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[bookmark: _Toc149475659]1.1 Profit and Loss Account / Income Statement 
To prepare Cooper's Grocery's profit and loss account (income statement) and balance sheet (statement of financial position) as of August 31, 2023, we need to make the necessary adjustments to the trial balance and incorporate the provided notes. I'll walk you through the adjustments and then present the financial statements.

Adjustments:
· Closing Inventory: Adjust for closing inventory of £2,000.
· Salaries Accrued: Adjust for salaries accrued of £4,000.
· Rent Prepaid: Adjust for rent prepaid of £500.
· Vehicle Maintenance Costs Owing: Adjust for vehicle maintenance costs owing of £200.
· Specific Bad Debt: Write off the specific bad debt of £800.
· Provision for Bad Debts: Calculate the provision for bad debts at 5% of closing receivables.
· Depreciation on Furniture: Provide depreciation on furniture at 12% per year, on a straight-line basis.
· Depreciation on Vehicles: Provide depreciation on vehicles at 15%, on a reducing balance basis.

Now, let's calculate and adjust the values:
· Closing Inventory: £2,000 (provided in notes)
· Salaries Accrued: £4,000 (provided in notes)
· Rent Prepaid: £500 (provided in notes)
· Vehicle Maintenance Costs Owing: £200 (provided in notes)

Specific Bad Debt: Write off the specific bad debt:
· Bad Debt Expense: £800 (Debit)
· Trade Receivables: £800 (Credit)

Provision for Bad Debts: Calculate the provision for bad debts at 5% of the closing receivables:
· Provision for Doubtful Debts: (5% of £17,000) = £850 (Debit)
· Bad Debt Expense: £850 (Credit)

Depreciation on Furniture: Calculate depreciation on furniture at 12% per year, on a straight-line basis:
· Depreciation Expense (Furniture): (12% of £15,000) = £1,800 (Debit)
· Accumulated Depreciation (Furniture): £1,800 (Credit)

Depreciation on Vehicles: Calculate depreciation on vehicles at 15%, on a reducing balance basis:
· Depreciation Expense (Vehicles): (15% of (£28,500 - £7,000)) = £3,037.50 (Debit)
· Accumulated Depreciation (Vehicles): £3,037.50 (Credit)
PROFIT AND LOSS ACOUNT (INCOME STATEMENT)
	Particulars
	Debit (£)
	Credit (£)

	Sales
	
	£160,000

	Less: Sales Returns
	£4,000
	

	Net Sales
	£156,000
	

	Cost of Goods Sold
	£97,000
	

	Gross Profit
	£59,000
	

	Operating Expenses
	
	

	Salaries
	£28,000
	

	Rent
	£2,500
	

	Depreciation (Furniture)
	£1,800
	

	Depreciation (Vehicles)
	£3,037.50
	

	Electricity and Gas Expenses
	£1,500
	

	Vehicle Maintenance
	£200
	

	Discounts Allowed
	£700
	

	Bad Debt Expense
	£850
	

	Total Operating Expenses
	£38,587.50
	

	Net Profit Before Tax
	£20,412.50
	

	Less: Income Tax
	
	

	Net Profit After Tax
	£20,412,50
	







[bookmark: _Toc149475660]1.2 Balance Sheet / Statement of Financial Position 

Balance Sheet (Statement of Financial Position)
As of 31st August 2023
ASSETS:
Current Assets:
Bank Balance: £5,000
Trade Receivables: £16,150 (£17,000 - £850 Provision)
Closing Inventory: £2,000
Non-Current Assets:
Furniture: £13,200 (£15,000 - £1,800 Depreciation)
Vehicle at Cost: £28,500
Accumulated Depreciation (Vehicles): £3,037.50
Net Vehicle Value: £25,462.50
Total Assets: £51,612.50

LIABILITIES
Current Liabilities:
Salaries Accrued: £4,000
Rent Prepaid: £500
Vehicle Maintenance Costs Owing: £200
Trade Payables: £2,300
Non-Current Liabilities:
Loan (Five Years): £10,000
Total Liabilities: £17,000
EQUITY:
Capital: £25,000
Add: Net Profit After Tax: £20,412.50
Total Equity: £45,412.50
Total Liabilities and Equity: £51,612.50
This represents Cooper's Grocery's financial position as of August 31, 2023, and its profit and loss for the year ending on that date.
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T Account for Capital:
	Date
	Description
	Debit (£)

	1st Sep
	Opening Balance
	£20,300

	2nd Sep
	Additional Capital Contribution
	£700

	Balance
	
	£21,000



T Account for Van:
	Date
	Description
	Debit (£)
	Credit (£)

	1st Sep
	Opening Balance
	
	£10,000

	27th Sep
	Sale of Van
	£8000
	

	Balance
	
	£2000
	



Depreciation Calculation: 
· Book value at the beginning of September: £10,000
· Sale Value: £8000
· Depreciation Expense: £10,000 - £8,000 = £2,000

T Account for Bank:
	Date
	Description
	Debit (£)
	Credit (£)

	1st Sep
	Opening Balance
	£7,000
	

	3rd Sep
	Purchase of Computer (Cash)
	£1,000
	

	4th Sep
	Payment to Supplier (Bank)
	£800
	

	7th Sep
	Payment to Purchased Products
	£700
	

	9th Sep
	Receivable Payment
	£3,000
	

	28th Sep
	Deposit from Sale of Van
	£6,000
	

	Balance
	
	£15,500
	



T Account for Cash:
	Date
	Description
	Debit (£)
	Credit (£)

	1st Sep
	Opening Balance
	£300
	

	15th Sep
	Cash Receipt from Receivable 
	£2600
	

	26th Sep
	Payment to Advertising Agency
	£500
	

	30th Sep
	Cash Withdrawal
	
	£1200

	Balance
	
	£1200
	



T Account for Receivables:
	Date
	Description
	Debit (£)
	Credit (£)

	1st Sep
	Opening Balance
	£5000
	

	9th Sep
	Payment Received
	
	£3000

	15th Sep
	Cash Receipt from Receivable
	
	£2600

	Balance
	
	£1400
	




T Account for Payables:

	Date
	Description
	Debit (£)
	Credit (£)

	1st Sep
	Opening Balance
	
	£2,000

	20th Sep
	Purchase on Credit Terms
	£1,200
	

	Balance
	
	
	£3,200




T Account for Wages:

	Date
	Description
	Debit (£)
	Credit (£)

	25th Sep
	Cash Payment for Wages
	£800
	

	Balance
	
	£800
	



T Account for Advertising Expense:

	Date
	Description
	Debit (£)
	Credit (£)

	26th Sep
	Payment to Advertising Agency
	£500
	

	Balance
	
	£500
	




FINAL BALANCES FOR EACH ACCOUNT:
CAPITAL: £21,000 (DEBIT)
VAN: £2,000 (CREDIT)
BANK: £15,500 (DEBIT)
CASH: £1,200 (DEBIT)
RECEIVABLES: £1,400 (DEBIT)
PAYABLES: £3,200 (CRDIT)
WAGES: £800 (DEBIT)
ADVERTISING EXPENSE: £500 (DEBIT)

[bookmark: _Toc149475663]2.2 Trial Balance 

	Account
	Debit (£)
	Credit (£)

	Capital
	21,000
	

	Van
	
	2000

	Bank
	15,500
	

	Cash
	1,200
	

	Receivables
	1,400
	

	Payables
	
	3200

	Wages
	800
	

	Advertising Expense
	500
	

	
	39,400
	5200
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Concept (4 marks):
Double-entry bookkeeping is a fundamental financial concept that has revolutionized the way businesses and individuals track and manage financial transactions. It is based on the principle that every financial transaction has two equal and opposite effects. In other words, for every debit entry, there must be a corresponding credit entry, ensuring that the accounting equation (Assets = Liabilities + Equity) remains in balance (Pacioli, 2007).
Double-entry bookkeeping is based on the principle of duality, which means that at least two accounts are involved for each business transaction. When a business makes a sale, for example, it records both the increase in cash (or receivables) and the corresponding increase in revenue. This meticulous record-keeping enables transparency and accuracy in financial reporting and decision-making (Needles, 2017).

Application (3 marks):
Double-entry accounting is the cornerstone of modern financial management and is widely used in various industries and sectors. Its applications are extensive, encompassing enterprises, non-profit organizations, and government entities. This method helps organizations maintain accurate financial records and make informed decisions (IFRS Foundation, 2022).
Key applications of double-entry bookkeeping include:
1. Financial reporting: Double-entry accounting ensures the accuracy of financial statements, including the income statement, balance sheet, and cash flow statement, which are critical to stakeholders such as investors, creditors, and regulators.
2. Audit and Compliance: Auditors rely on double-entry bookkeeping to assess an organization's financial health and compliance with accounting standards. It helps detect and prevent fraud and errors (Kieso, et al, 2016).
3. Budgeting and Planning: Double-entry accounting allows organizations to create realistic budgets, monitor their financial performance and adjust as needed.
4. Taxation: Accurate financial records help determine tax liabilities and eligibility for tax deductions, credits and incentives.

Evolution (3 marks):
Double-entry bookkeeping has a rich history dating back to the 15th century, attributed to Luca Pacioli, an Italian mathematician and Franciscan monk. However, its principles have evolved over time to adapt to the changing business landscape (Hitz & Sellhorn, 2017).
1. Historical development: Initially, double-entry bookkeeping was a manual process, recorded in handwritten ledgers. Over the centuries, it has evolved to embrace technology, with the introduction of computerized accounting systems in the 20th century, greatly increasing efficiency and accuracy (Zimmerman, 2013).
2. Global Standardization: The principles of double-entry bookkeeping have become standardized globally. Various bodies, such as the Financial Accounting Standards Board (FASB) and the International Financial Reporting Standards (IFRS), have played a significant role in shaping the rules and regulations governing double-entry bookkeeping (Wild et al, 2019).
3. Integration of advanced tools: Modern accounting software and cloud-based solutions have made double-entry bookkeeping accessible to businesses of all sizes. These tools automate processes, provide real-time financial information, and improve data security.
In conclusion, double-entry bookkeeping is a basic concept that underlies financial management in all industries. Its evolution has kept pace with technological advances and regulatory changes, making it a trusted and indispensable tool for companies and organizations around the world (Weygandt et al, 2018).
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