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Introduction
Accounting is consider as the language of business. It is vital for every business irrespective of its size and structure to maintain its accounts. The income statement of a business is considered as one of the major financial statements, which focuses on providing information regarding the financial performance of the business. This implies that the statement helps in projecting whether the business has been able to generate profit or loss. On the other hand the balance sheet or the statement of financial status helps in providing information regarding the status of the assets, liabilities and shareholers’ equity in the business. The present paper intends to provide a clear understanding regarding application T accounts, ledger and construction of trial balance and also the preparation of final accounts. The paper has also provided a brief understanding regarding the concept, application and evolution of double entry accounting system. 
[bookmark: _Toc147812925]Task 1
In the present scenario we are required to formulate the profit and loss account or income statement as well as the Balance sheet or the statement of financial position for Cooper’s Grocery business for the year ending 31st August 2023. In order to prepare the profit and loss account and balance sheet for the business it will be necessary to consider the information present in the trial balance of the business and the different other amounts are also required to be adjusted accordingly.
The following steps will be required to be followed for the purpose of preparing the profit and loss account for Cooper’s Grocery business:
Profit and loss account (income statement):
Calculation of net sales:
Formula:
Net Sales = Total sales - Sales return (Subramanyam, 2014)
Net Sales = £ 160,000 - £ 4,000
= £ 156,000
Calculation of Cost of Goods Sold (COGS):
Formula:
Cost of Goods Sold = Purchases – Purchase returns + Opening inventory – Closing inventory (Libby et al., 2023)
COGS = £ 95,000 - £ 5,000 + £ 3,000 - £ 2.000
= £ 91,000
Calculation of adjusted Gross profit:
Formula:
Net Sales – Cost of Goods Sold (Libby et al., 2023)
= (£ 160,000 - £ 4000) - £ 91,000
= £ 65,000
Adjustment done for operating expenses:
General expenses:
Salaries (including accrued salary:
£ 28,000 + £ 4000 = £ 32,000
Rent:
£ 2,500 - £ 500 = £ 2,000
Electricity and gas:
= £ 1,500
Vehicle maintenance:
£ 800 + £ 200 = £ 1000
Depreciation (furniture):
£ 15,000 *12% = £ 1,800
Depreciation (vehicles):
(£ 28,500 - £ 7,000)*15% = £ 3,225
Adjusted selling expenses:
Bad debts (adjusted):
= Bad debts + closing provision for doubtful debts – opening provision for doubtful debts
= £ 800 + ( £16200*5%) – £ 500
= £ 800 + £ 850 - £ 500
= £1110
Discounts allowed = £ 700
It will be necessary to calculate the adjusted operating profit of the business:
Calculation of adjusted operating profit:
Formula:
Adjusted operating profit = Adjusted gross profit – total adjusted operating expenses (Gibson, 2013)
= £ 65,000 – (£ 32,000 + £ 2,000 + £ 1,500 + £ 1000 + £ 1,800 + £ 3,225 + £1110 + £ 700)
= £ 65,000 - £ 43,335
= £ 21,625
The operating income will be added:
Discounts Received = £ 200
Hence, the operating profit for the business will be calculated as:
= £ 21,665 + £ 200
= £ 21,865
Now the non-operating expenses and gains will be adjusted with the operating profit to get the net profit for the business:
In the present case, the interest on loan is regarded as the non-operating expense incurred by the business. Hence, the same should be deducted from the operation profit (Gibson, 2013).
Net profit = Operating profit – interest expense
= £ 21, 865 - £ 1000
= £ 20, 865

	Particulars
	Amount  (£)
	Amont (£)

	Sales
	160000
	

	Less return on sales
	-4000
	

	Net Sales 
	
	156000

	less Cost of Goods Sold
	
	

	Purchases
	95000
	

	less purchase return
	-5000
	

	Opening inventory
	3000
	

	Less closing inventory
	-2000
	91000

	Gross proft
	
	65000

	Less: Operating Expenses
	
	

	Selling expenses
	
	

	Discount allowed 
	700
	

	Bad debts adjusted 
	1110
	

	Genral Expenses
	
	

	Salaries (Adjusted)
	32000
	

	Rent (Adjusted)
	2000
	

	Electricity and gas
	1500
	

	Vehicle maintenance
	1000
	

	Depreciation (Furniture)
	1800
	

	Depreciation (vehicle)
	3225
	43335

	
	
	21665

	Add operating revenue
	
	

	Discount received 
	200
	200

	Operating profit
	
	21865

	less: Non Operating expenses
	
	

	Interest on loan
	1000
	1000

	Net Proft
	
	20865



It is important to construct the balance sheet or statement of financial position for Copper’s Grocery business. In order to construct the balance sheet it will be necessary to carry out certain adjustment and calculation in the form of workings, which is presented in the following sections:
It will be necessary to calculate the adjusted capital for the business by considering the information provided in the notes.
Calculation of adjusted capital:
Formula:
Adjusted capital = Capital + Net profit – Drawings
Adjusted capital = £ 25,000 + £ 20,865 - £ 13,000
= £ 32865
The information provided in the notes must also be considered for the purpose of calculating the adjusted trade receivables, which will be necessary for constructing the statement of financial position of the business. In order to calculate the adjusted trade receivables, we have to subtract the bad debts from the total trade receivables (Kemp et al., 2021).
Calculation of adjusted trade receivables:
Formula:
Adjusted trade receivables = Trade receivables – Bad debts
= £ 17,000 - £ 800 = £ 16,200 (closing receivables)
Calculation of adjusted provision for doubtful debts should also be done (Kemp et al., 2021).
Calculation of adjusted provision for doubtful debts:
= 5% of Closing Receivables
= 5% * £ 16,200
= £ 810
It will also be necessary to calculate the adjusted net book value of the vehicle to construct the balance sheet for the business.
Calculation of adjusted vehicle’s net book value:
= Cost of the vehicle – Accumulated depreciation on vehicles
= £ 28,500 - £ 7,000 = £ 21,500
On the basis of the above workings and calculations done, the balance sheet of Cooper’s Grocery business for the year ending 31st August 2023 will now be calculated:
	Balance sheet
	
	

	Particulars 
	Amount (£)
	Amount (£)

	Current Assets
	
	

	Inventory
	2000
	

	Bank
	5000
	

	Recievables 
	15390
	

	Prepaid rent
	500
	

	Total current assets
	22890
	

	Non-current assets
	
	

	Furniture
	15000
	

	less depreciation
	-1800
	

	Vehicle
	21500
	

	Less depreciation
	-3225
	

	
	31475
	

	Total Assets
	
	54365

	
	
	

	Liabilities 
	
	

	Trade payables 
	2300
	

	Arrears in vehicle maintenance
	200
	

	Interest on loan
	1000
	

	Accrued salary
	4000
	

	Long-term loan
	10000
	

	Total Liabilities
	17500
	

	
	
	

	Equity
	
	

	Capital
	25000
	

	less: Drawings
	-13000
	

	Add Net profit
	20865
	

	Total Equity
	32865
	

	Total Equity and Liabilities
	
	54365



The balance sheet containing the financial status of Cooper’s Grocery business has been provided above.
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The ‘T’ ledger accounts projecting the financial transactions made by Sonia have been presented below. Along with these, a Trial balance has also been derived from the balances projected by the ledger accounts relating to Sonia’s business.
	Capital Account 

	
	Description
	Debit
	Credit

	
	Balance b/d
	
	20300

	02- Sep
	Cash
	
	700

	
	Balance C/D
	21000
	

	
	
	21000
	21000



Considering the capital account of Sonia’s business, it can be found that the capital account of the business has a credit balance as Sonia has contributed cash in her business capital resulting in an increase in the capital of the business (Mroczkowski and Flanders, 2014).

	Cash Account

	
	Description
	Debit
	Credit

	
	Opening balance
	300
	

	
	
	
	

	02-Sep
	Capital
	700
	

	03-Sep
	Computer`
	
	1000

	15 sep
	Receivable
	2600
	

	25 Sep
	wages
	
	800

	26 Sep
	Advertisement
	
	500

	14-Sep
	bank 
	
	6000

	15-Sep
	Drawings
	
	1200

	27 Sep
	Van
	8000
	

	
	Balance c/d
	
	2100

	
	
	11600
	11600



Taking into account the cash account of Sonia’s business it has been found that the cash account of the business has a debit balance of £2100. 
	Computer account 

	
	Description
	debit
	credit

	03-Sep
	Cash 
	1000
	

	
	Balance C/D
	
	1000

	
	
	1000
	1000



The accounts relating to computer projects the transaction performed by Sonia to purchase a new computer. The Computer accounts of her business projects a debit balance of £ 1000 (Mroczkowski and Flanders, 2014).
	Van Account

	
	Description
	Debit
	Credit

	
	balance B/d
	10000
	

	27 Sep
	Depreciation
	
	1000

	27 Sep
	cash 
	
	8000

	27 Sep
	loss on sales
	
	1000

	
	
	10000
	10000



The Van account has been prepared for Sonia’s business to specifically record the transaction made by her in regards to selling of her van. The account has projected records of the depreciation charged on the van and the current value of the van. The accounts has also projected record of the sale value received by Sonia and the loss accumulated from the sales (Scott, 2018).
	Bank account

	
	Description
	Debit 
	Credit

	
	Opening balance
	7000
	

	4 Sep
	Payables
	
	800

	07 Sep
	Purchases
	
	700

	09 Sep
	Receivable 
	3000
	

	11 Sep
	Petrol 
	
	350

	18-Sep
	Insurance
	
	450

	28 Sep
	Cash
	6000
	

	
	Balance c/d
	
	13700

	
	
	16000
	16000



The bank account of Sonia’s business has specifically recorded the bank transactions done by her. The bank account has projected a debit balance of £ 13700.
	Accounts payable account

	
	Description
	Debit 
	Credit

	
	Opening Balance
	
	2000

	4 Sep
	Bank
	800
	

	20  Sep
	Purchase
	
	1200

	
	Balance C/D
	2400
	

	
	
	3200
	3200



The accounts payable account has recorded the total amount of funds payable for Sonia’s business. The Accounts payable account has projected a credit balance of £ 2400 (Scott, 2018).

	Accounts receivable account

	
	Description
	Debit
	Credit

	
	Balance b/d
	5000
	

	09 Sep
	Bank
	
	3000

	15 Sep
	Cash
	
	2600

	24 Sep
	Sales
	2400
	

	
	Balance c/d
	
	1800

	
	
	7400
	7400



The accounts receivable account has shown the amounts to be received by Sonia’s business. The accounts receivable account of the business has projected a debit balance of £ 1800 (Hoggett et al., 2021).
	 Petrol Account

	
	Description
	Debit
	Credit

	11 Sept
	Bank
	350
	

	
	balance c/d
	
	350

	
	
	
	350



The petrol account has recorded the transaction made by Sonia through her debit card to purchase petrol. There is a debit balance of £ 350.
	Insurance Account

	
	Description
	Debit
	Credit

	18 Sep
	Bank
	450
	

	
	balance c/d
	
	450

	
	
	
	450



The insurance account has recorded the transaction relating to insurance premium paid through bank by Sonia.
	Drawings Account

	
	Description
	Debit
	Credit

	30 Sep
	Cash
	1200
	

	
	Balance c/d
	
	1200

	
	
	
	1200



The drawings account has recorded the cash drawn by Sonia for her personal use (Hoggett et al., 2021).
	Purchase

	
	Description
	Debit
	Credit

	07 Sep
	Bank 
	700
	

	20 Sep
	Accounts Payable
	1200
	

	
	Balance C/D
	1900

	
	
	1900
	1900



The purchase account has recorded the purchases made by the business and the amounts payable to the supplier.
	Sales Account

	
	Description
	Debit
	Credit

	
	
	
	

	21 Sep
	Accounts Receivable
	
	2400

	
	Balance c/d
	2400
	

	
	
	2400
	2400



The sales account has recorded the amounts receivable by Sonia for selling products.
	Wages

	
	Description
	Debit
	Credit

	25 Sep
	Cash 
	800
	

	
	Balance c/d
	
	800

	
	
	800
	800



The wages account has been prepared to record the wages paid by Sonia in cash to her employees.
	Advertisement

	
	Description
	Debit
	Credit

	26 Sep
	Cash
	500
	

	
	Balance c/d
	
	500

	
	
	500
	500



The advertisement account projects the record relating to cash expenses made by Sonia towards advertisement (Hoggett et al., 2021).
	Depreciation Account

	
	Description
	Debit
	Credit

	27 Sep
	Van
	1000
	

	
	Balance c/d
	
	1000

	
	
	1000
	1000



The depreciation account has specifically recorded the depreciation charged on the van sold by Sonia.

Trial balance of Sonia’s Business as at 30th September 2023
	Description
	Debit
	Credit

	Capital
	
	21000

	Cash
	2100
	

	Computer
	1000
	

	Van
	1000
	

	Bank
	13700
	

	Accounts payable
	
	2400

	Accounts Receivable
	1800
	

	Petrol
	350
	

	Insurance
	450
	

	Drawings
	1200
	

	Purchases
	1900
	

	Advertisement
	500
	

	Wages
	800
	

	Depreciation
	1000
	

	Sales
	
	2400

	
	
	

	
	
	

	Total
	25800
	25800



The trial balance of Sonia’s business has been specified above. It can be found that the debit as well as the credit side of the trial balance has been matched successfully. The debit as well as credit balance of the trial balance relating to Sonia’s business has been found as £ 25800.
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The concept, application and evolution of double entry accounting system has been stated in the following pargraphs:
Concept:
The double entry system of accounting can be referred to as an approach of accounting where each and every financial transaction can be presented in two different accounts. Therefore, it can be stated that there is an equal and opposite entry for each and every transaction. Hence, a single transaction will be debited in one account and credited in another. The concept of double entry system of accounting is based on the idea of duality (Thomas & Ward, 2019).
Application:
The double entry accounting system is applied by different businesses across the world in order to ensure that the financial records are maintained in an accurate and transparent way. According to this system every financial transaction is recorded in two different accounts so that the accounting equation Assets = Liabilities + Equity is maintained (Law and Smullen, 2016). This approach of accounting helps the business to maintain a proper track of its financial position on a continuous basis.
Evolution:
It can be stated that the evolution of double entry accounting system has happened at a gradual scale over the time. However, it is important to mention that the basic fundamental principle of this accounting system as not altered ever. Luca Pacioli, who was an Italian mathematician codified the concept of double entry system of accounting in the year 1494 (Sargiacomo et al., 2018). Since then, the concept of double entry system of accounting has experienced improvement and refinement over the centuries in order to meet the changing needs of the evolved financial systems and businesses. In the present times, it can be found that the method of double entry accounting system is being by organisations and businesses operating in different industries and the double entry accounting system also forms the basis of the accounting standards and practices in the modern times (Law and Smullen, 2016).
Overall, it can be stated that the accuracy of accounting and record keeping has been enhanced with the presence of the double entry system as this system of accounting promotes the process of recording financial transactions in two different accounts thereby leaving little room for commission of errors.
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The paper has been able to offer a clear understanding regarding accounting and its various aspects. The practical cases has been used above to provide information regarding the preparation of T ledger accounts of a business, construction of trial balance as well as preparing the profit and loss account and balance sheet of a business by taking information from trial balance. The paper has also included a detailed discussion regarding the concept of double entry accounting system, its evolution and application in the modern business parlance.
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