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Financial Statements
adl g8l Adlal)

s Introduction

Financial statements are the final outputs for applying the
accounting cycle which supply with creditable, relevant, and timely
financial information to take rational economic decision.

The object of a firm is to get profit. It is something of vital
iImportance to all firms. The profit made by a firm is the difference
between the total revenues earned and the total expenses incurred
during a particular period of time. The owner is also interested to
know their financial position. The preparation of Trading and Profit
and Loss Account and Balance Sheet is known as the preparation
of final accounts.
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Accounts in the Ledger are normally arranged in the following
order: Assets, Liabilities, Owner's equity, revenues and expenses
and for quick and easy reference, each account is numbered
according to the accounting system applied. A complete listing of
these numbers along with the respective accounttitles is known as
a chart of accounts. The chart of accounts is shown in the
following chart.



Chart of Accounts

Current Assets

Liabilities

= (Cash
=  Accounts receivable

* |nventory

Creditors
Accounts Payable
Loan Short-Term

Loan Long-Term

Fixed Assets

Owner's Equity

» Land =  Capital
= Building = Retained Earnings
»  Office Equipment = Reserves
* Furniture
Expenses Revenues
= Salaries = Sales

» Electricity
» Supplies

Advertisement
Telephone

= Rent
=  |nsurance

= Depreciation

Fees Earned

Interest Received

Discount Received

Commission Received

Trial Balance 4xalall o jxe
(Trial Balance: is a schedule or list of those debit and credit
balances which are expected from various accounts in the
ledger and balances of cash in hand and at bank as shown by
the cash book are also included in it).
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Azl
Specimen (Format)of Trial Balance :
Trial Balance (As on....... )
Sr. No. Name of the | LedgerFolio Debit Credit

Account

Balances 1QD

Balances 1QD




Trading Account: 3 akall Glua

Is one of the financial statement which shows the result of
buying and selling of goods and or services during an
accounting period. Trading Account is prepared to know the
gross profit or gross loss during the accounting period.
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Cost of goods sold = Opening Stock + Purchases + Direct
Expenses on purchases -Closing Stock

Specimen of Trading Account:

Trading A/c
Dr. Particulars IQD CR. Particulars IQD
Opening Stock Sales
Wages Less : Return Inward
Purchases Closing Stock
Less : Return Outward Gross Loss c/d
Carriage Inward
Motive Power
Factory’ Expenses (%)
Freight
Gross Profit c/d
XXX XXX

[ (*) Factory Expenses : It includes factory lighting, factory rent,
rates, factory repairs ...etc.]

Profitand Loss Account ; bl s 7L ¥ Glaa

Profit and Loss Account: is an account in the books of an
organization to which incomes and gains are credited and expenses
and losses are debited, so as to show the net profit or loss over a
given period.
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Specimen of Profitand Loss Account:

Dr.

Profit and Loss A/C

Cr

Particulars

QD

Particulars

IQD

To Gross Loss b/d
To Salaries

To Director's Fees
To Audit Fees

To Bank charges

To Bad Debts

To R.B.D.D.

To Commission

To Preliminary Expenses
To Advertisement

To Printing & Stationery
To Insurance

To Debenture Interest
To Bank Charges

To Provident Fund
Contribution

To Provision for Taxation
To Depreciation

To Interest on Loan

To Carriage Outward

To Postage
To Net Profit c/d

XXX

By Gross Profit b/d

By Sundry Receipts

By Commission (Received)

By Transfer Fees (Received)

By Interest on Investment in
government Securities

By Interest on Investment (Received)
By Net Loss c/d

XXX

Balance Sheet 4w geall 43 jual)

It is called as Balance Sheet because it is a sheet of balances of
those ledger accounts which have not been closed till the preparation
of the Trading and Profit and Loss Account. A Balance Sheet is a list
of assets and claims of a business at some specific point of time and
is prepared from an adjusted Trial Balance.
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Specimen of Balance Sheet:

Balance Sheet (For the Year Ended ......... )

Liabilities

IQD

Assets

IQD

Capital

Add : Net Profit

Less : Net Loss

Less : Drawings
Sundry Creditors

Bills Payable

Loans

Bank Overdraft
Outstanding Expenses

Goodwill

Land and Building
Plant and Machinery
Furniture
Investments

Cash in Hand
Cash at Bank

Bills Receivables
Sundry Debtors
Prepaid Expenses
Stock in Trade

Total

XXX

Total

XXX




Exercises Solved :

Exercise No.1:

The Trial Balance of Gany Co. as on 31st March, 2019 was as

follows:
Particulars Dr. 1QD Cr. QD
Capital Account 25,000
Drawings 730
Investments 10,000
Motor Vehicles 8,000
Office Furniture 2,000
Office Equipments 6,000
Cash in Hand 550
Purchases 47,500
Sales 75,500
Returns 1,500 1,000
Carriage 350
Opening Stock 14,000
Customs duties and clearing
charges 3,000
Debtors 17.600
Salaries 2,500
Trade expenses 300
General Expenses 600
Bad Debts 250
Reserve for Bad Debts 750
Discount 100 50
Creditors 12,600
Prepaid Insurance 100
Outstanding Salaries 200
Total 115.100 115,100




Adjustments:

1. Closing Stock was valued at 8,000 1QD .

2. Depreciate Motor Vehicle and Office Furniture at 5 % and Office
Equipment's at 10%.

3. Create 5 % Reserve for Doubtful Debts and Debtors.

4. Goods costing 100 IQD was taken for personal use by Mr.
Ganesh and it was included in Debtors.

5. Goods worth 1,000/- IQD were destroyed by fire and the
Insurance Company admitted a claim for 800 1QD.

Solution:
In the Books of Gany Co.

Dr. Trading and Profit and Loss Accountas on 31-3-2019  Cr.

Particulars o]0 Particulars o]0
To Opening Stock 14,000 By Sales 75,500
To Purchases 47,500 (-) Returns 1,500 74,000
(-) Returns 1,000 46,500 By Goods Destroyed by fire 1,000
To Carriage 350 |By Closing Stock 8,000
To Trade Expenses 300
To Gross Profit ¢/d 21,850

83,000 83,000

To Salaries 2,500 |By Gross Profit b/d 21,850
To Custom Duties and Clearing 3,000 |By Discount received 50
Charges
To General Expenses 600

To Bad Debts (old) 250
Add;RB DD (New) 880

less:RBEDD (Old) 750 380
To Discount (allowed) 100
To Depreciation :

Motor Vehicle : 400

Office Furniture 100

Office Equipment 600 1,100
To Loss by Fire 200
To Net Profit c/d 14,020

21,900 21,900




Balance Sheet of Gany Co. for Year ended 31-3-2019

Liabilities 1QDb Assets lab
Capital 25,000 Cash in Hand 550
(-} Drawings 750 Motor Vehicles 8,000
24,250 (-) 5 % Depreciation 400 7,600
(-) Goods taken for Investment 10,000
Personal use 100
24 150 Office Furniture 2,000
( + ) Net Profit 14,020 38,170 |(-) 5 % Depreciation 100 1,900
Outstanding .
Salaries 200 Prepaid Insurance 100
Creditors 12,600 .
Closing Stock 8,000
Office equipment’'s g gpo
(-) 10 %
Depreciation 600 5,400
Insurance Claim 800
Debtors 17.600
(-) 5% R.D.D 880

16,720

(-) Goods taken for
personal use 100 16,620

50,970 50,970




Exercise No. 2:

From the following information prepare Trading and Profit and
Loss Account of Passel Co. for the year ended 31st March 2019
and Balance Sheet as on that date.

Trial Balance as on 31-3-2019

particular Dr.1QD Cr. QD
Passel's Capital 35,000
Furchases and Sales 75,000 125,000
Returns 2,700 1,300
Debtors and Creditors 45,000 30,000
Bank Overdraft 10.000
Stock (1-4-2018) 30,000
Drawings 11,000
Miscellaneous expenses 675
VWages 3,500
Salaries 5,600
Travelling expenses 660
Advertisement 420
Rent, Rates and Insurance 2 800
Bad Debts 400
Discount 300
Interest and Commission 215
Building 6,000
Plant and Machinery 10,000
Furniture 5,000
Cash in hand 1,030
Total 201,300 201,300

Adjustments:

1. Stock on 31st March 2019 IQD 45,000.

2. There were outstanding liabilities in respect of Rent of IQD 250,
and Wages IQD 200.




3. Insurance paid in advance amounted to IQD 150 and Salaries
were unpaid to the extent of IQD 350.

4. Write-off IQD 400 as further bad debts and provide for doubtful
debts at 5 % on Sundry Debtors.

5. Depreciate Building by 2.5 %, Machinery by 7.5 % and Furniture
by 10 %.

Solution : In the Books of Passel Co.

Dr. Trading and Profit and Loss Accountas on 31-3-2019 Cr.

Particulars 1D Particulars QD
To Opening 5tock 30,000 |By Sales 125,000
To Purchases 75,000 {-) Return 2,700 122,300
(-) Return 1,300 73,700 |By Closing Stock 45,000
To Wages 3,500
{ + ) Outstanding 200 3,700
To Gross Profit¢/d 59,900
167,300 167,300
To Travelling Expenses 660 By Gross Profit b/d 59,900
To Miscellaneous Expenses 675
To Salaries 5,600
[ + ) Outstanding 350 5,950
To Advertisement 420
To Rent, Rates & Insurance 2,800
[ + ) Outstanding 250 B
(-)Prepaid Insurance 150 2,900
To Bad Debts 400
To Discount 300
To Interest and Commission 215
To Bad Debts (New) 400
To R.D.D. (5 %) 2,280
To Depreciation :
Building : 150
Plant and Machinery : 750
Machinery : 500 1,400
To Net Profit ¢/d 44.300
59,900 59,300




Balance Sheet of Passel Co. for Year ended 31-3-2019

Liabilities QD Assets QD
Capital 35,000 Cash in Hand 1,030
(-) Drawings 11.000 Building 6,000

24,000 (-) 2.5% Depreciation 150 5,850
(+) Net Profit 44.300 68,300 Plant and Machinery 10,000
Bank Overdraft 10,000 (-) 7.5% Depreciation 750 9,250
Creditors 30,000 Debtors 46,000
Outstanding Expenses : (-) Bad Debts
Rent 250 400
Wages 200 45.600
Salaries 350 (-) 5% R.D.D. 2.280 43,320
Furniture 5,000
(-) 10% Depreciation 500 4.500
Closing Stock 45,000
Prepaid Insurance 150
109,100

109,100




Exercise No. 3:

The following Trial Balance was taken out from the books of Baraq

Co. as on 31° March2019.

Trial Balance as on 31st March 2019

Name of the Account Dr. Cr.

Capital 262,500

Opening Stock 22,500

Purchases: Cash 32.500

Credit 37,500

Land and Buildings 100,000

Wages 2,500

Bills Receivable 17,500

Drawings 15,000

Sales: Cash 47,500

Credit 42,500

Salaries 12,500

Office Rent 7,500

Insurance 2,500

Return Inward 2,500

Fuel and Power 3,750

Furniture and Fixtures 62,500

Advertisement 7,500

Return Outwards 3,500

Discount Earned 2,500

General Expenses 3,750

Bad Debts 2,500

Provision for Doubtful Debts 1,500

sSundry Debtors 25,000

Investments 37,500

Postage and Telegram 2,500

Sundry- Creditors 27,500

Cash in Hand 12,500

Bills Payable 10,000

Bank Overdraft 12,500
410,000 410,000

Adjustments :

1. Closing Stock was valued at IQD 14,000.
2. Depreciation on Furniture and Fixtures at 10% p.a.; Land and

Buildings at 10%.

3. Office rent outstanding was IQD 2,500.

4. Prepaid insurance IQD 1,000.




5. Provision for Doubtful Debts to be maintained on debtors at 5%.
Required: prepare a Trading and Profit and Loss Account for the
year ended 31%

Solution : In the Books of Baraq Co.

Dr./ Trading and Profitand Loss A/c for the year ending 31st March 2019 Cr./

Particulars 1QD Particulars 1QD
To Opening Stock 22,500 By Sales
Cash 47,500
Credit 42,500
To Purchases 90,000
Cash, 32,500 (-) Return Inwards 2.500 87,500
Credit 37,500
70,000 By Closing Stock 14,000
(-) Return Qutwards 3,500 66,500
To Wages 2,500
To Fuel and Power 3,750
To Gross Profit ¢/d 6,250
101,500 101,500
To Salaries 12,500 By Gross Profit b/d 6,250
To Office Rent 7,500 By Discount earned 2,500
( + ) Outstanding 2,500 10,000 By Net Loss ¢/d 47,500

To Depreciation

Land and Building
10,000

Furniture and Fixtures 6,250 16,250

To Insurance 2,500
(-) Prepaid Insurance

1,000 1,500
To Advertisement 7,500
To General Expenses To 3,750
R.D.D. (New) 1,250
( + ) Bad Debts 2,500

3,750
(-) R.D.D. (Old) 1,500 2,250
To Postage & Telegram 2,500

56,250 56,250




Balance Sheet as on 31st March, 2019

Liabilities QD QD Assets QD QD
Capital 262,500 Land and Building 100,000
Less : Drawings 15,000
247,500 Less : 10% Depreciation 10,000 90,000
Net Loss 47,500 200,000
Sundry Creditors 27,500 |Furniture and Fixture 62,500
Bills Payable 10,000 |Less: 10% Depreciation 6,250 56,250
Bank Overdraft 12,500 |Sundry Debtors 25,000
Outstanding Office 2,500 |Less:R.D.D.@ 5% 1,250 23,750
Rent
Investments 37,500
Bills Receivable 17,500
Stock in Trade 14,000
Cash in hand 12,500
Prepaid Insurance 1,000
252,500 252,500




Exercise No. 4:

The followingisthe Trial Balance of Aram Co. on 31st March, 2019

Trial Balance

Particulars Debit 1IQD Particulars Credit IQD
Cash in Hand 1,500 Sales 120,000
Cash at Bank 7,000 Return Outwards 700
Purchases 70,000 |[Capital 80,000
Return Inwards 600 Sundry Creditors 60,000
Wages and Salaries 10,400 |Bills Payable 6,800
Power and Fuel 7,000
Carriage Outward 3,000
Carriage Inward 4,000
Stock (1-04-2018) 12,000
Building 40,000
Machinery 35,000
Plant 10,000
Establishment Charges 14,000
General Expenses 3,000
Drawings 10,000
Sundry Debtors 40,000
Total 267,500 267,500

Prepare the Trading and Profit and Loss Account for the year
ended 31st March, 2019 and the Balance Sheet as on that date
after considering the following adjustments :

1. Closing Stock on 31st March, 2019 IQD 16,000, Market Price of
which was IQD 20,000.

2. Machinery and Plant to be depreciated at 10% p.a. and 20%
p.a. respectively.

3. Goods of IQD 1,000 withdrawn by Aram Co. for personal use
not recorded in books.

4. Create 5% provision for bad and doubtful debts on debtors and
5% reserve for discount on creditors.

5. Establishment Charges outstanding IQD 2,000 and Power and
Fuel Prepaid IQD1,000.



Solution : In the Books of Aram Co.

Dr. Trading and Profit and Loss Account for the year ended 31-3-2019 Cr.

Particulars QD Particulars QD
To Opening Stock (1-4-2018) 12,000 By Sales 120,000
To Purchases 70,000 {-) Return Inwards 600 119,400
(-) Return Outward 700 69,300
To Wages and Salaries 10,400 By Closing Stock 16,000
To Carriage Inward 4,000 By Goods Withdrawn for 1,000
Personal Use
To Gross Profit C/d 40,700
136,400 136,400
To Power and Fuel 7,000 By Gross Profit b/d 40,700
(-) Prepaid 1,000 6,000 By Reserve for Discount on 3,000
Creditors
To Carriage Outward 3,000

To Establishment Charges 14,000

(+) Outstanding 2.000 16,000

To General Expenses 3,000
To Depreciation :
Machinery: 3,500

Plant: 2,000 5,500
To P.B.D.D. 2,000
To Net Profit ¢/d 8,200

43,700 43,700




Balance Sheet of Mr. Aram (for the year Ended 31-3-2019)

1QD 1QD
Liabilities Q Assets Q
Capital 80,000 Cash in Hand 1,500
(-) Drawings 10,000 Cash at Bank 7,000
70,000
(-) Additional Drawing 1,000 Building 40,000
69,000 Machinery 35,000
(+) Net Profit 8,200 77,200 |-) 10% Depreciation 3,500 31,500
Sundry Creditors 60,000 Plant 10,000
(-) Reserve for Discount 3,000 57,000 |-) 20% Depreciation 2,000 8,000
Bills Payable 6,800 |Sundry Debtors 40,000
Outstanding Establishment 2,000 (-) 5% P.B.D.D. 2,000 38,000
Charges
Stock 16,000
Prepaid Power and Fuel 1,000
143,000 143,000




