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Accounting Fundamentals Introduction

This is a report compiled of five tasks with similar objectives and different scenarios about the expenses of businesses. The fundamentals which will be covered in the report are ledger account balance and closing, trial balance and further evaluation, preparing a list of accounts and concluding the profitability of each and every business and why, statement of profit and/or loss. As well as those aspects of the report, the last task will solely focus on the comparison between the revenue and capital expenditure depending on the results which are acquired in the previous task. 

It is important that the definitions of the accounting fundamentals are set in place before the following tasks are presented. The ledger account is what is present in almost all of the tasks which are to be solved. It indicates any changes in the balance sheet of a business as it provides an account of gains, expenses, liabilities and assets and their values. Generally, a ledger account is seen as a very important part of the accounting fundamental list. Another important fundamental is the trial balance. It is similar to a ledger account but it categorizes the values of different business aspect into debit or credit values. The next fundamental is the company’s profit or loss statement which likewise the ledger account is present in many of the pointed tasks. This statement above all shows whether a business really is profitable or not in the end of a given time period. 

The last Task 5 of this report does not involve any calculations or statements of profit or loss. It revolves around the comparison between revenue and capital expenditure. 






Task 1 

Maxim commenced trading in his bakery on 5 April. All his transactions were on a cash basis, as follows: 
5 April Introduced cash into the business of £300 
7 April Purchased goods for £200 
8 April Received loan from Tatiana of £250 repayable within twelve months 

15 April Purchased a motor van for £150 
20 April Sold goods for £350 
28 April Paid rent of £50 
29 April Repaid part of the loan £200 
30 April Drew cash from the business £60. 

At 30 April Maxim had £100 goods in hand. 


(a) Write up, balance and close the relevant ledger accounts for the above transactions. 

	Date
	Transaction Type
	Category
	Type
	Amount £
	Balance

	5-Apr
	Gain
	Income
	Income
	300
	300

	7-Apr
	Expense
	Supplies
	Expenses
	-200
	100

	8-Apr
	Gain
	Income
	Income
	250
	350

	15-Apr
	Liability
	Supplies
	Expenses
	-150
	200

	20-Apr
	Gain
	Income
	Income
	350
	550

	28-Apr
	Liability
	Supplies
	Expenses
	-50
	500

	29-Apr
	Liability
	Supplies
	Expenses
	-200
	300

	30-Apr
	Expense
	Supplies
	Expenses
	-60
	240




Conclusion: Despite the greater number of liabilities present in the ledger account, the gains have a greater value and therefore the closing of the account is profitable. As well as that, Maxim had additional amount of 100 pounds in hand which can be used to support the business in case there is little to no profit in the future months. 

(b) Prepare the list of account balances at 30 April.  

The account balance is evaluated as a positive in the end of the month April with additional 240 into the firm. An independent sum of 100 pounds is also present as a potential investment from the business owner. There is a lot of cost because of the expenses and liabilities.Examples include rent, utility bills, the motor van vehicle maintenance and so on. Even though there are only three gains during April, they have a value of 900 pounds as opposed to the cost of 660 pounds.

(c) Prepare the statement of profit or loss for the month ended 30 April and a statement of financial position at that date. 

Profit and Loss Statement / For April 5 – April 30
INCOME	 £	% of Total Income
   Product Sales	350	58.3%
   Other Income	250	41.7%
 Total Income	600	
 		
EXPENSES		
   Advertising	0	0%
   Bank Charges	0	0%
   Office Expenses 	50	8.3%
   Loan	200	30.3%
   Goods	200	30.3%
   Travel, Meals	150	22.7%
   Other	60	9.1%
Total Expenses	660	
 		
NET INCOME	-60	>> Result: Loss.





Task 2 

You are given the following information on the first month’s trading of Pendo, who is in business as a second-hand furniture dealer. All transactions are on a cash basis. 

1 January Pendo paid £5,000 into the business 2 January Bought a motor van for £600 
3 January Bought goods for £1,300 
4 January Received a loan from Sergei £1,000 repayable within twelve months 

10 January Paid expenses on the motor van of £200 
13 January Sold goods for £300 
20 January Sold goods for £500 
24 January Paid storage expenses £150 
27 January Repaid Sergei part of his loan £350 
30 January Withdrew cash from the business 
£175 

31 January Closing inventory was £800. 


(a) Write up the ledger accounts for the above transactions, including dates, descriptions and balances.

	Date
	Transaction Type
	Category
	Type
	Amount £
	Balance

	1-Jan
	Gain
	Income
	Income
	5000
	5000

	2-Jan
	Liabilities
	Supplies
	Expenses
	-600
	4400

	3-Jan
	Expenses
	Supplies
	Expenses
	-1300
	3100

	4-Jan
	Gain (Loan)
	Income
	Income
	1000
	4100

	10-Jan
	Liabilities
	Supplies
	Expenses
	-200
	3900

	13-Jan
	Gain
	Income
	Income
	300
	4200

	20-Jan
	Gain
	Income
	Income
	500
	4700

	24-Jan
	Expenses
	Supplies
	Expenses
	-150
	4550

	27-Jan
	Liabilities
	Supplies 
	Expenses 
	-350
	4200

	30-Jan
	Expenses
	Supplies
	Expenses
	-175
	4035

	31-Jan
	Inventory*
	Income*
	Income* 
	800
	4835




(b) Prepare the trial balance at 31 January.

Trial Balance
31 January
                                                                Debit                          Credit
Cash                                                      4835
Accounts Receivable                                  0
Supplies                                                 2100
Equipment                                              150
Notes Payable                                                                             650 (from 1000)
Owner’s Capital                                                                          5000


(c) Prepare the statement of profit or loss for the month ended 31 January and a statement of financial position at that date.

Profit and Loss Statement / For January 1 to January 30
INCOME	 	% of Total Income
   Product Sales	  800	    44.4%
   Other Income	  1000	    55.5%
 Total Income	  1800	   39.3%
 	 	 
EXPENSES	 	 
   Advertising	0	       0%
   Bank Charges	0	       .0%      
   Office Expenses and Supplies	      1300	      46.8%
   Professional Fees	      350	      12.6%   
   Loan Repayment	      650	      23.4%
   Travel (Motor Van)	      800	        28.8%  
   Other – Cash Withdrawals	      175	       6.3% 
Total Expenses	     2775	       60.6%
 	 	 
NET INCOME	-975 >> Result: Loss of Profit (Negative profitability)     

Task 3 

Mafuta is a retailer and on 1 January his assets were: 
£ 
Cash in hand 343 
Inventory 458 
Furniture and fittings 198 
Receivables 
Smith 18 
Harvey 39 
Moon 26 

His liabilities were to the following suppliers: 
£ 
Rich 12 
Max 21 


	His transactions during January were: £ 

	2 January 
	Goods sold to Harvey on credit 
	124 

	5 January 
	Paid wages 
	12 

	Bought goods on credit from Rich 
	150 

	7 January 
	Smith settled his account 

	9 January 
	Paid the amount owing to Max 

	11 January 
	Cash sales 
	64 

	14 January 
	Paid wages 
	14 

	Bought goods for cash 
	75 

	15 January 
	Paid Rich for balance owing on his account 

	20 January 
	Bought for cash a new office desk 
	32 

	21 January 
	Paid wages 
	17 

	Cash sales 
	110 

	23 January 
	Paid office expenses 
	3 

	Harvey paid on account 
	25 

	28 January 
	Cash sales 
	84 

	Paid wages 
	15 

	
	

	31 January 
	Cash sales 
	30 




a) Write up the ledger accounts for the above transactions, including dates, descriptions and balances.

** The Inventory does not count as an income as in with the previous example. It is stated that there is inventory cost for Mafuta’s business which may relate to personal cost issues which are independent from the business.**

	Date
	Transaction Type
	Category
	Type
	Amount £
	Balance

	2-Jan
	Goods Sold
	Income
	Income
	124
	124

	5-Jan
	Paid Wages
	Supplies
	Expenses
	-12
	112

	5-Jan
	Goods on Credit
	Supplies
	Expenses
	-150
	-38

	7-Jan
	Account Settle
	Income
	Income
	38
	0

	9-Jan
	Repaid Loan
	Supplies
	Expenses
	-21
	-21

	11-Jan
	Cash Sales
	Income
	Income
	64
	43

	14-Jan
	Paid Wages
	Supplies
	Еxpenses
	-14
	29

	14-Jan
	Bought Goods
	Supplies
	Expenses
	-75
	-46

	15-Jan
	Repaying Rich
	Supplies 
	Expenses 
	-12
	-58

	20-Jan
	New Office Desk
	Supplies
	Expenses
	-32
	-90

	21-Jan
	Paid Wages
	Supplies
	Expenses
	-17
	-107

	21-Jan
	Cash Sales
	Income
	Income
	110
	3

	23-Jan
	Office Expenses
	Supplies
	Expenses
	-3
	0

	23-Jan
	Harvey account paid
	Income
	Income
	25
	25

	28-Jan
	Cash Sales
	Income
	Income
	84
	109

	28-Jan
	Paid Wages
	Supplies
	Expenses
	15
	124

	31-Jan
	Cash Sales
	Income
	Income
	30
	154

	31-Jan
	Inventory Cost
	Supplies
	Expenses
	-374
	-220



b) Prepare the trial balance at 31 January.

Trial Balance
31 January
                                                          Debit                          Credit
Cash                                                 343
Account Receivable                     124 (Harvey Loan)  
Assets                                             1082
Liabilities                                        33 (Two Payers)
Salaries and Wages Payable                                                      58      
Owner’s Capital                                                                         343



c) Prepare the statement of profit or loss for the month ended 31 January and a statement of financial position at that date.
Profit and Loss Statement / From Jan 2 to Jan 31
INCOME	 	% of Total Income
   Product Sales	288	63.2%
   Other Income	167	36.7%
 Total Income	455	
 	 	 
EXPENSES	 	 
   Loan Repayment	33	9.4%
   Bank Charges	0       	0%
   Office Expenses 	35	9.97%      
   Supplied Goods	225	71.2%      
   Wages and Salaries	58	16.5%      
   Travel (equipment)	0   	0%       
   Taxes	0   	0%   
Total Expenses	351	
 	 	 
NET INCOME	equivalent to	22.8% after Cost deduction >> Positive Profitable Results
 	 	 
 	 	 NET INCOME	 	     104


Task 4 

Ricardo, a sole trader, had the following transactions for the month of June: 

2 June Sold goods to Claire for £8,500 on credit; offered a 5% quick settlement discount. 
13 June Bought goods from Georgina for £12,000 on credit; Georgina offered a 7% quick settlement discount. 
14 June Sold goods to Hywel for £9,000 after a 5% trade discount. 20 June Sold goods to Jane for £6,000 cash. 
21 June Bought goods on credit for £4,500 from Andrew who offered a 2% quick settlement discount. 22 June Claire returned goods sold of £1,000. 
24 June (i) Mandy bought goods worth £5,000 and was offered a 3% quick settlement discount. 
(ii) Claire took advantage of Ricardo’s discount and paid the net amount due after taking the discount offered. 

25 June (i) Hywel settled the amount due in full. 
(ii) Ricardo paid Georgina the amount due after deducting the discount offered. 

27 June Ricardo paid Andrew in full, after deducting the discount offered. 
 
Prepare the relevant ledger accounts to record the above transactions, extract a trial balance at 27 June and close the relevant ledger accounts. 
Your answer should clearly show transactions with individual customers and suppliers. 





	Date
	Transaction *Authority
	Category
	Type
	Amount £
	Balance

	2-Jun
	Claire
	Income
	Income
	8500
	8500

	13-Jun
	Georgina
	Supplies
	Expense
	-12000
	-3500

	14-Jun
	Hywel
	Income
	Income
	9000
	5500

	20-Jun
	Jane
	Income
	Income
	6000
	11500

	21-Jun
	Andrew (Deduction Denied)
	Supplies
	Expense
	-4500
	7000

	22-Jun
	Claire
	Income
	Income
	1000
	8000

	24-Jun
	 Mandy
	Income
	Income
	5000
	13000

	24-Jun
	Claire (Discount Agreed)
	Supplies
	Expense
	-425
	12575

	25-Jun
	Hywel
	Income
	Income
	450
	13025

	25-Jun
	Georgina (Personal Discount Agreed)
	Income
	Income
	840
	13865

	27-Jun
	Andrew (Personal Discount Agreed)
	Income
	Income
	90
	13955




· Deduction Denied = a buyer for Ricardo had a chance to use the discount but they failed to pay on time and thus Ricardo saved all of his earned money.
· Discount Agreed = a buyer and Ricardo agreed on a discount for the buyer and they successfully paid on time after which Ricardo returned some of their money.
· Personal Discount Agreed = Ricardo was the one offered a discount for good purchase and he successfully paid on time, some of his money were restored in his business inventory.



Task 5. 
Demonstrating your research, differentiate between revenue expenditure and capital expenditure with reference to International Accounting Standards.
[bookmark: _GoBack]Some of the EXPENSES and LIABILITIES in the tasks which my report presented fall into the two set categories for expenditure – revenue and capital expenditure. Revenue expenditure is discussed in the context of all of the organisation’s fixed assets. Examples of fixed assets are: land, machinery, business equipment for good manufacturing, business vehicles, furniture and so on. The motor van discussed in the previous tasks is a fixed asset which has regular maintenance requirements which may also make it a liability. A better category to put the motor van is the revenue expenditure, therefore.  It is assumed that a revenue expenditure also the cost that will be an expense in the given time period when the expenditure occurs. 
The capital expenditure can be assumed as the goods which are prominently seen in the ledger accounts of the companies which were analysed and evaluated in the report. This is because the capital expenditure is the finances invested into the improvement of a company through supply and equipment purchase (in usual cases). It is the underlining rock of the revenue expenditure. 




References:
AccountingTools (2018). Revenue expenditure. AccountingTools [online]. Available from: https://www.accountingtools.com/articles/2017/5/11/revenue-expenditure [Accessed: 23/08/2019].
Barth, M. E., Landsman, W. R. and Lang, M. H. (2007). International Accounting Standards and Accounting Quality. SSRN Electronic Journal.  Vol. 46.
Kenton, W. (2019). Capital Expenditure – CapEx Definition. Investopedia [online]. Available from: https://www.investopedia.com/terms/c/capitalexpenditure.asp [Accessed: 23/08/2019].
Maverick, J. B. (2019). How do capital and revenue expenditures differ? Investopedia [online]. Available from: https://www.investopedia.com/ask/answers/021115/what-difference-between-capital-expenditure-and-revenue-expenditure.asp [Accessed: 25/08/2019].



