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Task 1 (50 marks)

The following Trial Balance was extracted from the books of D. Smiths who is running a Grocery shop named ‘Smiths Grocery’ located at New Street, Birmingham. 
On 31st of December 2023 Smith’s trial balance is provided to you. 

Smith’s Grocery
Trial Balance
31st of December 2023

	Account title
	Debit 
	Credit 

	Purchases
	95,000
	 

	Sales
	 
	160,000

	Sales returns
	4,000
	 

	Purchase returns 
	 
	5,000

	Bank balance
	5,000
	 

	Capital
	 
	25,000

	Drawings
	13,000
	 

	Furniture
	15,000
	 

	Accumulated Depreciation on furniture
	 
	5,000

	Rent
	2,500
	 

	Salaries
	28,000
	 

	Discounts Received
	 
	200

	Discounts Allowed
	700
	 

	Trade receivables
	17,000
	 

	Trade payables
	 
	2,300

	Opening inventory 1st of January 2023
	3,000
	 

	Opening Provision for doubtful debts
	 
	500

	Vehicle at Cost
	28,500
	 

	Accumulated Depreciation on vehicles
	 
	7,000

	Loan (five years)
	 
	10,000

	Interest on loan 
	1000
	 

	Electricity and gas expense 
	1500
	 

	Vehicle Maintenance
	800
	 

	 
	215,000
	215,000



Notes: The following items and amounts need to be adjusted for 31st of December 2023.

1. Closing inventory £5,000
1. Salaries accrued £3,000
1. Rent prepaid £300
1. Vehicle maintenance costs owing £150
1. A specific bad debt of £800 is to be written off as irrecoverable
1. The provision for bad debts should be 5% of the closing receivables
1. Depreciation on Furniture is to be provided at 12% per year, on a straight-line basis
1. Depreciation on Vehicles is to be provided at 15%, on a reducing balance basis 
Required
Incorporating the notes above, prepare Cooper’s profit and loss account / income statement for the year ending 31st December 2023 (25 marks) and a balance sheet / statement of financial position as at that date (25 marks). 
Task two (40 marks)




Smith Grocery
Statement of financial position as at 31st December 2023

	Statement of financial position

	Non-current assets
	
	

	Furniture
	
	15000

	Vehicles at cost
	
	28500

	Vehicle maintenance
	
	800

	
	
	

	Total non-current assets
	
	44300

	
	
	

	Current assets
	
	

	Bank balance
	5000
	

	Trade receivables
	17000
	

	-Opening provision for doubtful debts
	(850)
	

	Prepayment wages
	3000
	

	Prepayment rent
	300
	

	
	
	

	Total current assets
	
	24450

	· Accumulated depreciation on furniture
	
	(5000)

	· Accumulated depreciation on vehicles
	
	(7000)

	· 
	
	

	Total assets
	
	56750

	
	
	

	Equity & liabilities
	
	

	Capital
	
	25000

	Drawings
	
	13000

	
	
	

	Total equity
	
	38000

	
	
	

	Non-current liabilities
	
	

	Loan (5 years)
	
	10000

	Interest on loan
	
	1000

	
	
	

	Total non-current liabilities
	
	11000

	
	
	

	Current liabilities
	
	2600

	Trade payables
	2300
	

	Vehicle maintenance owed
	300
	

	Total equity and liabilities
	
	51600

	
	
	














Smith Grocery
Statement of profit and loss for year ending 31st December 2023

	Statement of profit and loss

	Sales
	
	160000

	· Sales returns
	(4000)
	

	Opening inventory
	3000
	

	+Purchases
	95000
	

	· Purchases returns
	(5000)
	

	Discount received
	200
	

	-Closing inventory
	(5000)
	

	
	
	

	Cost of sales
	
	251000

	
	
	

	Operating expenditure
	
	

	Salaries
	28000
	

	Rent
	2500
	

	Discount allowed
	700
	

	Electricity and gas expense
	1500
	

	Irrecoverable debt
	800
	

	Depreciation on furniture
	600
	

	Deoreciation on vehicles
	1050
	

	Total operating expenditure
	
	35150

	
	
	

	Net operating profit
	
	215850

	
	
	




Maria owns and manages a small business, which sells pancakes to various cafés at Birmingham City. Maria manages all aspects of the business, including delivery and collection of the products. The business accounts are balanced at the end of each month.

On 1 February 2024 the balances on her business accounts were as follows:

	Account name
	Debit (£)
	Credit (£)

	Capital
	 
	30,000

	Van
	15,000
	 

	Bank balance
	10,000
	 

	Cash balance 
	2,000
	

	Receivables
	5,000
	 

	Payables
	 
	2,000

	 
	32,000
	32,000














Following on from the above information, Maria’s business conducts a number of transactions in February. These are shown in the table below:




	No.
	Date
	Amount (£)
	Transaction



	1
	Feb 2  
	700
	Maria contributes additional capital in the form of cash for her business which she needs urgently to buy a computer for her business. 



	2
	3 
	1,000
	Maria purchased a computer by cash for her business. 



	3
	4
	800
	Maria pays by bank transfer which was due to a supplier.


	4
	7
	700
	Maria purchases products for resale and pays by cheque.


	5
	 9 
	3,000
	Maria receives payment through her bank account from a receivable.



	6
	11 
	350
	Maria pays by debit card for petrol to be used for business.



	7
	15 
	2,600
	Maria receives cash payment from a receivable.



	8
	18 
	450
	Maria pays insurance by business debit card.



	9
	20 
	1,200
	Maria purchases products for resale, agreeing 30 days credit terms.



	10
	21 
	2,400
	Maria invoices a new customer on 30 days credit terms.



	11
	25
	800
	Maria pays cash for the wages for her staff working for the business. 

	12
	26
	500
	Maria thinks that her business needs further advertisement and for that she paid this amount to an advertising agency for advertisement. The payment was in cash.

	13
	27
	8,000
	Maria sold her used van assuming that its book value is 14,000. You need to calculate the depreciation and profit or loss arising from the sale of this asset.  

	14
	28
	6,000
	Maria did not feel safe to keep all of the cash  that she gets from the sale of used van. She then deposited this amount to her business bank account. 

	15
	28
	1,200
	Maria withdraws cash for her personal use.






















Required


Create the necessary ledger ‘T’ accounts, and correctly balance them all off (30 marks), and from these balances, construct a trial balance as the end of February (10 marks)









	DR
	Capital
	CR

	
	
	
	1st Feb 2024
	Balance brought down
	3000

	
	
	
	2nd Feb 2024
	Cash
	700

	
	
	
	
	
	

	29th Feb 2024
	Balance carried down
	3700
	
	
	

	
	
	
	1st March
	Balance brought down
	3700

	
	
	
	
	
	

	
	
	
	
	
	



	DR
	Van
	CR

	1st Feb 2024
	Balance brought down
	15000
	27th Feb 2024
	Write off
	6000

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	



	DR
	Bank
	CR

	1st Feb 2024
	Balance brought down
	10000
	4th Feb 2024
	Payables
	800

	9th Feb 2024
	Receivables
	3000
	7th Feb 2024
	Stock
	700

	
	
	
	11th Feb 2024
	Travel Expenses
	350

	28th Feb 2024
	Cash
	6000
	12th Feb 2024
	Insurance 
	450

	
	
	
	
	
	


	
	
	
	
	
	

	
	
	
	29th Feb 2024
	Balance carried down
	16700

	1st March 2024
	Balance brought down
	16700
	
	
	

	
	
	
	
	
	



	DR
	Cash
	CR

	1st Feb 2024
	Balance brought down
	2000

	3rd Feb 2024
	Computers 
	1000

	2nd Feb 2024
	Capital
	700
	25th Feb 
	Wages
	800

	15th Feb 2024
	Receivables
	2600
	26th Feb 2024
	Advertising 
	500

	27th Feb 2024
	Sales
	8000
	28th Feb 2024
	Bank
	6000

	
	
	
	28th Feb 2024
	Drawing
	1200

	
	
	
	29th Feb 2024
	Balance carried down
	3800

	1st Mar 2024
	Balance brought down
	3800
	
	
	

	
	
	
	
	
	




	DR
	Receivables
	CR

	1st Feb 2024
	Balance brought down
	5000
	9th Feb 2024
	Bank
	3000

	21st Feb 2024
	Sales
	2400
	15th Feb 2024
	Cash
	2600

	
	
	
	
	
	

	
	
	
	29th Feb 2024
	Balance carried down
	1800

	1st Mar 2024
	Balance brought down
	1800
	
	
	

	
	
	
	
	
	




	DR
	Payables
	CR

	4th Feb 2024
	Bank
	800
	1st Feb 2024
	Balance brought down
	2000

	
	
	
	20th Feb 2024
	Stock 
	1200

	
	
	
	
	
	

	29th Feb 2024
	Balance carried down
	2400
	
	
	

	
	
	
	1st Mar 2024
	Balance brought down
	2400

	
	
	
	
	
	




	DR
	Computer
	CR

	3rd Feb 2024
	Cash
	1000
	3rd Feb 2024
	Profit and loss account
	1000

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	






	DR
	Stock
	CR

	7th Feb 2024
	Bank
	700
	
	
	

	20th Feb 2024
	Payables
	1200
	
	
	

	
	
	
	
	
	

	
	
	
	29th Feb 2024
	Balance carried down
	1900

	1st Mar 2024
	Balance brought down
	1900
	
	
	

	
	
	
	
	
	








	DR
	Travel Expenses
	CR

	11th Feb 2024
	Bank
	350
	
	Profit and loss account
	350

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	



	DR
	Insurance
	CR

	12th Feb 2024
	Bank
	450
	
	Profit and loss account
	450

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	



	DR
	Sales
	CR

	
	
	
	21th Feb 2024
	Receivables
	2400

	
	
	
	27th Feb 2024
	Cash
	8000

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	1st Mar 2024
	Balance brought down
	10400

	
	
	
	
	
	



	DR
	Wages
	CR

	25th Feb 2024
	Cash
	800
	
	Profit and loss account
	800

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	




	DR
	Advertising
	CR

	26th Feb 2024
	Cash
	500
	
	Profit and loss account
	500

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	



	DR
	Accumulated Depreciation on van
	CR

	
	Profit and loss account
	1000
	27th Feb 2024
	Van
	1000

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	



	DR
	Drawings
	CR

	28th Feb 2024
	Bank 
	1200
	
	Profit and loss account
	1200

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	



	DR
	Write offs
	CR

	
	Van
	6000
	
	Profit and loss account
	6000

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	



	DR
	Profit and loss account
	CR

	
	Acc depreciation
	1000
	
	Write off
	6000

	
	
	
	
	Computers
	1000

	
	
	
	
	Travel expense
	350

	
	
	
	
	Insurance
	450

	
	
	
	
	Wages
	800

	
	
	
	
	Advertising
	500

	
	
	
	
	Drawings
	1200

	
	
	
	
	
	

	
	
	
	1st March 
	Balance brought down
	9300





	Trial balance

	Capital
	
	3700

	Bank
	16700
	

	Cash
	3800
	

	Receivables
	1800
	

	Payables
	
	2400

	Computer
	1000
	

	Stock
	1900
	

	Travel Expenses
	350
	

	Insurance
	450
	

	Sales
	
	10400

	Wages
	800
	

	Advertising
	500
	

	Accumulated depreciation
	
	1000

	Withdrawals
	1200
	

	Profit and loss account
	
	9300

	
	
	

	
	28500
	26500






Task three (10 marks)

Required

In a short, written, essay-style piece of no more than 350 words, describe the concept, (4 marks) application (3 marks), and the importance (3 marks) of ‘going concern’ in accounting. 


Going concern  is a term used in accounting to state that a company is expected to run  or to continue operating for at least 12 months   from its first day of operating based on its resources. It also assumes that the entity does not intend nor is in danger of going bankrupt for this period of time and it is financially stable.

In order to ensure that the method of going concern is accurately used by an entity, management is required to make assessments in order to determinate whether the company is at risk of bankruptcy in the next, but not limited to, 12 months.

It is important for accounts to use this method of going concern in order to know what statements to produce for the said company and ensure that they are stating accurately all the entries needed. In the case of not using this method the accountant will have to record any liquidations that may occur within the company .

It is also important to note that the company will have to make a plan on how to minimize the impact of liquidation by preparing to wisely sell assets.
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