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PREPARATION OF TRADING AND PROFIT & LOSS
A/C AND BALANCE SHEET WITH ADJUSTMENTS

21.1 INTRODUCTION

You have already learnt that Trading, Profit and Loss A/c and Balance Sheet

-are the two financial statements. Trading and Profit & Loss. A/c reveals the
results (Profit or Loss) of the business fot a specific period of time and
Balance Sheet presents the financial position of business on a specific date.
It has also been explained that these statements are prepared on the basis of
Trial Balance. It is quite possible that after preparing the Trial Balance we
come across certain items of income or expenses which donot pertain to the
accounting period in reference. On the other hand there may be certain
income or expenses which accure during the concerned accounting period but
have not been accounted for. It is important that all such items are
incorporated in the financial statements otherwise the.results reflected would
be rhisleading. Since these ifems are to be incorporated after the finalisation
of Trial Balance these are called adjustments. The present lesson deals with
some of the adjustments and their incorporation.

21.2 OBJECTIVES

' -Aft'ér studying this lesson you will be able to:

. récall the objectives of preparing Trading and Profit and Loss A/c and
Bdlance Sheet.

. recognise the need for adjustments.
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. explain the adjustments : closing stock, depreciation, additional bad
debts, provision’ for Bad and Doubtful Debts, outstanding expenscs
prepaid expenses, accured mcome and unearned income.

&  incorporate the adjustments in Tradmg and Prof' t and Loss A/c andA
Balance Sheet ‘

© 21.3 NEED FOR ADJUSTMENTS

You have already learnt that Trading and Profit & Loss Afc and Balance_'

B Sheet are the financial statements which are prepared at the end of an

accounting period. . Trading A/c shows the profit earned out of trading
activities. In the debit side of Trading A/c, Opening stock of goods, purchases
and_direct expenses arc shown. The credit side of this account shows the
sales revenue and value of unsold or closing stock of goods. If the total of

~credit side is greater than the total of debit side, the difference is known as
" Gross Profit. In case total of debit side exceeds total of credit side, the

difference is known as Gross Loss. The balance of Trading A/c is transferred
to Profit and Loss A/c. Various expense accounts relating to carrymg on of

‘busihess and -sellirig and. distribution of goods are posted to the debit side of

this account. Likewise all other items of income and gains are shown in the
credit side of this A/c. Like Trading A/c, if the total of credit side of P&L

“AJc is more 'than the total of its debit side, the difference would be known

as Net me’ t. In.case when total of debit side exceeds the total of credit
side, ‘the: d:fferencc is Net Loss. Whatever be the balance, it is transferred to !
the Caplta} Mc in thé Balance Sheet.

'Balance Sheet is anothcr fi nanc;al statement which is prepared to shofy the

financial position of a trader on a specific date. It has two sides. The left
hand side'shows, the ‘Capital and other liabilities of the business and. right: -
hand side shows the assets of the ‘business. These financial statements have

" been discussed at tength in- the prevnous lesson.

Since both these statements are with reference to spemﬁc period of tlme it
needs to the ensured that such items of i income or expenditure, which donot
pertain to the. particular period of time, have ‘not been included in these
statemnents. If these Have been included in the ﬁnanmal statements, they must-
be.excluded by makmg necessary adjusting entries. The results disclosed by

- financial statements will be misleading if these adjustments are not considered.

For example, the Trial Balance of a businessman shows payment of
Rs.1200/- towards rent for two years. It means that half of this amount i.e.
Rs.600/- is for the current year and the remaining half for the next year. If
this, adjustment is not incorporated in the financial statements, it would lead
to understatement of profit for the current year by Rs.600/- because expenses

for the next year have been charged from the g,rof' 1t of the. current ﬁear

S
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Similarly, there can be so many other adjustments which are required to be

incorporated in the final accounts in order to disclose the correct profit or
loss and to show correct financial position of the business.

5

-You are aware that generally the’ double entry system of book-keeping is

followed in accounting. Double Entry has already been completed in respect
of all the accounts that appear in Trial Balance. That is why these accounts
are dealt with only once in the preparation of final accounts. These may be
placed either in Trading A/c or in Profit & Loss A/c or in the Balance Sheet.

However, for all the adjustements appended to the Trial Balance, double

entry needs to be completed. Therefore all the adjustments are recorded at
two places, one being on the debit and other being on the credit side. This
point must be borne in mind while preparing final accounts. =

INTEXT QUESTIONS 21.1

Fill in the blanks with suitable words :

(i)  There are _ financial statements. (Two, three)

(i)  The net profit disclosed by Profit and Loss A/c is taken to the
. A/c in the Balance Sheet (Asset, Capital).

(iii) Adj!ustments' appended to the Trial Balance
" incorporated in the final accounts {must be, need not be).

{iv)  Adjustment entries are recorded in - accounts (one

two).

21.4 ADJUSTMENTS AND THEIR INCORPORATION

The number and nature of adjustments d:f‘fer from orgamsahon to orgamsatlon
It depends upon the volume and nature of activities.in' the organisation,
However, certain adjustments are common in. all types of- orgamsatlons e.g
closing stock, outstanding expenses, accured income, etc In this section, you
will study about the followmg adjustments :

Closing stock™
Depreciation
Additional Bad Debts
“Provision for Bad and Doubtful Debts
Outstandmg expenses

Prepaid Expenses .

Accrued Income

Unearned Income
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1. Closing Stock

Closing stock means the stock of goods remaining unsold at the close of the |
accounting year. This closing stock appears on the credit side of Trading
Afc. Since this stock is an asset for the organisation it is also shown on the
‘Asset’ side of the Balance Sheet. The same stock becomes opening stock
for the next accounting year. Suppose the value of closmg stock is
Rs.2000/-."The. adjusting entry for this will be as follows :

Closing stock A/c Dr. 2,000

To Trading A/c . 2,000
(Being closing stock appearing <.
at the end of the year)

The following voucher will be prepared for this adjustment :

Firm’s Name
| Voucher Ne. ‘ Date

: ' Amount (Rs.)

Debit Closing stock A/c _ 2,000

2,000

Credit Trading A/c . : 2,000

(Being closing stock appearing

. at the end of the year) _

' - o i L 2,000

Sa- < N Sd/

Manager _ _ o Accountant

The Finél accounts will show this adjustment as follows

Trading Ale _
Particulars Amount Particulars ' Amount
Rs. _ . - .Rs.
By Closing | 2,000
* stock :




Balance Sheet

" Linbilities

Amount Assets | Amoant

_Rs, —Rs,
. Closing 2,000
stock

Note : In case the closing stock is given in the Trial Balance it will be shown
only on the “Assets’ side’ of the Balance sheet.

2. . Depreciation

There is a fall in the value of an asset on account of wear and tear, lapse
of time and for other reasons. It is, therefore, justified that an expense on
this account is charged from the profits. Such a charge or expense is called
‘depreciation’. Suppose the value of furniture is Rs.10,000 and depreciation
is to be charged @ 10% p.a. This means the amount of depreciation is to
be charged is 10% Rs10000 which will be

journal entry is passed for this adjustment :

Depreciation A/c - Dr. 1,000
To Furniture Alc

(Being depreciation charged)

1,000

equal to Rs.1,000-. The following

The following voucher is prepared for this adjustment:

Firm’s Name
Vouchker No, Date _
' - Amount (Rs.) |
Debit Depreciation’ Afe 1,000
1,000
Credg't Fumiture A/lc * L 1,000
(Being depreciation charged
on Fumiture)
1,000
 Sdr- Sa/-
Manager N Accountant

Preparation of Trading & Profit & Loss A/c & .Balance Sheet with lﬂmanl‘.f;483
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The Profit and Loss Alc is debltecl by the amount of depreclatlon*in the -
Balance sheet, the asset is shown at a reduced value after deducting the
amount of depreciation.

Profit & Loss VAic

Particulars 1 Amount Particul.ars Amount

To Depreciation 1,000-.

Balance Sheet -

Liabilities Amount Assets | Amount
‘ Rs. Rs.
Furniture1 0,000
Less : 1,000
Depreciation
9.000

Note :In case the amount of depreciation is given in the Trial Balance and
not in the adjustments, it will be recorded only on the debit side of
Profit & Loss Alc. .

3. Additional Bad debts

Bad debts mean irrecoverable debts. It is a loss to the business and, therefore,

is shown on the debit side of Profit & Loss A/c. When business is transacted |

on credit basis, some of the debtors donot settle the accounts by paying in
full. It may also happen that some of the debtors fail to pay on account of
insolvency. Additional bad debts mean bad debts in addition to what is shown
as bad debts in the Trizl Balance. The following ad}ustmg entry is passed in
case of additional or further Bad. debts.

Bad Debts A/c Dr. |

To Debtors Alc
(Being additional Bad Debts)
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The following voucher is,preparedd for recording this adjustment :

: _ Firm’s Name . -
Voucher .ﬁa. ' B a . - Date
o - . Amount (Rs)
- |Debit - BadDebs Akc . | 500
500
Credit Debtors A . 500 )
R {Being amount due from debtors - '
- immecoverable) '
Sd/- ' ' ' sd
-| Manager . : Accountant

The amount of debtors is reduced by the amount of additional bad debts as
shown below in the Balance Sheet. '

Profit & Luss Ale

Particulars Amount - || Particulars 'A_iliplinf B
' ' Rs. Rs. -

To Bad Debts

Alc. -

Add :
Additional -
Bad debts

.

~ Balance Sheet '

Liabilities 1 Amount Assets Amount
Rs. S ~__Rs.
Debtors '

Less ¢ Additi'o-' -
nal Bad Debts [ -
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4. Provision for Bad and Doubtful Debts

¥

This provision is created to show the true position of debtors in the Balance
Sheet. Therefore, provision is created for bad and doubtful debts. The basis to -
provide for this provision is the past experience and practice of the business. It
may be calculated in various ways. The position of each debtor may be studied
individuallly or money due from all debtors may be summed up and at a
certain rate on it. The amount of provision may be determined. ‘

While dealing with this adjustment, we may come across following three
sttuations :

i) Bad debts are given in the Trial Balance and provision is to be made
at a given rate.

(i) ~ When Bad debts are given in the Trial Balance and also in adjustments
and provision is required to be created.

@(ii)  If bad debts and provision for bad debts are given in Trial Balance,
~ further bad debts are given in adjustments and also provision for
doubtful debts is' to be created.

The treatment in final accounts will be different in these three situations

In the first situation, Bad debts A/c will be posted to the debit side of
Profit & Loss A/c. The provision will be created on the balance of Debtors.
A/c and following journal entry will be passed:

Profit & Loss A/c Dr

To Provision for Doubtful Debts A/c
(Being provision for Doubtful debts created)

Suppose Trial Balance shows Bad Debts Rs.500/- and at 5% rate
provision for doubtful debts is to be created, Debtors Amounted to
Rs.10,000. The final accounts will show this as under:

Profit & Leoss A/c

Particulars Amount Particulars Amount
Rs. . Rs.

To Bad Debts A/c 500

Add : =
Provision for 500
doubtful debts

1,000
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Balance Sheet

Liabilities Amount Asse's Amount
Rs, Rs.
-1t Debtors 10,000
Less : 500

Provision for
Doubtful Debts 9,500

9,500

In the second case, Bad debis A/c given in the Trial Balance will be taken
to the debit side of Profit & Loss Afc. The additional bad debis will be
added with the Bad Debts in Profit & Loss A/c and amount of debtors will
be reduced by amount of additional bad debts. The amount of provision for
Doubtful Debts will be calculated on the reduced balance of debtors, The
following example will make this point clear. Suppose, the Bad Debts as per
Trial Balance are Rs.1,000. Additional Bad debts amounted to Rs.500, Balance
of Debtors is Rs.19,500 and provision is to be created @ 5% on debtors.

The Bad debts for Rs.1,000 given in Trial Balance will directly be taken to
the debit side of Profit & Loss A/c. Additional Bad debts Rs.500/- will be
added to Bad debts A/c and will be subtracted from the balance of debtors.
This will make balance of Bad Debts A/c to Rs. 1500 and Debtors will show
a balance of Rs. (19500-500). The amount of provision will be calculated
@ 5% on Rs. 19000 which will be Rs. 950/-. The final accounts will show
this case as follows :

Profit & Loss A/c

Particulars Amount Particulars Amount
: Rs. Rs.

To Bad Debts 1,000

Alc
Add : Additional 500
Bad Debts

Provision for 950

doubtful debts

2,450
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Balance Sheet
Liabilities Amount ]| Assels A_mount
Rs. # L Rs.
’ Debtors 19,500
Less : 500
Bad Debts
19,000
Less : 950 .
Provision for - 18,050
Doubtful Debts 18050

In the third situation, both Bad Debts and Provision for Doubtful debis are
given in the Trial Balance as well as in the adjustments. Suppose in the .
above example, the trial balance shows bad Debis A/c Rs.1,000 and Provision E
for Doubtful Debts Rs. 500/-, other information being the same. In this
case, the-amount of provision will be calculated as shown in the above case
but final accounts will show the following treatment :

Profit & Loss A/c

[Particulars . | Amount _ || Particulars . | Amount
‘ o Rs. - || ‘ Rs.
To Bad Debts | 1,000 '
Nc - . .‘ .
Add : Additional 500
Bad Debts
New Provision 95¢
' 2,450-
Less : Old Prov. 500
1,950
Balance Sheet 5
Liahilities Amount Assets - {Amount
. Rs. : Rs.
|| Sundry 19,500
Debtors 7
Less: - - 500
Bad Debts
- 19,000
Proviéion for 950
Doubtful Debts 18,050
L ' 18,050
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The following voucher will be prepared for this adjustment: 3 .

7 Firm’s Name .
Voucher No. ) Date

- . © Amount (Rs.)

Debit ~ Profit & Loss Al ] s00.
500
Credit Debtors Afc. 7 500

(Being provision for doubtfui
debts created) '

7 500
Sd/- S R Sd/- .
Manager o _ Accountant

- INTEXT QUESTIONS : 21.2

I. Give exact term for your answer :
-

. .. L
(i) Stock remaining unsold at the end of year.

(i)  Fall in the value of asset due to wear and tear or passage of time
(iii)  Irrecoverable Debts:

{iv) Reserve against money due from. debtors.

" II.  Match Column 'A' with Column-:'B'

lA!. ‘lBl

1) | -Closing Stock o {a) Deducted from the value of asset
{ii) Additional Bad Debts {b} Shown in the credit side of Trading
' _ _ Alc.
(ii)  Depreciation (c) ° Added to the Bad debts Alc in
T ‘ P&L Alc
(iv) Pr_oi,?ision'for Bad & (d) Deducted from the Balance of
& Doubtful Debts ' Debtors after accounting for
: additional Bad Debts.
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21,5 OTHER ADJUSTMENTS

5. Outstanding Expenses

There are certain expenses which are related to the current accounting period
but have not been paid. These are known as outstanding Expenses. It is 2
common practice in most of the organisations to pay certain expenses like
rent, wages, salaries etc. of each month in the following month. For example,
salaries for the month of December are paid in the month of Jandary next
year. If final accounts are prepared for the year ending on 31st Dec, it is
necessary that salaries and-such other expenses which have accrued upto
Dec., 31st, but have not been paid are accounted for. In the case of salaries
outstanding, the following journal entry will be passed :

Salaries A/c Dr.
To Salaries Outstanding A/c

(Being salaries outstanding)

Firm’s Name
Voucher No. Date

Amount (Rs.)

Debit SaIariesA Alc

Credit Outstanding Salaries A/e.
{Being the amount of salary
due for Dec. not yet paid)

Sd/- Sd/-
Manager Accountant

In the final accounts, the amount of outstanding salaries is added with the
atiount of salaries already paid, as shown in the debit side of P & L A/c.
©On the other hand, it is a liability for the organisation, hence appears in the
"Liabilities' side of Balance Sheet.
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Profit & Loss A/c

Particulars Amount Particulars Amount
Rs. ! Rs.

Salaries -

Add :

Outstanding

Salaries

Balance Sheet .

Liabilities Amount Assets Amount
Rs. . Rs.

Outstanding

Salaries

6. Prepaid or Unexpired Expenses.

Sometimes certain expenses are paid in 4d_varice_ and a part of these relates

. ~to the next accounting period e.g. Insurance Premium, Subscription for books

and journals, etc. Such expenses must be apportioned betweén the current

. and next accounting period. Suppose the financial year of a business ends on

e

31st March, 1997. On Ist July, 1996 a sum of Rs.600/- was paid as annual
insurance permium. While closing the books of accounts it needs to be taken
care that insurance premium has been paid in advance for three months, i.¢: ‘
from April, 97 to June, 97, amounting to Rs.150/-. This is a prepaid experise LA
and following journal entry is passed for this adjustment : '

Prepaid Insurance Premium A/c Dr. 150

To Insurance Premium A/c _ 150 .
(Being insurance premium paid in advance)
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Firm’s Name _
Voucher No. : ~ ‘Date;
‘ ’ Amount (Rs) |-

Dehit Prepaid Insurance A/c o 150
, 150
Credit - Tnsurance Ale. - ‘ | 150

(Being insurance for three
months paid in advance)

150
Sd/- _ : Sd/-

Manager ' _Accountant

The Insurance Premium of Rs.600/- debited to P & L Afc is in excess by
Rs.150/-. Therefore, it will be subtracted. Prepaid Insurance Premium will be
shown on the ‘Assets' side of Balance Sheet because its benefits are yet to
be derived. The final accounts will show this adjustment as given below :

Profit & Loss Alc

Particulérs Amount  Parficulars " Amount
Rs. Rs,

To Insurance

Premium 600
Less : Prepaid
b Insurance 150 .
Premium : - 450

450

Balance Sheet

Liabilities Amount Assets Amount
) Rs, - . Rs.
Prepaid s
Insurance
Premium - :
A
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7. Accrued Income

Just like outstanding expenses, income may also be outstanding at the close
of an accounting year. For example, interest on securities, dividend on shares,
- commission, etc. becomes due but received at a later date. Such incomes are

known as accrued income or income earned but not recéived. All such incomes

should be duly considered while preparing the ﬁnal accounts. The following
example will make this point clear .

Suppose, some office premises are let out for Rs.1000 p.m. and rent for last
month of accounting year has not been received till the date of preparing
final accounts. Since rent becomes due on the last day of accounting year,
‘Rs. 1000 will be. treated as rent receivable, an accrued i income. Rent Received
A/c shown in the credit side of P & L A/c will be increased by Rs.1000. In
the Balance Sheet, 'Rent receivable' will be shown on the 'Assets' side. The
journal enury to be passed for thls adjustment is as follows :

Rent- recewable A/c Dr. 1,000

To Rent Rec@cd Ale _ 1,000
(Being the amount of rent receivable)

| The voucher for this adjustment will be prepared as shown below :
o ¥

_ Firm’s Name
Voucher No. '

[Debit Acérued Remt At i 1,000
‘ | | _ 1,000
Credit ©~ Rent Receiv_a;l_ﬂé Alc | S| LOoO N
(Being rent for last month - ‘ ) o
not received) = | :
| N ' 1,000
Sd/- | - . N Sd-
Manager ' . Accountant
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The final accounts will show this, ﬂdjustment as given below :

Profit & Loss ale

Particulars Ameount Particulars Amouant
- ~Rs. - Rs.
' By Rent .
received
Less 1 ‘
Rent receivable| 1,000

Balance Sheet

Liabilities Amount Assets Amount
Rs, ‘ Rs.
Rent
Receivable 1,000
8. Upearned income

Sometimes, certain income is received before it becomes actually due. Such
income is called 'unearned income' or income received in advance. Since this
income is not related to the current year, it must be deducted from the .
relevant head of Income in Profit & Loss A/c. Such unearned income is
showar on the ‘Liabilities' side of Balance Sheet, Take for example the following
case : :

An advertising agency received Rs. 5000/- as advertisement fee for six months
on Ist January 1997. The accounting period of this company is from Ist April
96 to 31st March 97. In this case you would notiee that advertisement fee

- for three months i.e. from April 97 to June 97 has been received in advance.

the services for which will be rendered in future. Hence this is an “unearned
income” for the company. Following journal entry is passed for this
adjustment : :

Advertisement fee A/c Dr. ' ‘ 2,500
To Unearned Advertisement feg A/c 2,500
{Being advertisement fee received in advance) '
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i The following voucher will be prepared for this adjustrﬁent ' ;

Firm’s Name
Voucher No. : o Date - ;

Amount (Rs.) ;

Debir , Adv.éﬂisement fee Alc . 2,500
2,500
Credit . Uneamed Advertisement A/c. ’ 2,500

(Being advertisemnent fee
received In advance)

2,500
Sd/- o Sds-
Manager Accountant
The final accounts will show adjustment as_given below :
Profit & Loss A/c
Particulars Amount Particulars Amount
Rs. || : " Rs.

By Advtertisement 5,000

Fee B .
Less 1 Fee 2,500
) Received in
advance
2500 )
. .
' Balance Sheet
Liabilities A_mounf | Assets, Am_qu_mt-l
' - Rs. Rs.
Advertisement 2,500 ' ; : ]
fee received in ) E
adv'ance‘ : |
2,500
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Example

From the following trial Balance of M/s. Gupta Furnitures as on 3ist
December, 1996 you are required to prepare a Trading and Profit & “Loss
A/c for the year ended 31st Dec. 1996 and a Balance Sheet as at that date,

after making the necessary adjustments. Trial Balance of M/s. Gupta Fumnitures-

as at 31.12.1996.

Particulars Dr.(Rs.) Cr.(Rs.)
Capital A/c of Mr. Gupta 80,000
Cash in Hand | 540
Cash in Bank 2,630
Purchase Alc 43,120

" Sales Alc 78,.1@
Wages A/c 10,480 -
Fuel and Power Alc 4,730
Carriage on Sales Afc 3,200
Carriage on Purchase A/t 2,040
Sto;:k {(on 1-1-96) 5,760
Land & Building A/c 40,000 -

Machinery Alc 20,000

Salaries A/c 15,000

Insurance Alc 600

Sundry Debtors A/c 20,000

Sundry Creditors Afc 16,000
. 1,68,100

' 1,68,100°

(i)
(i)
(W)

Stock on hand on 31.12.96 is Rs.5,000.

Machinery is to be depreciated @ 10% p.a.

- Taking into c.onsideration,the following adjustments, make necessary journal
entries and prepare final accounts. :

" (D)

Salaries for the month of December éutstanding amounted to Rs.3,500.

Insurance prepaid for 3 months.
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1996

- Adjusting Entries

Dec. = 31

Closing Stock A/c Dr.
-~ To Trading Afc :
- {Being closing stock taken
"mte account}

, 'Depreclmon A.!c .. . Dr
To Machinery

" (Being. deprecmtion cha:ged on
. Machinery @ 10%) '

‘Dec. - : 31

Salaries Ale - Dr.

To Saleries Qutstanding

(Being outstanding salaries

Dec. 31

provided for)

Prepaid Insurance A/c Dr,
To Insurance A/c

(Being pfepaid insurance taken
into account)

5,000

2,000

3,500

150

| 5,000
2,000
1,500

150

Trading Account of M/s. Gupta Furnitures for the year ended on

313: Dec., 1996

Cr.

Dr.
Particulars Amount Particulars Amount
- Rs. Rs.
To Stock (1.1.96) /5,760 || By Sales 78,100
To Purchases 43,120 || By Stock (31.12.96)] 5,000
V.To Wages 10,480 '
To Fuel and Power 4,730
To Carriage on Purchase 2,040
To Gross Profit transferred |
to Profit and Loss Ale| 16,970 ’ .
' 83,100 83,100

| Sttt Naruiln O
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Profit and Loss A/c

for the year ended on 31st Dec., 19%6

To Carriage on Sales 3,200 By Gross Profit 16,970
To Salaries 15,000 By Net Loss transfer-
red to capital Ajc of | 7,180
Add : Out- 3,500
standing 18,500 Mr. Gupta
To Insurance 600
Less : Prepaid 150
450
To Depreciation on 2,000
Machinery 5
24,150 124,150
Balance Sheet of M/s. Gupta Furnishers
as on 31st Dec., 1996
Liabilities Amount || Assets Amount
Rs. Rs.
Sundry Creditors 10,000 || Cash in Hand. 540
. Outstanding Salaries 3,500 Cash at bank 2,630 ;-
Capital A/c of Sundry Debtors 20,000
Mr. Gupta 80,000 Closing Stock 5,000
Less : Net Loss 7,180 'Prepaid Insurance ° 150
72,820 || Land and Building 40,000
Machinery A/e 20,000
Less :
Depreciation 2,000(118,000 '
86,320 86,320

[ .

i
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Example

From the following trial Balance of Navin Goyal and ‘Co., prepare Tradmg
and Profit and Loss A/c for the year ending on, 31st Dec 97and Balance
Sheet as op that date after passing necessary journal entries for adjustments

Dr. Balance . Cr. Balance

Land and Building 6,000 Capital 17,000
Plant and Machinery 4,000 S.Creditors . 3,000
Bills Receivable 800 Sales 10,000
Stock on 1.1.1997 | 4,000 Reserve for Bad 450
Purchases 5,100 and doubtful debts
Wages 2,000° Loan 1,000
Coal, Gas & Coke 580 Commission Recd. 200
Salaries™ - 500 '
Rent 280
Cash at Bank 2,500
Sundry Debtors = ° 4,500
Repairs ' 180
Bad Debts 550
Sales Returns 200
Furniture and Fixture 400

~ Interest on Loan 60

31,650 31,650

Adjustments

1. | Closing stock valued at Rs.5,000. _

2. Depreciaté Plant & Machinery @ 5%, Furniture & Fixture @10%.
3. Provide for Bad and Doubtful Debts at 5%.

4, Out#tanding Wages Rs.100, Rent Rs. 50/-,

5. Commission accrued Rs.100/-,
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Solution

1997

Adjusting Entries

Dec.

Dec.

Dec.

Dec.

Dec.

31

31

31

ik

31

Closing Stock A/c Dr.
To Trading Alc

(Being closing stock taken
into accont)

Depreciation Alc Dr.

To Plant & Machinery

To Furniture & Fixture
(Being depreciation charged
@ 5% on Plant & Machinery
& @ 10% on furniture)

Profit & Loss Afc Dr.

To Reserve for doubtful debts

(Being reserve for doubtful

debts created)

Wages A/c_ Dr.
Rent A/c Dr.
To Outstanding Expenses
(Being outstanding expeses
provided for)

Commission Accrued Dr.
To Commission Received

(Being Commission accured taken

into consideration)

5,000

240

225 |
228

100
50

100

-

5,000

200
40

150

100




Preparation of Trading & Profit & Loss A/c & Balance Sheet with adjustments::- 501

Ttading and Profit & Loss A/c of Mls Navm Goyal & Co. for the

year ended on 31, 12.97u RS

Dr. | (O Y o
Particular Amount Particulars Amount
To Opening Stock 4,000 By Sales 10000
To Puchases 5,100 " | Less : Sales 200
To Wages 2,000 Retums 9,800
Add : QOutstanding _100 By Closing Stock | 5,000

2,100 . >
To Coal, Gas & Coke 580
To Gross Profit 3,020

14 800 | 14,800
To Salaries , 500 ]-3y Gross Profit 3,020 ‘
To Rent - 280 -
Add : Qutstanding 50 By Commission

330 | Received 200

To Repairs ' 180 Add : Accrued
To bad Debts 550 Commission 100 300

Add : New Reserve 225

775
Less - Old Reserve 450 .
325
To Interest on Loan 60 )
To Depreciation :
Plant & Machinery 200
Furniture & Fixture = 40
' 240

To Net Profit Transferred

To Capital A/c 1,685
3,320 3,320
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Amount Amount
Sundry. Creditors 3,000 | Cash at Bank 2,500
Loan A/c 1,000 | Bills Recei#able ‘ 800
Outstanding Expenses : .
- Wages - 100 Sundry Debtor 4,500
Rent 50 _ Eess:
. | 150 »Rffsenie for 225
Capital 17,000 | Doubtful |
Add : Net Profit 1,685 Debts 4275
18,685 | Closing Stock 5,000
Furnitore -
& Fixture 400
Less : Dep. _ 40
360
Plant &
Machinery 4000
Less : Dep. 200
3,800
Land & Building 6,000
Commission 100
Accured- ‘
22,835 22,835
- — N

Balance Sheet of M/s Navin Goyal & Co. as on 31.12.97

" Liabilities

Assets

P |
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INTEXT QUESTIONS : 21.3

Given below are the statements regarding adjustments. Some of these®
statements are true and some of these statements are false. Write “T° before
true statements and ‘F’ before False statments.

() . Outstanding expenses are fhose which are due but unpaid.

(i) - After adjustmg for Prepald expenses, the profit disclosed by P&I.
Alc is increased.

(i) Unearned income is added to the related mcome shown by Trial
' Balance.

(iv)  Prepaid expenses are shown on the Asset side of Balance Sheet.

(‘v) Income Accured is shown on the Asset side of Balance Sheet.

~ 21.4 WHAT YOU HAVE LEARNT

1. Trading Afc and Profit and Loss A/c and Balance Sheet are two
- financial statements which are prepared at the end of the accounting
year.

"2, Trading A/c and Profit and Loss A/c shows net results, in terms of
profit or loss, for the accounting year while Balance sheet reflects
financial position of a business on a specific date.

3. In order to disclose correct results and true financial position, it is
important that all outstanding and accrued income and expenses are

accounted for,

4. Adjustment given at the end of Trial Balance are recorded at two
places, one on debit and the other on credit.

5. Closing stock is unsold stock of goods at the end of accounting year.

6. Depreciation refers to fall in the value of asset on account of wear
and tear or lapse of time.
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NNl
7 Additional bad debts are irrecoverable debts in addition to what has
been shown in the Trial Balance as Bad debts.

8 Provision for Bad and Doubtful debts is created for.future payments
%. due from debtors but seems to be irrecoverable. It is created on the
basis of past experience.

9. Outstanding expenses are such expenses which have become due but
have not been paid in the concerned accounting year.

10.  Prepaid expenses are those expenses which have not become due but
have been paid during the accounting year in question.
-ty 11} - Accured. income is income earned but not received.

Le

12.  Unearned inco_me is that income which is not due but has been received.

21.5 TERMINAL QUESTIONS

1. Answer following questions briefly :

i. Why adjustments are important?

ii. Why outstanding expenses are treated as liat'ﬁ!ities ?

iii. What is the difference between accrued and unearned income?
2. Write jou:=' entries for following adjustments :

1. Outstanding expenseé

2. Depreciation .
3. Income received but unearned
4, Prepaid insurance.
3. Why Reserve for doubtful debts is created?

4. From the following Trial Balance, prepare Trading & Profit & Loss
Afc for Ram Shyam & Co. for the year ending on 30th June, 1997
and Balance Sheet as on that date. Also pass necessary journal entries.



Preparation of Trading & Profit & Loss A/c & Balance Sheet with adjustments:: 505

Trial Balant_:e_ as on 30-6-1997

Dr. Balance ' Cr. Balance
Lén,d & Building 10,000 ||  Bills Payable 1,000
Stock 1796 | 3,800 * Ram's Capital 6,000
Plant & Machinery : 4,500 Shyam's Capital 2,000
Bills Receivable 2,000 Sales 34,200
:'Pumhases . 12,000 Discount 100
Wages 4,000 Creditors 3,000
' Salaries . 2,000 " Interest ' 200
Debtors : _ 1,500 Return Out\yards_ 500
_F-ur'niture— ' 500
;-Césh at Bank 8,750
: Rent (Office) - ‘ 2,200
‘BadDebts | 100
. llﬁsurénce. | "1,500
Ffé’ight & Carrage | 200
Gas & Fuel 450
‘Factory lighting IQO
| Return Inwards | 400
54,000 54,000
Adjustments

1. Stock on 30th June 1997 was Rs.5000/-

2. Write off depreciation 10% on Furniture, 5% on Land and
Building and 20% on plant and machinery.

3. Provide for following outstanding expenses | wages Rs.650/-,
Salaries Rs.250/-, Office Rent Rs.200 Insurance paid in advance
Rs.300/-

(Ans: G.P. 18,100, N.P. 11,000, Total of B/s 31,100}
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5..  The Reserve for Bad and Doubtful Debts Account Shows a balance
of Rs.800 on Ist Jan, 1996. The Bad Debts during the year 1996
amounted to Rs.300. The sundry debtors on 31st Dec. 1996 are .

Rs.8,000. Create a reserve of 5% on Bad and doubtful debts.

Make necessary journal eniries and show

Sheet.

6. On the basis of Trial Balance of Subhash Bros., prepare Trading &
Profit & Loss A/c for the year ending on 31st Dec. 1997 and Balance
Sheet as on that date after considering adjustments given after the

Trial Balance,

the P&L Afc & Balance

Dr. Balances

Cr. Balances

30,290

Land & Building 6,000 Capital 15,000
Plant & Machinery 4,000 Sundry Creditors 3,000
Stock (1-1-97) 4,000 '
" Purchases 5,100 Sales 11,500
Wages 2,000 T
Carriage Inward 100 Reserve for
Carriage outward 40 Doubtful Debts 450
Salaries 500 Discount 140
Discount 150 Commission 200
Rent 280
Cash at Bank 2,500
Cash in Hand -40 .
Sundry Debtors 4,500
Repairs 180
Printing & Stationary 55
Bad Debts 320
General Expenses 525

30,290
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Adjustments 1

I. Closing stock valued at Rs.5,000

2. Depreciate Piant & Machinery @ 15%, Land & Building @
10%. ’ )

Provide for bad & Dou}:tful Debts @ 5%.

4, Outstanding wages Rs. 500/«

(Ans: Gross Loss : Rs.200/-, Net Loss : Rs. 2885, B/s
Total Rs.18,500/-)

- 21.8 ANSWERS TO INTEXT QUESTIONS -

Z21.1 (i) two, (ii) Capital, . (iii) must be, (iv) two
212 I (i) Closing stock, {ii) Depreciation, - (iii) Bad Debts,
(iv) Reserve for bad & doubtful debts.

Lo, @O @e W

213 ® T (@) F, Gi)F,° (T, ()T

——
—. .
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