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1. Dale business
	Particulars 
	Dr. Amount (£)
	Cr. Amount (£)

	Goods a/c Dr.
      To Dodd a/c 
	30,000
	
30,000

	Cash a/c Dr. 
      To sales a/c
	20,000
	
20,000

	Purchase a/c Dr. 
       To cash a/c 
	15,000
	
15,000

	Fish a/c Dr.
       To goods a/c 
	50,000
	
50,000

	Dodd a/c Dr. 
       To bank a/c
	29,000
	
29,000

	Bank a/c 
     To Fish a/c 
	45,000
	
45,000

	Cash a/c Dr. 
     To Fish a/c 
	7,000
	
7,000

	Office expense a/c Dr. 
       To cash a/c             
	9,000
	
9,000

	Van a/c Dr. 
      To bank a/c 
	12,000
	
12,000

	Bank a/c Dr.
      To cash a/c
	3,000
	
3,000



1. Ledger account for 31st December 2019 and balances as at 1st January 2020
Goods a/c
	Particulars
	Amount  (£)
	Particulars
	Amount (£)

	To Dodd
	30,000
	By Fish
	50,000

	To bal c/d
	20,000
	
	

	
	
	By bal b/d
	20,000



Dodd a/c
	Particulars
	Amount  (£)
	Particulars
	Amount (£)

	To Bank
	29,000
	By goods
	30,000

	To bal c/d
	1,000
	
	

	
	
	By bal b/d
	1,000



Cash a/c
	Particulars
	Amount  (£)
	Particulars
	Amount (£)

	To sales
	20,000
	By purchase
	15,000

	To Fish
	7,000
	By office expenses
	9,000

	
	
	By bank
	3,000

	To bal c/d
	-
	
	

	
	
	By bal b/d
	-



Sales a/c
	Particulars
	Amount  (£)
	Particulars
	Amount (£)

	
	
	By cash
	20,000

	To bal c/d
	20,000
	
	

	
	
	By bal b/d
	20,000



Purchase a/c
	Particulars
	Amount  (£)
	Particulars
	Amount (£)

	To cash
	15,000
	
	

	
	
	By bal c/d
	15,000

	To bal b/d
	15,000
	
	



Fish a/c
	Particulars
	Amount  (£)
	Particulars
	Amount (£)

	To goods
	50,000
	By bank
	45,000

	
	
	By cash
	7,000

	To bal c/d
	2,000
	
	

	
	
	By bal b/d
	2,000



Bank a/c
	Particulars
	Amount  (£)
	Particulars
	Amount (£)

	To Fish
	45,000
	By van
	12,000

	To cash
	3,000
	By bal c/d
	36,000

	To bal b/d
	36,000
	
	


Office expenses a/c
	Particulars
	Amount  (£)
	Particulars
	Amount (£)

	To cash
	9,000
	
	

	
	
	By bal c/d
	9,000

	To bal b/d
	9,000
	
	



Van a/c
	Particulars
	Amount  (£)
	Particulars
	Amount (£)

	To bank
	12,000
	
	

	
	
	By bal c/d
	12,000

	To bal b/d
	12,000
	
	



2. Trial balance as at December 31st 2019
	Particulars 
	Dr. Amount  (£)
	Cr. Amount (£)

	Goods a/c
	20,000
	-

	Dodd a/c
	1,000
	-

	Sales a/c
	20,000
	-

	Purchase a/c
	-
	15,000

	Fish a/c
	2,000
	-

	Bank a/c
	-
	36,000

	Office expense a/c
	-
	9,000

	Van a/c
	-
	12,000

	Total 
	43,000
	72,000



3. Profit and loss statement for the year ending 31st December 2019
	Income 
	Amount  (£)

	Sales  
	£20,000

	Cost of goods sold
	(£15,000)

	Gross profit 
	£5,000

	Expenses 
	

	      Less: office expenses
	(£9000)

	Net Operating profit/loss
	(-£4000)



4. Balance sheet as at 31st December 2019
	Particulars 
	Amount  (£)

	Assets 
	

	Current assets 
	

	    Furniture 
	£10,000

	Receivable
	£6,000

	Cash 
	£1,000

	Bank 
	£5,000

	Total current assets 
	£22,000

	Total assets
	£22,000

	Liabilities
	

	Current liabilities
	

	Trade payables
	£2,000

	Total current liabilities
	£2,000

	Long term liabilities (shareholder's equity)
	

	Shareholder's equity (capital)
	£20,000

	Total liabilities
	£22,000



2.  Explain why an increase in profit during a particular accounting period does not necessarily mean that an entity has increased cash. 
The profit for the year also included the cash receivable amount and the credit sales however the cash increased means the actual cash in hand. The value of profit is obtained in the income statement by subtracting the value of the expenses from the total value of revenue. The value of revenue also includes the cash as well as credit sales. While the cash flow measures the ability of the payment of the liabilities from the actual cash which the company have. The actual cash is determined by subtracting the value of cash paid from the actual value of cash received (Bodenhorn, 1964). 
The company records their accounting transactions on the basis of accrual concepts. As the recordings are done as per accrual concepts the accounts shows the value of sales but the cash is not received till the date which increases the profit but not the cash. So it can be concluded that the increased in value of cash is not necessarily to be equal to the increase in the value of profit for a particular accounting period (Dechow, 1994). 
3. Ratios calculations
Profitability ratios:
The profitability ratio of the company is the financial measure which evaluates the ability of the firm for generating the value of profits with respect to the value of sales and the value of assets as well as with that of the operating costs. a higher ratio is considered to be favorable as it shows that the company is performing well and the profits is better. There are various profitability ratios like, gross profit margin, net profit margin and operating margin ratios for the margin ratios and for the return ratios, the return on assets, return on equity and return on capital are measured (Abdul, 2017). 
Gross profit margin: the gross profit margin is the ratio which measures and analyzes the value of gross margin to the sales value. The higher value shows that the company is operating with higher level of profits. 
Gross profit margin= gross profit/ sales
	Years
	Gross profit
	Sales 
	Gross profit margin

	2019
	340,995
	1391820
	0.244

	2020
	406,400
	1159850
	0.350



The gross profit ratio for 2020 is considered to be better as compared to that of the value of 2019. 
Net profit margin: it is the ratio which considers the value of net operating profit to that of the value of sales. When the expenses are made and net profit is analyzed than the company shows its actual profit and the higher value is considered to be favorable.
Net profit margin: net profit/sales
	Year 
	Net profit
	Sales 
	Net profit margin

	2019
	118,745
	1391830
	0.085

	2020
	155,150
	1159850
	0.133



Liquidity ratios:
The liquidity ratio is defined as the financial ratio which is used for determining the value of company's ability to pay the short term liabilities with the value of the current assets and cash available. There are various type of liquidity ratios like, current ratio and quick ratio (Durrah et, al,. 2016).
Current ratio: this ratio measures the ability of the company to pay the short term liabilities with the value of the current assets.
Current ratio: current assets/current liabilities
	Year 
	Current assets
	Current liabilities
	Current ratio

	2019
	528,855
	430,680
	1.227

	2020
	390,710
	241,590
	1.617



Higher the ratio better the result as the company can pay the short term liabilities in easy manner. So the result shows that the better value for 2020 as compared to that of the year 2019.
Quick ratio: the quick ratio is same like the current assets which analyzes the value of current assets less inventory to that of the current liabilities. When inventories are not considered in the calculation it shows more clear value as the inventories are meant for sale and does not involve for paying the liabilities for short term.
Quick ratio= current assets- inventories/current liabilities
	Year 
	Current assets
	Current liabilities
	Current ratio

	2019
	528,855-109,400
=419,455
	430,680
	0.973

	2020
	390,710-88760
=301,950
	241,590
	1.249


The company can pay the short term liabilities from the value of current assets less inventories (quick assets) in better manner in 2020 as compared to that of the value of 2019. 
Efficiency ratios:
The efficiency ratio is defined as the financial ratio which analyzes the value of assets and liabilities in an internal manner. How the resources are being utilized is measured by this ratio for producing the income. There are various types of efficiency ratios like, inventory turnover ratio, accounts receivable turnover ratio, asset turnover ratio (Bird, and McHugh, 1977).
Inventory turnover ratio: this ratio analyzes the times of sells as compared to the value of stocks of goods sold for the accounting time period. It is calculated by dividing the value of cost of goods sold by the value of inventory. The higher value is considered to be favorable as the company is said to be making better sell in as short period of time.
	Year 
	Cost of goods sold
	Inventory 
	Inventory turnover ratio

	2019
	1,050,825
	109,400
	9.605

	2020
	753,450
	88,760
	8.488


 The value shows that the inventory turnover ratio is favorable for 2019 as compared to that of 2020.
Asset turnover ratio:
This ratio measures the value of sales of the company with respect to the value of assets. This efficiency ratio analyzes the use of assets for generating the value of revenue. It is calculated by dividing the value of total sales by the value of inventory. Higher value shows that it is more efficient for generating the revenue from the use of assets. 
	Year 
	Sales 
	Total assets
	Asset turnover ratio

	2019
	1,391,820
	1,038,455
	1.340

	2020
	1,159,850
	732,110
	1.584


The value is better for 2020 as the result shows that the higher value for 2020 and in 2020 the revenue is generated in an effective manner with the use of assets. 
As compared to the above results from both the years the results from 2020 are quite satisfied and better as compared to that of the year of 2019.
4. Liz and Kate
a. Calculation of total expense in the Statement of Profit and Loss for the year ending 31st December 2017
Here in the case, the sum of £550 paid for the period of six months up to 30th June 2017 is calculated as the actual expenses for the period and the next amount paid on 15th June of 2017 for next 12 months with amounting to £1100 is considered to be the prepaid expense for the period. So the expenses are recorded as follows:
	Date 
	Particulars 
	Amount (£)

	1st January
	Actual expense for the period
	£550

	15th June
	Prepaid expense 
	£1,100


 The prepaid expense is for the next 12 months and up to December the value could be used only of half of the amount which is only £550. The total expense for the year ending would be £1100 in total. 
b. State whether an accrual or prepayment will be shown in the Statement of Financial Position as at 31st December 2017 and calculate the value of the accrual or prepayment.
The accrual concept of accounting is defined as the recording of the transactions when it happened to be and not in the period when actual cash receipt is made. It is an important accounting concept defined under the International Accounting Standard 1 under the heading of Preparation of Financial Statements. The concept defines about the matching and evaluating the happenings of the income and expenses and recording them in the income statement and in balance sheet for the period in which they actually relates. It is recorded regardless whether or not the cash has been actually received or paid. So the income and expenses made for the accounting period are to be recorded and matched in the period when it actually takes place. The receivables and payables might be occurred and cash might be paid or received in next accounting periods (Level, 1977). 
The payment made in the accounting period is recorded for the same period whether the accrual payment is made of prepaid expenses is made. The business has incurred the expenses for the insurance, rent, telephone as well as other expenses needs to be matched. However the insurance in general sense is paid before the accounting period and is recorded as per accrual concept. So for the period up to 31st December 2017, the actual paid and prepayments of insurance both are shown in the statement of financial position. The insurance for next accounting period would be recorded under the heading of prepaid insurance and for the first six months it is recorded as actual expense (Diamond, 2002). 
The prepaid expenses like the insurance payment are not recorded initially in the income statement and are recorded in the balance sheet. When the benefits are realized as an actual expense than only it is recorded in the income statement, so in the above case the prepaid expenses of insurance is recorded as prepaid insurance under the balance sheet of 2017. 
c. Calculation of depreciation under reducing value method
The vehicle is purchased on the date of 1st October at a cost of £25,000 and the depreciation is charged for 4 years at 20%.
For the first year
	Years 
	Value 
	Depreciation @20% (WDV)
	Remaining value

	At the year of purchase
	£25,000
	£25,000*20%
=5000
	£25000-£5000
=20,000

	At second year
	£20,000
	£20,000*20%
=£4000
	£20,000-£4,000
=£16,000

	At third year
	£16,000
	£16,000*20%
=£3,200
	£16,000-£3,200
=£12,800

	At fourth year
	£12,800
	£12800*20%
=£2,560
	£12,800-£2,560
=£10,240



Journal entries for providing depreciation
	Date 
	Particulars 
	Amount Dr. (£)
	Amount Cr. (£)

	1st year
	Depreciation a/c  Dr.
   To vehicle a/c
(being depreciation provided for vehicle on WDV method)
	£5,000
	
£5,000

	2nd year
	Depreciation a/c Dr.
   To vehicle a/c
(being depreciation provided for vehicle on WDV method)
	£4,000
	
£4,000

	3rd year
	Depreciation a/c Dr.
   To vehicle a/c
(being depreciation provided for vehicle on WDV method)
	£3,200
	
£3,200

	4th year
	Depreciation a/c Dr.
   To vehicle a/c
(being depreciation provided for vehicle on WDV method)
	£2,560
	
£2,560
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