,
on the debit side of Hari's accoun
purchase account.
i mmission : If a wrong amount is entered
giiglfrrir; E:jocu:nal or in the Subsidiary Books, the Trial
Balance will tally because the same amount (though wrong)
will be posted in both the accounts affected by the transac-
tion. For example, purchase of goods to Hari on credit for ¥
8400 has been entered in the Journal as ¥ 4800. When the
entry is posted to Ledger, Double Entry will be completed
with T 4800, Hari being debited with ¥ 4800, and purchase
account being debited With ¥ 4800 In spite of the inaccu-
racy in both the accounts, the Trial Balance will tally.
(iii) Compensating Errors : If the effect of one error
neutralised by the effect of some other error, such errors
are called compensating errors. For example, while posting
on the debit side of Hari's account ¥ 100, are posted instead
of T 1000 and while posting on the debit side Hari's account
¥ 1000 are posted instead of ¥ 100. These two mistakes

will nullify the effect of each other and in spite of the errors -

in both the accounts, the Trial Balance will still agree.

(iv) Errors of Principle : When some fundamental prin-
ciple of Accountancy is violated while recording a transac-
tion, the error is termed as error of principle. These errors
are committed in those cases where a proper distinction
between cgp:m]‘and revenue items is not made, i.e., a capi-
tal expenditure is treated as a revenue expenditure or vice-
versa. These errors may be of two types -

‘Pchep a capital expenditure is treaed as revenue ex-
gndntlfre - For example, if the purchase of furniture is

h:scmd as an ordinary purchase and is thus debited to pur-
chasc account instead of fumiture account, it will be an er-
ror of principle. Similarly, if amount spent on the extension

ofbuilding is debited to rena; .
fra parrs account toa
account, it is also an error of principle, NERI

w
hen a revenue expenditure is treated as capital ex-

Fiv
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penditure : For example, if the amount spent on the repair
of an old machinery is debited to machinery account instead
of repairs account.

Q.4. Distinguish :-

(i) Opening Entry and closing Entries :

Ans. Opening entry is recorded in the beginning of the financial
year to open the books by debiting assets and crediting
liabilities and the capital appearing in the balance sheet of
the previous year. It considers personal and real account.
Whereas, closing entries are passed at the end of the
financial year to close the account relating to expenses
and revenues by transferring them toTrading and Profit
and Loss Account. It considers only nominal accounts.
(ii) Profit and Loss account and Balance Sheet :

Ans. Difference between Profit & Loss Account and Blance
sheet.

Basis Profit& Loss Account Blance Sheet
1. | Form It is an account. It is a statement
2. | sides Debit and Credit. Assets and Liabilines
3 Accounts Accounts relating to goods Personal and Real
* | shown and nominal accounts are shown. accountsare shown
4. | Order No Specific order. Marshalling (specific order)
5. | Peried One Year. Paruicular Date
6. | Object Determination of Profit/ Loss R oot
7 | Transferof | Balance of Pofitand Loss There s no balance in
" | balance account is transfered to Capital Account. | Balancesheet
: To' and Byareusedin To' and 'By'arenotusedn
8. | Presentation | b g Loss Account. Balancesheet
I f Nominal Tt is complete summary of
9 Sl.ll'lll'l'ltf}' l!SS:.ll;l::;"?: o omi ke i

Q.5. What do you mean by accounting concepts? Explain

any eight important accounting conecepts.

Ans. Accounting Concepts or Assumptions : accounting

Concepts are the basic assumptions or fundamental
| propositions within which accounting operates. They are
generally accepted accounting rules based on which

s oukie A




?’;
i
&

i
Y
E
|

24

Parth One Week Series
corded and fingocial statements are
to follow the accounting concepts
users of financial statements to
d in the same manner.

transactions are T
pn‘:pa]'(.‘d It is impﬂﬂﬂﬂﬂ
because it enables the
understand them better an S
I order to make the accounting langdage convey the same
meaning to all people and to make it more meaningful, most of
the accountants have agreed on a numhcr of c?ncepts which
are usually followed for preparing the financial statements.
These mn-r:epts provide a foundation for accounting process.
No enterprise can prepare its financial statements without
considering these basic concepts or assumptions. These
concepts guide how transactions should be recorded and
reported. Following may be treated as basic concepts or
assumptions :- :

As As per Accounting Standard (AS-1), issued by the Insti-

tute of Chartered Accountants of India, there are three funda-

mental accounting concepts or assumptions:

(1) Going Concern Concept

(2) Consistency Concept

(3) Accrual Concept

Other Accounting Concepts :

(4) Business Entity Concept

(5) Money Measurement Concept

(6) Accounting Period Concept

(7) Cost Concept or Historical Cost Concept

(8) Matching Concept

(9) Duel Aspect Concept

(10) Revence Recognition Concept -

Fundamental Accounting Assumptions or Concepts

Fundtmeatal Accounting Assumptioris or Concepts are the as-

sumptions which are presumed to have been followed in pre-

Pﬁ'ﬁ_ﬁt ;ﬂn“a] accounts. The entities which do not follow

mimﬂ; “ﬁiﬂﬁh!al accounting assumptions are required

ese assumptions have not been followed

and the reasons for not followi
: win
counting Assumptions are: g them. The Fundamental Ac-

Gﬂmg Cﬂﬂm Co ;
: ncept.
Consistency Concept ; and

e e - —
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3.

Accrual Concept

Let us discuss them in detail:

1. Going Concern Concept : According to this concept, it is
assumed l_ha[ I:!usmms shall continue for a foreseeable period
and thgrc is no .micmmn to close the business or scale down its
n.:}perall?ns signi ficantly. This implies that it will not be dissolved
in the mm_:cdlatc future unless there is a clear evidence of
closure. It is because of this concept that a distinction is made
between a capital expenditure, i.e., expenditure that will give
benefit for a long period and revenue expenditure, i.c., one
whose benefit will be consumed or exhausted within the ac-
counting period. On the basis of this concept, fixed assets are
recorded at their original cost and depreciated in a systematic
manner without reference to their market value. For example,
a machine purchased is expected to last 10 years. The cost of
the machinery is spread on a suitable basis over the next 10
years for ascertaining the profit or loss for each year. The total
cost of the machine is not treated as an expense in the year of
purchase itself.

2. Consistency Concept : According to the Consistency
concept accounting practices once selected and adopted, should
be applied consistently year after year. The concept helps in
better understanding of accounting information and makes it
comparable (a qualitative characteristic of accounting
information) with that of previous years. Consistency eliminates
personal bias and helps in achieving results that are comparable.
The concept is particularly important when alternative
accounting practices are equally acceptable. For example, two
methods of charging depreciation, Written Down Value Method
and Straight Line Method, are equally acceptable. Under the
assumption, method once chosen and applied should be applied
consistently year after year. But, it does not mean that practice
once adopted cannot he changed. The accounting practice may
be changed if the law or Accounting Standard requires it or the
change will result in more meaningful presentation. If an
enterprise desires to adopt an alternative practice, it must
disclose the change and its impact on the profit or loss.
3. Accrual Concept : According to the Accrual Concept, @




and not when the settlement takes place,

Thus, revenue is recognized when it is realized, i, The: ;;le
is complete or services arc rendered; it is immaterial whether
cash is received or not. Similarly, .expel?sts are recognized as
expenses in the accounting pcqud_ in which the revenue related
to it is recognized, whether paid in cash or not. *
The concept is particularly important because it recognizes the
assets, liabilities, incomes and expenses as and when
transactions relating to it are entered into. Under this concept,
profit is regarded as earned at the time the goods or services
are sold or rendered to a customer, i.e., the legal title is passed
to the customer, who, in turn, has an obligation to pay for them.
Similarly, expense is regarded as incurred when the goods or
services are purchased or availed and an obligation to pay for
them is assumed. :
Other Accounting Concepts :
4. Accounting Entity or Business Entity Concept :
According to the Business Entity concept, business is
considered to be separate and distinct from its owners. Business
transactions, therefore, are recorded in the books of account
from the business point of view and not from that of the owners.
Owners being regarded as separate and distinct from business
they are considered creditors of the business to the extent of
their capital. Their account with the business is credited with
the capital introduced and profit earned during the year, etc.,
and debited by the drawings made. For example, when the
proprictor introduces capital, Cash Account or Bank Account
is debited and Capital Account is credited. Amount in the credit
of the capital is a liability of the enterprise towards the
proprictor. This principle applies to every form of enterprise
including proprietorship firms.
r[::c:::ﬁ'.”,’""g Entity concept is a useful principle as from i,
ponsibility accounting has developed. It has made possible

ascertaining the results of cach de i
enterprise., :pariment or division of the

when itis entered into

5, . -
mct::::,y l.'i‘lta.surcmenl Concept : According to the money
nent concepls transactions and events that can be

 ~g— -
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of mc_entf:r?risc. l:} other words, money is the common
denominator in _recordmg and reporting all transactions. Consider
that an enterprise has ¥ 10,000 cash 2 tonnes of raw material,
5 machines .nnd I plot of land. These assets cannot be added
and shown in the Financial Statements unless their monetary
value is ascertained. However, the concept suffers from two
major limitations:

Transactions and events that cannot be measured in money
terms are not recorded in the books of account, howsoever
important they may be to the enterprise. For example, human
resources with the enterprise are important to the enterprise
but are not reflected in the financial statements because they
can not be measured and expressed in money terms.

The value of money is considered to have static value as the
transactions are recorded at the value on the transaction date.
6. Accounting Period Concept : According to the Accounting
Period concept the life of an enterprise is broken into smaller
periods so that its performance is measured at regular intervals.
The accounts of an enterprise are maintained following the
Going Concern Concept, meaning the enterprise shall continue
its activities for a foreseeable future. One may argue that the
financial statements of the enterprise should be prepared at
the end of its life. It is possible to do so, but a number of users
of Financial Statements and many of them, especially the
management and bankers, require the information from the
accounts at regular intervals so that decisions can be taken at
the appropriate time. Management requires information at
regular intervals to assess the performance, funds requirement
(short-term as well as long-term), banks require accounting
information periodically because they have invested money and
have to ensure its safety and returns. Similarly, the Government
has to assess the tax dues from the enterprise.

In view of the above, the life of the enterprise is broken into
smaller periods (usually one year) which is termed as the
‘Accounting Period’. )
An accounting period is the interval of time at the end of which
Income Statement (Profit and Loss Account or Statement of

e
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the case of companies) and Balance Sheg,
the results and resources of the businesg

7. Cost Concept or Historical Cost flnm:epl : According
o the Cost Concept, an assetis recorded in the books of accouny
at the price paid to acquire it and the cost is the basis for a|
subsequent accounting of the asset. Asset 15 recorded at cost
hase but is systematically reduced in

at the time of its purc
value by charging depreciation. The market value of an asset

may change with the passage of time but for aC'CGIJDtiJElg
purposes it continues to be shown in the books of account s_tt its
book value (i.e., cost at which it was purchased minus
depreciation provided up-to-date). For example, an a.ssat is
purchased for T 5,00,000 and if at the time of preparing the
final accounts, even if its market value is say, ¥ 4,00,000 orX
7.00,000, yet the asset shall be recorded at its purchase price
of T 5,00,000.

Cost concept brings objectivity in the preparation and
presentation of financial statements. They are not influenced
by the personal bias or judgments.

8. Matching Concept : This concept is based on the
Accounting Period Concept. An important objective of business
is to determine profit periodically. It is necessary to match
‘revenues’ of the period with the ‘expenses” of that period to
determine correct profit (or loss) for the accounting period.
Profit eamed by the business during a period can be correctly
measured only when the revenue earned during the period 1s
matched with the expenditure incurred to eamn that revenue, It
is not relevant when the payment was made or received.
Therefore; as per this concept, adjustments are made for all
outstanding expenses, prepaid expenses, accrued income,
uneamed income, efc.

In bnci", acco'rding to this concept, the expenses for an
accounting period are matched against related revenues, rather

than cash received and cash paid. This concept should be |

followed while preparing financial statements to have a true

and fair vi o g i
businml; :’_;;" of the profitability and financial position of a

9. Dual Aspect Concept According to the Dual Aspect

EBorvssem.

h
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— Concept, every transaction entered into by an enterprise has

Q.6.
Ans.

two aspects, a debit and a credit of :

for every debit there is a credit of :guu:tlﬁ:uwmm ;?},T},;:I::Ed’
accounts. It is also true vice versa. For example, Rahul SIE
a business with a capital of ¥ 1,00,000. There ar::: two aspects
to the transaction. On one hand, the business has an asserzr?
1,00,000 (cash) while on the other hand, it has a liability towards
Rahul of ¥ 1,00,000 (capital of Rahul). Thus, we can say
Capital (Equities) = Cash (Asset)

Z1,00,000=%1,00,000

Suppose further, the enterprise borrows amount from a bank-
its assets will increase but this will mean that out of the mtai
assets, amount equal to borrowing is payable to the outsiders.
Thus, we can say

" Owner’s Equity or Capital + Claims of Outsiders = Assets

Assets = Owner’s Equity + Claims of Qutsiders

This fundamental equation will always remain good. In other
words, accounting equation demonstrates the fact that for every
debit there is an equivalent credit. As a matter of fact the
entire system of Double Entry Book Keeping is based on this
concept. g

10. Revenue Recognition Concept : According to the
Revenue Recognition Concept, revenue is considered to have
been realized when a transaction has been entered into and
the obligation to receive the amount has been established. It is
to be noted that recognizing revenue and receipt of an amount
are two separate aspects. Let us take an example to understand

it. An‘enterprise sells goods in February 2018 and receives the
amount in April 2018, Revenue of this sales should be recognized

. _inFebruary 2018, i.c., when the goods are sold. Itis so because
. the legal obligation has been established (upon sales) in February

2018. Let us take another example. Suppose, an enterprise
has received an advance in February 2018 for the sales to be
made in May 2018, revenue shall be recognized in May 2018,
upon sales having been made because the legal obligation {0
receive the amounf has been established in May 201.3.
Explain any four important accounting conventions.
Accounting Conventions : - ) .
Accounting CmvmﬁmBmmch{mHﬂgm
or principles being followed by the enteTprises over a pen

- ———
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shange with time 1o bripg
e Comventions may undergo a change ring

about improvement in the qual.ity 4.lll' accounting in_l'n{nmti:m_

The Oford Advanced Leamner s Dictionary has defined the worg
“Convention” as practice or custom hr.m'cd on general conseny
Kohler has obscrved that convention 1S "a statement or rule of
practice which, by common cupscnl. s |m‘pl lec! inthe sn!ullqn ofa
given class of problems or guides hchavmyr ina certain kind of
iom and conventionmay be indistinguishable, thus,

situation’, An axi L
the use of straight line depreciation long regarded as a convention,
has tended to take on the character of an axiom. A convention
dictates many of the activitics of the public accountant, such as
measures of materiality, style and content of financial statements,
the features of audit reports etc.
In International Accounting Standards, the conventions have been
termed as accounting policies. In practice the generally accepted
accounting policies are known as accounting conventions, which
have been adopted by accountants for a long time. ‘
Types of Accounting Conventions : The Accounting
conventions are mainly of four types
Convention of full Disclosure;
Convention of Materiality;
Convention of Consistency
Convention of Conservatism or prudence.
(1) Convention of full disclosure :- This Convention requires
that all significant information relating to the economic affairs of
the enterprise should be completely disclosed. In other words,
there should be a sufficient disclosure of information which is of
material interest to the users of the financial statements such as
proprietors, present and potential creditors, investors and others.
The principle is so important that the Companies Act makes ample
provisions for the disclosure of essential information in the financial
statements of a Company. The performa and contents of Balance
Sheet and Profit and Loss Account are prescribed by Companies
Act Various items or facts which do not find place in accounting
s'l.al.mwnm are shown in the Balance Sheet by way of footnotes.
Such as - .
(.nmlmg_enl Liabilities :- For instance, a claim of a very big sum
mmﬁ a u;m of law against the enterprise should be brought
ce of the users of the financial statements, otherwis¢

—
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the statements would bhe mislcading,

If there is a change in the method of vy
providing depreciation or in makin
should be disclosed in the Balance g

Market value of investments should ;::t“?:;i;f:f : :‘umn
Disclosing of material facts does not mean leaking out gwm.mm
of the business but disclosing sufficient information whics!:c'm:'
material interest to the users of the financial statements "
(2) Convention of Materiali ty :- This Convention is an cxcmum
to the convention of full disclosure, According to this convention,
items having an insignificant effect or being irrelevant to the user
need not be disclosed. These unimportant items are cither left out
or merged with other items, otherwise accounting statements will
be unnecessarily overburdened. American A ccounting Association
(AAA) defines the term materiality as under:-

: vation 'of stock, or for
B provision for doubtful debis, it

. “An item should be regarded as material if there is reason to

believe that knowledge of it would influence decision of informed
investor.”

It should be noted that what is material for one concern may be
immaterial for another. For instance, the cost of small tools may
be material for a small repair workshop, but the same figure ma)
be immaterial for Escorts Limited. Similarly, the nature of the
transaction should also be taken into consideration. A difference
ofX 500 in the valuation of stock may be regarded as immaterial,
but the difference of T 500 in cash could be termed material.
Thus, the accountant should judge the importance of each
transaction to determine its materiality.

(3) Convention of Consistency :- The Consistency convention
implies that same accounting policies will be used for similar items
over the year. In this way more meaningful inter-period
comparisons can be made. 1f the income statement for the current
period shows higher camings than the preceding period, the user
is entitled to assume that business operations have been more
profitable provided there is no change in the accounting policies
adopted by the enterprise. The business entity should be consistent
in the accounting practices or principles in respect of the assets,

- —esmr W
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revenues and expenses. s i
eni the accounting principles are uniformly followe,i

sults obtained will be comparabl,
that frequent changes in accounting
and the Incom

equities.

from ycar to year that the re
The rationale for this concept is
treatment would make the Balance Sheet
Statement unrealiable for end users,
While giving audit reports in America the certified Public
Accountants have to certify that the accounting principles i
preparing financial statements for a particular year are consistent
with those of the previous year. But it should not be construed by
this statement that the business enterprise cannot make changes
in its accounting policies. If it wants to introduce any change inits
accounting policies, it may do so. However, such a change should
be reported in its financial statements and its effect on income
statement and balance sheet should be shown separately.
(4) Convention of Conservatism or Prudence :- According
to this convention, all anticipated losses should be recorded in the
books of accounts, but all anticipated or unrealized gains should be
ignored. In other words, conservatism is the policy of playing safe.
Provision is made for all known liabilities and losses even though

the amount cannot be determined with certainty. Likewise, when|

there are different alternatives for recording a transaction, the
one having least favourable immediate effect on profits or capital
should be adopted. Following are the examples of the application
of the principle of conservatism:- .
gu)gosﬁ]gstock is valued at cost price or realizable value whichever
is less.
(ii) Provision for doubtful debts is created in anticipation of actual
bad-debts. ;7w gt
(iii) Joint life insurance policy is shown only at surrender value s
Etga.msl the amount paid. e
1v) Provision for a pending law suit against the firm, which may
either be decided in its favour. | |, i j

Explain the limitations of Firi:iﬁéial A&ﬁunting.' 5

Limitions of Financial Accounfing : -

Accounting provides infonnation_ about the profitability and |

financial soundness of a concem to the owners and othef
.m:.equ parties. In addition, it provides various other valuabl
informations also. However, accounting has certain limitations

]
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These limitations are as follows - n.g. quhﬂ,lrlf{_n;mat:ons_

Influenced by Personal Judge ’ ;

an exact Sn:.:ienoe and accoumgmr:: m"ci‘ml:]ng is as yet
judgement in respect of various items. Pocmmml IS personal
difficult to predict with any degree Ofaccm;u;c“ 1s extremely
life of an asset which s needed for calculating dcpr:c"_t”# useful
same is true about method of valuation of e arI:i“m Thc
provision for doubtful debts. Different persons are bomakmg
have different opinions in respect of such things and h-.md to
will result in ascertainment of different figure of profit m?;::(:;‘
a business by different persons. Hence the figure of profi
cannot be taken as an exact figure.- e
Based on Accounting Concepts and Conventions : Accounts
are prepared on the basis of a number of accounting concepts
and conventions. Hence, the profitability and the financial position
disclosed by it may not be realistic. For example, fixed assets
are shown in the balance sheet according to the ‘going concern
concept’. This means that the fixed assets are shown at their
cost and not at their market value. The values realised on their.
sale may be more or less than the values stated in the balance
sheet. Similarly, on account of convention of conservatism, the
profit & loss account does not disclose the true profit of the
business because future losses are provided whereas future
incomes are ignored.

Incomplete Information : - Accounting statements provide
only the incomplete information because the actual profit or loss
of a business can be known only when the business is closed
down. - '
Omission of Qualitative Information : - Accounts contain
only those information which can be expressed in terms of
money. Qualitative aspects of business units are completely
omitted from the books as these cannot be expressed in monetary
terms. Thus, changes in management, reputation of the busImess,
cordial management-labour relations, firm's ability t0 i
new products, efficiency of management, satisfaction of firm’s

__—-#I
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(a)
Ans,

"~ the firm arc all ignored and omitted from being recorded becayg,

customers etc. which have a vital bearing on the Prnﬁlahm
all of these are qualitative in nature.
Based on Historical Costs : - Accounts arc prepared on the
basis of historical costs (i.e., the original costs) and as such the
figures given in financial statements do not show the c.f’l'eq of
changes in price level. The assets remain undervalued in many
cases particularly land and building. The outcome of this practice
is that balance sheet values of assets are not helpful in estimating
the true financial position of the business.
Affected by Window Dressing : - Window dressing refers to
the practice of manipulating accounts, so that the financial
statements may disclose a more favourable position than the
actual position. For example, the purchases made at the end of
the year may not be recorded or the closing stock may be over-
valued. Hence, correct decisions cannot be taken on the basis
of such financial statements.
Unsuitable for Forecasting : - Financial Accounts are only 2
record of past events. Continuous changes take place in the 0
demand of the product, policics adopted by the firm, the
position or competition etc. As such, the financial analysis
based on past events may not be of much use for forecastingf (y)
Ignorance of Social cost : - Accounting information is nof (b)
neutral or unbiased. Accountants measure income as
coventionally defined: revenues less expenses. But they
consider only selected revenues and expenses. They do not
for example, include cost of such items as water or af
pollution, employee injuries etc. Similarly “they fail to give
recognition to the benefits received by their efforts to cleas
up the environment, improve community welfare and introduc
safety measures for the me worker.”
Write Short notes on the followings :-
Subsidiary Books
(a) Subsidiary Books : -
Transaction in one book only. But when the size of busine
grows and the number of transactions become very large, ¥

(c)

(d)

—— e —

pusin

== no longer possible to rccm

ess A ccounting

only. The Journal is, therefore, suh.d,-n‘_-'ﬂnns M'oné Journa)

Vided j :
Books or the Books of Origing) Entry E;::::}t;; :]L;hsrdlal}'
¥ bool

is meant for recording all the transacy, :

For example, all cash transactjun:c:,:;m;l;;f:;lmrlm Nature.
books, all credit purchase transactions ig i ﬂf;fied in one
all credit purchase transactions in yet another bm:mkdmd
on. Thus, the subsidiary books may be defineq a's“;m:';
where the transactions are entered first and then Jed
accounts are prepared on their basis. e
Subsidiary books also facilitates division of work and increases
efficiency. Information can easily be obtajned i
responsibility can be fixed. Checking also becomes easier
Thus Sub-Division of Joumal is called Subsidiary Books
Following subsidiary books are most commonly used in a
business : -

Type of Subsidiary Books : -

In a large scale business “Journal® is sub-divided into following
books :

Cash Book : All cash receipts and cash payments are
recorded in Cash Book.

Cash Book may be of four types as follows:

Simple Cash Book or Single Column Cash Book
Double Column Cash Book or Two Column Cash Book
: All Cash receipts, bank deposits, cash payments, cash
withdrawls from bank, payment made through cheque,
discount allowed and discount recived are recorded in Two
Column Cash Book depending upon the columns of Cash
Book either Cash & Discount Column, either Bank &
Discount Column or Cash & Bank Column. '
Three/Triple Column Cash Book (having Discount,
Cash and Bank Columns) : Al cash receipts, bank deposits,
cash payments, cash withdrawls from bank, payment 3“::5:
through cheques, discount ullu“;-::u u:d discount receive
recorded in three column cash book.

Petty Cash Book : - It is used to record small payments
made by the business.

e —— )
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(i)

(Iv)

(v)

(vi)

(vii)

(viii)

(a)
(b)
(c)
(d)
(e)
(b)

Ans,

Purchases Book : Only credit purchases of gm&;';-r-:

recorded in Purchases Book. _
Sales Book : Only credit sales of goods are recorded j,

Sales Book.
Purchases Returns Book or Returns Qutwards Book ; |
When the goods previously purchased are returned on Cred
to the suppliers, such retums are recorded in this book. H
Sales Returns Book or Returns Inward Book : Whey
the goods previously sold on Credit are returned by the
customers, such retuns are recorded in this book.

Bills Payable Book : This book is used for recording the
issue of bills receivables, promissory notes or hundies from
various parties. The trader is to receive payment for these
bills.

Bills Payable Book : This book is used for recording the
issue of bills payables, promissory notes or hundies to various
partics. The trader is to make payment for these bills.
Journal Proper : This book is used for recording the
transactions which cannot be recorded in any of the above
mentioned books. . .

Follwing transactions are recorded in Journal Proper : -
Opening Entry

Closing Entries

Rectification Entries

Transfer Entrics

Adjustment Entries

Three column Cash Book

Meaning of Three/Triple Column Cash Book : When}
discoun( column is also added on both the sides of Cash Book
with Cash and Bank column it is called, "Three/Triple Column

Cash Book."
A modemn business has a huge number of bank transactions
which are ordinarily operated through Current Account. The
entering bank transactions also we have three amount columns
on cach side of Cash Book (i) Discount, (ii) Cash, and (i)
Bank. Banking transactions are entered in Bank column. T
other two columns are used for discount and cash transaction
as in two column Cash book. Three column Cash Book records

=l cash and bank r'ci:cipr_q‘and Paymernits as well a >
Well as

received and allowed. Format of (hyee discolit
given below : column cash book i

Proforma of Triple/Three Column Cagh oy

Partieslany | ¥ [X] Amanmni ™"
Wa T | Cob | Fia | L Futmsden TV T3 > ..r L]
L L I PN =y

The main i"entures of Three/Triple Cnlul_nn Cash Book :

The three/triple column cash book has seven columns op both
* debit and credit side. The purpose of each column js briefly

explained below

1. Date : The date column is used to enter the transaction

date. E

2. Particulars : The particulars or description column is used

to write the name of the account to be debited or credited in the

ledger as a result of cash or bank transaction.

3. Voucher Number : A voucher is a document in support of

-a transaction. The serial number of the voucher is entered in

this column.

4. Ledger Folio : Each account in the ledger is assigned a

unique numbered. The number of each ledger account that is

written in particulars column is entered in L.F. column.

5. Discount : The amount of discount allowed is recorded on

debit side and the amount of discount received is recorded on

credit side in discount column.

6. Cash : The amount of cash received (Net of any discount

allowed) is entered on the debit side and the amount of ca?sh

paid (net of any discound received) is entercd on the credit side

of cash column. This column is totaled and balanced like 2

ledger account. d payments made by
T : The amount of all receipts and pay
Bank : The amount of P 1 of the cash book.

the bank account are entered in bank colum: =
This column is also totaled and ha!aqccd likea ch%:cr a: Bn-uk.
Procedure of Preparing Three/Triple Column €35

: : is written in
While commencing a new business, the amount is writte
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(b)

(a)

e cash column if cash is introduced and in the b”'k_"m?ﬁ
it is directlv put into the bank with the description: “To Capjla!
Account™. If 2 new cash book 1s being started for an exig;
business, the opening balances are written as : “To Balance p,
&

} mm%ﬁnmmﬁcmﬁipﬁﬂdc, cash inthecash
column and cheques in the bank column. If any discount j
allowed to the party paying the amount, the discount is entereg
m the discount column. In the particulars column the name of
the account in respect of which payment has been received js
wriilen.

All pavments are written on the payments side, cash paymen
in the cash column and payments by cheques in the bank
column. If some discount has been received from the party
receiving the payment, it is entered in the discount column.
Contra Entries : Ofien cash is withdrawn from bank for use
in the office. In such a case the amount is entered in the bank
column on the payments side and also in the cash column on
the receipts side. In the reverse case of cash being sent to the
bank, the amount is recorded in the hank column on the receipts
side and in cash column on payment side. Against such entries,
the letter “C™ should be written in the LF. column, to indicate
that these are contra transaction and no further posting is
required for them.

Note : It initially cheques received are entered in the cash
column and then sent to the bank, the entry is as if cash has
been sent to the bank.

While recording contra entries, the basic but important rules
should be followed-

The Receiver Dr.
The Giver Cr.
All what comes in Dr.

All what goes out Cr.

¢.g where a Cash Book with separate columns for Bank
Account is maintained,

If cash is dcposm.d in Bank Account, the Bank will be the
Receiver, hence it will be Debited and as the cash is going out.

1Y)

iness

B < will be credited

Accounting

[f cash is withdrawn from the Banj o' . .- .
the Giver, hence it will he Cmdilc:;‘;m;n:l; the B«'a_Ik will be
in, cash will be Debited. » 45 Ihe cash i3 coming
If some cheque sent to the bank s g;

is not able to collect the amount, jt js ;ﬁ;ﬁ"& It:;xkh bank
on the credit side with the name of the related pwnmliﬁ
paniculars COIUI'.IIIJ. ¥

If some cheque issued by the firm is not paid on presentation,
it is entered in the Bank column on the debi sige il e
name of the party to whom the cheque was given,

In a rare case, a cheque received may be given to some other
party, i.€., endorsed. On receipt, it must have been entered in
the bank column on the debit side; on endorsement the amount
will be written in the bank column on the credit side.

In case of maintaining more than one Bank Account, separate
column can be add for each Bank Account. Transactions
between these two or more Bank Accounts can be recorded
and tallied with a much less effort.

Suppose, there are two Bank Accounts namely PNB Current
Account and SBI-Cash Credit Account. Now, if a cheque is
deposited from PNB cheque Book to SBI Account, the receiver
- i.e., PNB Account will be debited and the giver i.e. the SBI
Account shall he credited.

Balancing : The discount columns are totalled but not balanced.
The cash columns are balanced exactly iq the same ma‘:lmr ﬁ
the simple cash book. The process is similar for balanh;igma ‘
bank columns also. It is possible, however, that the ilc;
allow the firm to withdraw more than the amount f'_ifhl’:: -
i.e., to have an overdraft, In SI{Ch a case, :i‘ :::l; e
column on the credit side is bIgger ﬂ'“‘];‘_l si‘:jcas“TU B
side. The difference is wrtten on the de¢ n: o s ppsitc ¢
c/d.” Then the totals are written on the e creditside 5 By
another, the balance i then entered on

" | l

Balance b/d. 1o the bank wil
g ments 1N

However, the usual case 1S i pa.: out of the bank- Then the

exceed the withdrawals or paymen -
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= bank cqlumns are balanced just like the cash columns,

(6. (&) What did you mean by Bank Reconciliation Statemen
Why is it prepared?

(a) .\'iuning and Definition of Bank Reconciliaﬂun

Ans.

Statement :- . .
All the firm open a current account with a bank and in orde

to record the transactions entered into with the bank, maintaip
a bank column in the Cash Book. Bank also opens a separate
account for each firm in its ledger and enters all the
transactions in it. Periodically, bank supplies a copy of the
firm's account in its ledger to the firm for information. This
copy of the firm’s account supplied by the bank is called
Bank Pass Book or bank statement. Now-a-days all the
banks are almost computerised and they send a computerised
statement to the customer periodically. Since all the
transactions entered with the bank are recorded in both the
books, there should be no difference between the balance
shown by the Cash Book and the Pass Book. The balance
of the two books must tally with cach other, because when
the money is deposited into the bank, the firm enters it on the
debit side of the bank column of the Cash Book and at the
same tume bank also enters it on credit side of the firm's
account maintained by the bank. On the other hand, when
money is withdrawn from the bank, firm enters it on the
credit side of bank column of Cash Book and at the same
tme bank also enters it on the debit side of the firm's account
in its books.
Hence, all the entries recorded on the debit side of the Cash
Book must tally with the entries recorded on the credit side
of the Pass Book and conversely, all the entries recorded on
the credit side of the Cash Book must tally with the entries
ru-ordcd on the debit side of the Pass Book. Therefore, at
;f.nmc, the bank balance shown by the Cash Book must
lly with the balance shown by the Pass Book. However,
;';ncl'lpgs it so happens, that these two balances do not
llu.-rj; ;:;: t:: zl-auu On @ certain date it is possible that
e U & kﬂ; cntries which may have been recorded
1 B00k but not in the Pass Book and vice versa.

B

5§ AC‘.’I’"H””‘

ine: i
B statement is, therefore, prepared 1 | -

the difference and 1o reconcile the haland:mi:qr:rrﬁﬂ: ::“:5 ;‘:
0 Beyks

a statement is ca . \
g:l:;:ment’. lled *Bank Reconciliation
According to R.G. Williams, “A 5,
tally balance shown by bank for mmta:dp;tfaud to
pank shown by Cash Book of the customer iy ;,;;] ki;ncc of
reconciliation statement.” bank

_Thus Bank Reconciliation statement js 4 5, ,
to reconcile the balances of Cash Book m;f::;'cgf?;arx
concern and Pass Book maintaincd by the bank periodical
intervals. Transaction of Cash Book and Pass Book -
compared and causes of differences in balances of both the
books are scrutinized and then reconciliation statement 15
prepared. It is prepared with a view (o indicate items which
cause difference between the balances as per the bank columa
of the Cash Book and the Bank Pass Book at a particular
date.
Need and Importance of Bank Reconciliation Statement:
It is necessary to prepare a bank reconciliation statement
due to the following reasons :
This statement locates the errors or omissions that may have
been committed either on the part of the customer or the
bank. The errors so detected can be rectified accordingly
By preparing bank reconciliation statement the customer
becomes sure of the correctness of the bank balance shown
by the Cash Book. It helps him in making the fu.rfhcr
transactions with the bank For example, suppose the L::h
Book shows a bank balance of ¥ 1,00.000, whttrcﬂ-f-ll
balance shown by the Pass Book is T 73,000 Bz'_r:]tuﬂomlzi
the two it a disclosed that cheques for T :-J.;] S
deposited into the bank but have not been collected 50

" fi
some of these have been dishonoured). In iuﬁn;ﬁr;cc i
cheques will be issued by assuming the

75,000 only. st a aration of
A bank rcj:muiliuliun statement Iuc:ll‘“i:: cf:‘i]:.:q:cladns 10
a revised Cash Book. for cxmp J by the bank, direct
bank charges, interest allowed or charged By

|
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Ans.

E:- pPass Book but for which there is Do entry in the Cagh

Book Such entries will now be recorded in the Cash By |

as well
Periodic preparation of this statement reduces the chance,

of embezzlement by the stafT of the firm or even that of the
‘bank. For example. if a cashier merely makes an entry in the
Cash Book but does not deposit the cash and cheques into
the bank. it will be disclosed by preparing a bank reconciliation
statement.
A reconciliation statement helps in revealing the unnecessary
delay in the collection of cheques by the bank .
It also helps in keeping a track of cheques which have been
sent to the bank for collection.
Define depreciation and state any four needs of
accounting for depreciation. '
Meaning and Definition of Depreciation :-
Meaning : The word ‘Depreciation’ is derived from a Latin
word Depretium, if we analyse this word ‘de’ means decline
and ‘pretium’ means price, decline in price or decrease in the
value of assets whether these may be fixed assets or capital
assets.
In every business there are certain assets of a fixed nature
that are needed for the conduct of business operations. Some
examples of such assets are Building, Plant, Motor vehicles,
Fumiture, Office Equipments etc. These assets have a definite
span of life after the expiry of which the assets will loose
their usefulness for the business operations. Fall in the value
and utility of such assets due to their constant use and expiry
of time is termed as depreciation. In other words, the process
of allocation of the cost of a fixed asset over its useful life
is known as depreciation.
Definitions : Some of the well-known definitions of
depreciation are given below :
“It is a matter of common knowledge that all fixed assets
such as plant, {nachlne]y. tools, buildings, leaseholds, furniture
fm f’:ﬂﬁ:ly diminish in value’ as they get older and become
Y constant use in the business.” - J,R. Batliboi

V

gusiness Accounting
:,_.-—:"D_e;rcciation may be defined 5 the s

-

)

(2)

3)

PeTmanent anq

RSN e quality, quantity o al
< C value of

an asset.” - William Pickjes
“Deprecation may he defined a5 , |
value due to use” — RG “‘illimsgmdual deterioration
“Depreciation may be defip
gxh;:]StiDﬂ of the effective lif::f‘ ::1 :;: Measure of the
i i et from any cays
during a period. ¥ cause
Thus on the basis of the above definitions it cap pe
that depreciation is permanent, continuing ansm";d"d
decrease in the book value of a fixed asset dye to wg.; ual
tear, use, affluxion of time, exhaustion, obsolescence ﬂmua;:
technology and market changes; but depreciation is por a
process of valution offxd asst. It an ighy be s h
depreciation is a process_of allocation of the depreciable
amount of an asset over its estimated useful life which i
charged from profit and loss account every year
Need, Importance or Objects of Providing Depreciation
Depreciation is provided in order to achieve the following
objectives : -
For ascertaining the true profit or loss : - The true profit
of a business can be ascertained only when all costs incurred
for the purpose of earning revenues have been debited to the
Profit and Loss Account. As the Assets are used in eaming
revenues, the depreciation in the value of an asset is as
much an expense as any other, such as wages salary, rent
etc.
For showing the ‘true and fair view’ of the ﬁun:ifll
position : - If the depreciation is not charged, the assets will
be shown in the Balance Sheet at an amount which is in
excess of their true values. As such, the Balance Shm_'-f-zll
not present the ‘true and fair view’ of the financial position

of a business. ton - AS
duction : - ¢
To ascertain the accurate cost of P:hoe correct cost of

depreciation is also an item ofdezﬂlms:.i e A
: - _
roduction cannot be calculate _ taken
. = ¢ from customers 15 de

account. Sale price cha.rgcabl" sk i
on the basis of cost of production and hence if the depree
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(6)

™

(8)
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(i)
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Ans,

P e —

= not included in cost of production, the sale price will p,
fixed at lower rates and this in turn will lead to reduceq
profits.
To provide funds for replacement of assets : .
Depreciation though debited to Profit & Loss Account, is not
paid in cash like other expenses. Hence, the amount of
depreciation is retained in the business and is used for the
replacement of fixed assets after the expiry of their estimated
span of life.

To prevent the distribution of profits out of capital : -
If the depreciation is not charged, the profit shown by the
Profit and Loss Account will be in excess of the actual
profits. Such an excess profit may be wholly withdrawn by
the proprictor or may be distributed among the sharcholders
as dividend. Hence, the amount of dividend distributed will
also include the amount of depreciation which is actually a
part of capital.

For avoiding over payment of Income Tax : - Depreciation

is a deductible expense for tax purposes. If depreciation is

not debited to Profit and Loss Account, the net profit shown

by it will be in excess of actual profits. Hence, we will also

have to pay more income tax.

To get tax-rebate : Depreciation is an allowable expenditure
under Income Tax Act. It reduces the tax liability of the
trader. So to get tax rebate it is essential to charge
depreciation. :

Other Objectives : - If the depreciation is not charged, the
net profit shown by Profit & Loss Account will exceed the
actual profits and as a result:

Employees may demand an increase in wages and bonus,
It may also result in extravagance,

It may lead to increase in competition in that type of business.

Define balance sheet and give its characteristics.
Differentiate between Trial Balance and Balance Sheet.

Meaning and Definition of Balance Sheet : -

After ascertaining the net profit or loss of the business
enterprise, the businessmen would also like to know the exact

siness Accounting

E’f.-—-—";-ﬁ;;ﬁial positio_n of his business For th; 45
is preparéd which containg 4 the M;:tpurpw 2 Stalemens

(0

@

(5)

the business cnlerprise. The 5 and Liabi;

a Balance Sheet because jt i:l: & €Nt 50 prepareq i c:ilfdr
accounts which are still open after ﬂ of balances of lcdgq-
accounts to the Trading and Profit & | transfer of a)) nominal

of all the personal and real am“nlsf‘;‘irh\cmum. Balances
and liabilities. Liabilities are shown on l;amupcd a5 assels

the Balance Sheet and Assets on the riglstlf-‘ﬁ hand side of
Definitions : A Balance Sheet has peen ; rhﬂnd side
According to Karlson “A business form shn::a. 1I:;lt:lr..l as fp!]ﬂhs:

and what the proprietor is worth, is cajled - BEJ ;]halgm@ .
According to A. Palmer : - « The Balance ﬁDI: s
statement at a particular date showing on one s;de Eh:;; dLS a
property and possessions and on the other hand the liabiltes ~
According to J.R. Batliboi : “A Balance Sheet is 3 sum;cﬁl ‘
prepared with a view to measure the exact financial position |
of a business on a certain fixed date.”

Characteristics of Balance Sheet : -

A Balance Sheet is a part of the Final Accounts. This is the
reason that the Trading and Profit and Loss Account and the
Balance Sheet are together called “Final Accounts’. However,

the Balance Sheet is a statement and not an account. It has

no debit or credit side and as such the words “To" and ‘By’

are not used before the names of the accounts written theren. |
A Balance Sheet is a summary of the Personal and Real
Accounts, which are still open and have not been closed by ‘
transfer to the Trading and Profit & Loss Account. Debut balances

of all Personal and Real Accounts are put on the right hand side
known as Assets side, whereas the credit balances are put on

the left hand side known as Liabilities side.

The totals of the two sides of the Balance Shect must be
equal. If the totals are not equal, there will be an error
somewhere. . :
Balance Sheet is prepared on a particular datflandli'::l;n*;‘:‘_
a fixed period. As such, it discloses the financi¥! FEEEr
a business on a particular date and not for 3 phtrl“ s
only for the date on which it 18 P“,'F;“‘-:"?__':';'LH L abliics.
single transaction would cause a change It 'h" ":: according 10
It shows the financial position of the busin .

the going concerns concept.

3
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Difference between Trial

Balarlf:e and Balance Shegy

Basis " Trial Balance __Balance Sheet ]
T Object T is prepared to check the | It is prepared to know the
arithmetical accuracy of | fianancial position of 2|
| ledger accounts. business. __!
2 Penod It can be prepared at any | Itis prepared only once i |
| time, a year.
3. Sides | It has Debit and Credit|It has Assets and
 sides. Liabilities sides.
4 Naure of  Personal, real and nominal | In Balance Sheet only
accounts ! account  balances  arc | personal and real account
| recorded in it. balances are shown.
§ Close  of | Accounts need - not be | Accounts need to be
accounts | closed for preparing Trial | closed before preparing
balance Sheet.

| Balance.

6. Closing stock | Closing stock 15 usually not

In Balance Sheet closing

accepted as proof in court

| shown in Trial Balance. stock is recorded
7.Compulsion It is mot compulsorily [It is  compulsorily I
. | prepared. L prepared. .
8 Authenticity | Trial Balance is not | Balance Sheet is accepted |

as proofin court of law as
documentary evidence. It

of bw as documentary

evidence. is ako helpful white
making  payment of
income tax and Goods &
service Tax (GST). |

| account

9. Patt of final It is not a pan of final

account but it is prepared
before final accounts.

It is a pant of final |
accounts. ‘

| 10 0rder
| accounts

"1iBasis

of  There is no order to record
accounts in Trial Balance.

In Balance Sheet balances |
are recorded in liquidity |
or permanency order.

"It is prepared on the basis
| of balances of ledger
accounts,

Balance Sheet is prepared |
on the basis of Trial
Balance.

12 Adjustments It can be prepared without

, making adjustments for
outstanding expenses,
prepaid expenses, accured
income, unearned income
elc.

It cannot be prepared |
without making
adjustments except
adjusted Trial Balance. |

_

Anms.

Q.11. Define accounting and explain various accounting
concepts,

Meaning and Definition of Accounting : -

Bus ine.

S ——

s Accounting

— Accounting isasyjstcmatjc Process o 4
recording, class:fymg' su g Ulllif}'mg_ Measur;

@)
(it)
(iif)

Q.12.

T » SUmmgr
communicating financial jpf,

information on:
the resources available;
how the available resources
the results achieved by thejr :s? been em
It shows the profit earned of loss incurre
accounting period, value and natyre of o4
owners’ equity, i.e., capital. o
Since accounting is a medium of
the language of business,

ing to Ameri i .
i:gs;‘:&gms : erican Institute of Certified Publjc
“Accounting is the art of recording, clags;
summarising in a significant manner and in terms of money;
transactions and events which are, in part at least, of 5
financial character, and interpreting the results thereof ™
According to Smith and Ashburne “Accounting ,-5' the
science of recording and classifying business transactions
and events, primarily of a financial character, and the art of
making significant summaries, analysis and interpretations of
those transactions and events and communicating the results
to persons who must make decisions or form judgment.”
According to American Accounting Association :
“Accounting is the process of identifying, measuring and
communicating economic information of permit informed
judgements and decisions by users of the information.”
Explain following accounting terminology :

MMmation, A

Ployed, ang

d during the
liabilities ang

Communicatign, it j called

fying and

- (a) Balance Sheet

(b) Current Assets
(c) Drawings
(d) Journal Entry

Ans. (a) Balance Sheet - It is not an account. It is position SWIM“

which presents the financial position of husmeslfeﬂnl:mfi of
date. Balance sheet helps us to understand the S i
investment in the business at the end of the i g
acci:um.ing equation, the capital}s equ_al :umacs i
liabilities. So, at a particular po put 1 5 mlr:,md how it IS
should check up the quantum of calP;:{:aﬂiiies. He s
distributed in the form of assets and I

s .
"8, Interpreting ang
Ccounting giyes

A"

4—“:
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f"’fﬁ.ﬁ;—v what the business owns, viz, assets, and what g
business owes viz, liabilities. The difference between (p,
assets and liabilities is what bqlungs to him (or [hem) calleg
capital or owner’s equity. For this purposc a financial Statemen
known as balance sheet is prepared. This is a position
statement as it shows the financial position qf the businegs
at a particular instant of time. A single transaction will change
the composition of the balance sheet. It is also called ‘5
status statement’ as it shows the financial status of business
on a particular date.

Ans.(b) Current Assets : - Current Assets are those assets which
are held by the business with the purpose of converting them
into cash within a short period, i.e. on year of the date of
Balance-Sheet.

According to Hovard & Upton : “The current assets are
usually defined as those assets which are convertible into
cash through the normal course of business within a short
time ordinarily in a year.” : .

Current Assets includes Cash in Hand, Cash at Bank, Bills
Receivables, Sundry Debtors, Short-erm Investments, Prepaid
expenses, Accrued income, Closing stock, loose-tools etc.

Ans.(c) Drawings : It is the amount withdrawn or goods taken by

the proprietor or partner for personal use. Goods so taken by

the proprietor or partner are valued at purchase cost. Drawings
reduces the investment (or capital) of the owners. Drawings
by the proprietor or partner is debited to Drawings Account.

At the time of preparing Balance Sheet, it is deducted from

the capital of the proprietor or partner, as the case is.

In order to free the Capital Account from a large number of

small entries a Drawings Account is generally opened,

Cash Withdrawls. The entries will be : debit Drawings

Account (Personal Accounts debit receiver); credit Cash

(Real Accounts : crcdl{ what goes out); or Bank (Personal

Accounts : credit supplier).

fm:’"ﬁﬁﬁﬁh&; c:tries will be : debit Drawings

what gocs out), ccount (Real Accounts : credit

The balance of Drawings Account will be transferred

. peﬁodica]]}’ by means of a Jo I ; : !
 Account; credit Drawings A'm"’g’znfﬂh'y thus : debit Capital

pusiness Accounting
_,..-—-a')'"ﬁurnal Entry - ,n.m__.___________j_g

Ans. (

Q.13.
Ans.

" Recording of Petty Cash \

original entry, interpreting a pyg;
keeping terms and showing th
credited, together with an explang s

ransaction. Frequently h'ansactl?qns a?'::}ran cription of the

alyzed in journg]
entry form in order to demon : Journal-
accg:mts. 5lratel1|1e,r effect on the

What is petty cash book? What are jts adv
Meaning of Petty Cash Book : -

Petty Cash Book is the book which is used for the purpose
of recording expenses involving small amounts, Besides petty
expenses, receipts from main cash are recorded. Petty Cash
Book is maintained by Petty Cashier and acts as the Petty
Cash Account.

In a business besides large payments, a number of small
payments, such as for conveyance, stationery, cartage, etc.,
have to be made. If all these payments are recorded in the
Cash Book, it will become voluminous. Therefore, it is usual
for firms to appoint a person as ‘Petty Cashier’ and to entrust
the task of making small payments, say, below ¥ 250, to him. |
Of course, he is reimbursed for the payments made.

antages?

Petty cash given to the Petty Cashier for small ]Ja?'ments is
recorded on the credit side of the Cash .Borf}k as ‘By Petty
Cash Account’ and is posted to the debit side of the Petty
Cash Account in the Ledger.

System of Petty Cash
Petty Cash Book may be
by imprest system. —_—
]1:: casg of Ofdinary System of Petty C“hhp'::}' Cﬂfm':
given appropriate amount of cash ﬂnd;of; t E’:"m J
whole of that amount, he submits the &

Cashier.

Imprest System of Petty Cash —_— mqu_uﬂ:
Under this system, an estim: e :
for petty expenses for a period (% fmis given to the P ’
or a month). The amount 50 33 :d. The amount P!
Cashier in the beginning of 2 P1

-

maintained by ordinary system of
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(i)

(ii)

(iii)

Q.14.
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—Juring the period. Thus, he will again have the ﬁxm

in the beginning of the new period reimbursed. This amouyp,
is called imprest money. This system of paying advanc, e
the beginning and reimbursing the amount spent from time ¢,
ume is called imprest system.

Advantages of Imprest System of Petty Cash

Control Over Mistakes : The Petty Cash Book is checkeq
by the cashier at regular intervals so that a mistake, jp
committed, is soon rectified.

Control Over Petty Expenses : Petty expenses are kept
within the limits of imprest since the petty cashier can never
spend more than the available petty cash.

Control Over Frauds : Under this system defalcation of
cash can be minimised since the Petty Cashier is not allowed
to draw cash as and when he desires.

What is profit & Loss account ? Explain various items
which are shown in P&L account by using a suitable
format.

Meaning of Profit & Loss Account : -

Trading account only discloses the gross profit earned as a
result of buying and selling of goods. However, a businessman
has 10 incur a number of expenses which are not taken to
trading account. Hence, a businessman is more interested in
knowing the net profit earned or net loss incurred during the
year As such, a Profit & Loss Account is prepared which
contains all the items of losses and gains pertaining to the
accounting period.

Profit and Loss Account is prepared after Trading Account.
Profit and Loss Account is prepared to determine net profit
carned or net loss incurred by the business during an
accounting period. :
According to Prof. Carter : “A Profit and Loss Account is
an account into which all gains and losses are collected in

Tdﬁ 1o ascertain the excess of gains over the losses or vice
€rsa.

Balance of the Tradin

Acco 5 3
i B unt (Gross Profit or Gross Loss

case may be) is transferred to Profjt and Loss Account.

in
pus Thus, Profit and Loss Account iz, L
on

()

5§ Accounting

the credit side. In case of Gross Logsw;:hs Gross f’mﬁt

Loss on the debit side. Thereafter, ir; dimt:m with Gross
losses are transferred to the debit side of g, P::fl_’ﬂms and
Account. it and Loss

Indirect incomes are transferred 1o the creqy;
Profit and Loss Account. It means those s 5;1\‘; of the
which have not becl:u debited or credited 1o Trading A m‘:
are debited or credited in the Profit and Loss A
The difference of the two sides of this account is pey orofit,
if the total of credit side is more than the total of debit side.
In the reverse situation, difference means net Joss The
difference (i.e., net profit o net loss) is transferred 1o the
Capital Account of the proprietor. Net profit increases the
capital and net loss decreases it.
Indirect Expenses are those expenses which are not directly
associated with manufacturing or sale of goods. They include
administrative, selling and distribution expenses such as
salaries, rent and taxes, postage anfi slalianep", mswmo:
depreciation, interest paid, office lighting, advertising, packing,
carriage outwards, etc. Losses include items like loss by fire,
loss by theft, etc. . _ —
Indirect Incomes are those incomes which are nl;:‘lnwﬂ)
associated with sale of goods, such &;1 m‘;‘s‘- dends,
d assets or investments.
profit on sale of fixe i
Contents or Items of Profi o with ither Gross
Profit and Loss Account is prepared starting T
i e Gross Loss on the debit
Profit on the credit side or Gross 2 \ecount. Indirec
which is transferred from the TRAE (G0 ying
expenses, i.e., eXpenses that have not b"‘_'n Account. Similarly,
Account ;m: debited in the Profil and L""S ;l been credited ©
Indirect incomes i.e., incomes tat }?ﬂ‘;‘:‘m
Trading Account are 0 i side o
Expenses and losses shﬂl:’ﬂ.“:j od below e
and Loss Account “"'_":I"f;' | expense and 15 lf:;': fid
Salary : Salary 15 !l': n :hc debit ol th¢ P::'i;l;d;lrib's ol
from the trial balance WV © 0 g itle
Account. Sometimes, 8 combine

the mﬂ
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(ii)

(iii)

(iv)

v)

(vi)

(vii)

Wages Account’ is maintained in the books. Salarics oo~
Wages Account is debited to Profit and Loss Accoun
considering it to be indirect expense being salaries pajg o
office staff. On the other hand, if the account maintaineg is
‘Wages and Salaries Account’, it is transferred to Trading
Account considering it to be direct expense being paid ¢,
manufacturing and/or trading staff.

Office Rent : Office Rent is an indirect expense being not
related to manufacturing or trading but incurred for the
purposes of administration and sale. '

Office Electricity : Office Electricity expenses like office
rent are not related to manufacturing or trading but are
incurred for the purposes of administration and sale.

Printing and Stationery : Expenses on Printing and Nationery

are related more with administration and sale rather than
manufacturing or trading,

Postage, Courier and Telephone Expenses : Expenses on
postage, courier and telephone, etc., and related more with
administration and sale rather than manufacturing or trading.
Similarly, expenses such as legal expenses, audit fee and
general expenses are also indirect expenses and debited to
Profit and Loss Account. We may categorise them as
Administrtive and Office Expenses.

Salesmen Commission : Salesmen commission is like salary
being paid to salesmen. This expense is an indirect expense
being directly related to sales.

Freight and Carriage on Sales : Freight and carriage paid
on sales in an indirect expense.

Delivery Vehicle Expenses : Expenses incurred on delivery

vehicle are expenses for delivering the goods sold. It is an

indirect expense.

Insurance Expenses : Insurance premium paid for insuring

‘lhc_ assets, finished goods, stock, etc., are indirect expenses.

L 15 an indirect expense.
Advertising Expenses
advertisement is an indirect
the products or possibly

¢ Expenses incurred towards

expense being expense to advertise
to recruit staff.

Busl'l!

(xi)

(xii)

(i)

(xiv)

(xv)

(xvi)

Incomes and profits shown in

()

55 Accounting o
Similarly, expenses such as godown charges, packing charges
etc., are also indirect expenses and debited 1o Profit o
Loss Account. Wc may categorise the above expenses as
gelling and Distribution Expenses.

Interest on Loan : Loan is taken by the firm to make up the
deficiency of capital. Interest paid on loan is an expense to
service the loan taken by the firm. It is an indirect expense
being not related to manufacturing or trading.
Dpiscount Allowed : Discount Allowed means cash discount
allowed to the debtors. It is an indirect expense being discount
 allowed on timely payments by the debtors.
Bad Debt : Bad Debt is the amount that has become
irrecoverable from a debtor. It is an indirect expense.
We may categoriese the above expenses as Finance
Expenses. ‘ .
Deprecitation : Depreciation is the cost of assets written
off over their useful life. It is a fall in the value of the asset
due to its wear and tear, use or lapse of time. Depreciation
is a cost and it being indirect expense. *©
Miscellaneous or General Expenses : Miscellaneous o;
General Expenses are expenses involving ‘small amounts an
being not material are clubbed together into one ac;ou;:itr.e
Abnormal Losses : Abnormal losses sqch as Loss {c m
Loss by Theft and Loss on Sale of Fixed &"_hsstlfscﬂ <
indirect expenses or losses. Besides being In uw:hemy Dc'ww

‘they are also extraordinary lexlllfnsizs because
occasionally and not on reguldr asis. ‘
Besides the above there are other outﬁgtlzfspﬁzo e
drawings of cash or goods by the proP C o paid from the
tax or life insurance premium of e ng e gepse of e
firm’s cash of bank are not account :

y om capilal
firm. They being drawiogs 'S g f the Profit and

the ﬂ-ﬂﬁf side o

: W
Loss Account are discussed bﬁ; iy .
Profit and Loss Account starts® on the credit 3
down from thé Trading Account,
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¢

()

of the fim. It includes :
(@) Interest on fined deposits
»  Dwidend on Investments,
) Rent:
(@ Cash discount received;

1o further credited with Other Incomes, i.e., incop
from the use of fim's resources other than the mgiy 1,

k 8,
\vﬁm

e iy,

USingg,

"
(]

() Gan (Profit) on sale of fixed assets;

n Interest on Drawings; an

d

(¢)  Bad Debts Recovered. The amount of bad debts earlier

written off, if recovered “is an income for the firm. I j
credited to Profit and Loss Account.

Format of Profit and Loss Account

Dx PROFIT AND LOSS ACCOUNT for the year ended Cr.
] Particalars [ Particulars T
| To Gross Loss transferred from Trading = | By Gross Profit ransferred from Trading
| Ak Alet
| To Selanes - | By Rem =
'i':'nlﬂ.l.ﬁndTm = | By Discount Received -
T Seaceeny and Printing - | By Commission Eamed -
| Tc Postage sad Telegrams = | By Interest Received -
To Aunda Fees - By Bad Debts Recovered -
| To Legal Charpes By Income from Investmert B
| To Telcphone Expenses By Dwidends on Shares

Te lanrwnce Premum By Miscellancous Income

. To Bamncss Promotion By Inierest on Drawings -
| Te Repams and Rencwals - | By Profit on Sale of Fixed Asscis -
| To Deprecustion on Asscts - By Profit on Sale of Investments -

Te meren - By Net Loss transferred 1o Capital Ac

| Te Sundry Exponscs

| Te Converance

| To Bank Charges

| To Conerad

T Car Fusmung snd Mamienance -

Te BEsecnes Fapenscs -

Te Lows bv Foe or Thefl

| To Commuasan

| Tu Atverusement

To Frags md Ot ar ds

{ !alun-la.lbumw

| Te Tranelhey Fxpernes

| To Bad Dotes

| To lmeorest oo Cageisl

| To Kt Profs wmmstenred v Capetal Alg

Q.15. What do You mean by

and three accounting co

F Ans. Accounting Conventiony

, accounting Concept en
tions? Explainbriefly five ng Concepts and conve

important accounting concepts
nventions,

+ Accounting Conventions are the

gusines

()
)
G)
O]

¢ Accounting

: : 55
“utcome of :_u,c.lm.lnl:]r:g r[!II!LIt.LF"i OF principles beiny followed
by the enterprises over a period of e Conventic :
: : s with time 1o brj : NS May
fergo  change WL time 10 bring about improy

umnt i . f ; cementin the

“ﬂmynl pecountimg n urmuun?, .

Tihe Oxford Advanced Leamer's Dictionary has defineq the
word ‘Cunwrtmln. qlci-‘lhlltﬂl.ll‘\’t:«,hur cuslum_hn&;d on general
consent. Kohler has obscrved that convention is a statemeny
or rulc of practice which, by common consent, is implied in the
solution of a given class of problems or guides behayvious in a
certain kind of situation”. An axiom and conv=ntion may be
indistinguishable, thus, the use of straight line depreciation long
,cgmdcd as a convention, ha; tended to take on the character
of an axiom. A convention dictates many of the activities of
the public accountant, such as measures of materiality, style
and content of financial statements, the features of audit reports
etc. _ |

In International Accounting Standards, the conventions have
been termed as accounting policies. In practice the generally
accepted accounting policies are known as accounting
conventions, which have been adopted by accountants for a
long time. : )
Types of Accounting Conventions : The Accounting
conventions are mainly of four types :

Convention of full Disc!osure;

Convention of Materiality;

Convention of Consistency

Convention of Conservatism or prudence. _ -
(1) Convention of full disclosure :- This Convention Tfl;'ain
that all significant information relating to the economic 21547

g letely disclosed. In other words,
of the enterprise should be completely E o foemationwhich s
there should be a sufficient disclosure 0 ‘l[‘ rcial stalemacHs
of material interest to the users of the II:: o
such as proprictors, present and potential © -
prop B ortant that the Compan

and others. The principle 15 s :mplﬁc s closure of esscaia
Act makes ample provisions fu:r ments of a Company. ¢
information in the financial stﬂ_‘ Sheet and Profit and Loss
performa and contents of Balance nies Act. Various ifems or
Account are prcscrlbf:d by CP“FP“:‘E counting statements 3_1:"
facts which do not find Pl“,;"_ ﬂn , of footnotes. Such 3
shown in the Balance Sheet by W8

;._‘-i



(1)

(1)
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Contingent Liabilities :- For instance, a clam
sum pending in a court of law against the enterprige Hhm“' "
brought to the notice of the users of the financia d b

l's
otherwise the statements would be misleading, tattm“‘h.
If there 1s a change in the method of valuation of sioc

S 2 2 : : flge + OF foy
providing depreciation or in making provision for doubtfy)
it sheuld be disclosed in the Balance Sheet by way of a fm?;::'
Market value of investments should be given by way o,
foomote. ’
Disclosing of matcrial facts does not mean leaking out
secrets of the business but disclosing sufficient informatioy
which is of material interest to the users of the financiy
statements.
(2) Convention of Materiality :- This Convention is a
exception to the convention of full disclosure. According 1o
this convention, ilems having an insignificant effect or being
urelevant to the user need not be disclosed. These unimportant
niems are either lefi out or merged with other items, othenwise
accounung statements will be unnecessarily overburdenced.
Amencan Accounting Association (AAA) defines the term
matenality as under:-
“An item should be regarded as material if there is reason to
believe that knowledge of it would influence decision of
informed investor.”
It should be noted that what is material for one concern may
be immaterial for another. For instance, the cost of small tools
may be material for a small repair workshop, but the same
figure may be immaterial for Escorts Limited. Similarly, the
paturc of the transaction should also be taken into consideration
A difference of T 500 in the valuation of stock may be regarded
as immatenal, but the difference of ¥ 500 in cash could be
termed matenisl. Thus, the accountant should judge the
imponance of each transaction to determine its materiality.
(3) Convention of Consistency :- The Consistency
convention inplics that same accouning policies will be used
for sumlas sems over the year. In this way more meaningful
inter-peniod companisons can be madg, If the income statemen!
for the current peniod shows higher carnings than the preceding
Emd. the user 15 enttled to assume that business operation’
ve been more profitable provided there is no change in ¢

A ccounting
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W policies adopted by the enterprise The business

ity should be consistent in the accounting practic

c’:u!;giplcs in respect of the assets, cqu“m_grg,m“:‘;r:g
expenses: o
(¢ is only when the accounting principles are uniformly followed
from year to year that the results obtained will be comparable.
The rationale for this concept is that frequent changes in
accounting treatment wngld make the Balance Sheet and the
jncome Statement ‘unreahahl_e for end users
while giving audit reports in America the certified Public
Accountants have _m' certify that the accounting principles in

reparing financial statements for a particular year are
consistent with those of the previous year. But it should not be
construed by this statement that the business enterpnise cannot
make changes in its accounting policies. If it wants to introduce
any change in its accounting policies, it may do so However,
such a change should be reported in its financial statements
and its effect on income statement and balance sheet should
be shown separately.
(4) Convention of Conservatism or Prudence :- According
1o this convention, all anticipated losses should be recorded n
the books of accounts, but all anticipated or unrealized gains
should be ignored. In other words, conscrvatisn 1S the policy
of playing safe. Provision is made for all known liabilities and
losses even though the amount cannot be determined with
certainty. Likewise, when there are different aliematives h;\r
recording a transaction, the one h_a\'mg least Iamu:ahdc
immediate effect on profits or capital should be aduqlck.
Following are the examples of the application of the princip
of conservatism - . .
(i) Closing stock is valued at cost prce Of realizable value
whichever is less. o i
(ii) Provision for doubtful debts is created in anticipation ol
actual bad-debts. ‘
(iii) Joint life insurance pc_)ji'-‘)' 13
as against the amount patd. T
[iv}gir’n:nvisim for a pending law sult against the
may either be decided in its tavour

shown only at surrender value

firm, which
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1L
1118
V.

Q.16. () Describe objectiVe® L opiples.

llowing are
- ing : The f:"J

(b) Explain account ia unt ounting. :-

(a) Objectives of FIn®fe '/ o ﬁ"anc::.:;‘:ess transactions

the main objectives or util! of
(1) To keep systemate mmt'i‘:ig < to keep complete record
:- The main objective of accoun i spcciﬁ =d rules. Complete

of business transactions a‘“_"o'diﬁdps to avoid the possibility of
record of business ransactiol purpose. all the business

mission and fraud. For this [ - Subsidi
t?'ansaclions are first of all recorded 10 Joumal o S d"“?

Books and then posted into Ledger. o
(2) To calculate profit or loss :- The second main objective

of accounting is to ascertain the net profit earned or loss suffered
on account of business transactions during a particular period.
For this purpose Trading and Profit & Loss Account of the
business is prepared at the end of each accounting period. All
the items relating to purchases, sales, expenses and revenues
(incomes) of the business are recorded in Trading and Profit
& Loss Account. If the amount of revenue exceeds the
expenditure incurred in eaming that revenue, there is said to
be a profit. In case the expenditure exceeds the revenue, there
is said to be a loss. In addition, a bt_lsmessman_ is able to get the
following informations by preparing a Trading and Profit &

Loss Account : _ _
H;:.r much goods have been purchased during a particular

-w? - * . ‘]
How much goods have been sold during a paﬂ*-cu{arpem;d.q
How much goods have remained unsold and what 1s 1ts value:

ious. of
How much amount has been spent on various heads

expenditure and how much amount has been earned by various

heads of revenues?
By attaining these informations a businessman can ke
effective control on expenditure.
(3) To know the exact reasons leading to net pmﬁt or
net loss.
(4) To ascertain the financial position of fhe business -
For a businessman, merely ascertaining profjg or loss of the
business is not sufficient. The businessman g, I.~s v ‘
the financial health of the business. For thig u also knov
preparing the Profit & Loss Account a g A Pose, after
*Balance Sheet” is prepared which shows the ,m“llt called
18 and gheir

—

B
"l"--—-..___'_‘lccannﬂng

II.

II.

(b)

-
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Values on the one hand and the liabilities and capital on the

o hand. A Balance Sheet is actually a screen p.l'gtrjrc of the
uwﬂftﬂd position of the business. At one glance, one would

Howe, e I‘n][owml_; by looking at the Balance Sheet :-

How m::dl: the business has to recover from Debtors?

el muf:h mc business has to pay to Creditors?

(b) Cash gt Be business has in the form of (a) Cash in hand,

(5) To asee r:::n () Closing Stock, and (d) Fixed Assets?

Sedad n the progress of the business from year

:f:%’ 11:: Pl‘ﬂ'_t;t and detect errors and frauds.

: |?I'0'l:’l e informations to various parties :- Another
main objpcuw of accounting is to communicate the accounting
in l'm:manon to various interested parties like owners investors
crcd1_tors. banks, employees and government authori ities etc.
The information helps them in taking sound and judi.ciou;l
decisions about the business entity.
Meaning of Accounting Principles : According to the
American Institute of Certified Public Accountants,
“Principles of Accounting are the general law or rule

or proposed as a guide to action, a settled ground or basis of
conduct or practice.”

Accounting Principles are the rules of action or conduct adopted
by accountants universally while recording accounting
transactions. They are the norms or rules which are followed
In giving accounting treatment to various items of assets,
liabilities, expenses, incomes, etc. For example, Inventory
(stock) should be valued at lower of its cost or net realisable
value. Fixed assets should be depreciated over their useful
life. Accounting Principles are the basic or fundamental
propositions generally accepted by accountants as a set of
Accounting Principles based on which transactions are recorded
and Financial Statements are prepared.

Accounting statements disclose the profitabil ity and solvency

of the business to various parties. It is, therefore, necessary

that such statements should be prepared according to some
standard language and set rules. These rules are usually called

‘Generally accepted accounting principles’ (GAAP). These

principles have been generally accepted by accountants all over

. the world as general guidelines for preparing the accounting

statements. These principles have developed over a course of

A i
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Q.17.

Ans.

Torm udage, reason, COMMOonN experiences, hiny:rlcal
;':ffcﬁe';u, st.awf::nu. of individuals, professional bodics and
regulation of Government agencies. These principles are
classified into two categories.

Explain the methods of calculating depreciation ang
mention the circumstances under which'each method cay
be employed advantageously.

Methods of Providing Depreciation and their Advantag,

Generally, methods for providing depreciation are based o
formula, developed on a study of the beha'_-rmur of the asset
over a period of years for readily computing the amount ¢f
depreciation suffered by different forms of assets. Each of the
methods, however, should be applied only after camm!]r
considering nature of the asset and the conditions under which
it is being used. o
The twlﬁnnst common methods for providing depreciation are
the Straight Line Method and the Reducing Balance Method
The Straight Line Method is the most suitable and accurate
method to adopt in most cases. The Income Tax Rules, however,
prescribe the Reducing Balance Method except in the case of
assets of an undertaking engaged in generation and distributios
of power. Methods of calculatry depreciation are as follows
(1) Straight Line Method or Original Cost Method :
According to this method, an equal amount is written off every
year during the working life of an asset so as to reduce tht
cost of the asset to nil or its residual value at the end of it
useful life. The advantage of this method is that it is simpl
to apply and gives accurate results especially in case o
leases, patents and copy rights, and also in case of plasl]
and machinery. Calculation of depreciation for additions 1
plant and machinery may be a complicated affajr unless differed
classes of machines are classified separately jp 5 fauit rapiss!
based on year of additions. This method is sl knp an rcglix:ﬂ _
Instaliment Method. ! own as Fi

. . Costof Assets-—
Straight Line Depreciation = — S=Scrap Valye
Useful lifeof A

i Straight Ls
Straight Line Depreciation Rate = %
- Costol A ——x100

The underlying assumption of this method i

tthe parpjculd |
J—— -

pg,;,,mv

———Accounting
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. Mzmﬂm equal utilit ing its lifetime | IS cann
lity durin
Ir-"e Urue under all circumstances, The “hiﬂmmﬁﬁuﬁhiml_s ed -
“Pairs and maintenance will be low in earlier - wher -
© Same will be high as the asget S A s

(2) Reducing Balance M
Method :
Under this system, a fixed percentage of the diminishing value
of the asset is written off each year so as to reduce the asset
to its break - up value at the end of its life, repairs and small
renewals being charged to revenue. This method is
commonly used for plant, fixtures, etc. Under this method,
the annual charge for depreciation decreases from year to year,
so that the earlier years suffer to the benefit of the later years.
Also, under this method, the value of asset can never be
completely extinguished, which happens in the earlier explained
Straight Line Method. However, it is very simple to operate.
The other advantage of this -method is that the total
charge to revenue is uniform when the depreciation is
high, repairs are negligible; and as the repairs increase,
the burden of depreciation gets lesser and lesser. On the
other hand, under the Straight Line Method, the charge for
depreciation is constant, while repairs tend to increase with
the life of the asset, Among the disadvantages of this method
is the danger that too low a percentage may be adopted as
depreciation with the result that over the life of the asset full

, . depreciation may not be provided; also if assets are grouped in
.- such a way that individual assets are difficult to identify, the

residue of an asset may lie in the asset account even after the
asset has been scrapped. The last mentioned difficulty could
be, however, over come if a Plant register is maintained.

The rate of depreciation under this method may be determined
by the following formula :

Rate of Deprecationj—p_|Residual Value )
Costof Asset

where, n = useful life of Asset
(3) Sum of Years of Digits Method :
It is variation of the *Reducing Balance Method™. In this case,

VN

)
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Galculated by multiplying e grior
stimated scrap value by the ﬁa%tui‘:i

< i ‘a:ﬁlﬁ@l'dcprq.éiatiopis

“" ost of the asset esS its e

rcprcsemed by : o
Total of alldigitsof thelifeof theasset (in years)

ated life of an asset is 10 years; the total of

Suppose the estim .
all the digits from 1to101s5
3+2+1,0rby the formula:

n(n+ll} » 10x11 _s5

: s 2 .
The depreciation to be written
of the cost of the asset less estimated scrap value; and thef
depreciation for the second year will be 9/55 of the cost of
asset less estimated scrap value and so on.
The method is not yet in vogue in India; and it
advantages are the same as those of the Reducing}

Balance Method.

(4) Annuity Method
This is a method of depreciation which also takes int
account the element of interest on capital ‘outlay anl
seeks to write off the value of the asset as well as tht
interest lost over the life of the asset. It assumes that i
amount laid out in acquiring asset. if invested. elsewhere, would
have earned interest which must be reckoned as part of ¢
cost of asset. On that basis, the amount of depreciation 10 be
annually provided in the accounts is ascertained from the Annuil)
Tables, to write off each year interest on the capital ouﬁa)fﬂ;
well as part of the capital sum at a rate that'mg hole of (¥ 3
capital sum and interest accruing thereon would b by
over the life of the asset. Though the amount “:1 be written 0
is constant, the interest in the earlier years ba_“ﬁﬂ off annuall
small amount of capital outlay is written off .l,;l“,g greater, onli|
reversed with passage of time. - 1h1s proportion ¥
This method is eminently suitable for y, .
amount paid for long-term’lease w;"i"'lting off tht
considerable capital outlay. Itis not practi cﬂ;h involve ?
method for writing off depreciation of plant ap, e to adopt this
account of frequent changes in the valve of Sud Machinery of
would necessitate the recalculation of g 3Sset which}
depreciation to be written off anpually. € amgoynt of|

-

5ie, 10+9+8+7+6+5+4:)

Buiiﬂe;“ Accounting ’ i st SR -63
Annual Depreciation =Amount of Lease * Aniiity Table value

of® ] at i % p.a.
ﬁ‘_) Sinking Fund Method :

a large sum of money is require
an asset at the end oiyits ef?ectivtfﬁ;eﬁltﬂ:r:m::: :;t
advisable lo leave in the amount of depreciation Ysm a a:t
annually, for it may or may not be available in the form of the
readily realizable assets to the concern at the time it is required
To safeguard this position, the amount annually provided for
depreciation may be placed to the credit of the Sinking Fund
Account, and at the same time an equivalent amount may be
invested in Government securities. The interest on these
securities, when received, would-be re-invested and the amount
thereof would be credited to the Sinking Fund Account. The
amount of annual provision for depreciation in such a case is
calculated after taking into account interest, that the amounts

_ annually invested shall be eaming over the period these will

remain invested. When the asset is due for replacement, the
securities are sold and the new asset is purchased with the
proceeds of their sale. The book value of the old asset, at the
time, is transferred to the Sinking Fund Account. Any amount
realized on sale of the old asset, as well as the profit or loss on
sale of securities, is transferred to the Sinking Fund Account
and it is closed off by transfer of the balance of the Profit and
Loss Account or General Reserve. -
The amount to be set apart annually be way of depreciation is
ascertained from Sinking Fund tables. They readily show the
amount which must be invested each year to accumulate to ¥
1 at a given rate of interest within the stated period.
The aforementioned method may also be operated a little
differently. The amount set apart on account of depreciation,
instead of being invested annually in the purchase of government
securities may be paid out as premium on a policy maturing at
the end of the life of the asset, for an amount equal to the sum
that will be required for its replacement. In that case the amount
of the premium when paid willbe debited to the Policy Account
instead of the Investment Account. e
Annual Depreciation = Cost of Leased Asset x Sinking Fund
Table value of T 1 at ..... %o pa.
(6) Machine Hour Method :
Where it is practicable to keep 2 record of the actual
::ﬁ”:"l“g hours of each machine, depreciation may be
ated on the basis of hours that the concerned

machine worked. The machine hour rate of the dcpmciaﬁom

is cal =
culated after estimating the total number of hours that

machin : [
€ would work during its whole life: however, it may

V. T

————



me, 00 a consideration of g

1 m time to time, 00 ¢ ra

-have ﬂ%ﬁﬁiﬂ:ﬁmﬂc and technological Cﬂnd'tmqs whict
ch,anS'-:-akc place. 10 ensure that the amount provi ded fo,
:11: ‘g,]:,-lcia:ion corresponds 10 that considered appropriate in th,
c;gngcd circumstances. It w_ou!d be obsen'ed' that th,
slight variation of the Straight Lin,

ation is calculated per yeq,

method is 981y ;' h depreci
‘nic
Method u“dtr:d it is calculated for each hour the machine

Under this meth
works. .
Annual Depreciation

Hours Workedina Particular Year 4
= =oal Estimated Working hours of Machine
(Cost of Assets Scrap Value)

7) Production Units Method : o .
Under this method depreciation of the assét is determined by

comparing the annual produc:tioﬂ‘v-'_ilh the estimated total
production. The amount of depreciation 1S computed by the
use of following method : :
Depreciation for the period =

] Production during the period
Depreciable Amount * " Estimated total production
The method is applicable to machines producing product

of uniform specifications.
(8) Depletion Method : )
This method is used in case, of mines, quarries efc.
containing only a certain quantity of product. The
depreciation rate is calculated by dividing the cost of the assel
by the estimated quantity of product likely to be available. Annual
depreciation will be the quantity extracted multiplied by the
rate per unit. '
Annual Depreciation = e '
Quantity of Mineral Extracted x Rate Per Unit
Where Rater Per Unit :
- Costof Lease MineorQuarry * ' *
Total Estimated Quantity of Mineral Deposited
(9) Revaluation Method : '
.alﬁmﬂ: assets like livestock, potents, trademarketc. are valued
e end of the year by expert values and the difference of
m"fdw and valuation is provided as depreciation. Risé
Vindie chis metten], Fixod A e s hei
market '-'a]ur.:: In c’t]fmed Asscsts are wiition dowm 8 thﬂ-:
. In other words the book value of asset !

Business Accounting -

for uneamed income which j
B i
'l."hg method is normallylsu:lnc:an ige T
gﬁ; {Jt:ise-tools, live-stock etcfnr s for i
ual depreciation = .

Anmu on = Book Value of Asset - Market value of
Where book val e L :
il u&eI of asset= Opening balance of

g the year — Assets sold during th:s ;ﬂ ;e

€ar,

Q.18. What is Balance sheet? Why is it Prepared? Gj
+ Give the

Classivicaton of various :
glf;aning and Definition :: s[;:ia:';: g;g""lhu
entcf‘;r?ss: etiilt:][;l ing the net profit or loss of the busi
i ket usmessman would also like to kn o
i position of his business. For this et
[.,5 prepared which contains all the Assets agmg';s‘mmmt

usiness enterprise. The statement so pre mdl'uesofmc
Balance Sheet becau_se it is a sheet ulP ba[iance 5 ?ﬂ]ed a
accounts which are s_tn[l open after the transfer of sallu |
accounts to the Trading and Profit & Loss Account Bna?ma]
of all the personal and real accounts are grouped as : gl
liabilities. Liabilities are shown on the left hand s?ssetsfand
Balance Sheet and Assets on the right hand side ¢ of the
Deﬁnlu_ons : A Balance Sheet has been defined as follows :
According to Karlson : “A business form showing what is
owed and what the proprietor is worth, is called a Balance

- Sheet.”

According to A Palmer : “The balance sheet i
at a particular date showing on one side the tr;ﬂmﬂa_gs;mg
iﬂd possessions and on the other hand the liabilities.”

ccording to J.R. Batliboi : “A Balance Sheet is a statement
prepared with a view to measure the exact financial position
of a business on a certain fixed date.”
,Iﬁ';ed and Importance of Preparing a Balance Sheet :

e purposes of preparing a Balance Sheet are as

follows:
(1) The main purpose of preparing a Balance Sheet is to
ascertain the true financial position of the business ata particular
point of time.
'{;%)t:tt helps in ascertaining the nat
Of the business such as the amount of C
(3W1“3 from Debtors, amount of fictitious asscts
) It helps in determining the nature and amoun

ure and cost of various assets
losing Stock, amount

etc.
t of various




r

68 s of the busincss.

bout the exact amount of ¢gn:
ddition or deduction made -

ves information a
(4) It gives info S3ital
ntojtjy

the end of the year and thea

nt :
g; l‘:ulzl:ips In finding out whether the firm is solvent or

¢ firm is solvent if the assets exceed the external liabijj;
il;hwou]d be insolvent if opposite 1S the case. : “‘
(6) It helps in preparing the opening entries at the beginning ¢
the next year. g
Clas.siﬁc};tion of Assets : According to the nature of assets
these may be classificd into the following :-
(1) Non-Current Assets : Non-Current Assets are thog,
which are acquired for continuous use and last for many yeay;
such as Land and Building, Plant and Machinery, Motg,
Vehicles, Fumniture etc. According to Finney and Miller ;.
«“Non-Current Assets are assets of a relatively permanent nature
used in the operations of business and not intended for sale”
As the purpose of keeping such assets is not to sell but use
them, changes in their market values are ignored and these are
always shown in the Balance Sheet at cost less depreciation
(2) Current Assets : Current Assets are those which are
either in the form of cash or can be easily converted into cash
within one year of the date of Balance Sheet. In the words of
Hovard & Upton : “The Current Assets are usually defined
as those assets which are convertible into cash through the
nmm‘a! course of business within a short time ordinarily ina
year.” :
Current Assets include Cash, Bills Receivable, Short Term
Investments, Debtors, Prepaid Expenses, Accrued Income,
Closing Stock etc. While valuing these assets, Closing Stock s
valued at cost or realizable value whichever is less and 8
reasonable provision for doubtful debts is deducted out of Sundry
Debtors.
(3) Liquid Assets : Liquid Assets are those which are eithef
in the form of Cash or can be quickly converted into cash
such as Cash, Bills Receivable, Short Term Investments,
Debtors, Accrued Income etc. In other words, if Prepal
Expenses and Closing Stock are excluded from Current Assets
the balance will be Liquid Assets.
(4) Fictitious or Nominal Assets : These are the Assel
which cannot be realised in cash or no further benefit can
ﬁ’l‘;‘;ﬂ[""m these assets. Such assets include Debit balanc®
bl -Afe and the expenditure not yet written off such #
Tusement expenses ete. These assets are not really asse8
but are shown on the assets side | Y e of
transferring them 1o the Prop only for the purpos e
¢ Profit & Loss Account gradually 0¥

ear.
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§
.i"ﬂ""""ﬁﬁcrind of time.
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(5) Wasting Assets : T

h
exhausted or consumed ¢ €S¢ are h,

- € Assets whi
: : VT a perj :33€1S which
and oil-wells. Their value redycer i 3 f time ok
ces Thrgu_gh ME such ag mines
'ghbeing

also include Patents an worked
definite period of time. Mt Propertics taker, on lease for
(6) Tangible and Intangible Assets - ; .
those which have a physical exis::]ts - j
and felt like Plant and Machinery, Bujiq o e €20 be seen
Cash etc. Intangible Assets are those “L'}E;f“fmmu. Stock,
physical existence or which cannot be sec:; do not have any
Goodwill, Trade Marks, Patents etc. [ntan '?';lﬁ:lt such as the
much valuable as Tangible Assets b;:causeg:h; ':jis:ts reigiag
firm in f:amm‘gEl profits. For example, Goodwill hc%'rps o help th;
customers and patents are actually th 4 e,
in producing the goods. Y the know-how which help
Classification of Liabilities : Accordin ir nature
liabilities may be classified as follows : i e
(1) Non-Current or Long-term Liabilities : Those liabilities
which are to be repaid after one year or more are termed as
non-current liabilities. These include Public Deposits, Long-
term Loans, Debentures etc.

(2) Current or Short-term Liabilities : Those liabilities which
are expecied to be paid within one year of the date of the
Balance Sheet are termed as current or short-term liabilities.
These include Bank Overdraft, Creditors, Bills Payable,
Outstanding expenses etc. !
(3) Contingent Liabilities : These are the liabilities which
will become payable only on the happening of some specific
event, otherwise not. Such as : o

(i) Liabilities for bill discounted : In case a bill discounted
from the bank is dishonoured by the acceptor on the due date,
the firm will become liable to the bank. rls
(ii) Liability in respect of a suit pquu_rg ina =P=!“dg£. d;
+ This would become an actual liability if the suit 15 Gect
against the firm. .

(iii) Liability in respect of a glll?g;ﬂ:;' E;““ M‘{}'ﬂ
person : The firm would become lafairs mﬁ:ﬂhis obligation.

Ta“EIhI: Assets are

person for whom guarantee is given [2 They
Contingent liabilities are not shown in the Balance 3120 o
are, however, shown as a footnote Just below
so that their existence may be rev

oog

e
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practical Questions & Answer
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Q.1 Goods worth T 5,000 was used by the Proprictor g,
h j i , wort a
:::1::;:1:?1.000 given as charity. Where and how Wil
pear in final accounts?

these items ap
Adjustment Entry in Journal Proper
L.F. | Amount Dr,
®

Parth One Week g
e
________:'.‘&

Ans.
Particulars

| Date | Am.&;‘ Cr.
| 5,000 '

Dr
| lmw'lnp Ac
Ma 31 | Advernsement A'c Dr 4,000
e D 1000
To Purchases A'c
(Beng goods withdrawn for Personal use, |
distnbuted as free samples and given as |'

chanty }

Presentation in Final Accounts : -

Trading Account

Dr. {Forlheymrencoding....“....‘.)
Particular ? | Particular |?

To Purchases xx
Less (i) Goods withdrawn for personal use (5,000)

h T 4,000 distributed as free samplg, |

(11) Goods distributed as free samples (4,000)

(11) Goods given as capital (1,000) XX
Profit & Loss Account
Dx ; (for the vearending . ... ) G
T : :

tﬁ articula e Particulars
To Advertsement 4000
Or Balance Shect

i T T
l o Listalaties 5 t Assels !
ULess Droming (3,000) XX

‘ iy
:-2.' ::::ell is cpmpouml entry? Give an example.
.w.mu r::l?a:c 1wlu or more trnasactions relating to one pm[cullf
iy € place on the same date. In such cases, instead ©
E separate entries for all such transactions, only on¢ &

pusliness Accounting "

m—— W g - — - y
try is passed. Such a Journal entry g3 = 49
lermed as
d

Journal Entry". For exam ‘Compoun
ple on 31+ March
. 20182 5000 ar
| -

paid for salaries T 3,000 for sqai
' onery and ¥ 2 000 for r
. ent, the

entry will be ;
Joural
[ Date Particulars L A —
MOurs

March | Salary A/c Dr 5000 t
3 Stanonery Alc Dr 3.000
Rent Ac Dr 2,000
To Cash A'c ‘

{Being vanous expenses paid ) 10.000

Q.3. Stock on the date of fire Rs 3,20,000;Stock
.Rs 44,800 ;Stock salvaged Rs 41,600 ::d :::::
insured for Rs 2,40,000. Ascertains the amount of

claim.
Ans. Statement showing amount of claim
Stock on the date of fire _ 3,20,000
Less: 1) Stock Saved 44,800
_ 2)Stock salvaged 41,600 86,400
Stock burnt by fire 2,33,600
(Loss of stock by fire)

Application of Average clause :

Insured Amount

Amount of claim = Loss of stock x

R Insurable Amount
=2,33.{i(]i1):-':-:'i'--“lu'-—[mlE =Rs.1,75,200

3,20,000

Q4. How will you deal with the following items in final

accounts
(a) Sending goods on sale or returen basis.
i (b) Depreciation on assets. ;

ns. (a) Sending Goods on Sale or Return Basis :
If the goods are sent to the customer on 4ppr oval basis and the
approval of goods from the customer has not been received il




Mm it is not treated ag ss
ounting per ; -
the end of the acc g pe entered as sales in the bog s

Parth One Week g, "

vrongly

Li-ct:f:tsgt?:;ﬂs ma:;es;les eﬂty is cancelled as f.;,.uﬂ,.,,“,S ; ks of
(i) Stock on Approval a/c Dr. (at cost price)

To Tradin? afgﬂrded ;

rovalre P

Eﬁ;osc;:sn;]:p Dr. (Amount of Sales)

To Debtors a/c
(Goods sent on approval wrongly entered as sales, noy
rectified.)

Presentation in Final Accounts :
As a result of the above entry, the amount of sales will get
reduced in the trading account. On the other side this amount

siness Accounting.

e

Weprzciatiim on Assets';  —o————nu 711

The continuous use of fixed assets ; A ..
and tear and reduction j
‘Depreciation’. Generally, T
adson ol ﬁie:ih:s::tlculatmn of
cost at a fixed per cent rate.

The value of depreciation is a loss [ -~

hence the depreciation accotln:mi; ]du:;?mﬂ;“ u:'d”‘ﬂ losses,
account is credited with the amount of &ngmﬁm asset
of this adjustment reduces the book value of the ﬁnd abicy
Example : A trader purchased a machine for ¥ 1,00 s;ﬂut
15t April, 2018. At the end of the year it has been decided to
depreciate the Machine @ 5% per annum. For this the

depreciation is
account or on the historical

will be deducted from the debtors on the assets side of the . .
balance sheet. following entry is passed:
When sales on approval basis are cancelled then such goods | Journal
will be included in the closing stock at cost price. Thus it should T
be shown by adding in the closing stock on the credit side of s s Rl hewslal
the trading account and it will also be shown on the assets side e o
of the balance sheet. To Machinery e . 5,000
{Depreciation on Machinery writlen
Trading Account off) -
. (For the year ending..........) e Presentation in Final Accounts : Depreciation is a loss. Hence,
Particulars | % | Particulars ' the balance of depreciation account is shown on the debit side of the
By sales XX profit and loss account like other losses accounts. The amount of
[ﬁ,"’i‘;:;:juﬁ mpna,gsm"“] (XX) - depreciation is deducted from the value of the asset concemned on the
By clasing siock b asset side of the balance sheet.
Add : stock on approval XX XX Profit & Loss Account
CAT cost Price | (for the year ending 31* March, 20 18)
Dr. ' Cr.
Balance sheet Particulars T | Paticulars [ T
. CABBE . oxnin512 ) To Depreciation on Machinery | 5.0001 _ ——
Liabilities | T | Assets F « March, 2018
Balance Sheet as on 31~ Ma
Sundry Deblors XX - Liabilities | € Assets
h:§s : Sales on Spproval (XX)
(with selling price) XX Machinery
Closing stock XX Less : Depreciation
Add : stock on Approvel XX
(At cost Price) XX




(a)

(b)
(c)
d

Total

The following adjustmen
Included amongst the debtors is (

reditors ¥ 1,000 dut

__Parth One Weey, ¢
alance of Gaunﬁ?ﬁ
ly
& | Credit
4 3
__ﬂ@_ 86,690
5,600 | 3.89.600
\ T
Retums Outwards -—*l—;;% Sl
Fre ht and Cam: -'5’-';0_0_ "
_&'ﬂl__—-—"“ﬁ}:i"" —5,300 | .
Salnes and WagES_——57/655 1 -
_is;hlﬁ.'-@’“-—“#—-——" [ 2 s
Buiers =0
Pt and Advertsiog | 146001 -
e come =1~ %0
Cash at Bank 8,000

Discounteamed 1 A
[ General Expenses 11,450 i
Insurance 1,300 =
and Tell 2,330 -
_C_:shiniund 380 -
Travelling Expenses 870 =
Drawings 40,000 =
5,21,330 5,21,330

ts should be made :

T 3,000 due from

Krishna and included among the ¢

to him.

Provision
and Reserve for Discount @ 2% on sundry de
Depreciation on Furniture and Fittings @ 10%

written off,

Personal purchases amounting to T 600 hias been in¢

in the purchases book.

Interest on bank loan shall he vided f . I
the whole yed
A quarter of the sy o ccin i 10
be carried forws:dnom of printing and advemtng
Closing Stock X 78
mitted to be recorded invoices of T 400.

Pre :
pare Trading and Profit & Loss Account and B2

Sheet.

Ans, T

the

for bad and doubtful debts be created ;u 5%
btors.

shall be
luded

to the next year.
600, Y

rading and Profit & Loss Account of Gaurav

Year ended 31st March,2015

Janct

ess A"Cﬂu"“ﬂg- A1

BH-“"

_._'_ Particulars o]
To Opening
Sck

To Purchascs
Add: Omitted
invoices -

321,700
400

32,100
$.800

3,16,300
600

Less : Retums

Amouat [~

3,15,700

-----
-
.....

46,800

18,600
78,500

4,59.600

11,450

35,953

5,700 | By Gross

Profit bAdl
9300
Miscellaneos
Income

By Discomnt

1200

10,950
1,800 H

1,300
2330

8§70
. 1,150

437

500

&"auce Sheet of Gaurav
S at 31st March, 2015)

4,59,600

Falil

4,190




. Parth One Weey ¢

: <Hiey
e e following transaction® i" TW'%

Business Accounting
o

0.6-. mk of Shri lei Pﬂmh altll ]}“&‘ them il“n !“lgtr- g;e e T T M!i-'u\!t-l.t 75
H ni
2015 v 7 5,000 A T Particulary cr,
: Cash in hand T 5,000. Apr 20 | g, LRy
:p:“ Paid to Radha Prakash ¥ 800 45y he 2 mm.“. r:m
p o Radhs ’nk.. < [L0]

Ca & t T 50.
allowed dlsm“l:'urchased goods T 3,600.

‘I' 8
APfLiz  Received cash ¥ 1960 from Atul 4y,
allowed him discount ¥ 40.
April, 15 Sold goods to Ram for cash X 1,600,

il, 17 Rs. 800 had to be paid to Sohan but |
iﬂ:':mt was settled by paying T 760. 1
April, 20 Mohan’s account had a debit balance of3
1,200. He paid ¥ 1,100 and got T 100 as discount,
April, 22 Sold goods T 600.

April, 27 Sold goods to Megha for cash ¥ 1,800,
April, 30 Paid for salaries T 1,000.

April, 30 Paid for rent ¥ 480.

Ans. Books of Hari Prakash

- : Cr.
Two-Column Cash Book .El‘l‘; Fatticulars | JF. ’““:““ Date | Particatan | IF T Amoncs
T
Duc | FPatculann | V. | L | Docoust | Cash | Dwix | Parseslan (Poments) [ V. [L | Descoust [ Cad Ape. 38 | To Cush Mo 1,000 #
| (Recemty) | Mo [ F F
=5 | T Ra | 2015 T T Rent Acconnt
:::: ;u;dh(ﬂl 5000 Apr.d || By Radha Prakaib b il (1] D-n c
] 40 > Porchases T =
Ao 13 | ToSaes A 10 | Aoy | Bysenan P Date | Particulars | JF. | Amount | Daic | Pamiculan | JF m..:,]
z:;rw 100 | 100 | Apr 30 | By Salwica Ae :: 2015 7 T
| Ta A ;
3 e LT - ibincanl | » |
| Ml | To Balance b = 'f;] - . - [
T T T T
Capital 86,650 Farniture & $.000
Ledger of Hari Prakash Fiitings
Anil's Account Add:NetProfit 15953 Less: 00| asm0
Dr. : cr_§ i Deprecuta
Date | Particulars | I F. ;lm:um Date Particulars JE. | Amout 122,643 C\lrrut&nm
2015 T Less : Drawi ¥
: ings : Debios 13,000
Age. 12 | By Cash A 199 [ e Mk
Apr. 12 | By Discount allowed Afc 40 for
| Goods 600 40600 | 8208 Baddebis 1150
Sales Account Bank Loan 20,000 1850
Date | Pariculars Cr. l[.mmlm Less : Reserve
JE_| Amount | Date Particulars | JF. | Amount Sm;“a::‘lmn e
t [ 200 7 14,200 | Siock
(See Note 2) (Propasd)




2

Parth One Week

Serfes
T —

- Notes : bt rs§4m0
' Debtors 4,
Sun ue to Kris

hna I,M]

BO0 1 doubtful debts @ 5% on

provision for bad

223,000=3 11,5105‘:’{3mt on debtors @ 2% on T 21,850

Reserve for D
(i.e.23,000 -1,15
Sundry Creditors

. ff
Less : Set 0 13.800

0)=3437

1,000

Add : Purchase invoice olr:gt&i

Q.7. Prepare 2
extracted fro

March, 2015 :
1. Capitala/e
2. Sales alc
3. Purchases alc
4. Drawings a/c
5,  Machinery a/c
6. Building a/c
1 Due from customers
8. Discount Received
9. Purchases Return
10.  Cartage
1. Salaries and Wages
12.  Insurance and Tax
13.  Rent from Tenants
14.  Interest on Loan given
15.  Dock charges
16.  Motor Expenses
7. Cash in Hand
18.  Creditors
19, Loanfrom Thakur

W
=

Commission Recelved

3
80,000
1,22,260
82,260
- 19,200
40,000
80,000
50,400
- 6,360
932
1,752
5,340
1,680
7,200
2,800
1,340
3,160
3,280
12,900
8,800
11,980

Trial Balance from the following Balances
m the books of Raju Brothers on 31st

Business Accanmikg

—  21.  Bills Receiveg ——e____ 77
22.  Opening Stock 5,020
23.  Fixtures & Fittings :4""’"
24.  Travelling Expenges 2;’3?
26.  Bank Balance as per Caspy Book 32,000
27.  Royalty Received 2,000
28. Professional Fees i
4,000
Ans. Trial Balance
(As at 31* March, 2015 of Raju Brothers)
(5. | Name of Ledger Accounts [ L.F. | Debit Balance | Credic e
No. T
(7._| Capital - ].30!_000
rg-,__ Sales . 122,260
-E,__ Purchases 82.260 i
2. | Drawings 19,200
5. | Machinery 40,000 s
6. | Building 80,000 .
7. | Due from Customers 50,400 -
8. Discount Received - 6,360
9, Purchases Returns = 932
10. | Cartage 1,752
11. | Salaries & Wages 5340 -
12, | Insurance and Tax 1,680
13. | Rent from Tenants - 7.200
14. | Interest on Loan given - 2,800
15. | Dock Charges 1,340 -
16. | Motor Expenses 3,160
17. | Cash in Hand 3,280 -
18. | Creditors - 12,900
19. | Loan from Thakur - 8,800
20. | Commission Received - 11,980
21. | Bills Receivable 5,020 -
[ 22. | Opening Stock 14,400
123 | Fixtures & Fittings 18,000 :
-:"—4-'._ vaclling Expenses 2,200 N
-%g‘-_ﬁﬂk_ﬂalanc: (Cash Book) 32,000 2
"E:',---BEEE}‘ Received = flﬂﬂﬂ
aﬁ-__ Professional Fees ;ﬂ]ﬂ
~—=—{ Suspense Account B 0,032
e ECR Total 3,60,032 3,60,




I Parth One Week g eriey

Bus iness Accounting

78
Q8. [From the following trial balance of a trade;l-,:;;"" 408
Trading and Profit and Loss Account for the year ""ding
31% march, 2017 and a Balance Sheet as on that gqy,
' Tridmgndp,m &
: Jor the Lots Account
St s E‘E@yu March 217
e
: : E
Dr.Q) Xy Tug::h‘:‘s’jm o e L s o
Capital - 1,20,000 Tow_; : Purchases 2000 By Sulea Rm 1000 | g9
Loan-15%pa - Jan 1, 2017 - 10,000 78,000 B;.qm% gSuck m_gg
Commssion . - Drawings _600
rovision for bad debts - o Less - DIE" 77,400 A
Purchases & Sales 80,000 90,000 Jess : Charity _400 | 77,000
Returms 10,000 2,000 To Octroi 0
Debtors & Credilors 50,500 30,000 To duty 2,000
Drawings 5,000 ‘ 104,000 :
Fumiture 5,000 i T.,Grossl-ﬁh"d 4,000 B"G“'WHMCMM - 104,000
: 30,000 : To Rf-‘"‘z“‘:’g‘f,:ﬁm ) e B}'anwd.mm @l W
Opening Sock . - oS Ouistanding Interest 1.'% 20000 [ By N Lom et s |
i - mmnstoﬂ[-oaﬂ alc
., | - | [ )T s
Bad debts ; 500 : Eﬁﬁ"ﬂu 2
Rent, Rates & Taxes 4,000 - :
Life Insurance Premuum ' 2,000 - : Add: FarberBad-debts 300 |
mhunm on Loan jgﬁ : Add : New Provision :2!%
Total 2.53,600 2,53,600 Jes : Old Provision 1000 | 2500
To Provision for discount on debtors
[2:(4?,500]
. e 950
36225 [ e
. Balance Sheet as at 317 March, 2017 -~ —
Adjustments : Liabilities _'_m T Asets T '7
ks Stock on 31* march, 2017 was T 20,000. Conditor .wmot Cash-in-hand _— 19,400
2. Write off further bad debts T 500 and make provision Len R fordicou 900 | 5100\ DD g
for bad debts at 5% and provision for discount at 2% (hmﬁmgSa]mcs&anml e 4,000 — A
~ on debtors. 46 Ousaning otrest Phos | tours| Beddete w50
3. The proprietor withdrew goods costing ? 600 for L-.l:u:mlm ,zog Less : Provision for & - ;‘3
personal use and gave goods costing T 400 in charity. Less : Drawings &_’zﬁ 77,435
4. Create reserve for discount on creditors at 3%. 130550
5. 60% of the work relating to commission received has

been completed in this year.
T 4,000 of salaries and wages is outstanding.




V-

Pﬂ-"ﬂ! One ngk Ky
—D¢ries

80
Working MO vings ted as follows :
The amount of Drawings 18 calcula .
i iven i ial balance
Amount of Drawings given in the tri 8 -

mium (treated as drawings in sole proprictorship)
000

Life Insurance Pre
Drawings of goods for personal use _
600
Total Drawings
7,600

alance, prepared from the books
2016 prepare an adjusted Trial
g 31% December, 2016.

Q.9. From the following Trial B
of A on 31 December,
Balance for the year endin

Particulars T : T

A's Drawings 1,055 | A/s Capital 11,540

Bills Receivables 950 | Loan at 6% (1..1.16) 2,000
[ Plant & Machinery 2,880

Sundry Debtors 6,200 | Sales 35,643

(Including Madan for Commissioner Received 564

dishonoured cheque T

100}

Wages (Manufacturing) 4,097 | Sundry Crteditors 5,963

Returns inward 278

Purchases 25,659

Rent & Taxes 562

Stock on 1.1.16 8,068

Salanes ' 1,100

Travelling Expenses 188

Insurance 40

Cash 53 , —

Bank 1897

Repairs & Renewals 337

Interest on Loan 100

Interest & Discount 487

Bad Debts 362 | g

Fixtures & Fittings 879

56,110 56,110

The Following adjustments are to be made :

(a) Stock in hand on 31.12.16 ¥ 12,896.

(b) Write off half of Madan's cheque.

(¢) Create a provision of 5% on Sundry debtors.

Business_Accounting

—_— k
(d) Manufactm "
of new machinery pyrep, ude ¥ 120 for Im.n““
(e) Depreciate plant & M.::En .
ery

and fittings by 10% pe

: ra
(f) Commission not earp dnnum.
® ©d but received 5
mounts to ¥
MMMM‘-&
. aty”
Oral Tral | S
p— hn d“u—__ Adjusted Trial
- . |—_C'r . [ [ B [ ¢
g El e r ix |l %
w0 T 200 11,940
Lo 3543 e
- o e 7 i 360
_ 563 3
':“'”_ ol 1,055 o
Do A% 950 1,088
B R 2,850 10| s lm
.ghmu'}'m 6,200 50 Gﬁ
Tl k Wi
E . }
MWMG 25,659 1289 l:%
Rent and Rates Afe o8 E?
Siock on Jan. 2016 il Lo
oo 1,100 1100
1-.-.5 L 188 s
Insurance Ale 5 ;
o . 3
Cub 1,897 o
Repairs & Rencwals Afc e o
& s o 2 120
Interest and Disooagum 487 g 497
Bad Debts & Provision AJe = s w
Fixtures and Fittings Afc ' )
wiFtog e | 12,89 12,89
(b) Provision for Bad Debts Afc )
() Depreciation: Plant & machinery ] £
Fixdure & Fittings = g
(d) Commission Uncamed A/c w—— =
() %u:nding nlerest on Loan 0 0
: l e 56405 | 56435
56,110 | 56,110

Working Notes @
(DT 50is irrecoveralle
of T 100. Thus T 50 is
So Provision for Bad and do
@ 5% because provision is not ma
Adjustment entry for provision for
as follows :

out of Madan’s dishonoured cheque
Bad-debts and T 50 is Good-debts.

ubtful Debts is made on < 6,100
de on good and bed debts.

Bad & Doubtful Debts is

___—.f’"\i



[}

Bad & Doubtful Debts Alc 30
atry for closing stock 15 as follows -

I
Jo Provision for

(2) Adjustment €
Closing Stock A/C
To Purchascs Alc
(3) Depreciation on
for installabon ¢
Plamt will be ¢
L)) Calculation of Quts
Total Interest on Loan (6°

[ess ©  Interest on lLoan Paid
Outstanding Interest on Loan

Parth One Week s,

["lant 15 <A

Dr. 305 —~

Dr. 12,894
12,89

lculated after adding wages Paid
i Machinery in Plant. So Depreciation
150 [ic. $% of T (2880 + 120)).

tanding Interest on Loan T

° of L4 2.00[1) =20

= 100

= Al

.10, From the following balances tuken from the books of My

§ Mchia & sons on 31" March,

Balance :

2016, prepare a Trial

- Name of Account T
Cash Balance 28,800
Opening Stock 1,28,000
Purchases 512,000
Purchase Return 12,800
Sales 8,83,200
Sales Return 32,000
Machinery 1,53,600
Land & Buildings 3,20,000
Discount allowed 15,360
Discount Received 9,600
Debtors
Creditors l‘g'm
Bills Receivables |a:z4o
gillsipayahlﬁ 10,560
“apital Y
Drawings J'g‘ﬂ
Rent -
Salaries iy
Loan g'ﬁg
lnteres: : ¥
t Payable on Loan 7,680

ta &
(As at 31" March, 2016) S

[ S. | Nameofthe |LF. T
No Ledger nm | :.Mﬂ
Accounts | lance
1 Cash Alc 2: 800 I T
3 Purchases AJc 5:11 000 '
4 Purchases Return . 12.800
: o -| 883200
[} Sales Afc 32,000 |‘ y
71 Sales Return Alc lrﬂ.ﬁm 3
8 Machinery Alc 3,20,000 A
9. Land & Building 15360 | ’
10. e -1 9,600
1. Discount Allowed 1.17.760 .
12. Alc . 1 54,400
13. Discount Received 18240 | i
14. Alc -| 10560
15. Debtors Alc | 3,84,000
16. | Creditors A/c 38,400 | =
17. | Bills Receivables 23680 | -
18. Ale 23040 | ,
19. Bills payable A/c - 64,000
20. Capinl A/c 7680 | a
Drawings Alc -;
, Rent A/c ;
Salaries A/c |
Loan A/c |
+ Interest Payable on |
{ Lom Alc -
| Total 14.18.560 1418560

(i) Machinery Account; (ii) Mac

On 1* April, 2016 one machine was |
and on 1% April, 2017 2 second machine usl e e
50,000. An improved model which cmts({t:.m& s
purchased on 1* October, 2016 Amar ChEEC F L chow:

i : ‘ou are req
books on 31** March each !"I;‘i:;:r';“];ispma] Account;

ey




Parth One Week g,

erj
o I Depreciation Account. S —
(iii) Provision for Dep
Provision reciation Account Cr.
Dr. Am ::' Del':::te Particulars Amount
" Due | FParticulars - .
—Tt T
i 2016 ?:- P. &;-i;c] 30,000
Ma.3 |ToBaleoceld 1 SHgn ru':‘; By Balance b/d 30,000
w6 |To Machinery | 6, a1
Agril | | Disposal w/e (transfer) Apeil
ByP.&L.akc 29,000
R L 530002017 | ®@24,000+25,000)
e 59,000 | Mar. 31 59,000
w017 |To machinery | 12,000 [ 2017 | By Balance bid 53,000
; i, 1
Apeil, | | Disposal afc (transfer) April, —_— ik
od 2018 (¥ 18,000+%10,000)
;T 3 FEESE €9,000 | Mar., 31 81000
' 81,000 By Balance b/d
2018 69,000
' April, |
Dr Machinery Disposal Account Cr.
Date Particulars | Amount | Date Particulars Amgun
z
Apn o 60,000 (2016  [By  Provision for
1 | To Machi 5 X
- o ' April 1 | Depreciation a/c 6,000
By Bank a/c 50,000
April 1
= E0.000 | 2017 ByP.&L. alc 4,000
Mar 31 =
2017 | To Machinery afc 60,000 60,
Apnl | 2017 By Provision for
18 |ToP&Lak 2,000 | April | | Depreciation afc 12,000
| Mar. 31 e By Bank a/c 50,000
{ 62,000 | April, | 62,000
Q.12. From the following Trial Balance of Anil Kumar, Prepare

Trading and Profit & Loss account for the year ending
31" March, 2016 and Balance Sheet as on that date.

Debit Balance ®
Opening Stock 31,350
Purchases v 2,80,000
Sales Retumns 2,000
Carriage inward 8,710
Wages 58 840
Coal, Gas & Water 42860
Manufacturing expenses W 7840
Debtors 67.900
Salaries 4:300

G\ \lle /e e /

Business_Accounting
Rent, Rates & Taxes

Cash in Hand 1,910
Cash at Bank 70
_ 3,000
Closing stock as on 31 Marcp, 2016 ¥ 53 3005-11-1(!1
Credit Balance 4 2
Sales 4102,1&)
purchase Returns 1,150
Crcd.itﬂl’s 62;000
Discount 20
Capilﬂ] gO,G'DO
15.400
Traaing and Profit & Logs Atcount
’ (for the year ended 31* Mare 2016
Particulars T _—_b’T)wT.—n—_____ "
To Opening Stock | s P i
To Purchases 2,80,000 Less : Sales Return 4.%;]

Less ; Purchases Retums  L150 | 278,850 | By Closing ey 400,160
ToCafﬂlF Inwards 8,?[0 53800
To Wages 58,840
To CD!]. Gas & Water 41&“

To Manfuacturing Expenses 4,840
To Gross Profit ¢/d 28510
453,960 151060
To General Expenses 4,890 -
To Salarics ! 4,300 | By Gross Profit bid 38510
To Rent, Rates & Taxes 1,910 | By Discount Received %
To Net Profit 17,500
(mansferred to Capital Afc)
28.600 23,600
Balance Sheet
As at 31" March, 2016)
Liabilities T Assets T
» o X T
Creditor o 62,000 | Cash-in-Hand 0
Capital 50,000 Cash-at-Bank 4730
Add : Net Profit Debtors S1.588
67,500 Closing Stock 53,800
Less : Drawings 3,000 64,500
- 126,500 1.26.500

Q.13. Journalize the following transaction in the books of Ram:

2016 -

Oct. 1 Commenced busiﬁess with cash

Oct. 2 Paid into Bank
Oct. 3 Bought goods for cash 0
¢. 4 Bought furniture for office use by cheque 6*”“0
Oct. 10 Withdrawn from Bank for office use 1,80
t. 13 Goods sold to Gopal

Oct,

- 15 Bought goods from Ramshankar
18 Paid trade expenses

20,000

16,000
1,000

1,000

40

1,020
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a.—r"‘l"';,;__wlll you deal with s T W

(a)
‘-‘-

evt A ceounting

L
accounts : he following Weme in final

Acermed Income or Ine
Accrued Income or |“::: ::::::-hh
common that certain wtems af mcnme.rfh" - s gquite
gecuritics, COMmission. rent etc | are Emd':h a5 imerest on
year but have not been actually recerved h;r:lf:: the current
current year. Such incomes are known as  Acer of ;rml ol thql-
or ‘Eamned Incomes™ or “Incomes Rﬂcwnh: e —
Treatment in Final Accounts : - Such ,W::,"
hand. will be shown on the credit side of the l‘rtn:: :OLMIG
Account and on the other hand, will be shown on the Asses
side on the Balance Sheet because the amount s yet :,w 1-:_-
received.
Example @ -
Extracts of Trial Balance
As at 31" March, 2018

Dr. (@ | Cr.(D) |

l Commussion Received 20000
e st s M e ot e st P

Adjustment : Commission carned but not

recetved T 5,000

Solution : - Adjustment Entry @ -

Accrued Commission A/c Dr. 5,000
To Commission Received Ale 5000
(Commission receivable)

Eflects on Final Accounts & -

Dr Profit & Loss A/ (For the year endity )17 masch, 2019 L1

Particularn e |

ﬁ;ll'i_hlln L . .
[ [ By Commizsion 2o ou |

i Add  Accurued Commission 3000 | 19,000 |
- “Balance Sheet (As at 3% at March, 2014 ) 1
| Lisbilities | €] Assehs IR SE— S
L Accurued Commimion |

Note

n menfioned inside the [nal
ade only bevause
n the concerned

: « If Accured Incomes have bee
Balance, they will be shown on the Asscts
it means that it has already been meluded i
account of income. Accrued [ncome Agcount 15 2

-___-‘

Scanner
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siness Accountin
88 - onal Amuﬂ[ and always shomm E‘-———-—'.—__Datc NJ!F___-—-__—._-——‘»_.*—‘_-_-:
Representative pers articulars T 8
End of the | Mo——u 1 Amount
Balance. nager on profit. Manager's —
(b) Commission payable to ;Il:nsier on Profit: yous C:ﬂlnﬁagzn ae | OF | Bope 2%
ayable to * . Qutstanding
ABS. CﬂmTi:f::nthl:: :‘I‘:-'Ia nager is given @ fixed percentage of Fm?‘c;n Al 20,000
Somell : iti alary. Commissiop ; o
o3E n addition to salary ssion jg Commj
ted as : . osing Profi —
0 i?[rhc commission payable is based on the profit befors Entry To t&'ﬁ:n:"g'; B )
(1) . cuch commission at a fixed percentage then the Commission Ase
charging S is calculated by the following formula : SFB“I“‘“&C:: 20,000
commission ! fansterred.)
Rate x Profit Before Commission

presentation in Final Accounts
The commission payable to the mg

Commission = 100 |
(ii) If the commission is based on the profit after charg:ing such
commission at a fixed percentage, then the commission is
calculated by the following formula:

nager is shown on the debjt
t before calculating the net

profit and the outstanding commission account is shown onthe

liability side of the balance sheet
The amount of commission of % 20,000 payable to the manager

as calculated in the above example will be shown as under :
Profit and Loss Account for the year ending .........

x Profit Before Commission

Commission = 100+ Rate

Example : A ' .
The profit before charging the commussion in a business is ¥

2.20,000. The manager is paid commission @ 10% on the said

PR ek Dr.
profit, then the commission willbe: e T E ; Cr.
10%2,20,000 o, . - To Manager’s Commission 20,000 | By Net
=————=%22,000 To Net Profit transferred to Capital A/c | 2,00,000 | Profit
oo s - g before 2,20,000
If the manager is paid commission @ 10% on the said profit i ST
after charging such commission then the commission will be : ‘Balance Sheetas at ..........
Liabilities T | Assets T
Outstanding Manager’s Commission 20,000

(10 L
"(l{mw xz,za,om],_ Rs.20,000

Entry in the Books of Accounts :

The commission is payable to the manager. For this transaction
the entries will be as follows :
Journal

Q.15. From the following balances, Prepare Trading Account, |
Profit & Loss Account and Balance Sheet as on 31" |
March, 2017. :

L
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2erley

ﬁ Amount (Rs.)

pr. (%) Cr.(%)
— | s.00000 :
L W]

1,60,000 -
= .
MEE_____.__—-_M ;
i e id | -]12,45,000
Debtors 2,40,000 -
| Purchases 16,00,000 -

Sales Return 40,000 =
Commission Received -| 1,30,000
Octroi 76,000
Creditors -| 7,00,000
| Rent 44,000
Discount Received - 11,000
General Expenses 41,000 -
| Wages & Salaries 17,000 -
Carriage 3,000 -
Productive Wages 20,000 -
Machinery 2,00,000 -
Bank 4,00,000 -
Salaries 1,40,000 =
Suationery 14,000 g
Drawings 80,000 -
Loss by Fire 30,000 =
Inyestment_ 3,60,000 -
Interest on Investment - 9,000
Sles - | 24,00,000
Purchases Return 3 70,000
L. Total | 45,65,000 | 45,65,000

L 4

siness A ccounting

Clossing Stock on 3 1.03.2017 isy
10,00

M -‘__~_-\—-
P

;: Nﬂdﬂl 16,00,000 e

Less : Purchascs Retum - 70,000 Stles
o Octroi 76,000 By Cloxng Sies 000 | g
ToCHP0s Salarics 3000 10.0,000
ToWages & S5 1700 '
To Prodociti® 90

profit & Loss w/c (Gross Profi) | 9,14 009
1,..--;__'_ 33,60,

- e B AR T e —
- e —
To Salancs @ 140,000 By Discount Receiveq 130,00
Ty uoo| B, |
Tolm!w 30,000 9,000

Mﬁﬁuﬁhﬁﬂ I:.E'S.mn

boo .
o Balance Sheet a3 on 31" Margh_ 3771000
LR ——
________—-—I'm Ty “a Anety ¥ )
| creditor 7,00,000 160,000
Capial 12,45,000 ﬁ: m
4 : Net Profit Stock SR
20,40,000 Revesmsid 100,000
Lass : Drawings $0.000 | 19,60,000 | Fumiare T
S~ rarraiel 100000
260,000

Q.16. The following trial balance was extracted from the books
of Raj Kumar & Sons on 31* march, 2017 :

Particulars Dr.@ I @
Drawings and Capital 5,000 1,00,000
Purchases and Sales 68,000 1,20,000
Deln'qm and Creditors 40,000 30,000
Opening Stock 30,000 .
Retumns Inward 3,000 - |
Bank Overdraft : 1200
Salaries 17,000 . ;
Hearting & Lighting-Office 200 |
Commussion Received =] e l
 Travelling Expenses 10,000 |
\Pnnning & Stationery Expenses 10007 |
Fumiture ______‘"_‘59]'_1 o
“&*ons:m for Doubtful debis 5| PR e
ey & Flﬂ'glll 7 ________]U_,_W_JJ 0 |
..‘!‘l'f”!ﬂll;e Premi ] i
[ Cabrce Premium 5000 | :
Cash in Hang f M 2p00
L = A

T — e e
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siness ACCounting
.—-——-— Parth Orfe Fi’i_:eff S Bu 7. Prepare ;a frigh balangs T
Tccount and Profit & Eo"ﬁi-hcc'ai.&t‘ o} extracted: from e bml"s':;"ﬂ"h I’ oo aia 3
92 o e 2017 and a B A m B e
ﬁm;g 31* March, 20: e balau:""“ Opening Stock Tu 000 R
for the'Ye :hal date, from the abov € ang Purchases 2,0’3,0“0
Sheet a8 O = @ tments : O 4 ... 60,000
the following 2CILT 100, Cash In Hand,; .. 500"
(i) Clossing Stock igl-i;'still Payable. Cas:;,t";rsB““.l.‘, e ghﬂﬂo LA R
s r wag : a g 1 Credi ,00 I :
(i) X 1;000 fﬁ:vork for commission received has bee, Sales - 2*40,13000
(iii) 75% © hold Salaries oo 14,000
completed. ciation at 5% on leasehold property Lo SR | |
(iv) Charge del":.-niture g i s 500
% on iu = i aintai _ nsurance X
and at w..:;:.isiﬂﬂ for doubtful de_l:lts is tolﬁe maintaineq {;pildingg, iy 40,000
(0 TS R ioe _ sphexs? v ~Capital Accouiit " 44009
at 6% on dEbh‘ne was purchased for ¥ 10,000 and the ‘Purthase Retiins 12,000
(vi) A new mac Iade by cheque, the entry for this Sales- Returms " 13,000
payment wasnl:t been made in the books. Ans. Trial Balance of Ram Brothrs (As at erscenriens)
purchase lmsfnl’ Salaries relates to mext year. ’g.—l’ Name of the: | LF.| Debit Credit
(vii) ¥ 2,000 - Ledger ‘Accounts Balance | Balance
Trading and Profit and Loss mlﬁ % T Ro. = z L
Ans. (for he year i “Particalars 1. | Opening Stock A/C 10,000 8
r “| 30000 By Seles Viwe | 1170 | Purchases A/C 200000 . -
ing Stock f_gﬂ.'slﬂ'm 15,000 2' 000 &
To Pachtses 6800 By Cloing Stock B 3. | Debtors A/C o
To Wages & Freight oo | 11000 L] 4. | Cashin Hand A/C L% )
B by uﬁu% Profit bid o 5. | Cash at Bank {UC i 50,000
To Salaries Voo | 15000 :’sm“mi@mnlﬁ o 6. | Creditors A/C : 240‘0'00 i
Less : Prepaid ¢-Office 200 o uu:Un“ﬁ::fpgm‘?;m G 7. | SalesA/C 14.000 e I
o Tovehing Exps oo | By Oprovionor 8, | Selmies AL .. 3,000 :
Do j s e e A B Fepvs 150
mrmmtl e @ 4,900 10. | Wages A/C '50_0 -
To Uﬁcﬁm e — 3100] 11. | Insurance & Taxes N
TR : B s a5 o 31" March, 2017 — T e 40.000 g
smswﬂ“—‘i"“—;“"—*—ff sl 12. |'Buildings A/IC Tl 44000
Liabilities [ 30,00 | Cash in band : w 17,600 13. | Capital Account .| 12,000
Creditor T Less Provision m for Bad Debts l;g 14. | Purchase Returns
:::_m_uw 10,000 z‘.;ﬁ msm 10,000 A/C 3,000 B
ke Gt . —— | 00 13. | Sales Returns A/C JWZ@
Caprtal s Less : Depreciation $0,000 Total
AT 105,200 Leaschold Property 4,000 | 76000 S
T 5000 | 1,00200 | Less : Deprecistion 153,790
LA 1,53,700
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94 ___————ercrries fn the Dopks of Ramil Tor g

—Giye Jourmt

Q_n's- following transactions. :
2017 Rs. 40,
May 1 Goods punhase&um?a?umit 20,333
May 4 Goods sold t© i g
May 7 Loan received fl'ﬂllii ; 7500
\May § Rent paid to Sures . o
May 10 Goodmds re::rr::g ;; et P 3000
' § Ic nss : 4
May 0 s given In charity T 400 and cash in charity T gy
1,000 . %
- id to Sumit in full settlement. ,500
:}:: %g El;:lcei\'ed from Kumbhat in fu!l Settlement 16,000
* “May 30 Paid for Stationery 5,000
May 31 Paid for Salary . 15,000
Ans. Journal of Ramit : _—
Particulars L.F. | Amount Dr.(®) | Amount c.. Wl
m'i'?‘ Purchases Alc Dr. - 40,000 o~
My, | To Sumit ? k. i 0
‘ = e Dr + 20,000 .
(Being o o ey , 2
Dr. 2,22,000
o (B Bk Lown g 222000
(Being loan taken frooy Bank ) ) G -
Mo 8 [RetAE o) w20 0 ap fit v 7,500
(Being rent Paid 1o Sarcsh ) - : a;
May, 10 | Sumit Alc ¥ D N} 5,000 g
To Purchascs Retum Ak |- -1
(Being goods retemed to Sumit ) '
My, 14 [SalsRewmAk .- Dr. . 3000| .- W
To Kunbhat E
(Being goods retumed to Kumbhat )
May, 17 | Charity Alc T D, 1,000
To Purchaser Alc " ., 400,
ToCash Ak ik | T s
! .l &Hﬂ .‘““E‘!!_! Ml 39 * .- ‘- i = T
S h‘ﬂ&o\k L 10 ) 34,500 |*
To Discount Received Ale 500 |'
(Being Cash Paid (o Swmit in full . -
scitlcment and recived discount of T 500.) -
May, 29 [Cash Alc Dr. 16,000
Discount Allowed Afc . Dr. 1.000
IoM—. oy fas o 17000
{Being cash received from Kumbhat in
full scticment and allowed him discount
of € 1000)
May, 30 [Staiomery Ale . - 5,000
(i vy P i L 3000
Moyt [SawyAk D% | M
ToCash Ak : 15,000
(Being salary Paid ) )

. "A"Fire bro g ou
premises of Suyiqy,
All the stock was

tl'n Qth .-
A Reag

u

lthe following figyres c:ll::tul:tel" of¥n l-‘n: “

g policy, € the clajp amoung umi:nr
Goods in the shop on Ist April, 2917 I
pyrchases during 2017-18 330000
purchases returns during 2017-18 S0
ales less returns during 2017-18 40
value of goods on 31st March, 2018 800

purchases 1€ss returns since Ist April, 2018 to the gage o s

galed less retumf since st April, 2018 tg he e O:F'Fm 9,50,000
it was the practice in the business to value stck alms 12,10,000
Farly in April, 2018 selling prices were aised by 103, s -
nsured for T 1,80,000. 156 by 10% Stock was

Ans. Trading Account
(for the year emded 31 March,2018)
Paiculers Amount | Pariulas —
L4
g a0 ol |
TnﬁmmgStmk 400000 BTS&IB{IC&!IM} 2,00,000
[3moox!_°_‘l] Mo
7 98 By Closing Stock 2,50,000
ToPurchases  16,60,000 (237500x100/95)
Less Purchase Retum 10,000 | 16:50,000 g
ToGross ! :
n ; profit 2,00,000
22,50,000 72,50,000
Gross Profit
Rate of Gross profit = x100
P Net Sales
< 200000 _ 100 =10% on sales
2000000 N
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m‘m“'ditrm”ﬂ "]ﬂ- l_ﬁm?-;
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centnge on sales dunite <
:T“h price are as under .

Sales price (100410)

= 110

1
=00
Giross profit = 20

Thus, ratc of Rross

20 Imlﬁlﬁ.lﬁ'f’-urlﬂznm%lonmu

= I-ih ¥
Memorandum Trading Account
(From 1" Apr,2018 10 9" February ,2019)

ess Cost of goods sold (on the basis of 2017-1§)

profit  during  2018.)9

T I Particulars Amount
[p——— e —————— — t r
110 s Stock A ¢ 2,%0,000 | Ry Sales (less returm) | 12,10,0600
' ::]m:tim Hﬂ:ml] 9,50,000 | By Closing Stock 210,000
| To Gruns Profin 220,000 | (Dalancefigure)
i e | " )
| 12.10,000% 14,20,000 14,2000
Calculation of loss of stock -
L4
Stock on the date of fire 2,10,000
Less Stock salvaged
22,000
lLoss of stock 188,000
Application of Average Clause -
Amount of claim = | oss of stock x —22ured A mount
Insurable A mount

.20, (%) How will you 4oy

(1

ARS.

*l.!. r‘-‘ll,l"r' T —-"-—-._,__E

1_|I'J. FF

account?
Dividends:

A divid_:nd 15 0 distribution
proportional to the nymey
1S NOt an expenses 1o the

distribution of g retaned ey Stymy but rather o
There are four components
The following table shoys
impact each one of these

of the financal Matzrmens
how dividends ippear m |.n
talements( if g 4);

It of Drvadernie

E m"““l“;h:‘mm i
. 'IT;“- 1"‘""-':!1-.-.'._“. 1
:’m"“di;‘;*_‘-‘hﬁ i

et of retanesd oarmings or tatctment | Repurt s » et 2 s e

| of dhangen i st khokders equity

(i)

Ans.

————— s

Note: l'rlnpcm:d Dividend 1s shown in "\mh'.n m accuunu
as Contingent Liabilities below the Balance Sheet

Outstanding Expenses:

These are the expenses which have been incurred dunng
the year but have been left unpaid on the date of
preparation of the final accounts.

Treatment in final account:- Outstanding expenses on
the one hand, will be added 1o the concemed expenses on
the debit side of Trading and profit and Loss A/C and on
the other hand will also be shown on the Liahilines side
of the Balance Sheet.

Example: Extract of Trial Balance as at 11 March,2019

Dr Balance | Cr. Balance
2, 00,000

Name of Accounts | LF
| Salary Paid
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g 3 e
2 Gjusment: Salary T 26,000 1§ Gutstanciog

Solution: Adjustment Entry:

g iyl Dr 20,000
March 31 To Outstanding Salary A/C
i atdl 20,000
(Being Salary due)

Effect on Final Accounts:

Profit and Loss AIC |
(for the year ending 31 March.zﬂ!?)

Cr
Dr. -
To Salary 2,00,000
Add Outstanding Salary 20,000 | 2,20,000
Balance Sheet
(As at 31% March,2019)
Liabilities Amount | Assets Am;:-unt
T

Outstanding Salary | 20,000
(iif) Tax Liabilties:
Ans.  Taxes appear in some form in all three of the major

financial statements: The Balance Sheet, the Income
Statement and the Cash Flow Statement Deferred incor.m'-
tax liabilitics can be included in the long-term liabilities
section of the Balance sheet. A deferred tax liability is @

liability that is due in the future. Specifically, the company

has already earned the income, but it will not pay taxes
on that income until the end of the tax year. long ~term
liabilities are payable in more than 12 months.

Goods and service tax are usuall y listed on the balanc®

E sheet as current liabilities, It is paid directly to the

—

Q.21

Ans, :

pasiness: Accounting '

government and goor

. Cpend —
services sol N the dijates -
sales, GST ; because the (ay | ;ﬂnum O product or
geﬂﬂl‘ﬂﬂ}' acerye o E”r’:ml;':gcs of tota]

Onthly basis,

The income statemens i '
ement also )i iy Lo
The statement wi]j determine pl:::;ie;?m related to axes

Income and sybtracy

The Cash F lp‘;v Statem ;
ent a : :
tax expenses, It is listeq g .wsie'ﬂcludeg information on

4 S payable’ and j
both Io-rcllg (:etm and short-term tax liabilities, Wh:clt:g:
are paid during the cash flgw period reflected in the

statement, then this change is gho :
payable. T 85 3 decrease in tax

What do you mean by ‘Fina) Accounts’? Why are

they prepared? Prepare a tradin i
Saculiary fiiiee: g account by taking

Meaning of Financial Account or Financial Statements

Financial Statements refer to such statements which report
the profitability and the financial position of the business at
!he end of accounting period. The term financial statements
includes atleast two basic statements which are as under -

() Income Statement (or Trading and Profit and Loss
Account) which shows results of business operations
during an accounting period, and

(i) Statement of Financial Position (or Balance Shect)
which shows financial position of an enterprise af a
specified point of time.

In the words of John N. Myer, "The financial statements
provide a summary of the accounts of a business entr;
prise, the balance sheet reflecting the assets, h“bm"e]i 5

capital as on a certain date and the income statement SHOW-

ing the results of operations during a certain period.”
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ﬂﬂ.—.—:ﬁl‘;ﬂ% ﬁnanclul'stnlemcn(s are termed i;".'ﬁ-;.;
Attounts.*

In modemn times, 1

gusiness 'Ai:cdu}!rﬁ;f- .
el F :
OT Bross Toss rigim=—r
aclivities of , b I Oring
show the regy, 5 r:}“ﬁs_s,
of sales exceegg (1. "
dircctly connecieq 1y

1 such
Profit. Op
SEs exceed 1

di
chase of goods an d':igls-‘;ccoum

n addition to the aforesaid two basic f;
: v statements ﬂﬂﬂlcly as -
cial statements, two other S ey
'::m of Retained Earnings and a Cash Flow Statement gy,

. also generally included in financial statements.

Need and Importance of Final Accounts

It is only through Final Accounts that a businessman comeg

{0 know whether business is progressing well or not. Fing|
Accounts of big business houses are important for gover.

. ok . | or manufactyr;
ment as well as public. If a company fails, it is a nationa| o ulacturin
loss. Final Accounts provide information about the financia| Account. Al such egpii&e .
position of companics and not only the gp\,emme:ilt e Definition - Acco di S
and creditors are interested in it. I i - e i i
but also the bankers d Lis . count shows the rcsult%; ;}f.:;'R" Batlibol "Tpe Trading Ac-

only on the basis of these statements, that a decision to pro-
vide loans etc., to business 1S m.adc.
In a nutshell, Final Accounts are the eyes of the Proprietors

and Managers by which they see all the business transac-
tions of a period in a concise form, while for the outsiders

Tﬁdi“g Account

( for the year ended 31 March, 2019)

they are like the windows of the business house through D
which they can peep in and assess the capabilities of man- = t -
agement. R —_ Particulars '
i 2 s By Sales 200,000
Finahcial Statements are the end-product of the accounting ToPurchases . 30,600 i SO
process prepared from the Trial Balance. They are pre- Leis: PurchaseRetum 5,000 | ' 45,000 nm.;.i . 20000 180,000
pared to know: To wages i o 20000
@) The profit carned or loss incurred from the business £ et s paaes 1,500
operations during an accounting period. It is known To Carriage In wards i
from the Profit and Loss Account. Few enterprises ToGas, Fuel & Power 12100
also prepare Trading Account in addition to the Profit TaFreight and Cartage 4500
and Loss Account, and To Manufacturing Expenses -
ToF, q
(i) The assets owned and liabilitics owed as on the date, 4 |, F::"’ Lighting 15,900
i.., financial position, by preparing the Balance ruMWhl 21,200 .
Charges 11,000
Sheet. To Royalty S
Trading Account 100ross Profit transferred
Trading acc i : fit lpmit'“mm 45,600
g account is prepared for calculating the gross pro g —— 17

%



'] R ey Parth-One mﬂk.&‘m
EEE, Joumalist the following transaction m_m
of Sharma Bros.
2019 Jan 1 Started business with cash T 3,00,000:
goods worth ¥ 80,000 and Furniture worth ¥ 80,00

msoduomm;wh]
L~ cashaic

Flﬂ D

Travelling Expense acoomy
Jan 2 Deposited in bank ¥ 40,000 e T 5
Jan 3 Bought goods from P Bros. on credit ¥ 60,009 (Being received cash from trgpers

salesman for Goods s0ld by hiry ey

deducting travellin e
" | Drawings A —
fmls D
To bank A/C '

Jan 5 Sold goods to Goyal Bros. on credit ¥ 70,000
Jan 10 Received T 4000 from travelling salesman for goods
sold by him afier deducting travelling exp. ¥ 200

ing cash withdrawn
Jan 15 Drew a cheque of T 800 for Personal use e Ntk ve
Jan 18 Paid to P Bros. by cheque at 5% discount T | PBres ac G g
Jan 20 Goyal Bros. gave cheque; deposited in Bank ¥ 70,00 Te Bank A/C a
: To Discount received AC 7pue,
Jan 25 Paid sa]ztry < 4000 and rent ¥ 2500 to Mohan i 1 e
Jan 28 Bank intimates that cheque of Goyal Bros. has been by cheque)
returned unpaid .
Jan 31 Depreciation charged on furniture @ 10% Pa.
Ans. Journal of Sharma Bros.
Jan 20 Bazk A/C D Py —
To Goyal Bros. 2000
(Being cheque received from
Dae Particulars LE| Amoust (Dr) | Amousi(Cr) $ Bros. d::: deposited Into the
T ? — same days)
2019 Cash AC Dr 3,00,000 hals | saaryaic Dr 400
Jan ) Stock AIC Dr 80,000 Rent A/C Dr 2500
Fumitere A/C Dr 80,000 To Cash A/C 6500
To Capital AIC 4,60,000 (Bei
(Being started busincss with 0 . "1;“' Nl
- cah, poods & Furnthire ) l'n“ onw B 70000
Bask AC Dr 40,000 e, AC . I e
To Cash AIC 40,000 | To Bank A/C
(Being Cash Deposited into Bank) (Being cheque of Goyal Bros.
Jn 3 Pthlc :’l"h Dr 60,000 --J-:_______ | Dishonoured)
o P. Bro, ,000 3l ;
l_m._m from o Dvm: :nn AC Dx 2000 =
: urmiture A/C
' (Being depreciation charged !




R o e Partly ‘Qrie_Week Serip
Q.23. X Co. Ltd. purchased a plant for ¥ 2,00,00 on 1.4.2015,
It was charging depreciation at 10% p.a. according to
the fixed installments method. On 1** Apr, 2018 it wag
decided to change the method of depreciation frop,
Fixed installment method to Diminishing Balance
method w.e.f 14-2014, the rate of depreciation was ¢,
"be 12% p.a. You are requested to prepare the Plant
Account for Four years upto the end of 31* march,2019,
Ans. Plant Account .
Date Particulars AmountT Date | ' Particulars Amount? |
oS To Bank A'C 2,00,000 2016 i Fomn =
Aprl Mar 31 | By Dapreciation A/C 20,000
Mar31 | ByBalancecd 1,80,000
2,00,000 ‘ 2,00,000
2016 2000 | ... . . o
Aprl | ToBalancebid | 1,80000 | Mar31 | ByDepreciaionAC | 20,000
: ; Mar31 | Bybalancecd '~ | 1,60,000
180,000 180,000
2017 2018 -
Aprl ToBalance bid |  1,60,000 Mar 31 By Depreciation A/C: 20,000
Mar 31 | Bybalance o/d 1.40,000
1,60,000 i ' 1,60,000
2018 2018 '
Agr) | ToBalance bid 140000 | Aprl | ByDepreciation A/C 3,706
(Additional Depreciation
2019 h
Mar31 | ByDepreciation A/C 16,355
Mar31 | ByBalance cid 119,939
1,40,000 ¥ 1,40,000

Working Note:
Depreciation:

1. Calculation of Additional

ess, A

- - o=

pusin

Additional-Deprgciation =63

Ccoum-,'ng

Value method) :

.. ,706-
2 I€Ciation for the Year 20]580,000 =3 3706
-]9 {w T

0.24. Distinguisﬁ between tria) Balance
Ans. Difference between Tri

and Balance sheet,

al
as follows : Balance and Balance Shey gre
Basis Trial Balance B

1. Purpose pupose s 1o [ The mih’:; -

' establish- arithmetical portray financial
accuracy of the books of | position.
accounts.

2. Necessity Thought desirable, if may | It is essential to
be possible to dispense | balance  sheet 1o

L ; with its preparation. complete the

accounting process.
3.Headings | The two columns are | The two sides arc
headed as debit and | headed as assets and
credit, liabilities.

4. Accounts | All accounts ie. assets, | Only assets, liabilities
liabilities, capital, income | and capital accounts are
and expenses accounts are | shown.

e shown. —

3. Period A Trial balance can be | Normally, l‘“P"]:.’;’:
prepared at any time, even | only at the end 0
monthly or whenever trading period.

—— | required.
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#--_-__ & i t“‘
_ Differentiate be ‘
iy ifference between Trading Accoun

Ans. Di

Account arc

Basis

[ T—
1. Purpose

as follows : -

een trading and profit & loss account,
t and Profit & Logg

Trading Account

Profit & Loss |
Account

Ascertain the gross
Profit eamed oOf
gross loss incurred
bythebusiness.

Ascertain the Net |
Profit earned or Net
Loss incurred by
the business.

2. Relation

Part of Profit &
Loss Account.

Present main
account of income
statement

items

[3Nature  of

Presents a
statement of items
that are directly
incidental to the
main activities of
the business.

Presents a
statement of items
that are not directly
incidental to the
main activities of
the business.

4 Account
Balance

Account  balance
consisting of gross
profit or gross loss
is transferred to
Profit & Loss
Account.

Account ~balance
consisting of Net
Profit or Net Loss
is transferred fo
Capital Account.

1tems

5.Examples of

Stock, Purchases,
Sales, Purchases
Return, Sales
Return and Direct

expenss etc.

Operating and Non-
Operating
expenses,
Operating and Non-
Operating incomes

etc.

Q.26. D_iﬂ:erentintt between Book-
Distinction between Book ke

l as follows :

Ans.

keeping and Accounting.
eping and Accounting are

B |

Business Accau,,ﬁ,,g
T

Basis
]. Scope

2. Stage

3. Objective

4. Performance

(ii)

(iv)

ledger.
It is a Primary stage.

financial statements.

Junior staff performs
this function.

The main objective is
to keep and maintain
systematic records of

Le. preparation

of  financial
- Statements,
() Analysis ‘ang
Interpretation
of financial
statements,
Communication
of financial
information to
various users,

(i)

It is a secondary stage.
Accounting  begins
where  book-keeping
ends.

The objective is to
ascertain the
profitability and
financial position of the
business and the
communicate it to end
users of accounting
service.

Senior Staff performs
this function.




108 following items in fno T
[3 __________-
W‘_"ﬂl you deal with the & 0 fing) Dﬂash of m 3
: : Ba —
accounts : ; ——tinction | ¢ Discouny
Trade Discount and Cash Discount 1. Meaning ?Ede\tr\\mﬁ;.?
(2) | alloweg "0t is%
Ans. Meaning, of Trade Discount and (g | wholesaer . :ﬂnmd i e
o Manufactyre, o Ustomer o
Discount : _ . retail the es
(1) Trade Discount: - This discount is allowed by wholesaler Perceirtsag:t : fixed imdiat:?m:::
or manufacturer to the retailer at a fixed percentage on the N

listed price of goods. It is allowed ‘_when ggods are purchased
in bulk, i.e., large quantity. This dlSC?Uﬂt l.S :l:llowed hgm on
credit as well as cash transactions since it 1s related to the
purchases and not to the payment. No separate entry is
passed for the trade discount, as it is deducted from the cash
memo or invoice of the goods. For example, if a trader sells

5 When T dprceig | 2 foed

allowed | googs o¥ed when %‘m

in g Pochased | whep Paymen &5

qua“m; specified made on o

' before a specified
date.

'1'3. Object WH
allowed 1o l]':: It is allowed to

retailers 1o enaple | e Quick
goods of the list price of ¥ 2,00,000 at 10 % trade discount Vi o e m: ;;mm prompt
ill be : - profit even if they sell
for cash, the entry will be Boftvnif ey
Cash Alc Dr. 1,80,000 e
To Sales Alc 1,80,000

4. Recording |It is not recorded |1t is recorded

If the goods sold at trade discount are returned by the 5 the | separately in  the | separiely 1 he

customer, the amount of trade discount is again deducted book‘iusof books of accounts. ﬁi‘fm : of
KR i i s D Sippvia. 5 aDc:;uction It is deducted from | It is not .deducled
(2) Cash Discount : - This discount is allowed to the e i iy
customers for making prompt or early payment. In other Frivice

words, cash discount is allowed only if the customer makes
the payment within a fixed period. Such discount motivates
the customer to make the payment at the earliest. As the
discount is allowed at the time of making payment, so the
entry for cash discount is recorded alongwith the cntry‘ flfrl'
payment. Discount is a nominal account and as such, 1t 1S

debited when it is allowed to a customer and credited when
it is received.

Sometimes, a customer is allowed bc;th ﬂtec}ldi:czgzcts. &rc; :;-::
discount as well as cash discount. In su |
disooﬁt is to be deducted from the price bﬂ‘a!i\;c gg?dtﬁeanmi ott;ma
cash discount is to be calculated on the T
For example, if a trader sells goods t:i: eh L%
1,00,000 at 10% trade discount anddz;f cash discoun

net amount will be calculated as under ¢

i ,000
Distinction between Trade Discount and Cash Discount List Price 7 1.00,000 &
Less : Trade Discount @ 10% of T L% 9?6300
40

Less : Cash Discount @ 5% of ¥ 90,000 85.500
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It mcal:ts That < 85,500 will be paid if the payment i s_ﬁ Business fifc'oum;"g
in cash. - e convent;
%dn;niaﬁcf It;l' Trade Discount : ;fﬂ}lires ?I:,atogrgg!“.e“atism P 'J
I Itnrc:iueccs tch::l c:);l of purct d thus, i | ﬁrnl:i\3 papected PT(IJSEI'UM o "'xi:egtmde“c‘ The il
. of profit Rl s the margin 4 3’1‘:&11"1"1;1 e{,eﬁ)re- makLt: and going sf:u}g@ses shoufgnb?mmn
: i I bad- provisi
5 It cnables the retailer to make somé profit even if he the reason ltliw:iteh"s that mav's'fc“ al the enc?tu?e acmu"‘?déd-‘s
the goods at their catalogue price. ¥ Do ells . debtors in the na part of depyg o, I the next the accounting
; iTo:ir_ the Whnhl:salgr or Manufacturer : gls proper to ;;H;a? ie, c},ayebcff"mc mgf::egf' i;i for
: | increases sales by encouraging the retailers to mak ecording of Toy oG 107 SUch possible doubtfu of recoyery
urchases by offering higher rate of disco ake bulk and Doub Transaction ge1os Ole bad oAl of recovery.
arge quantitics. unt for orders of Transactior‘tzuilnl?ﬁ i Relting tg Prnw?sf?uf??fﬁ”’
L A c‘lm_ngc in the rate of trade discount may prove to be transactions are i ;’smﬁs may be on ad
. R face competition. " - the problem of recovery ¢ usinean OF credit basis, If
” o;ﬂiﬁ?llftr]:tt;?n;m - Fha{gcg from regular customers and ?ﬁ] on credit basis th?nr:homddihwfs- But w"ﬁgaas Rl ke
asions 1ers sim i ow e ¢ transact;
. B ply by altering the rate of trade e T categories o hebasis o cassifie inio the
’ ange in rate of trade discount is an eas 1. Good deb ¢ nature of the book-
el : nt 1 y method t ; ebts 2.
c’iﬁtl}ges in prices without reprinting of cata]ogugs 0 make (i) Good Debts Big;‘:}’ts 3. Doubtful debts
To \;ntaég els O CnREnm— . i trader quickly in the sti [dEblOFS are those, who
L Seller ':_CL:J:; l:lte —— : . g:; }:alllse_in full. Thcrefg?caf: ;lr':':: These debts a:g?;;-;:ctgz
e i i3 ol within a stipulated time because ietaults 1s necessary for such vision in respect of possible
unt is allowed only if the customer makes the (ii) Bad Debts : This cl type of debtors.
payment within the specified period. to pay their dues d ass consists of such debto i
2. Cash received in time improves the cash inflow of th Eaist Gl hn: o f:'le to poor financial condition ﬂrr_us] who fail
3 and the cash may be put to better use S When a debt g’egomer TeEAE solvency
2 31;:;: possibility of bad debts is minimised. “Bad debts ADCuum?si Sbécllgif)!t 1s a loss to the business, hence
dcb;ﬂlr); gaymcnl reduces the clerical work of maintaining of i the debtor concerned is credl!tt::li %‘h" personal account of
<l Efg}:]rls-m of sending frequent reminders to debtors :?;;’l?lanﬂe of bad debts account ;:nmt?ll;n:g_ﬁln?)i T.:counts
I The earlier the . erred to the debit side of th rial balance is
) iisgt)um, r the buyer pays the higher he earns in cash ?Fg:f;;ég:{:vmiqalla%com, Rl oo
: uyer who earns higher cash di . pot included in the trial balance but are givi
. E} l;:s L Io%vher :aatses discount can sell the goods _ ;';}gﬁgfv'? of adjustment then the adjustment entry is;ﬁ;;ﬁﬂ
L bz;g'r.paymcm enhances the reputation or goodwill of the gad debts a/c Dr.
(b)  Provision for bad | “To Debtors a/c
Ans. Meaning of provi:ild :ﬂllbﬂ'ul oy iy fobieTtEor)
ol n for Bad and Doubtful Debts : (iii) Doubtful Debts : These are the debtors from whom the
will not be collected some of the amount due from customers recovery of due amount 15 doubtful. The dues may be recovered
loss by reducing th it is prudent to recognise the expected or may not be recovered. These debtors fall in the category of
S5 et [k on s B and placing the doubtful debts.
Bad & Doubtfi a special account called "Provision for The doubtful debts are not the real losses on the day of the
Reason fo: (;rziu? cl;:s Aicwum" final accounts but are expected 10SSes- Then;fore, ];]rovlsmn
“PhoviRg ing Provision for Bad and has to be made in the profit and loss account for SuC type 0
rovision for bad and doubtful debts crmggl:::_’fot:ld?nehltz _ doubtful debts. This amount is estgn!a_ted on the basis of I}ﬂaﬂ
¢ years’ experience. Alternatively provision is made for dou llt e
debts at a fixed rate on debtors at the end of every year
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(i)

(ii)
(iii)

Parth' One Week Serig,

<hown on the debit side of the profit and loss account like other

losses and deducted from the amount of book debts on the
asset side of the hnlanccishccl. i

2. Accounting for Provision for Bad and Doubtful Deb¢s
+ A provision 1s made for Bad and Doubtful Debts for which
entry is passed as follows :

- L aic D'r.
Profit &Toolfsm\'isim for Bad and Doubtful Debts a/c

ision made for Bad and Doubtful debts.)

!l';h:‘halmcc of provision for Bad and Dou‘ptﬁul Debits is carried
forward to the next vear. If due amount is not received from
debiors in the coming year and the debt becomes bad then the
entries passed will be as follows
(i) Bad debts a/c Dr.

To Debtors a/c
(Bad debts written off.)
(ii) Provision for Bad and Doubtful Debtsa/c  Dr.

To Bad debts a/c
(Balance transferred.) .
It is to be noted that the balance of bad debts account is not
transferred to the profit and loss account but it is transferred to
the Provision for Bad and Doubtful Debts Account.
If provision for doubtful debts is made again n the coming
vear then profit and loss account is debited and Provision for
Bad and Doubtful Debts Account is credited with the amount
of the provision. ) .
To study the provision for doubtful debts the following points
are 1o be kept in mind : _
If the amount of the provision for bad and doubtful debts is
given on credit side of the trial balance then from accounting
point of view it is knows as ‘old provision’.
If provision for bad and doubtful debts is made for current year
then from accounting point of view it is known as ‘new provision’.
The bad debts given below the trial balance in the form of
adjustment arc known as ‘further bad debts’.
Provision for Bad and Doubtful Debts Account

Dr Cr.
Date Particulars ? | Date Particulars i
To Bad debts Afc By Balance old
(including further bad XX (Opening XX
debts) balance)
To Profit & Loss Alc XX By profit & loss | XX
(Excess provision Alc
transferred 1o P&L Afc) (Shortfall of
To Balance bld provision charged
(New provision) from P&L Alc)
L_ XX XX

() -

Ans.

in F
Profit and 1, inancig Statem

'\Cmu el
(For the yeqr endin "
Particulars B, ~)
To Bad demts AJc XX
Add : Further
bad-debts
Ad : New -
provision
Less : Old
_ vision XX
Balance Sheet
(As at ............
Liabilities | ¥

Less : New provision for
= doubtﬁl‘ dtb‘u XX XX

Accidental losses of goods,
Accidental Losses of Goods :
Sometimes in a business contingent losses occur due to fire,
theft, flood and other natural calamities. This type of loss may
be of goods or, assets or both. The adjustment for such losses
is necessary in the books of accounts for calculating true and
fair profit. Accounting treatment of such contingent losses is
as follows :
(i) Goods’ or Stock destroyed by fire :
Loss by Fire a/c Dr.

To Purchases a/c
(Goods burnt by fire.)
(ii) If goods are insured and the Insurance company has
accepted the full claim :
Insurance Company &/c Dr.

To Loss by Fire a/c
(Claim admitted by insurance company

{s the claim in part:

in full.

?“) e I:s:‘j:;:l;any a.r'cht (Amount ofaccepte: ctl;::;]
Pr;iu‘;:nz i Dr. (Amount pome by the
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ey
To Loss by Fire a/c i |
(Claim partly admitted by insurance company)
(iv) When payment is received from Insurance C‘""Ilan
Bank a/c
To Insurance Company a/c
(Payment of claim received.)

Presentation in Final Accounts :

If assets or goods are destroyed due to fire and the Insurance
Company does not accept any claim then the amount of |ogg is
shown on the debit side of the profit and loss account a5 “To
Loss by fire’. The total amount of loss is deducted from the
purchases on the debit side of the trading account. This Joss is
not shown in the balance sheet. If claim accepted by insurance
company but amount of claim is not received upto the date of
preparation of final accounts then amount of claim accepted js

shown on the assets side of Balance Sheet as “Insurance
Company”.

Trading Account

(For the year ending ............ )

Particulars X | Particulars | ¥ |
To purchases XX
Less: Goodslostby —
Fire/theft/floods etc.  (XX)
(with cost price) .

Profit and Loss Account
(For the yar ending ...... sisssass)
Particulars | X | Particulars | ¥

To Loss by fire/theft/floods etc.
(with amount of claim not
accepted by Insurance Co. or if

|_goods are not insured .) XX
Balance Sheet
(Al .t FEEEEAR RSO ]
Liabilities | T. Assets T

Insurance Company (With amount of
claim accepted by Insurance co. but | XX
not received,)
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