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To prepare Smart's profit and loss account/income statement and balance sheet/statement of financial position, we need to incorporate the adjustments mentioned in the notes. Here are the calculations:

Closing Inventory.
Opening inventory: £5,100
Less: Closing inventory: £2,400
Cost of goods sold: £91,300 (£5,100+£88,600-£2,400)

Salaries Accrued.
Salaries: £28,400
Add: Salaries accrued: £340
Total Salaries: £28,740

Rent Prepaid.
Rent: £2,200
Less: Rent prepaid: £230
Rent Expense: £1,970

Vehicle Maintenance Costs Owing.
Vehicle Maintenance: £615
Add: Vehicle maintenance costs owing: £540
Total Vehicle Maintenance: £1,155

Specific Bad Debt.
Trade Receivables: £14,316
Less: Specific bad debt: £316
Provision for Doubtful Debts: £14,000

Provision for Bad Debts.
Provision for Bad Debts: 5% of closing receivables
Closing Receivables: £14,316-£316
Provision for Bad Debts: (5% of £14,316) (£700-£515)+ £316= £501




Now, let's prepare the profit and loss account/income statement:

Smart Grocery
Profit and Loss Account/Income Statement3
For the year ending 31st December 2022


	Smart Grocery

	Income Statement for the period 31st December 2022

	Revenues
	$
	$

	Sales
	
	154,786

	Opening Inventory
	5,100
	

	Add: Purchases
	88,600
	

	Less: Closing Inventory
	(2,400)
	

	Cost of Goods Sold
	
	91,300

	Gross Profit
	
	63,486

	Other Income 
	
	

	Discount Received 
	
	320

	Total Profit 
	
	63,806

	Expenses
	
	

	Rent Expenses (2,200-230)
	1,970
	

	Salaries (28,400+340)
	28,740
	

	Discount Allowed
	740
	

	Depreciation (Furniture)
	1,935
	

	Depreciation (Vehicle)
	1,870
	

	Vehicle Maintenance (615+540)
	1,155
	

	Bad Debts
	501
	

	Total Expenses
	36,911
	36,911

	Net Income
	
	26,895

	
	
	



Depreciation - Furniture £1,935 (£12,900 * 15%)
Depreciation - Vehicles £1,870 (£13,700-£4,350) * 20%)

Now, let's prepare the balance sheet/statement of financial position:

To prepare a well-balanced sheet, we need to categorize the accounts into their respective sections: assets, liabilities, and equity. Let's organize the accounts accordingly and incorporate the adjustments mentioned:

Assets:

Current Assets:

Bank balance: £4,820
Trade receivables: £14,316
Closing inventory (as adjusted): £2,400.
Fixed Assets:

Furniture: £12,900
Accumulated Depreciation on furniture: £3,870

Vehicle at Cost: £13,700
Accumulated Depreciation on vehicles (as adjusted): £4,350.

Liabilities:
Current Liabilities:
Trade payables: £6,350
Equity:

Capital: £15,000
Drawings: £13,800
Now, let's incorporate the adjustments and calculate the necessary values for the balance sheet:

Adjusted Closing Inventory: £2,400
Adjusted Salaries (including accrued): £28,400 + £340 = £28,740
Adjusted Rent (including prepaid): £2,200 - £230 = £1,970



Assets:
Current Assets:
Bank balance: £4,820
Trade receivables: £14,316
Closing inventory: £2,400

Fixed Assets:
Furniture: £12,900
Accumulated Depreciation on furniture: £3,870
Vehicle at Cost: £13,700
Accumulated Depreciation on vehicles: £4,350

Liabilities:

Capital: £15,000
Drawings: £13,800
Now, let's calculate the net book value of the fixed assets:

Net Book Value of Furniture: £12,900 - £3,870 = £9,030
Net Book Value of Vehicle: £13,700 - £4,350 = £9,350


















Smart Grocery
Balance Sheet/Statement of Financial Position
As at 31st December 2022

	Assets
	$
	Capital + Liabilities
	$

	Current Assets
	
	Capital
	15,000

	Bank balance
	4,820
	Drawings
	(13,800)

	Trade receivables
	13,300
	Total
	1,200

	Closing inventory
	2,400
	
	

	Rent prepaid
	230
	
	

	
	
	Less Non-current Liabilities
	

	
	
	T. Payables
	6,350

	
	
	Accrued Salaries 
	340

	
	
	Vehicle Maintenance 
	540

	
	
	
	

	Fixed Assets
	
	Net Profits
	26,895

	Furniture at cost
	12,900
	
	

	Accumulated Depreciation
	(3,870+1,935)
	
	

	Net Furniture
	7,095
	
	

	Vehicle at Cost
	13,700
	
	

	Accumulated Depreciation
	(4,350+1,870)
	
	

	Net Vehicle
	7,480
	
	

	Total Assets
	35,325
	Total Liabilities and Equity
	35,325









Task 2
To create the necessary ledger 'T' accounts, let's record each transaction and balance the accounts accordingly:

Transaction 1:
On 2 May, Jack pays £500 in cash for advertising.

	Date
	Account
	Debit (£)
	Credit (£)

	2 may
	Advertising Expense
	500
	

	2 may
	Bank
	
	500

	
	
	
	



Transaction 2:
On 3 May, Jack pays £2,500 by bank transfer to a supplier.
	Date 
	Account
	Debit (£)
	Credit (£)

	3 may
	Trade Payables
	2,500
	

	3 may
	Bank
	
	2,500

	
	
	
	



Transaction 3:
On 7 May, Jack withdraws £700 in cash for personal use.
	Date
	Account
	Debit (£)
	Credit (£)

	7 may
	Drawings
	700
	

	7 may
	Bank
	
	700

	
	
	
	



Transaction 4:
On 9 May, Jack receives £3,000 from a receivable.
	Date
	Account
	Debit (£)
	Credit (£)

	9 may
	Bank
	3,000
	

	9 may
	Receivables
	
	3,000

	
	
	
	






Transaction 5:
On 11 May, Jack pays £350 by debit card for petrol to be used for business.
	Date
	Account
	Debit (£)
	Credit (£)

	11 may
	Petrol Expense
	350
	

	11 may
	Bank
	
	350

	
	
	
	



Transaction 6:
On 15 May, Jack receives £2,600 from a receivable.
	Date
	Account
	Debit (£)
	Credit (£)

	15 may
	Bank
	2,600
	

	15 may
	Receivables
	
	2,600

	
	
	
	



Transaction 7:
On 18 May, Jack pays £450 by business debit card for insurance.
	Date
	Account
	Debit (£)
	Credit (£)

	18 may
	Insurance expense
	450
	

	18 may
	Bank
	
	450



Transaction 8:
On 20 May, Jack purchases £1,200 worth of products for resale, agreeing to 30 days credit terms.
	Date
	Account
	Debit (£)
	Credit (£)

	20 may
	Purchases
	1,200
	

	20 may
	Payables
	
	1,200

	
	
	
	



Transaction 9:
On 21 May, Jack invoices a new customer for £2,400 on 30 days credit terms.
	Date
	Account
	Debit (£)
	Credit (£)

	21 may
	Receivables
	2,400
	

	21 may
	Sales
	
	2,400

	
	
	
	




Transaction 10:
On 30 May, Jack purchases £1,200 worth of products for resale and pays by cheque.
	Date
	Account
	Debit (£)
	Credit (£)

	30 may
	Purchases
	1,200
	

	30 may
	Bank
	
	1,200

	
	
	
	



Now, let's balance the 'T' accounts:

Capital Account:
	Date
	 Account
	 Debit (£) 
	 Credit (£) 

	31 may
	Opening Balance
	
	50,000

	7 may
	Drawings
	700
	

	Closing balance
	
	49,300
	

	
	Total 
	50,000
	50,000



Van Account:
	Date 
	Account
	 Debit(£) 
	 Credit (£) 

	1 may
	Opening Balance
	13,000
	

	31 may
	Closing balance
	
	13,000



Bank:
	Date
	Account
	Debit
	Credit

	1 may
	Opening Balance
	27,000 
	

	2 may
	Advertising Expense
	
	500 

	3 may
	Payables
	
	2,500

	7 may
	Drawings
	
	700

	9 may
	Receivable 
	3,000
	

	15 may
	Receivable 
	2,600
	

	11 may
	Petrol Expense 
	
	350

	18 may
	Insurance Expense
	
	450

	30 may
	Purchases
	
	1200

	
	Total
	32,600
	32,600

	
	Bal b/d
	26,900
	






Trade Receivables:
	Date
	Accounts
	Debit
	Credit

	
	Opening Balance
	15,000
	

	9 may
	Bank
	
	3000

	15 may
	Bank
	
	2600

	21 may
	Purchases
	2400
	

	
	Closing balance
	
	11,800

	
	Total
	17,400
	17,400



Trade Payables:
	Date
	Account
	Debit
	Credit

	1 may
	Opening Balance
	
	5000

	3 may
	Bank
	2500
	

	20 may
	Purchases
	
	1200

	
	Closing balance
	3,700
	

	
	Total
	6,200
	6,200



Purchase account:
	Date
	Account
	Debit
	Credit

	20 may
	payables
	1200
	

	30 may
	bank
	1200
	

	31 may
	Closing balance
	
	2400

	
	Total
	2400
	2400













Now, let's construct the trial balance as of the end of 31st May 2023.


Jack's Pancake Business
Trial Balance
As of 31st May 2023

	Account
	Debit (£)
	Credit (£)

	Capital
	
	50,000

	Van
	13,000
	

	Bank
	26,900
	

	Receivables
	11,800
	

	Payables
	
	3,700

	Advertising Expense
	500
	

	Petrol Expense
	350
	

	Insurance Expense
	450
	

	Sales 
	
	2,400

	Purchases
	2,400
	

	Drawings 
	700
	

	Total
	56,100
	56,100



The trial balance shows a total debit of £56,100 
And a total credit of £56,100
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Depreciation is a concept in accounting that recognizes the gradual decrease in value of a non-current asset over its useful life (Dr. S.K. Singh, 2022). It is necessary for businesses to depreciate their non-current assets to accurately reflect their true value and allocate their cost over the asset's useful life.
The application of depreciation involves estimating the expected useful life of an asset and allocating its cost over that period. This allows businesses to match the expenses of acquiring the asset with the revenues it generates over time. Depreciation methods such as straight-line and reducing balance are commonly used to distribute the cost of the asset systematically (Graybeal, 2019). Straight-line depreciation evenly spreads the cost over the asset's useful life, while reducing balance depreciation frontloads the expenses in the earlier years.
Accounting for depreciation involves recording the depreciation expense in the income statement and accumulating the total depreciation in a contra-asset account called Accumulated Depreciation. The net value of the asset is then reported on the balance sheet by deducting the accumulated depreciation from the asset's original cost (Dr. S.K. Singh, 2022). This approach ensures that the balance sheet accurately reflects the value of the asset after considering its consumption or wear and tear over time.
Depreciation serves several purposes in accounting. Firstly, it aligns the matching principle by associating the expenses of using an asset with the revenues it generates. This provides a more accurate representation of the business's financial performance in a given period. Secondly, depreciation helps businesses assess the true cost of operating the asset and plan for its eventual replacement or refurbishment (Dr. S.K. Singh et al., 2022). It supports decision-making regarding the renewal or disposal of non-current assets based on their remaining useful life and residual value (Graybeal, 2019). Additionally, depreciation has tax implications as it reduces the taxable income of the business, resulting in lower tax liabilities. This incentivizes businesses to invest in capital assets and promotes economic growth.
In conclusion, the requirement for businesses to depreciate their non-current assets is essential for accurate financial reporting and decision-making. It ensures that the balance sheet reflects the true value of the assets and enables the proper allocation of costs over their useful lives. By recognizing the gradual decrease in value, businesses can make informed decisions regarding asset management, replacement, and tax planning. Depreciation is a fundamental concept in accounting that contributes to transparent and reliable financial statements.
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