Financial & Management Accounting
Unit -2 (II)

Definition of Trading Account
In the income statement, trading account represents the first part, which is prepared to know the gross result, i.e. profit (loss) for the period. The account shows the outcome of trading activities, i.e. the profit earned or loss suffered on purchase or sale of goods.
The account consists of two sides; debit side indicates direct expenses and credit side is for direct incomes. Direct expenses which are incurred by the organization, to bring goods into the condition, fit for sale. Such expenses include fuel, power, freight, insurance, carriage inward, consumption of stores, etc. On the other hand, direct incomes refers to income from the activities that are earned from the sale of goods.
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Definition of Profit & Loss Account
Profit and loss account is a part of the financial statement, which takes into account operating and non-operating revenues and expenses incurred, during an accounting period. It ascertains, net profit earned or loss sustained by the business.
Profit & Loss account is prepared after the preparation of trading account, with the help of trial balance. The balance of trading account is transferred to this account, which acts as the initial point, after which all expenses and losses are debited, and all incomes and gains are credited to this account.
When the debit side of the account exceed the credit side, it is a net loss, and when the credit side is more than the debit one, the result is net profit. The balance (net profit or net loss) is transferred to the capital account, on the balance sheet. 
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Balance Sheet
Balance Sheet is part of any financial statement which provides the financial condition on a given date. An entity’s balance sheet provides a lot of information which can be used to analyze the financial stability and business performance. The balance sheet is a report version of the accounting equation that is balance sheet equation where assets always equate liabilities plus shareholder’s capital. Investors and creditors generally look at the balance sheet and infer as to how efficiently a company can use its resources and how effectively it can finance them.
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Illustration:-
The following balances were extracted from the books of Thomas as on 31st March, 2018
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Additional information:
i.               Closing stock Rs.  9,000
ii.               Provide depreciation @ 10% on machinery
iii.               Interest accrued on investment Rs.  2,000
Prepare trading account, profit and loss account and balance sheet.




Solution
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In the books of Thomas
Dr. Trading and Profit and Loss Account for the year ended 31st March, 2018 Cr.

Particulars z = Particulars 3 =2
To Opening stock 10,000| By Sales 1,20,000
To Purchases 75,000 Less: Returns inward 2,000 1,18,000
Less: Returns outward 1,000| 74,000
To Freight inwards 4,000 | By Closing stock 9,000
To Wages 2,000
To Gross profit ¢/d 37,000
1,27,000 1,27,000
To Depreciation on machinery 3,000 | By Gross Profit b/d 37,000
To Bank charges 1,000 | By Accrued interest on
To Net profit (transferred to investment 2,000
capital a/c) 35,000
39,000 39,000
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Balance Sheet as on 31st March, 2018

Particulars i< < Particulars i 2

Capital 60,000 Land 30,000

Add: Net profit 35,000 95,000 | Building 25,000
Creditors 30,000 | Machinery 30,000

Less: Depreciation 3,000 27,000
Investment 10,000

Add: Accrued interest 2,000 12,000

Stock-in-trade 9,000

Cash at bank 18,000

Cash in hand 4,000

1,25,000 1,25,000
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Trading Account
(For the year ended...)

Dr cr
Particolars Amount Particolars Amount
To Opening stock x| By Seles o
Less: Return Inwarrds o) | Yoo
To Purchases o
By Closing stock Xox
Less: Return Outwards poaif, oo LS00 2 e
To Wages Kok, |
To Carriage Inwards Xox
To Freight Inwards/cartage Xxx
To Gross Profit c/d Xox
o pee3
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Profit & Loss Account

or (Forthe yoor ende... cr.
Particulars Amount. Particulars ‘Amount
ToiGreslosb/d XXX g Gross Profit b/d Xxx
To Salaries Xxx . .
5 By Discount Received Xxx
To Office rent, rates and taxes Xxx. "
o By Commission Received Xxx
To Printing & stationery Xxx
By Bank Inferest Xxx
To Telephone expenses Xxx
By Rent received Xox
To Postage & telegram Xxx 5
By Dividend on shares. Xxx
To Discount Allowed Xxx
By Interest earned on debentures Xxx
To Insurance Xxx 4
By Profit on sale of asset Xxx
To Audit Fees Xxx B Xox
To Electricity charges x|
To Repairs & renewals Xxx
To Depreciation Xxx
To Advertisement Xxx
To Carriage Outwards Xxx
To Bad Debts Xxx
To Provision for Bad debts Xox
To Selling commission X
To Bank Charges Xxx
To Interest on loans Xxx
To Loss on sale of asset Xxx
To Net Profit Xxx.
ox o
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Name of the Entity
Balance Sheet as on 31st March,

Capital Fixed/Non-Current Assets
Add: Netprofit Building
interest on Capital Land
Less: Drawings Plant & machine
NetLoss Furniture & fixture
Goodwill
Non-Current Liabilities
long terms loans Current Assets
Debentures Inventories
Bills payable
Current Liabi [sundry Debtors
Trade Creditors Prepaid Expenses
Bills Payable [Accrued Incomes
Outstanding Expenses Cash in hand
|Advance/Unearned Incomes Cash at Bank
[short term loans
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Particulars 3 Particulars =

Purchases 75,000 | Capital 60,000
Returns inward 2,000 | Creditors 30,000
Opening stock 10,000 | Sales 1,20,000
Freight inwards 4,000 | Returns outward 1,000
Wages 2,000
Investments 10,000
Bank charges 1,000
Land 30,000
Machinery 30,000
Building 25,000
Cash at bank 18,000
Cash in hand 4,000

2,11,000 2,11,000





