15

[image: ]

Assignment Title: 	Trial balance and final accounts of a sole trader
Module Name: 		Accounting Fundamentals
Module Code:		LCBB 4001
Program of Study:	BA Business Management
Student Name: 	Hamdan Ahmad
Student ID #: 		2208436
Lecturer Name: 	Dr David Jenkins

[bookmark: _Toc126919577]


Table of Contents
Task – One	3
Income Statement	3
Computation of Capital at end	4
Balance Sheet	5
Task – two	6
T Accounts	6
Trial balance	8
Task – Three	9
Concept	9
Application	10
Accounting	11
View Point of the assignment	12
Conclusion	14
References	15

[bookmark: _GoBack]


[bookmark: _Toc126922319][bookmark: _Toc126926952]Task – One  
[bookmark: _Toc126919578][bookmark: _Toc126922320][bookmark: _Toc126926953]Income Statement
Donna's Profit and Loss Account / Income Statement for the Year Ending December 31, 2021
	Particulars
	
	In  

	Sales 
	
	620,846

	Less  Cost of Goods Sold
	
	

	Stock at January 1, 2021 (Opening)
	60,444 
	

	Add  Purchases
	428,330
	

	Less  Stock at December 31, 2021 (Closing)
	(50328)
	

	Cost of Goods Sold
	
	(438446)

	Gross Profit
	
	182400

	Less  Operating Expenses
	
	

	Sundry Expenses
	4,500 
	

	Delivery Van - Depreciation (71,160 - 25040 x 30%)
	13836 
	

	Shop Fittings - Depreciation (24,400 x 10%)
	2,440
	

	Rental and Insurance Costs
	38,400
	

	Administration Expenses
	5,544
	

	Salaries and Wages
	71,608
	

	Provision for Bad Debts
	1960
	

	Total Operating Expenses
	
	(138288)

	Operating Profit/ Net Profit before tax
	
	44112

	Less  Tax (assumed to be 0 as Donna operates as a sole trader)
	
	(0)

	Operating Profit/ Net Profit after tax
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	Particulars
	In   

	Capital at January 1, 2021
	9,986

	Add  Profit
	44112

	Less  Drawings 
	(36,40)

	Capital at December 31, 2021
	50458
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Donna's Balance Sheet / Statement of Financial Position as at December 31, 2021
	Particulars
	In  
	In  

	Assets 
	
	

	Current Assets 
	
	

	Cash at Bank 
	164
	

	Trade Receivables  13,720 (less bad debt of  1,960)
	11,760
	

	Stock 
	 50,328
	

	Total Current Assets
	
	62,252

	Fixed Assets 
	
	

	Delivery Van
	71160
	

	accumulated depreciation at 1 Dec 2021
	(38786)
	

	Net Delivery Van Value
	32374
	

	Shop Fittings
	24400
	

	accumulated depreciation at 1 Dec 2021
	(17080)
	

	Net Shop Fittings Value
	7320
	

	Total Fixed Assets
	
	39604

	Total Assets   
	
	101946

	Liabilities
	
	

	Trade Payables   
	68,840
	

	VAT Payable
	15,548
	

	Total Liabilities
	
	84388

	Owners’ Equity 
	
	

	Capital at 1st January 2021   
	9,986
	

	Profit for the year
	44112
	

	Drawings   
	(36,540)
	

	Total Owners’ Equity
	
	17558

	Total Equity
	
	101946
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To create the necessary ledger 'T' accounts, we'll need to categorize each transaction into its corresponding account.
	Capital

	
	
	1 April Balance B/F
	40000

	
	
	
	

	30 April Balance C/F
	40000
	
	

	
	40000
	
	40000

	
	
	1 May Balance B/F
	40000



	Account Receivable

	1 April Balance B/F
	17000
	9 April receivable payment
	2000

	21 April Sales
	1900
	15 April receivable payment
	1800

	
	
	
	

	
	
	30 April Balance C/F
	15100

	
	18900
	
	18900

	1 May Balance B/F
	15100
	
	



	Van

	1 April Balance B/F
	25000
	
	

	
	
	30 April Balance C/F
	25000

	
	25000
	
	25000

	1 May Balance B/F
	25000
	
	



	Bank

	1 April Balance B/F
	10000
	2 April advertising payment 
	450

	9 April receivable payment
	2,000
	3 April supplier payment
	4400

	15 April receivable payment
	1800
	11 April petrol payment
	120

	
	
	18 April Insurance payment
	750

	
	
	30 April Purchases
	2100

	
	
	7 April Drawing
	800

	
	
	30 April Balance C/F
	5180

	
	13800
	
	13800

	1 May Balance B/F
	5180
	
	



	Advertisements Expense

	1 April Balance B/F
	0
	
	

	2 April Bank
	450
	
	

	
	
	30 April Balance C/F
	450

	
	450
	
	450



	Accounts Payable

	
	
	1 April Balance B/F 
	12000

	3 April Bank
	4400
	20 April Purchases
	2500

	
	
	
	

	30 April Balance C/F
	10100
	
	

	
	14500
	
	14500

	
	
	1 May Balance B/F
	10100



	Drawing

	1 April Balance B/F
	0
	
	

	7 April Capital
	800
	
	

	
	
	30 April Balance C/F
	800

	
	800
	
	800
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The trial balance can be constructed as follows 
	Sno.
	Particulars
	Debit
	Credit

	1
	Capital
	
	40000

	2
	Van
	25000
	

	3
	Bank
	5180
	

	4
	Receivables
	15100
	

	5
	Payables
	
	10100

	6
	Advertising Expense
	450
	

	7
	Drawing
	800
	

	8
	Petrol
	120
	

	9
	Insurance Expense
	750
	

	10
	Purchases (2500+2100)
	4600
	

	11
	Sales
	
	1900

	
	
	
	

	
	Balances
	52000
	52000
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Depreciation is a method used in accounting to reflect the decline in value of a long-term asset due to various factors such as usage, wear and tear, obsolescence, or age. The purpose of depreciation is to allocate the cost of the asset over its useful life and to accurately reflect its value on the company's financial statements. The requirement for businesses to depreciate their non-current assets is important because it provides an accurate reflection of the asset's value and helps businesses make informed decisions about their financial future.
Non-current assets, also referred to as fixed assets, are tangible assets utilized by a business with a projected lifespan of more than one year. These assets may include buildings, machinery, vehicles, and equipment. Due to their inevitable decrease in value and usefulness over time, it is essential for businesses to account for depreciation.
The calculation of depreciation for these assets takes into consideration the cost of the asset and its estimated useful life. The useful life refers to the duration the asset is expected to be in use for the business, while the cost represents the amount paid for the asset's acquisition. Based on these two factors, the annual depreciation expense can be calculated and recorded in the company's financial statements.
Depreciation is a critical component of financial reporting for businesses, as it helps provide an accurate picture of a business's financial health. By recording depreciation, businesses can understand the real value of their assets, which is essential for making informed decisions about investments, loans, and other financial commitments. The requirement for businesses to depreciate their non-current assets also helps to ensure that the value of these assets is reflected accurately in the financial statements, providing stakeholders with a true and fair view of the business's financial position.
In conclusion, the requirement for businesses to depreciate their non-current assets is important because it provides an accurate reflection of the value of these assets, helps businesses make informed decisions about their financial future, and ensures that the value of these assets is reflected accurately in the financial statements. By recording depreciation, businesses can maintain accurate and transparent financial records, which are essential for making informed decisions about their financial future.
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Depreciation is an accounting concept that reflects the decrease in value of a non-current asset over time due to various factors such as wear and tear, obsolescence, or lack of demand. The requirement for businesses to depreciate their non-current assets is important because it ensures that the financial statements accurately reflect the current value of the assets and the related expenses incurred.
Depreciation is a non-cash expense that is charged to the income statement, reducing the net income and therefore the taxable income. By recognizing the decrease in value of the asset, businesses can allocate the cost of the asset over its useful life, reflecting the consumption of its economic benefits. This allows the company to match the expenses incurred with the revenue generated from using the asset, providing a clearer picture of the company's financial performance.
The requirement for businesses to depreciate their non-current assets is also important for tax purposes. Depreciation is a tax-deductible expense, reducing the amount of taxable income and thereby lowering the tax liability of the business. This provides a significant financial benefit to businesses, especially for companies with large capital expenditures on non-current assets.
Incorporating depreciation into business accounting practices helps to ensure that the balance sheet provides a precise reflection of the value of non-current assets. These assets are often recorded at their original cost, but as time goes on, their worth decreases. Depreciation helps to reduce the value of the assets on the balance sheet and provides a more up-to-date portrayal of their value. There are a number of methods for calculating depreciation, including the straight-line method, the declining balance method, and the sum-of-years digits method. The choice of method is dependent on the type of asset, its expected life span, and the company's accounting policies.
In conclusion, the requirement for businesses to depreciate their non-current assets is a crucial aspect of financial reporting and tax compliance. Depreciation ensures that the financial statements accurately reflect the value of the assets, provides a clearer picture of the company's financial performance, reduces the taxable income, and provides an accurate representation of the assets on the balance sheet. Depreciation is a necessary tool for businesses to keep their financial statements up-to-date and to make informed decisions about the allocation of resources.
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Depreciation is a systematic and rational allocation of the cost of a non-current asset over its useful life. It is an important accounting concept for businesses to ensure the accurate representation of their financial performance and position. Depreciation is essential to determining the real value of an asset and to reflect its declining value over time.
Non-current assets are long-term investments made by a company to increase its revenue generation capabilities. These assets have a lifespan of over one year and include tangible assets such as property, plant, and equipment as well as intangible assets such as patents, trademarks, and copyrights. Non-current assets are usually of high cost and are not expected to be sold or converted into cash in the near future.
To accurately reflect the decline in value of these assets over time, companies perform depreciation. This is done by dividing the cost of the asset by its estimated useful life, taking into consideration its estimated salvage value. The result of this calculation is recorded as an expense in the financial statements, reducing the net value of the asset. The purpose of depreciation is two-fold. Firstly, it helps match the cost of the asset to the revenue it generates. Secondly, it ensures that the cost of the asset is reflected in the financial statements over its useful life. This allows for a more accurate representation of the financial position of the company.
In addition to providing a more accurate representation of a business's financial performance and position, depreciation is also essential for tax purposes. The tax authorities allow businesses to deduct the cost of depreciating assets as a tax-deductible expense, reducing their taxable income. This provides an incentive for businesses to invest in non-current assets and to maintain their assets in good condition.
The choice of depreciation method is also important, as it affects the amount of depreciation recorded and the timing of the expense. The most commonly used methods are straight-line, declining balance, and sum-of-years digits. The choice of method depends on the nature of the asset and the business's specific needs. For example, the straight-line method provides a consistent and predictable depreciation expense over the asset's useful life, while the declining balance method accelerates the recognition of depreciation, which may be more appropriate for assets that are rapidly losing value.’
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T" accounts are a visual representation of a ledger account that is used to track a company's financial transactions. Each account is represented as a "T", with the debit transactions appearing on the left side and the credit transactions appearing on the right side. The process of creating "T" accounts begins by identifying all of the accounts that a business has, including assets, liabilities, equity, revenues, and expenses. For each account, a separate "T" account is created. As transactions occur, the debits and credits are recorded in the appropriate "T" account. When using "T" accounts, it is important to understand the basic accounting equation assets = liabilities + equity. This equation means that a company's assets are equal to the amount of its liabilities and equity. As transactions are recorded in the "T" accounts, the accounts must remain in balance, meaning that the total debits must equal the total credits for each account. Ledger entries are the individual transactions that are recorded in the "T" accounts. Each ledger entry includes a date, the amount of the transaction, and a description of the transaction. The debit and credit amounts for each transaction are entered into the appropriate "T" account. 
At the end of a period, such as the end of a month or year, a trial balance is prepared to ensure that the accounts are in balance. A trial balance is a list of all of the accounts and their balances, both debit and credit. The debit and credit balances for each account must match in order for the trial balance to be in balance. If the trial balance is not in balance, this means that there is an error in one or more of the ledger entries. The accountant must then go through the "T" accounts and the ledger entries to find and correct the error. In conclusion, the use of "T" accounts, ledger entries, and the construction of a trial balance are important components of a company's accounting system. They provide a visual representation of a company's financial transactions and help ensure that the accounts are in balance. A trial balance is a critical step in the accounting process and helps to ensure that a company's financial statements are accurate and reliable.
The requirement for businesses to depreciate their non-current assets is a crucial aspect of accounting, providing a more accurate representation of financial performance and position, reducing taxable income, and allowing for the matching of the cost of the asset to the revenue it generates. Businesses must carefully choose their depreciation method to ensure that their financial statements accurately reflect the declining value of their assets over time. Depreciation is a crucial concept in accounting, as it helps businesses account for the decrease in value of their non-current assets over time. Non-current assets, also known as long-term assets, are assets that a business intends to hold onto for more than one year. Examples of non-current assets include buildings, machinery, and vehicles.
In the accounts of a sole trader, depreciation is typically recorded through the use of "T" accounts. T accounts are a visual representation of the double-entry accounting system, where each transaction is recorded in two different accounts a debit account and a credit account. To account for depreciation in a T account, the business will first create a new account called "Depreciation Expense." The amount of depreciation expense is recorded as a debit in this account. The corresponding credit is then recorded in the account for the asset being depreciated. This credit reduces the value of the asset, effectively reflecting the decrease in value over time.
For example, let's say a sole trader owns a delivery van worth 20,000 that they plan to use for 5 years. The business decides to depreciate the van over 5 years, so they calculate an annual depreciation expense of 4,000. On the first year-end, they would record the following entries 
Depreciation Expense (debit) - 4,000 Delivery Van (credit) - 4,000
This entry would reflect a decrease in the value of the delivery van and an increase in the depreciation expense. The process would be repeated each year until the van is fully depreciated.
In addition to reflecting the decrease in value of non-current assets, the recording of depreciation expense also has a practical impact on the sole trader's financial statements. Depreciation expense is recorded as an operating expense in the income statement, reducing the business's net income and therefore its taxable income.
The recording of depreciation expense also affects the balance sheet. As the value of non-current assets decreases, the net value of the assets also decreases, which affects the overall balance of the balance sheet. It is important to note that while depreciation reduces the value of an asset in the accounting records, it does not affect the physical value of the asset or its ability to generate income for the business.
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In conclusion, T accounts are graphical representation of ledger accounts used to track a company's financial transactions. Each account is shown as a "T", with debits on the left and credits on the right. The process starts by identifying all the company accounts, including assets, liabilities, equity, revenues, and expenses, and creating a separate T account for each. Transactions are recorded as debits and credits in the relevant T account, ensuring the accounts remain balanced with total debits equaling total credits. Ledger entries include the date, transaction amount and description, and are recorded as debit and credit amounts in the relevant T account. The concept of depreciation is an important part of accounting, particularly for non-current assets. It helps businesses accurately reflect the decrease in value of their assets over time and affects their financial statements, particularly the income statement and balance sheet. For sole traders, this is typically achieved through the use of T accounts and the recording of depreciation expense as a debit in a separate account.
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