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CA Foundation Accounts Test Series

Chapter 7 Preparation of Final Account of Sole Proprietors

1. The following is the Trial Balance of T on 31stMarch, 2018 :

_ 3 - =

. G
5 F
Capital 5,00,000
Drawings F0,000
Fixed Assets (Opening) 1,40, 000
Fixed Aszets (Additions 01.10 2018) 200,000
Opening Stock 60,000
Purchases 16:00 000
Purchases REeturns 59,000
Sales - 2200000
Sales Retuns 99 000
Debtors 250000 5
Creditors 220000
Expenses 50,000
Fixed Deposit with Bank 200000 -
Interest on Fixed Depoail 20,000
Cash 8,000
Suspense A 2,000
Depreciation 14,000
Rent {17 months upto 31 82018) 17,000
Investments 12% {018 2017) 260000
Bank Balance 169000 -
31,19,000 31,12,000

-2 _— - —

Stock on 31stMarch, 2018 was valued at Rs 1,00,000. Depreciation is to be provided at 10% per annum

on fixed assets purchased during the year. A scrutiny of the books of account revealed the following

matters :
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(i) Rs 20,000 drawn from bank was debited to Drawings account, but out of this amount withdrawn Rs
12,000 was used in the business for day-to-day expenses.

(i) Purchase of goods worth Rs 16,000 was not recorded in the books of account upto 31.03.2018, but
the goods were included in stock.

(iii) Purchase returns of Rs 1,000 was recorded in Sales Return Journal and the amount was correctly
posted to the Party’s A/c on the correct side.

(iv) Expenses include Rs 6,000 in respect of the period after 31s:March, 2018.

Give the necessary Journal Entries in respect of (i) to (iv) and prepare the Final Accounts for the year
ended 31.:March, 2018.

Solution:
Journal Entries
Farfcuiars Or (7] Cr
il | Expenses Al Dr. 12,000

To Drawings 12000

(Entry far the amount wrangly debited to the
latter Alz, now corrected)

(i) | Purcha=se Al Dr. 16,000
Tao Greditors 16,000
(Entry for purchasesnot recorded)
{ii | Buspense Al Dr. 2,000
ToPurchase Retums 1,000
Tokales Returns 1,000

(Fectfication entry for  amourt arongly
entered in Sales Journal)

1w | Frepaid Expenses Al Dr. & 000
P H

To Epenszes 6,000

i(Frepaid expenses adjuded)
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Trading, Profit and Loss Account of T
for the year ending 31s:March, 2018

O, .
To Cpenng Sk BD,m0 By Saks 2200000
To Purchazes 16,00,000 Less:  Sales
Fehurm
Add Braount nok recorded 16,000 (58 00 1,000 saoo0| 21,0000
16,16,000 By Clozing Stock 100,000
Less: Puchases Relrs
(68,0001, 0010] F0000 | 15,45,000
To Giozz Proft of 2,5,00 |
D00 | 2,000
To  Expersez  [S0000 - 6,000 ( By Groes Pofit 5,459,000
600 +12,00)
To Rert (17,000 — 5 000 12,00 | By Interest on Fizced D eposit 20,00
To Drepreciation 140 By Irterest on Investments 21,00
Add Furtber Deprecidion 10,000 24,000
[zﬂﬂ.mﬂxﬂxi] [z,m,ﬂmxﬁxi]
130 12 100 12
To Med Profil 44000
B.36,000 ‘ B.3F,000
Balance Sheet as o n 31;:March, 2018
£ mhiifes ¢ | AssElm &
apial ,00 000 Fieed Asst 140000
At Proft 544 000 Additionz 200000
L= Drawings 340000
(70,000 - 12,000% 55000 | 1086000 | Less: Deprecation 10000 330,000
Crediorz 220,000 Siock 1,00,000
Ao Purchaass Crebiors 2,850,000
not recorded 6000 | 236,000 | Investrents 2,50,000
Civerdrak B000 | Inereat aocrued 20,000
Bank frced deposit 200,000
Frepad  Expenaes 14,000
(G000 + 5000,
Bank 165,000
15,530,000 15230000
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. The following are the balances as at 31st March, 2017 extracted from the books of Mr. XYZ.

o o
Mlant and Machinery 19580 | Bad debis recovered 260
Furnitare and Fittings 10250 | Salaries 22500
Bank Jverdrafl 80,000 | Salaries payable 2450
Capital Accourt 65,000 | Prepaid “ent 300
Drawins 8000 | Rent 4 300
Purchases 1,60,000 | Carriage inward 1,125
Opening Stock 32250 | Carriage outward 1,300
Wages 12160 | Sales 215,300
Provision for doubtful debts 3200 | Advertisement Expenses 3350
Provision for Discount cn Printing and Stationerny 1,250
debtors 1,37 | Cashin tand 1,200
Sundry Debtors 1,20000 | Cash at pank 3125
Sundry Creditcrs 47000 | Office Expenses 10160
Bad debts 1,100 | Interest paid on loan 3,000

Additional Information:

1. Purchases include sales return of Rs 2,575 and sales include purchases return of Rs 1,725.

2. Goods withdrawn by Mr. XYZ for own consumption Rs 3,500 included in purchases

4. Free samples distributed for publicity costing Rs 825.

3. Wages paid in the month.of April for installation of plant and machinery amounting to Rs 450 were
included in wages account.

5. Create a provision for doubtful debts @ 5% and provision for discount on debtors @ 2.5%.

6. Depreciation is to be provided on plant and machinery @ 15% p.a. and on furniture and fittings @
10% p.a.

7. Bank overdraft is secured against hypothecation of stock. Bank overdraft outstanding as on 31.3.2017

has been considered as 80% of real value of stock (deducting 20% as margin) and after adjusting the

marginal value 80% of the same has been allowed to draw as an overdraft.

Prepare a Trading and Profit and Loss Account for the year ended 31st March, 2017, and a Balance
Sheet as on that date. Also show the rectification entries

Download CA Foundation Subject-wise notes fromwww.castudynotes.com



http://www.castudynotes.com
http://www.castudynotes.com
http://www.castudynotes.com

Solution:
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Rectification Entries

Particutars

Dr.

Cr.

Amount

Amount

%

T

(il

Returns inward account
Sales account
To Purchases account
To Returns outward account

(Being sales refurn and purchases return
wrongly included in purchases and sales
respectively, now rectified)

Drawings account
To Purchases account

(Being goods withdrawn for  own
consumption included in purchases, now
rectified)

Plant and machinery account

To Wages account

(Being wages paid fcr installation of plant
anc machinery wrongly debited to wagas,
now rectifled)

Advertisement expenses account
To Purchases account

(Being free samples dstributed for publicity
out of purchases, now rectified)

Dr.
Dr.

Dr.

Dr.

Dr.

2,575
1,725

3,500

450

820

2,675
1,725

3,500

430

825
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Trading and Profit and Loss Account of Mr. XYZ
for the year ended 31st March, 2017

Dr. Cr.
Amcunt Amaunt
Gl o T T
Ta | Opering stoc« 32,250 Jv|Sales 2 Jank
o
Ta | Furchogos 153100 Loge: Sales retirn 244,200
20
[arg Furzhases 1,/2h 151,35 dy | Closing stock
return
To | Carriage i ard 1,125 W00 100 1,425,000
Ta | Wages 11,715 Lfﬂi‘ﬂm*iExE/
Ta | Grass profil oid 139,532
3.36.000 3,36 000
Ta | Eolarics 22,550 | 3y | Grose profit b'd 1,308,535
Ta | Fent 4,300 | 3y |Bad dchbia 450
rEcovared
|0 | Advertisemart £X08nsEs 4,145
|3 | Printing and 1,280
gtationsry
To | Ead deota 1,100
To | Carriage oubwad 1,380
Ta | Prevision for dcubtful debls
A% 0" T 1,20,000 B, 000
Lors: Existing prevision 3,200 2,800
To | Prevision  far disccunt  on
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2.5% of T1,14,000

2,850

Less Existing provision 1,375 1,475
To | Depreciation:
Flant and machinery 3,000
Furniture and fittings 1,025 4,025
To | Office expenses 10,160
To |Interest on loan 3,000
To | Met profit
{Transferred to capital account)
83,800 .
1,39,985 1,390,985
Balance Sheet of Mr. XYZ as on 31st March, 2017
AmoLnt Amount
Lighilites o 7| Azsels ¢ o
Capital 65,000 Flant and nachinery 20,000
account
Add Mzt profit 53,5800 Less Depraciation _ 3,000 17,000
1,48 5800 Furniture aid fittings 10,250
Less 11,500 | 1,537,300 [ Less: Depraciation 1,025 9,225
Crrawings
Bank overdraft 80,000 | Cosing stock 1,25,000
Sundry 47 500 | Sundry debtors 1,20,000
creditos
Fayabls 2,450 | Less: Frovision for 5,000
salaries doubtiul debts
Frovizion  for  bad
debts 28501 1,114,150
Frepaid rent 300
azh i hand 1,440
Cash at batk 3,125
267 250 267,250
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3. The following is the trial balance of Manan as at 31st March 2020

Dr. Cr.
o o
lManan's capital account = 1,563,380
Stock 1st April, 2019 93,600 :
Sales - £.79 200
Returns inward 17,200
Purchases b,4.3 400 :
Returns outward = 11,600
Carriage inwards 39 200
Rent & taxes 9 400
Salaries & wages 18,600
Sundry debtors 48,000 -
Sundry creditors 29600
Bank loan @ 14% p.a. - 40,000
Bank interest 2 200
Printing and stationary expenses 28,800
Bank balance 16,000 :
Discount earned 880
Furniture & fittings 1€, 000
Discount allowed =600
General expenses 22,900
Insurance 2600
Postage &telegram expenses 4,660
Cashbalance &l
Travelling expznses 1740
Drawvings 5C 000 o
1022660 | 10,22 660

The following adjustments are to be made:
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(1) Included amongst the debtors is Rs 6,000 due from Rahul and included among the creditors Rs

2,000 due to him.

(2) Provision for bad and doubtful debts be created at 5% and for discount @ 2% on sundry debtors.

(3) Depreciation on furniture & fittings @ 10% shall be written off.

(4) Personal purchases of Manan amounting to Rs 1200 had been recorded in the purchases day book.

(5) Interest on bank loan shall be provided for the whole year.

(6) A quarter of the amount of printing and stationary expenses is to be carried forward to the next year.

(7) Credit purchase invoice amounting to Rs 800 had been omitted from the books.

(8) Stock on 31stMarch 2020 was Rs 1,57,200.

Prepare (i) Trading & profit and loss account for the year ended 31.3.2020 and (ii) Balance sheet as on

31s: March, 2020.
Solution:
Trading and Profit and Loss Account of Mr. Manan
for the year ended 31st March,2020
Particulars 7| Amount & Amount ¥ T
To Opening stock 93,800 By Sales 7,739,200
To Purchases f5,43,400 Less Returns 17,200 | 7,62,000
Add: Omitted invoice 200 By Closing stock 1,57.200
&5, 44,200
Less: Returns 11,600
5,32 600
Lass Drawings 1,200 &,31,400
To Carriage 389,200
To Gross profit ¢fd 1,55,000
9,159,200 9,159,200
To Rent and taxes 9,400 | By Gross profit bid 1,55,000
To Salaries and wages 18,600 | By Discount 8,880
To Bank interest 2,200
Add Due 3,400 5,600
To Printing and stationary 26,800
Less: Prepaid (1/4) 7,200 21,600
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|3 Disceurt allowed 3,600
To General expenses 22,900
Talnsurance 2 B0
|2 Fostage & telegram 4 60
BXPANSEs
To Travelling expenzes 1,740
T2 Provisicn ‘or bad debts 2,300
|W G2
Ta Provisicn “or discount 674
an deblors (WL
Ta Deareciation on 1,000
furnizure & fittings
To Ne: profit 59,006 o
1,.53.880 1 R38R0
Balance Sheet of Manan as at 31s: March,2020
L ahiitias ¢ | Agzels o c
Capital 1, FurnitLre & fittings 10,000
At Mel profil Less Deprecialion _ oo 9,200
2, sundry destors (W T1) 415,000
Less Drawirgs: L ess Provision fo bad
Cash 60,000 & doubtful dekts (M h2) 2500
Goods 1,200 1,61 186 43,700
Bank [2an 40,000 | Lees: Provizion for
Bank interest due 3,400 | discount (W2 874 42 826
sundre creditors RS 28,400 | Stock 1,57, 200
Frepaid expenses:
Frinting & siationary 7,200
Bank balance 16,000
| Cash balance Filslt]
2.52,5986 2,232,986
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Working Notes:

(1) Sundry debtors

Balance as per trial balance 48,000
Less: Due to Rahul 2,000

46,000

(2) Provision for bad & doubtful debts:
@ 5% on Rs 46,000 2,300
Provision for discount:

2% on Rs 43,700 (46,000 -2,300) 874

(3) Sundry creditors

Balance as per trial balance 29,600

Less: Set off in respect of Rahul 2,000
27,600

Add: Purchase invoice omitted 800
28,400

4. The balance sheet of Mittal on 1stJanuary, 2018 was as follows:

Liabilifias Amount & | desels Amcunt &
Trade payables 16,00 000 | Piant & Machinery 31,00 000
Expences payahe 250000 | Furniture & Fixiure 4 0 GO0
Capital 21, 00000 | Trade receivables 14,50 000
Cash at bank 00 000

Inventcries 13,00 000

68 50000 68,50 000

During 2018, his profit andloss account revealed a net profit of Rs 15,10,000. This was after allowing
for the following:

(i)Interest on capital @ 6% p.a.
(ii)Depreciation on plant and machinery @ 10% p.a. and on Furniture and Fixtures @5% p.a..
(iii)A provision for Doubtful debts @ 5% of the trade receivables as at 31st December2018.

But while preparing the profit and loss account he had forgotten to provide for (1) outstanding expenses
totalling Rs 1,85,000 and (2) prepaid insurance to the extent of Rs 25,000.

His current assets and liabilities on 31st December, 2018 were: Trade receivables Rs 21,00,000; Cash at
bank Rs 5,20,000 and Trade payables Rs 13,84,000. During the year he withdrew Rs 6,20,000 for
domestic use. Closing inventories is equal to net trade receivables at the year-end.
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You are required to draw up revised Profit and Loss account and Balance Sheet at the end of the year

Solution:
Profit and Loss Account (Revised)
Particulars ¥ | Particulars 3
To Outstanding expenses 1,850C0 | By Balance bid 15,10,000
To Met profit 13,50,000 | By Prepaid insurance 26,000
15,35,000 15,35,000
Balance Sheet of Mittal
as on 31st December, 2018
Liakilities ¥ | Assets 4 3
Capital 51,00 000 Cash at Bank h, 20,000
Add: Nef Profi 1350000 Trace receivahles 2100200
B4 50 000 Lese Provisian for
doubtful delts (1,05,000) | 1995000
Less: Drawings 6, 20,000) Plant and| 31,0000
[acinery
H8.30,000 Less Depreciation | (310,000 | 27 90,000

Add: Interest on| 306,000 6130000 |Furriture & Frdures | 4,00 J00
carital

Oulstanding 1,805,000 Less Depreciation (200007 3,802,000
EXpenses

Trade payablzs 13,84 000 | Inventories 19.95,000

Prepaid insurance 25,000

77,05000 77,065,000
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5. An inexperienced book keeper has drawn up a Trial balance for the year ended 31st March, 2019.

Farficulars LDebit (3 Credt ()
Frovision for Doubtfu® Debts 250 -
Cash Credit Account 1654 -
Capital - 4 591
Trade parables - 1,637
Liue from customears 2 083 -
Discount Neceived 257 -
Discount Alloved - £33
Drawings 1200 -
Office Furnifure 3155 -
Carniage Inward 525
Furchaseas 10,823

Returns Inward 330
kent & Rates 314

Salaries 2820

Sales 16 88z
Invertory 2414

Frovision for Depreciation onFuriture 364 .
Total 25,033 25,002

Draw up a corrected Trial Balance by debiting or crediting any residual errors to a suspense account.
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Solution:
Trial Balance as on 31st March, 2019

Heads of Accounts Dr. ¥ cr. ¥
Provision for Doubtful Debts - 250
Cash credit account (Bank overdraft) — 1,654
Capital - 4,591
Trade pavables = 1,637
Dues fror customers 2 963 -
Discount Recelved = 252
Discount allowed 733 -
Drawings 1,200 —
Office furiture 2155 -
Cariage nward 529 =
Purchaszes 1C,923 -
Returns [wward 330 -
Rent & Rates 314 =
Salaries 2520 -
Inventory” 2,418 =
Provision for Depreciation on Furniture — 364
Sales = 16,882
Suspense Account (Balancing figure) 1,225

Total 22,630 25,630

* considered as opening.inventory.
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