UNIT 10: FINANCIAL
ACCOUNTING

LO2: PREPARE FINAL ACCOUNTS FOR SOLE TRADERS,PARTNERSHIPS AND LIMITED COMPANIES
IN ACCORDANCE WITH APPROPRIATE PRINCIPLES,CONVENTIONS AND STANDARDS
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ACCOUNTING

P4: PRODUCE FINAL ACCOUNTS FOR A RANGE OF EXAMPLES THAT INCLUDE SOLE-
TRADERS,PARTNERSHIPS,OR LIMITED COMPANIES



44 FINAL ACCOUNTS FOR SOLE TRADERS

> The final accounts of a sole trader business include the
Income Statement (trading and Profit & loss account) and
the balance sheet. Remember that your trial balance is the
summary of the balances in all your accounts. Some of
these balances (those from your nominal accounts) affect
the profit and are transferred to the Income statement; the
others (real and personal accounts) are transferred to your
balance sheet. The Income Statement and the Balance
Sheet are prepared at the end of each financial period to
record how well the business operated during that financial
period.
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* Income Statement
One of the most important financial statements of any
business is the Income Statement. It is used to determine
the following:
1. how profitable a business is being run; and
2. comparing the results received with the results expected.
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The Income Statement can be divided into two sections the trading account and the
Profit & loss account. The gross profit which is the amount of profit made before
the expenses are deductedis calculated in the trading account. The purpose of the
trading account is to determine the gross profit made from sales.

Therefore the accounts that are directl¥ related to bléying and sellin% (trading) will
be transferred to the trading account. The accounts directly related to trading are:

Sales

Purchase

Sales Return

Purchases Return

Carriage Inwards

v
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 Gross profit is calculated as:
« Gross Profit = Net Sales - Cost of Goods Sold (COGS)

: AlonéS ith gross profit the net sales, cost of goods sold
(CO \glan the cost of goods available for sale(COGAFS) is
also calculated in the trading account:

« Net Sales = Sales - Sales Return (Return Inwards)

« Net sales are the total sales figure after allowances have been
made for sales returned to the business.

. (SZtOGE = Cost of goods available for sale (COGAFS) - Closing
oC

« COGAFS = Opening Stock + (Purchases - Purchases Return) +
Carriage Inwards




FINAL ACCOUNTS FOR SOLE TRADERS

« The net profit of your business is calculated in the Profit & loss account. Net profit is the balance of profit after allowance is made for
revenue and expenses. It is calculated as:

« Net Profit = Gross profit + Revenue - expenses

The revenue and expense charged to the Profit & loss account are those that are not directly related to trading but more to do with the
running of the business.

« Some of these accounts are:
« Rent

« Telephone

Carriage outwards

e Discount allowed

Discount received
« Commission received
« Commission paid

« Salary
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« Balance Sheet

« The other half of our final accounts is the Balance Sheet. The Balance Sheet is a financial statement showing the book values of the
assets, liabilities and capital at the end of the financial period. It shows what the business owes and what it owns.

The assets of the business is divided into two categories and recorded as follows
« 1. Non-CurrentAssetsare assetsthat:

« are expected to be of use in the business for long time;

« are to be used in the business; and

« were not bought only for the purpose of resale.

« Non-current assets are recorded in the balance sheet starting with those assets that will in the business the longest down to those that
will be kept for a shorter period. Example of non-current assets and the order of record are:

Land and Buildings.
« Fixtures and Fittings.
» Machinery.

« Motor Vehicles.
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« 2. Current Assets are recorded next. These are assets will change within the next twelve months. They
are recorded as follows:

Stock (goods bought for resale)

Debtors.

Cash at Bank.

Cash in Hand.

v

3. Non-current Liability - Sometime referred to as long term liability are those debts that take more
than a year to settle. This includes large loans and mortgages.

4. Current Liability - are debts that will be settled in one year or less. This includes creditors and
small loans.

Let’s now prepare the final accounts from the trial balance on the below
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DIDATR Retailer
Trial Balance as at 31 December 2011

. Cr.
= =
Discount Allowed Ehls
Discount Received 5058
Carriage Inwards jenlal
Carriage Outwards 218
RFeturn Inwards 1.384
Feturn Outwards S10
Sales 120, 320
Purchases S4.200
Stock 31 December 2010 0,816
Motor expensas 4017
Fepairs to premises 1,383
Paxw 15,18
Sundrv expenses sSo7
Fates and insurance > Sa6
Premises at cost ElsNelals’
Mhlotor Wehicle at cost 11,150
Provision for depreciation motors as at 31 December 2010 2.8600
Debtors 1640
Creditors 24, B0
Cash at bank . O568
Cash in hand 48
Drawings 5.736
Capital S0. 004
Loan from P. Holland ElsNelals’
Bad Debts 1,31
Provision for bad debts as at 31 December 2010 558
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The following should be considered on 31 December 2011
1) Stock $36,420

a) Expenses owing

b) Sundrv expenses 562

2) Motor expenses $33

3) prepavments

a) Rates $166

4) Provision for bad debts to be reduced to $580

5) Depreciation for motors to be $2,100 for the vear

6) Part of the premises were let to a tenant who owed 5250 at 31 December 2011
7) Loan interest owing to P. Holland, $4.000

Prepare the Income Statement and Balance Sheet as at 31 December 2011.




DVIT AT Retailer
ITnmncecorme Staterrernt
for thhe vvear ended 51 DDecermibrer o111

= = =

Sales i el e W e
ILess Sales Retiuirnns L. 3854 {S
INet Sales e = R Y
COrpenins Stocle SO S 1S
Ldd Purchases Bog.o2aO0
ILess Purchases Faetwurau Si1oy S-S0
S dd Carriase Irnwvwards SOy
COMSEATFTS 11g ., SOS
ILess Closines Stoclo e o e Y |
COES TE. 185
Sross Profit =, F S
Al IR e TR e
Iiscolimnt Recaeiwsd SO
Fent FRecseivalbhles = O
R eduoctiorn irn Provwisiorn hor Bad IDDelsit= = SS9

AL, S5S o
T o ess EFEaxgpreeaernsaes
NI otor FExapaernsas I I T e
Ldd WWIotor eNETLSaS OWWITLE == P e o )
Pas 1S 1534
Carriazse COuaittvwards o1
IDi=scolamnt Allowwed .
Feaepairs to Premiisaes 1. Z3==
Sunurmndrwv Epaernnsaes =207
Addd surndryy expernses OVYILITLS Ly Fa et
Ead IDelbht=s A ZALo
Fates and InnS1liratics = B
ILess prapailid rates arnd insurarices A e i R
T.oarm Interest e T T
IDepreciatiorn: Wilobtor vwehicles R e T T N T =

INet Profit L=
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WIT» AT Fetailer
Balance Shheet
as at 31 December =011

M™SMorn—4{ mrremnt Assets = = =
Premises at oost EleaNelels
MMotor Welhiicle at cost 11, LSO

ILess Depreciation to date 5.0 &0 5. 20O

A4 5. 20O
i marTTernnt Asseis

Stoclk o 2O
IDebtors o P D)

ILess Prowvision for Bad IDebts 580 31 OSSO
Prepaid Expensse LSS
RFevenuue OWWIils pr el ]
Cash at bbanlk e
Cash imn harnd A8

T2, OO0
Caoaprremnt T iabilities

Creditors e L e e
Expenses OwWIirne . OO5 285415
WwWorkins Capital A4 .45 5

SO s
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Financed by

Balance as at 1 January 2011 50,004

Add Net Profit 7,427
58,421

Less Drawings 8.736
49,685

Non-Current Liability
Loan from P. Holland 40,000




FINAL ACCOUNTS FOR
PARTNERSHIP

%1.9 Frame and French are in partnership sharing profits and losses in the ratio 3 @ %fs, respec-
tively. The following is their trial balance as at 30 September 20X5.

Dr cr
£ £

Buildings (cost £210,000) 160,000
Fixtures at cost 8,200

Provision for depreciation: Fixtures 4,200
Debtors 61,400

Creditors 26,590
Cash at bank 6,130
Stock at 30 September 204 62,740

Sales 363,111
Purchases 210,000
Carriage outwards 2,410
Discounts allowed 620
Loan interest: P Prince 3,900
Office expenses 4,760
Salaries and wages 57,809
Ead debts 1,632

Provision for doubtful debts 1,400

Loan from P Prince 65,000

Capitals: Frame 100,000

French 75,000

Current accounts: Frame 4100

French 1,200
Drawings: Frame 31,800
French 28,200

640,601 640,601

Reguired:
Prepare a trading and profit and loss appropriation account for the year ended 30 June 20X9, and
a balance sheet as at that date.

(a) Stock, 30 June 20X9, £74,210.

(b) Expenses to be accrued: Office Expenses £215; Wages £720.

() Depreciate fixtures 15 per cent on reducing balance basis, buildings £5,000.
(d) Reduce provision for doubtful debts to £1,250.

() Partnership salary: £30,000 to Frame. Not yet entered.

(f) Interest on drawings: Frame £900; French £600.

{g) Interest on capital account balances at 5 per cent.




FINAL ACCOUNTS FOR
PARTNERSHIP

> In order to get the reduction in the provision of Bad Debt
the method to be used is as follows:

> There is a provision for bad debt in the trial balance of
$1400 (on the credit side)

s Therefore: $1400- $1250= $150




appropriate to give him a salary commensurate with such work, plus a share of

ofits.

(d) Interest on capital: Whatever is decided about profit-sharing, it would seem
appropriate for each of the partners to be given interest on their capitals before

363,111

sharing the balance of the profits.
1.9 Frame and French
Trading and Profit and Loss Account for the year ended 30 September 203
Sales
Less Cost of goods sold:
Opening st 62,740
Add Purchases llﬂ:ﬂll]]
Less Closing stock 74210
(iross profit
Add Reduction in provision for doubtful debts
Less Salaries and wages (37,809 + 720 58,529
Office expenses (4,760 + 2135) 4975
Carriage ourwards 3410
Discounts allowed 620
Bad debts 1,632
Loan interest 3,500
Depreciation: Fixtures a0
Buildings 5,000 5,600
Net proft
Add Interest on drawings: Frame 00
French _ 600
Less Interest on capitals: Frame 5,000
French 3,750 8,750
Salary: Frame 30,000
Balance of Profits
Shared: Frame 29,289

French 19,526

Balance Sheet as at 30 September 20X3

Fixed assets
Buildings
Fixtures

Current assefs
Stock
Debtors
Less Provision for doubiful debis
Bank
Less Current labilities
Creditors
Expenses owing
et current assets

Less Loan from P Prince

Financed by
Capital Accounts: Frame
French

Current Accounts
Balance 1.10.20X%4
Add Interest on capital

Salary
Balance of profit

Less Drawings
Interest on drawings

Cost Depn
210,000 55,000
8,200 4800
218.200 55"51}0
74,210

61,400
1,250 60,150
6,130
140,490

26.590
935 27,525
100,000
75,000
Frame French
4,100 1,200
5.000 3,750
30,000 =
29,289 19,526
ae.389 24478
31,800 28,200
Il [1131]
35,689 :ﬁl’.‘#]

155,000

158,400

112,965
371,365

65,000
206,365

175,000

31,365

|

Juck
)
L




FINAL ACCOUNTS FOR
LIMITED COMPANIES

£5.10 You are to draw up a trading and profit and loss account for the year ending 31 December
20X2, and a balance sheet as at that date from the following trial balance and details of Partido

Ltd:
Dr Cr
£ £
Bank 8,100
Debtors 321,219
Creditors 237,516
Stock at 31 December 201 290,114
Buildings at cost 800,000
Equipment at cost 320,000
Profit and loss account as at 31 December 201 126,204
General reserve 120,000
Foreign exchange reserve 20,000
Authorised and issued share capital 200,000
Purchases 810,613
Sales 1,606,086
Carriage inwards 2,390
Carriage outwards 13,410
Salaries 284,500
Business rates 14,800
Office expenses 9,100
Sundry expenses 2,360
Provisions for depreciation at 31 Decemnber 20X1:
Buildings 80,000
Equipmemt 96,000
Directors’ remuneration 119, 200
3,095 806 3,095 806

Notes at 31 December 20X2:

(i) Stock £317,426.

(i) Business rates owing £1,700; Office expenses owing £245.

(i) Dividend of 15 per cent proposed.

{iv) Transfers to reserves: General £70,000; Foreign exchange £30,000.

{v) Depreciation on cost: Buildings 5 per cent; Equipment 15 per cent. '




£5.10 Partido Lid
Trading and Profit and Loss Account for the vear ending 31 December 20X2

Sales 1,606,086
Less Cost of goods sold
ing stock 290,114
Add Purchases 810,613
Add Carriage inwards 2.3}
1,105,117
Less Closing stock 317426 TR5.691
Ciross proft B20,395
Less Exp:n;u
Salarwes 3845040
Business rates 16,5000
Carnage ourwards 15410 |
Ofhce expenses 9,545 ]
Sundry expenses 2,360 i
Deprecianon: Buildings 40,00 i
Equipment 48,0000 i
Directors’ remuneration 119 24} 6833315
Met profic 187,080 -
Add Unappropriated profits from last year 136,204
323,284
Less A 1amnons |
Pmﬁpﬁiﬁdmd 120,000 I
General reserve 70000 H
Foreign exchange 30000 220000
i

Unappropriated profits carried to next year M




£5.10 (cont'd)

Balance Sheet as at 31 December 20X 2

Fixed assets
Buildings
Equipment

Crrrent assets
Stock
Debtors
Bank

Less Current liabilities
Creditors
Proposed dividend

et current asscts

Financed by:
Share capital: authorised and issued
Reserves
Foreign exchange
Ceeneral reserve
Profit and loss

Cast
S00,000

320,000

1,120,000

237,516
1,945
120,000

Depn
120,000
144,000
ZE400
317426
321,219

8, 100

646,745

359,461

50,000
140,010
103.284

MNet
680,000
176,000
856,000

287,284

1,143,284

200,000

343,184

1,143,284
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