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I '4}h Trial Ba]@mc.e EiVes 3 very concise and mmmmtqmnmy af the varions 2acconmts

| 3;1 meaﬂzl”umuthelad;zltahnﬁvmmm mnagm
‘ 3D Whnlepmpqmg']!‘nal Balmne.weonma 45 mWhmﬁrMﬂhmdxﬁph have
. bean :Ii:llnwai i ; '

Sk pmwdes a ba%é "fos: the prepmnnf ﬁnalmum .

7} halso pmmdeﬂ a base to draw conclnsions by cnm;mngmﬂhalm of the pasthﬁa
the pme.n

8 his usnally asmmedthztmnxdmg, postingand balancmg of all reconds are comrect if
the rotal of deﬂntmlmn and credit colomn of trial balance tallies

Hence, when you are asked to prepare a Trial Balance from a siven list of balances and itis
not clearly indicated whethar a particular account has a debir balnce or credit hbalne . vou
will first have to determine the narore of aach balance In this exercise your knowledse of
mles of debit and credir shonld help vou For example, voun are aware that i case of
nominal accounts a1l expenses and losses are debited and all income and sains are craditad
Hence. accounts like salaries, wages, atc will show dabir balinces and the accomnss likea
interest received, disconnt received, atc , willshow credst balancas Simdlarly, you knesy
the mules of real and personal accoumss The accounts of assers like cash in hand machineny,
erc _will show debit balances and accourns like capirl, eredimgs atc . will show cradit
balances For convenience howaver, 3 few snidelines mayv halp vou to determine quxkly
the nature of each balance They ase

3) All accounts of expenses (including puschases) and bsses willbe a debirbalnces.
b) All accounts of uwomes (Mclwdmgsales) and sans will ba creda balances

¢) All accounts of assets will be det halanes

d) All accounts of labdwes will be cradit halances

e) Capital Account willnosmally be a crexlit balance



ﬁ Bm_ﬁmﬂhamm
mmy:mymm:gdmhm”mmwmdm
becanse these can takce the form of expenses 25 well 25 incomes_In soch cases,. the namns of
km:s:ﬁmlbwmm:)u(&)wmmumevm
‘seceived” of “paid” is uswally added So vou can treat them corvectly withentmmch
d&xfhcalty I however, there is one item for whichno such indication & ziven and yvon find
it dificalty to idenfify the natere of i balmos, yvou just procesd with the preparation of
that the total of ane colmom iz lexx tham the other. This implies that the nnindicawed balance
pertains to the colnmn which is short. For example, there is an #tem of commriz=ion Rs_ 300
Bat it iz not indated whether it iz paid or received When you prepared the trial balance
you find that fhe debit wtal is shortby Rs 300. This means that Commmizssion Account hasa
debit balance Now, if you show it as such inthe Tral Balance, it will tally.

The following is the specimen or Proforma of Trial Balance :

Jomrmal Format |
Yarficalars T [LF [Name of Company
i Period upto Last
i | Transaction
0 [ETosing Balance
Il il oo | | Debat Credit
I b 'U:;” balances balances
il L1 S - <. Rs.
| 18 il
(Il ! ‘ il ' ! Il
' Wﬁ‘ ‘ HARRE L ‘i ‘JW
Ciﬁij i Il I : }‘ W |“' l i ‘m.li
‘ A i
| ‘; I:W I \II‘ i Il ‘ ‘ i;{“‘
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Form of Trading Acceunt - To ascertain the poss proft we have ro prepare Trading :
Account. The Trading Account, like any other account i the ledger_has two sides — debitand
caredit. The opening stock, purchases (less retums) and all direct expesses are shown on the
dedit side of the Trading Account while sales (Jess retmns) and the closing stock on the credit
side The moss profit appears as the lastitem on the debit side which_ infact is the excess of
the total of credit side over the mtal of dehit side If however, the otal of the debit side
exceads the total of the creditside. it will be treated as gross loss This is shown as the last
itern on the debit side of the Trading Accomnt The gross profiv gross loss fhns worked out is
trans fesved to the Profitand Lass Acooumt Look atthe fipare below for the form of Trading

Account.
Figure
Form of Trading Account
Trading Accomntef ._________________
(Dayv, Month and Year)
Dr. Cr.
Particalars Amount Partcunlars Amount
Rs. Rs.
To Opening Stock By Sales
To Purchases ... ... Iess Sales
Less Purchases Remons
Remms

To Direct Expenses
(specify individually)
To Gross Profir
(rrans ferred 10
Profit and Loss
Account)

By Closingz Stock

By Gross Loss
{(tramsfarvrad 10
Proftamd Loss
Accorri)




Some Important Points

1) Purchases - This item refers to the Epods parchased for resale and includes both cash and
caredit parchases mepudassnfmwhichmmﬁnpmmminhssm
nmdﬁmy_ﬁmimm,mnminmﬂinmlnm The amount taken to Trading
Acoount will be the net amount of pwrchases (after deducting purchase retoms fretnos

cutwards). If the proprietor has taken away some Fpods from the usiness for his persomal nse,
the same should also be dedncied from the total parchase

2) Sales : It includes both cash and credit sales of gpods and refers to the nat amounnt of sales
(after daducting sales retnms -yemms inwards). Sales of old fumitwe, car, machinery, etc_are
not incladed in the sales Similarly, sales of old newspaper &fc. are also excinded from sales.
Such items are shown as miscellbmeows income in the Profit and Loss Accoant

3) Wagzes - Wages are usnally treated as inoame as a direct expense and so shown i the
Tading Acconnt. The dificulty arises when wages are clnbbed with salaries (an indivect
expense) and the Trial Balance inclndas a sinsle amount for “Wages and Salaries”™ Insach a
situation, the amount may be shown inthe Trading Account It is based onthe assnmption tha
the item inclndes the salaries of the sopparvisary staffin the factory itself But, if the item in the
Trial Balance reads “Salaries and Wages " it will be taken to the Profit and Iass Acconnt onihe
assampdion that the iem inclndes wages of the office staff only. It shonld be nated that wages
paid in connection with the purchases of fixed assets or the construcian. ofbnikinsshouldnoe
be charped to Trading Account They are to be inclnded in the costof the concemed fxed
asset. There is another imporantaspect in relationto wases whichmustbe clarifiad Ifa

Mannfactaring Accountis preparad the wages paid o the factory Bbour is debied to
Manufacmaing Accout.

4) Freight, Carriage and Cartage : When peid in comection with purchases of spods, they
are shown in the Trading Accowunt. Such freight and carriasge are also rermed as “Freishr
Inwards® and Camiaze Inwands ™ respectively. ‘Freisht Quwards” and "Camiase Qutwards”
relate to sales and tharefore taken to the deb# of Profir andLoss Acconnt

§) Royvalties : Royalties refer to the payvmens made for tha nse of copyrisht or 3 paent The
amount af royalry is senerally basad on the quantity prodncad It is, therefore, treated 35 2
direct expense and charged to Tradins Acconnt But if &t calculatad on the basis of quanst”
sold as in the case of books, it is shown inthe Profir and Loss Accowmt Rovalras are also pad



to the Government for extraction of mineralk such as coal, diamond, gpld. etc. These are
charppd to the Profit and Lom Accnt of the minmg companies.

Freofit and Less Acceunt

After ascertaining the gyoss profiv zrozs loss by prepaning the Trading Account, the
businessman proceeds to prepare the Profit and Los Accomnt in ander to work out fhe net
profit/net lasx You know the net profit is the excess of gxoz: proft and other incomez over the
mdirect expenses and losses_ S0, while preparing the Profit and Loss Account we show gyoss
profit and other incomes such as rent received, discount received, commision received,
ilmmddividmdgetcmthemditﬁde.andaﬂindimtmmdhsu onthe debit
side Indirect expenses inchude all adminswative, selling and distribufion expenses such as
aalanes. rent and taxes, postage and stationery, insnrance, depreciation, interest paid. office
lighting advertising packine, carriape outwards, etc. while losses refer to ivems like losz by
fire_lozs by theft, etc. The difference between two sides of the Profit amd Loz Account
fepresent either the netprofit or netloz. If the total of the creda sxle izshighes tham the total of
the debit side. the difference is called the net profit and if the debit side total exceeds the cred®
side total, the difference iz called netloz. The net profitnet loss belonss to the proprieor and
1z therefore transfesved to his Capital Accomt Lookat fignre below;. It shows varions
expenses, losses, incomes etc. which usmlly appear in the Profit and Loz Acconmt

Figure
Profitand loss Account ______
forthe vearended .. ________ =
Dr. Cr.
Particalars An;smt Particolars ‘ Amount
: Fs.
To Grosz Loss, ifany, By Gross Profit
(tranzferred from = Trading (1ransferred from
Account) Trading Accounrt)
To Salaries By Interest Raceived
To Rent, Rate; and Taxes By Discounnrt Receivad
To Postage and Telegrams By Rent Recsived
To Telephone Charges By Commission Raceived
To Printing and Stationery By Dividend Racsived
To Lezzl Expenses Bv Other Incomes and




[ To Insuramce N Gains B
To Office Lighting By Net Lass

To Bad Debtz (tramsferved to Capital
To Depreciation Account)

To Advertizing

To Travelling Expenses
To Cammiage Outwands

To Discount Allowed

To Interest Paid

To Repairs and Renewals

To Loss by Fire

To Losz by Theft

To Other Expenses and
Losses. ifany

To Net Profit
(trams ferved to
Capital Account)

The Profit and Loss Accomt shown m the Tally Prime_ Tally 9. Tally. ERP 9 safrware or any
accounting sofiware iz actmally The Tradinz and Profit and 1.oss Account. Thus, ow Profitand
Loss Accountor Trading and Profitand Los: Accomtwill dsplay fhe balances in the above
way.

Balance Sheet - After ascertaining the net profit or net losz by prepaning the Tradinz and
Profit and L oss Accoumt. the fimal s%p in preparing final accounts is the preparation of
Balance Sheet The purpose of Balance Sheet is to ascertain the financial posifion of a bosmes
1e_to know what the busimess owes and what it owns an a certaindate Hence itzhows all
assets and liabilmes of the buainess of the busmess as at the end of the acCCONIME yaar
Az we kmow thar final account are prepared from the Trial Balance Alliems of

expense and income appearmg in Trial Balance are transfesyed to the Trading and Profitand
Loss Account The remaining items which represent the balances of persanal and real accommss
are shown in the Balance Sheet The accounts showmg debitbalances represant assets and
those showmg credit balances represent liabilities

Look atr fizure below and note how various assers and liabikities appear in the Balance

Shest
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Pmoblam 1

1) M Viwsmdbﬁuﬁwﬂlapiﬂomj m 000

DCash saleafRs 1590930

3) Cash purchase of BRs 8 862 "
4) Paid Hamali Expenses of Rs 500. (R Ig_ -“"
5) Paid Rent Expenses of Rs 3000 by dnq_m A

6) Purchased material from A to ZMobiles of Rs. 151356
7) Paid rent to Landlord Shop owner : \miﬂmm 150.
£) Sammmhxmpmmemh _ss.hgs l
©) Sent money o:de:mnaahfmquu.oq#h “{ | w'ﬂ \‘.‘ u‘ ‘
10) Received Commmission chtSﬂhw . w‘l' n'l I“ \‘ II’\ (il 1 | \|
11) Paid for Income Tax m.nm |! \' |l' Wi
ll)meu:g of Rs 700 ! | | “1 ml | %.1 ” “ I
13) Received Rs.1.00.000 ﬁumﬁayﬂ’qug’n »
'l#)RemvedcashRs_‘rSJQB g i‘ 1 S e N lil Sh plnﬁlllsetﬂemmtnfm
| accomnr I ‘\I" H “ i 11’” Il lF‘-'* | | DT
'15) Paid Commission of Rs 300 Wﬁ' . #T*j%yﬁm Hellhng gﬁmds LT
| 1|'6]l Cinnds mt&zw'ntyprnpnemf '"| ing Hiﬁ|ﬁr e:smalalme,};’s&m
| I I 1'! || l
q\ Ledger Creation - '!.(“: 1‘ } | W l\\' \l
‘ ‘ IEN@J»MMH:}:: /Partner’s Wi Mp ‘ \ ‘M 'l“ |1
\ hﬂ Capital Account. ﬂ |“ \l | }l\ |\
1 :- Sales A'c J
H \H TU’“‘ ‘-SalesAcconnts MM ‘.M l“"i" 0 S L
»M 3)Name - Puhase i ;*w.h;‘w el
‘ \Uﬂldk - Purchase Accounts | :iw‘:‘\\‘u“\ Il H' R “” |
4)Name - Harmali Expense ‘i‘:‘:,‘i*‘.\!“‘“‘! "l 1' W
Lnde‘ - Indirect Expense FETAR I‘ll;”“:‘,y“ "i. m ol
aJNpme -Rent Expense T .ﬂ:“g:ﬂ“i i f"; i b
0l p der - Indirecr Expense i “-W‘J‘Ii" “‘i'i] [ A I
H H “‘ 'b) Name - Punjab National Bank | FREE A AR e
‘ I UiUnder -Bank Accounts i H “‘,“‘f;

“ ‘Iam ” \“\ ,‘ ‘ “ | ‘ Il 'Iz\ .:‘. “ \:‘l\lw |} ! fi ‘.‘ il

1‘\" “_\||‘
"\ |H ‘ll‘ '.“!!t”




&) Name -- A to ZMobiles
Under - Sumdry Creditors
7) Name - - Renst (Prepaad)
Under - Deposits (Assets)
£) Name - Sai Empa Nobile Shop
Under - Sandry Debtors
9) Name - Postaze and Courner Expense
Under - Indirect Expense
10) Name - Comsmission Received
Under - Indirect Incomes
11) Name - Income-Tax
Under - Capital Acoonnss
12) Name - Dawninss
Under - Capital Accounts
13) Name - Commmssion Expense
Under - Indirecx Expense

. o A S . W S Y7, o

Sr | Funchon Particular

Debat
Ra.

Credat
Rs

j | Fo Cr Vinay
Dt Cash

v A

TFY Tt Sales A

Cr Central Tax

Cr State Tax

D¢ Cash

Nasration - Rec No & Tax
Imvoice No
1T Purchase
D¢ Central Tax

Dy State Tax

Dt Roundingof?y

Cr Cash

Naranon - R No & Inv
| No

a4

Wl
1
]
1

Namation -startedbusiness

5.00.000 00

00000 0

1

B 3 X 1 E—

393000

67590
67590
020

2 ) o
QO r
3

Ll ol |
=N =]

1,




L

Namation - Chq No pad for
reut

Dt Purchase

Dr Cenmral Tax

Dr Stame Tax

Dr Roundinz off

Ce A to Zhiobilss
Nanaticon -Bec No & Ims
Mo

1156653
1156653
026

[ Dr Hamali Expenses T S50008 T 1
Cr Cah G
Naxation - Rec No )
Dt Rent Expenses 250606 |
Cr Pumjad Natsonal Bank ' 2..’!00’0':

TZETZT68

Dr Hent (Prepaad)

Cr Cask

Namarion -Eec No s=mt
paid in advamcs to
Landlord Shop o=ner

150 90

Tr Salss A c

Cr Ceonrral Tax

Cr Stae Tax

Narration -Fec No & Tax
Imvoice Ne

D1 Poslazs and Louries

Expenses

Cr Cask

Narranion -Rac Mo .ofPoss
ars Telesraphs Ofice of the
Iy W ihers EmOrsy ordss S a5
EoEe

Tr Tomer-zsior (Becsd |
1'-*!. f-ash
MNarvarom - Vomcese Mo

D Tmcoms T3y
Cr Cagh
Mesrar-cr -cE3 3 e

———
— - — i n.—.._-r




Cx Cash
Naoation - cash withdoawn
for personal use

70000

T F8 | T Sa Krupa Mobile Shop

Dx Punjab National Bank
Narzation - Chg No.

1.00.000. 00

100000 .00

1T T8 | T& Sai Krupa Nobile Shop

Dr. Cash |
Naration - Chg No.

5829800

SE 0T 00

Dr Commmssion Expenses
Cr Cash :

Nasation - Paid commmssion
to salesman Vijav

RIC K

30000

18

Cr Purchase

Cr Centyal Tax

Cr State Tax

Namxation - goods wnm:awn
for personal use

295 00

25000
2250
2250

Notes

=-1) Imcome Tax - It is the tax payable by a person an his income.

In the case of a sole trading concem, the tax paid by tha
propreitor on the profits of the businass 1s treated as a persomal
expense Hence, it shouldbe added ro drawings or directly
deducted from capital

Difference between GST and Income Tax : The main difference betwean GST
and Income Tax 15, GST is levied on consumption of soods and services wheraas
Income Tax 15 levied on income eamed ina financial year, In way of collectins the tax,
G ST 1s the indirect tax paxd to the povernment whereas Income Tax is the direct Bx
paid to the sovemment

2) Tramsactions with the Proprietor

;- The business and its

proprietor are separate entites This means that separate accounts

must be mainrained in the ladzer for recordins transacrions betwasn

proprietor and the business Usually, two accomnts viz, Capital
Account and Drawings Accountare maintamed for this purpose
Whatever the proprietor brings inro the business is traarad as

khis capital and credited to his Capital Accowmt Similark, when



he wathdaws sh mmmkk;mﬂmh is
mhMmﬁhmMQﬂ.Maﬂ&i

is given to his Dawins Aot Dawings Acooantis ako
ddnteﬂwhﬂmww:hamm
use Note that the propristor can be charged onlyby hecost =
of soods taken and not is sellinzprice In practs=_thecostef
such gpods are oedited to the Pordases Acconnt becase 1tis
assumad that it was purciesed for him and shonkd thesefore be
excinded fom the purchases fiwthe business.

3) Transachens relafingy o Expenses and Imcomes - Exgm '
and incomes are renerally paidireceived incash So incassof
axpenses, we debit the concamed sxpense acconn andoedittash
account. In case of incomes, we debit cashaccons and oreditthe
Loncaned Income account.

In sbove Transaction 7, rent was a=id o Landloed Shop owanear,
but debit has been siven to the nomnal 3cconnt {Rent Accoas) and
not to the personal account of Lanxdlord Shop owner Similerly, when
comemission was received (10™ Transaction) Commission Raceived
Account has been oradited and not the parsonal acconntaf the siver,
whosoever he mav be This is s0 bacanse these are ash trarsscions
and no debtor'credims relstonship is oested s there S noobkisstan
vet to be fmlfillad

There is another pointto be nxted in husconext In
Transaction ™, we have seen that when rent is paid Rant Accomnthss
been debited (it is an axpense) and when Commissonis ecaived,
Commission Received Accomthas been oredied (itis an imcome) In
business, centain naminial sccounnts like S3alanas Acocoam. “’aigs
Account and Postage Accournt would imvolve only paymems, as thess
will alwavs be expanses Butcertain other sems Eke mierest,
commission, rent, &< , Can someatimes be an axpanse. Somelunss 3o
income In such case, it is hetter 10 MAainiEin sEpIr3te accoms for their

pavinents and receipts

Note 1)Cashis calculated as follows -
Dr T1---5%5.00000 -=T2-15930 -+~T10—3500 -+~ T14--38298 -+1 168=
$.74. "X 16 (Total) [where T stands for Transacnom ]
T3.--8§ 862 -« T4 500 - = TP--8.000+T11.22—-2
@ -=mRs 22,551 - (Totald

FIS
o by

| 8

Vv




Therefore Ttal Dy — To@ S =374729.18 - 22 351=RBs 33217816

) S3les 15 Glmistad 35 folloss -

T2 —130830/-+T2—-1 3538 208/-=Rs 1 74 D8~ Towal).
3) Parchase is calcaiated as follows -3 -8 382 -+T6—13133~=

R 180218 -Toal)

Tnal Balance will show the above balances of accomess Inths way:

[ Vimavy & Co.
Sy Ne Particelars L¥ |1-Aus=-12020t0 SLAE-!?BQ
SImE '
[ Debat Credit
1 Capatal Account T39S 00 | = 00,
Dr==ins 993 00
Income-Tax 2 000 00
Vinay 20600600 00
Current Liabilities 15135600 |
Daties and Taxes
Sandry Creditors 151335600
- Cuarreat Assets 64917816
Openins Stock
Sandry Debtors
Cash-in-Hand 55247816
Bark Accounts Q7 00000
= Sales Accomnts T 37 50000 |
Szales A ¢ 14760000
6 Purchase Accounts 13> 432 68
Purchase A C 135482 68
7 Indirect Incomes >00.00
Comemizsion (Recaivad) 500.00
21 ITndirect Expenses 11 50010
Hamzli Expense 300 00
zraz= and Courier Expense 2.000.00
Pent Expenze 3,000 00
FPoundinz Of 01
Crand Total 799 15600 v5% 42600




Note - Afier pressing “Enter™ Key we can loak the details of the groups whose femres
are red coloured Please do not count the sed colowred figares, they are for indersGnding only.
FProfit and Loss Accouwnt of Vinay & Co.

for 31™ Aug 20240 (dsplays upto the Iast

transaction of the year)
Dr. I | : Cr.
Particalars Amount Particulars | Amount
Il Rs. Rs.
Opeming Stock I LT Sales Accounts 1,47 600 00
Stock @ 18% li e | Sales A/c  1.47.60000
Stock @ 28% 0 | 55 99684
' L] Clasing Stock
Purchase Accounts 135 432 68 | Stock @ 18% 55.732.00
Purchases A'c 13548268 | Stock @ 28% __ 264 84
Gross Profit e | 6311416 P (T
| e | 2,03 596 34
12.03,596 84 R
‘ 63,11416
i Gross Profit b/f
Indirect Expenses 11,50016 . 50000
Hamali Expenses 500 00 1] Indirect Incomes
Postage and Courier 8,000 00 Commission (Recd) 50000
Renr Expense 3.000 00
Rounding Off 016
Nert Profit . '
§7,114.00
Total 68561416 |Total 68 61416

I——



Balanoe Sheet of Vinay & Co.

ason31* Ans 2020
Laabilifies Amount [ Assels Amount
Capital 4 9700500 | Coxrent Assefs 7.05 47500
Drawings (@ AR ClosingStack 339096 84
Income-Tax -2.000 00 Depasits (Asset)
Vinay 500000 00 Sundry Debtors
CashinHamd 35247816
Loans Liabahity Bank Acocounts 97 00000
Curreat Liabilities 1,51, 35600
Dunes and Taxas
Sundry Craditers 1 51 35480
Profit and Loss Accounnt S$7T.114 00
Open:ingz Balance
Current Penod 37114 040
|
[Total [TOSIVS[Total YOS ITIIN
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