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Generally, small businesses such as Proprietorship or partnership firms do not
follow double entry accounting due to lack of knowledge , sources, as well as
affordable funds . Such kind of businesses only maintain a few records such as
cash book to record flow of cash & bank transactions and personal accounts.

Even these are not maintained on the basis of principles of double entry system.

Owners of Such businesses when feel the need to find their profit or loss come to
know about usefulness of double entry system.

As an expert, in this chapter, students are requird to Find profits/losses of such
businesses from the available incomplete data.

There are generally two methods :-

(A) :- Statement of Affairs method :-

This method follows the principles of balance sheet.
Step:1 Find out Opening and Closing Capital
[ For this purpose, Statement of affairs at beginning and at end is prepared]

Step:2 Find Out Profit or loss as follows :-

Closing Capital XXX
less: Opening Capital (XXX)
Add: Drawings XXX
less: Further capital (XXX)
less: Interest on capital to be given (XXX)
less: Salary to partners etc. to be given (XXX)
Add: Interest on drawings to be charged XXX
less : any other adjustment as bad debts depreciation etc. (XXX)
= Profit/loss for the period XXX
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(B) Conversion of Single entry to double entry :-

Here, the incomplete records are converted into double entry accounts.

For this purpose, various accounts such as sales A/C , purchase A/C, bank A/C,
debtors A/C, creditors A/C etc are prepared as per the requirement.

Once these accounts are complete, financial statements in regular double entry

format can be easily prepared.
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