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PREPARATION OF FINAL ACCOUNTS

inal accounts gi 1ok 1
fl:gagusiness togr:;va(;:gce?nn;:b: idea about the profitability and financial position of
K0 Bkving detormined th1 » Owners and other interested parties of the business.
RSIbencs, the bu e aceuracy of‘the books of accounts with the help of a

3 tI’ | SInessman 1s now interested in knowing the profit he has
earne or the loss he has incurred for the period together with his financial
e o Final accounts are prepared to achieve these objectives of the business.

Pr‘epa.ratlon .of final accounts is governed by different acts, laws, standards and
principles like Income tax law, Company Act, Partnership Act, Accounting
Standards (,AS)’ Generally Accepted Accounting Principles (GAA,P), etc., used
fOl' valgatlon of financial transactions/events to standardize accounting
information, which in turn depends upon type of organization concerned.

In other words, since different types of organizations operate under different legal
framework, the methodology/procedure for preparation of final accounts will

change accordingly.

There are three stages of preparing final accounts of a trading concern:
1) Trading account,
2) Profit and loss account, and

3) Balance sheet.

Trading account is prepared to know the gross profit or overall profit. Profit and
loss account discloses net profit or clear profit of the business. The balance sheet
shows the financial position of the business on a given date — generally on the last

date of the accounting period.

5.2. TRADING ACCOUNT

The trading account is an account, which shows the result of buying and selling
g in a summarized form, all the

- of goods/services. Therefore, it contains, : :
| transactions occurring during a trading period which have a direct relation to the
ir goods in which a business deals, 1t is obvious that the trading account does not
 include any item of operating expenses.
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