 
1. Dale has been in business for some years. The following balances were brought forward in his books of account as at 1 January 2019: 
 
	 
	£ 
	£ 

	 
	Dr 
	Cr 

	Bank  
	5,000 
	 

	Capital 
	 
	20,000 

	Cash 
	1,000 
	 

	Dodd (Creditor) 
	 
	2,000 

	Fish (Debtor) 
	6,000 
	 

	Furniture 
	10,000 
	 

	 
	22,000 
	22,000 


 
During the year to 31 December 2019 the following transactions took place:  
1 Goods bought from Dodd on credit for £30,000. 
2 Cash sales of £20,000.  
3 Cash purchases of £15,000.  
4 Goods sold to Fish on credit for £50,000.  
5 Cheques sent to Dodd totalling £29,000.  
6 Cheques received from Fish totalling £45,000.  
7 Cash received from Fish amounting to £7000.  
8 Office expenses paid in cash totalling £9000.  
9 Purchase of delivery van costing £12,000 paid by cheque.  
10 Cash transfers to bank totalling £3000.  
Required:  
(a) Compile Dale’s ledger accounts for the year 31 December 2019, balance off the accounts and bring down the balances as at 1 January 2020.  
	Particulars
	Dr. Amount (£)
	Cr. Amount (£)

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

	Cash a/c Dr.
    To cash 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



(b) Extract a trial balance as at 31 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

(c) Complete the financial statements: Statement of Profit or Loss and Statement of Financial position for the year ending 31st December 2019. 

 





 (40 marks) 
 
2. Explain why an increase in profit during a particular accounting period does not necessarily mean that an entity has increased cash. 
Profit, also referred to as net income is what remains from sales revenue after all the expenses are subtracted. 

Net income, or profit is what remains from a sales revenue, after all the expenses have been subtracted. It is vital for a business to be profitable, if it wants to survive. Increase in cash for entities measures the ability of the company to pay its bills. The cash balance is the cash received minus the cash paid out during a particular accounting period. The company has spent more cash than it has brought in, when the cash on hand is negative. 
The situation where profit and cash flow are at cross purposes is mostly seen in small business which, in order to grow, ought to invest in assets. The reasons are usually reflected on the balance sheet in cases the company uses cash for expenses that don’t appear on the income statement. The situation is a function of the timing difference of when revenues and expenses are recognized in correlation to their collection and payment. 
Accountants generally prepare financial statements using accrual basis accounting, through which expenses are reported only when goods or services are fully consumed, regardless of when the bill got paid.
Similarly, revenues are reported only when the product or service has been delivered to the customer and the company has earned the right to receive cash payment, regardless of when we you get paid by the client
accounting follows the matching principle in which expenses are matched with their accompanying revenues in a reporting period.
To see an exact picture of cash flow, more than a organisation’s cash disbursements have to be considered, by taking a closer look at the statement of cash flows and the fluctuations in the balance sheet. Cash can often be concealed in asset accounts like inventory, fixed assets, accounts receivable and prepaid insurance. Or in using cash to pay down debt, such as credit cards, accounts payable or bank loans.

 (10 Marks) 
 















	Capital and Liabilities 	 
Capital and retained profits 
Non-current liabilities 
 
Current liabilities 
	
	 
 
 
	 
407,420 
83,100  
	 
 
 
 
	 
 
 
 
	
	 
546,165 
61,600  

	 	Trade payables 
	179,590 
	
	                 
	 
	345,480 
	 
	

	  	Overdraft 
Tax 
	           - 
  62,000 
	
	    
	  
	30,200 
55,000 
	
	 

	
	
	
	
	
	
	     


	3.
	
	
	 

	 
Statement of Financial Position 	  	 
	 	 
2020 
	 
 
	 	 
2019 

	 	    
Assets 	 
 	Non-current assets 
 	Current assets 	 
 	 Inventory 
 	 Trade receivables 
 	 Cash 	 
		£  	£  
 
	 	341,400  
 
	88,760 	 
	206,550 	 
95,400  
	  
 
 
 
 
 
 
		£  	£  
 
	 	509,590  
 
109,400 	 
419,455 	 
-  
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Statement of Profit or Loss 	  
Sales 
	 
£   
	2017 
              £ 
1,159,850 
	 
 
 
 
	 
£   
	2016 
£ 1,391,820 


[image: ]Cost of sales 	 	753,450 	 	 
Gross Profit 	406,400  	 	 
	Operating expenses 
Interest Tax 	 
	170,950 
14,000 
66,300  
	 
 
	 
 
 
	161,450 	 
10,000 	 
50,800  


	 	251,250 	 	 	222,250 
Net profit 	155,150 	118,745 
 
 
Using the financial statements above, calculate profitability, liquidity and efficiency ratios for both 2020 and 2019. Using the calculated ratios, analyse the performance of the business over both periods. 


	 	     (40 Marks) 


[bookmark: _GoBack]Liquidity for 2019 and 2020

Liquidity can be calculated using the formula
LR =(C + S + AR) / L Where LR is the liquidity ratio C is the cash and cash equivalents ($)
S is the marketable securities value ($)AR is the accounts receivables ($)

2019

LR= (C+ 109,400+ 419,455+ 345,480+ 30,200) 

LR= £904,535
 
2020

LR= (95,400+ 88,760+ 206,550+ 179,590)

LR= £570,300
 
4. Liz and Kate started an entertainment business on 1st January 2017. During the year to 31st December 2017, they made the following payments for public liability insurance: 
1st January 2017 £550  	 	for the 6 months to 30th June 2017 15th June 2017 	£1,100  	 	for the 12 months to 30th June 2018 
a. Calculate the total expense to be reported in the Statement of Profit or Loss for the year ending 31st December 2017.  

Profit for the year ending 31st December 2017

£550
+   £550
     £1100 




 	 	 	 	    
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 payment shown will be a pre-payment at the value of £1100.
 	 	 	 	    

On 1st October 2017 they bought a new delivery vehicle at a cost of £25,000. The company adopts the reducing balance method for depreciation on these vehicles, at a rate of 20% per annum.  
c. Prepare a depreciation schedule to show the annual depreciation to be charged for the first four years. 



A depreciation schedule breaks down the depreciation of the firm’s long-term assets. It calculates the depreciation expense for each asset and allocates the cost of it over the useful life. They’re used to compute the expense, they also use it to track beginning and ending accumulated depreciation.
(10 Marrks)
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