
Chapter 17: Final Accounts (Trading, Profit & 
Loss Account and Balance Sheet)

Introduction
In any business, keeping accurate records of financial transactions is vital for 
assessing performance and ensuring transparency. The final accounts of a 
business serve as a comprehensive summary of these financial activities for a 
specific accounting period. They provide valuable insights into profitability, 
financial position, and operational efficiency.

This chapter will explore the structure, components, preparation, and 
interpretation of Final Accounts, specifically focusing on the Trading Account, 
Profit & Loss Account, and Balance Sheet. These statements are crucial for 
stakeholders like investors, creditors, management, and regulatory authorities.

17.1 Final Accounts – Meaning and Objectives
Definition

Final Accounts refer to the financial statements prepared at the end of an 
accounting period to ascertain the business results and financial position.

Objectives
 To determine the gross profit or loss and net profit or loss.
 To evaluate the financial position through the balance sheet.
 To help owners and stakeholders assess the performance.
 To ensure compliance with legal and tax requirements.

17.2 Structure of Final Accounts
Final Accounts typically include:

1. Trading Account
2. Profit and Loss Account



3. Balance Sheet
Note: In sole proprietorships and partnerships, these accounts are 
simple. For companies, additional accounts like Cash Flow Statement, 
Statement of Changes in Equity, etc., are used under corporate 
accounting.

17.3 Trading Account
Purpose

To determine the Gross Profit or Gross Loss during an accounting period.

Format of Trading Account
Dr. (Debit) Amount (₹) Cr. (Credit) Amount (₹)
Opening Stock xxxxx Sales xxxxx
Purchases xxxxx Less: Sales 

Returns
(xxxxx)

Less: Purchase 
Returns

(xxxxx) Closing Stock xxxxx

Direct 
Expenses:
– Wages xxxxx
– Carriage 
Inward

xxxxx

– Freight xxxxx
– Fuel/Power xxxxx
Gross Profit 
(c/d)

xxxxx (If debit > 
credit: Gross 
Loss)

xxxxx

Total xxxxx Total xxxxx

Key Concepts
 Direct Expenses: Only expenses directly related to production/sales are 

included.
 Gross Profit = Net Sales – (Opening Stock + Purchases – Purchase Returns + 

Direct Expenses – Closing Stock)



17.4 Profit and Loss Account
Purpose

To calculate Net Profit or Net Loss after accounting for indirect expenses and 
incomes.

Format of Profit and Loss Account
Dr. (Debit) Amount (₹) Cr. (Credit) Amount (₹)
Indirect 
Expenses:

Indirect 
Incomes:

– Salaries xxxxx – Commission 
Received

xxxxx

– Rent xxxxx – Interest 
Received

xxxxx

– Depreciation xxxxx – Discount 
Received

xxxxx

– Office 
Expenses

xxxxx

– Selling 
Expenses

xxxxx

– Bad Debts xxxxx
– Interest on 
Loan

xxxxx

Net Profit 
(transferred 
to Capital A/c)

xxxxx (If debit > 
credit: Net 
Loss)

xxxxx

Total xxxxx Total xxxxx

Key Concepts
 Indirect Expenses: Costs not directly related to manufacturing but 

necessary for operations.
 Net Profit = Gross Profit + Other Incomes – Indirect Expenses



17.5 Balance Sheet
Purpose

To present the financial position of the business at a specific date.

Components
1. Assets: Resources owned by the business.
2. Liabilities: Obligations owed to outsiders.
3. Owner’s Equity (Capital): Owner’s claim on business assets.

Format of Balance Sheet
Liabilities Amount (₹) Assets Amount (₹)
Capital xxxxx Fixed Assets xxxxx
Add: Net Profit xxxxx – Land & 

Building
xxxxx

Less: Drawings (xxxxx) – Plant & 
Machinery

xxxxx

Loan (Long-
term)

xxxxx – Furniture xxxxx

Creditors xxxxx Current Assets
Outstanding 
Expenses

xxxxx – Cash xxxxx

Bills Payable xxxxx – Bank Balance xxxxx
– Debtors xxxxx
– Closing Stock xxxxx

Total xxxxx Total xxxxx

Key Principles
 Assets = Liabilities + Capital
 Must follow the Going Concern, Matching, and Dual Aspect principles.

17.6 Adjustments in Final Accounts
Adjustments are made for items not yet recorded but relevant to the current 
period.



Adjustment Treatment
Outstanding Expenses Add to concerned expense in 

P&L, show as liability in BS
Prepaid Expenses Deduct from concerned 

expense, show as asset in BS
Accrued Income Add to income in P&L, show as 

asset in BS
Income Received in Advance Deduct from income in P&L, 

show as liability in BS
Depreciation Charge in P&L, deduct from 

asset in BS
Bad Debts Charge to P&L, deduct from 

debtors in BS

17.7 Importance of Final Accounts
 Helps in determining tax liability.
 Aids in budgeting and forecasting.
 Used by investors and banks to evaluate creditworthiness.
 Essential for auditing and compliance.
 Useful in internal control and decision-making.

17.8 Limitations of Final Accounts
 Do not account for inflation or changes in market value.
 Based on historical data.
 May be influenced by accounting policies and estimates.
 Do not reflect non-financial factors (employee satisfaction, brand value).

Summary
Final accounts provide a structured summary of the financial activities of a 
business. The Trading Account evaluates gross profit or loss, the Profit and Loss 
Account measures net profitability, and the Balance Sheet reflects the financial 
position. These accounts are essential tools for business analysis and strategy 



formulation. Although highly informative, their interpretations must be 
supplemented with other analyses for comprehensive decision-making.
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