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Michael’s Trail balance on 1st January 2019

	Trial Balance 01.01.2019
	
	

	
	Debit
	Credit

	
	
	

	Revenue
	
	£240 000,00

	Purchases
	£160 000,00
	

	Open inventory
	[bookmark: _Hlk75600112]£30 000,00
	

	Rates
	£3 600,00
	

	Prepayment rates
	
	

	Wages and Salaries
	£24 000,00
	

	Bank charges
	£400,00
	

	Allowance for doubtful debts
	
	£1 600,00

	Computers
	[bookmark: _Hlk75600785]£14 600,00
	

	Trade receivable
	£20 000,00
	

	Retained earning as at 01/01/2019
	
	£10 100,00

	Accumulated depreciation /computers/
	
	[bookmark: _Hlk75600857]£5 000,00

	Accumulated depreciation /plant & machinery/
	
	£12 000,00

	Depreciation expenses /computers/
	
	

	Depreciation expenses /plant & machinery/
	
	

	Trade payables
	
	£36 000,00

	Advertising
	£8 000,00
	

	Cash in bank
	£2 500,00
	

	Cash in hand
	£100,00
	

	Plants and Machinery
	£60 000,00
	

	Capital
	
	£28 000,00

	Drawings
	£9 500,00
	

	
	
	

	
	£332 700,00
	£332 700,00




Journal entries for Michael’s ledger 

i. The value of inventoty as at 31st December 2019 was £30 000,00
We need that information for the final statements: Income statement and SOFP /Statement of Financial Position/ , which is the last requirement.
ii. Computers are to be depreciated at 12% on reducing balance basis and Plant & Machinery have a 20 years life and depreciated at cost.
[bookmark: _Hlk75600936][bookmark: _Hlk75601529]Computers at cost                             -  £14,600
[bookmark: _Hlk75600958]Computer accumulated depreciation - £5,000
[bookmark: _Hlk75601002]£14,600 - £5,000 = £9,600
£9,600 x 12% = £1,152 / accumulated depreciation for year/
	Accounts
	Debit
	Credit

	Depreciation /computers/ expenses a/c
	£1,152
	

	Accumulated depreciation /computers/ a/c
	
	£1,152

	
	
	



[bookmark: _Hlk75601609][bookmark: _Hlk75601905]Plant & Machinery             -  £60,000
[bookmark: _Hlk75602146]Accumulated depreciation - £12,000
(£60,000 -  £12,000) / 20 = £2,400 / annual depreciation /
	Accounts
	Debit
	Credit

	Depreciation /plant & machinery/ expenses a/c
	£2,400
	

	Accumulated depreciation /plant & machinery/ a/c
	
	£2,400



[bookmark: _Hlk75602443]iii. Of the rates payments,  £650 is for the next accounting period
	Accounts
	Debit
	Credit

	Prepayment / rates/ a/c
	£650
	

	Rent & Rates a/c
	
	£650



iv. Michael has just been notified that a debt of £1,500 is irrecoverable. As the economy is in recession it is expected that debtors may struggle to pay so on an allowance of 5% is required against the remaining receivables.
Irrecoverable              - £1,500
[bookmark: _Hlk75602514]Trade receivable       - £20,000
£20,000 - £1,500 = £18,500 /closing receivable/
Allowance of 5%  = £18,500 x 5% = £925
	Accounts
	Debit
	Credit

	Irrecoverbale a/c
	£925
	

	Allowance receivable a/c
	
	£925




	    Trial Balance 31st December 2019
	
	

	
	Debit
	Credit

	
	
	

	Revenue
	
	£240 000,00

	Purchases
	£160 000,00
	

	Open inventory
	£30 000,00
	

	Rates
	£2 950,00
	

	Prepayment rates
	£650,00
	

	Wages and Salaries
	£24 000,00
	

	Bank charges
	£400,00
	

	Allowance for doubtful debts
	
	£2 525,00

	Bad debts
	£925,00
	

	Computers
	£14 600,00
	

	Trade receivable
	£20 000,00
	

	Retained earning as at 01/01/2019
	
	£10 100,00

	Accumulated depreciation /computers/
	
	£6 152,00

	Accumulated depreciation /plant & machinery/
	
	£14 400,00

	Depreciation expenses /computers/
	£1 152,00
	

	Depreciation expenses /plant & machinery/
	£2 400,00
	

	Trade payables
	
	£36 000,00

	Advertising
	£8 000,00
	

	Cash in bank
	£2 500,00
	

	Cash in hand
	£100,00
	

	Plants and Machinery
	£60 000,00
	

	Capital
	
	£28 000,00

	Drawings
	£9 500,00
	

	
	
	

	
	£337 177,00
	£337 177,00




	

	Statement of profit or loss 

	for the period 1 January 2009 to 31 December 2009

	
	
	

	Sales (Less return otward)
	
	£240 000,00

	Less cost of Sales:
	
	

	             Opening inventory 
	£30 000,00
	

	        +   Purchases (+ carriage inwards - returns outward)
	£160 000,00
	

	        -    Closing inventory
	£30 000,00
	

	
	
	£160 000,00

	
	
	

	Gross Profit
	
	£80 000,00

	
	
	

	Total Income
	
	£80 000,00

	
	
	

	Expenses
	
	

	Irrecoverable debt
	£1 500,00
	

	Advertising
	£8 000,00
	

	Dabt Debit
	£925,00
	

	Depreciation expenses (Computers)
	£1 152,00
	

	Depreciation expenses (Plants & Machinery)
	£2 400,00
	

	Rates
	£2 950,00
	

	Bank Charges
	£400,00
	

	Wages & Salaries
	£24 000,00
	

	Total Expenses
	
	£41 327,00

	
	
	

	
	
	

	Net Profit 
	
	£38 673,00

	
	
	



	Statement of Financial Position as at 31st December 2017

	
	

	
	£

	Assets
	

	Non-current assets
	

	Land and buildings
	0

	Plant and Machinery
	45 600

	Office equipments 
	13 448

	Motor vehicle
	0

	Fixtures and fittings
	0

	
	

	Current assets:
	

	Inventories
	29 250

	Trade and other receivables
	20 000

	Prepayments
	650

	Bank
	2 500

	Cash and cash equivalents
	100

	Total assets
	111 548

	
	

	Capital & Liabilities 
	

	Capital
	28 000

	Retained earning
	10 100

	Profit for the period
	50 548

	Drawings
	(10 250)

	
	78 398

	Non-current liabilities:
	

	Bank loans
	0

	
	

	Current liabilities:
	

	Bank loans and overdrafts
	0

	Accruals
	0

	Trade payables
	36 000

	Total capital and liabilities
	114 398

	
	



Management accounting  /introduction/
Management accounting is “forward-looking and capable of being used to aid managerial control, forecasting and planning” (Wood, 2005, p.517).
Management accounting is based on the collected data from different resources, all the information relating on costs and services purchases. The main purpose is to display the position of the company, using financial reports and cost details. These facts can be used for planning, controlling and decision making. Management accounting contribute mix of important outcomes to support the main motive of the company to distribute profit for the organisation (Drury, 2012).
Cost accounting
The cost accounting is the process of recording, analysing and generating reports for all variables and fixed cost made for production of the product or service. The main focus of this process is to improve and increase the net margin profit for the company making proper calculations for detailed cost involved so the company can set enough margins for generating increased net profit (Avon, 2021).
There is a few different cost accounting explained below:
Usual Costs – direct and indirect
The direct cost is referring to the production of product or service and this method represent the materials, labor, wages, distribution, and all others linked to the production of this item or service. This method focuses over the proper calculations for wages, time spend, used parts, electricity and other expenses in order to run proper report for the total production cost of the service or products. This way the company can use this information to add enough margins and to form the selling price with the target to achieve maximum net profit (Bebbington, 2021). 
The indirect cost includes the expenses which normally are hidden as rent, taxes, administration cost and utilities. This helps for more clear picture about the real final price of the products and ensuring that there will be enough profit.
Fixed costs
The fixed cost means the cost which is completely fixed as expenses and not change in form of decrease or increase within the sale of the products or services. This cost represents the expenses which never change as rent, council tax, loans, credits and they will stay and continue not relating to the sales or services provided. The fixed cost is important especially for new starting companies as this way they can predict and manage their financial investment and risk as new business (Bebbington, 2021).
Variable Costs
The variable cost is the cost which changes with the sales of the products or services and the level of this cost depends of the level of the sales. This cost increase with the increasing of the volume of the sales and opposite.
Operating Costs
The operating costs mean all operational costs which need to be spend for the normal running of the business and this includes the rent, insurance, payroll, accounting, expenses for distributions, marketing, and all operational expenses (Avon, 2021).

Conclusion
Accounting is the process of collecting, recording, organizing and summarizing information about company. These statistics usually refer to the top level of management to help making important decisions to produce maximum profit and minimum loss.
Reference:
Avon, J. (2021).The handbook of financial modeling. Apress
Bebbington, J. (2021). The foundations of environmental accounting. In Routledge handbook of environmental accounting. Routledge
Drury. C. (2012). Management and cost accounting. 8th ed. Cengage Learning
Wood, F., & Sangster, A. (2005). Business accounting 2. 10th ed. Prentice Hall
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