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The function of a financial statement is to provide information about the financial position of an entity, where the results of operations and cash flows are. The financial statements also reflect the facts of resource management. To achieve this, the financial statements provide information about the company on assets, liabilities, income and expenses, gains and losses, equity changes in equity and cash flows. The full composition of the financial statements includes - balance sheet statement of income and expenses, statement of contingencies in equity, cash flow statement. Profit and loss statement for the period of profit or loss. The idea is to directly combine income and expenses over a given period and determine the actual financial result of the activity.
Revenue > Expense => Financial Profit
Revenue < Expenses => Result of financial losses
An important point in the preparation of an income statement is that it includes revenue and expenses as they arise.
Drawing up a balance sheet.
 Balance - represents the state of the assets and liabilities of an enterprise at a given moment.
Assets are resources that an entity owns and manages, they are current and non-current - fixed assets are used for more than one reporting period.
They are reported in the balance sheet by their carrying amount or acquisition value
- current assets are often used for operational activities.
The liability of the balance sheet provides information on the sources of funds used to finance the enterprise, both own and borrowed funds.
The basic rule is that the size of the assets must be equal to the capital plus the size of the liabilities
Cash Flow Statement - The cash flow statement provides information about cash flows and payments for a specified period, the opening and closing cash balances for that period. This information is the basis for evaluating an entity's ability to operate and generate cash and cash equivalents
Cash is a short-term financial asset in the form of cash. Cash and cash equivalents. Cash and unlimited deposits are available. Cash equivalents are short-term highly liquid investments that can be easily converted into cash equivalents and carry little risk of changes in value.
The statement of equity reflects changes in equity as a result of transactions with owners - an increase in the distribution of dividend capital and more.
The main purpose of financial analysis is to evaluate the development of an entity through the information in the financial statements.
The main forms of reporting used for financial analysis are the balance sheet, the profit and loss statement and the cash flow statement, which provide the necessary information that can be used to determine the level of liquidity, solvency, debt and return.
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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.

Required:

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

(b) Prepare the list of account balances at 30 April.
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(c) Prepare the statement of profit or loss for the month ended 30 April and
a

statement of financial position at that date.
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TASK1

Dr      Cash account Cr Dr     VAN account Cr                       BALANCE on 30 April

Date £ Date £ Date £ Date £ Account Dr Cr

05.04. Capital 3007.04. Goods 200 15.04. Cash 15030.04. Balance 150Capital 300

8.04. Loan 25015.04. VAN 150 150 150Sales 350

20.04. Sales 35028.04. Rent 50 Loan 50

29.04. Loan 200 Dr Capital account Cr Cash 240

30.04. Drawings 60 Date £ Date £ Goods 100

30.04. Balance 240 30.04. Balance 30005.04. Cash  300VAN 150

900 900 300 300Rent 50

Cost of Goods Sold 100

Dr     Goods account Cr Dr     Loan account Cr Drawings 60

Date £ Date £ Date £ Date £ 700 700

7.04. Cash 20030.04. Cost of  100 29.04. Cash 20008.04. Cash 250

goods sold 30.04. Balance 50                 P&L Statement on 30 April

30.04. Balance 100 250 250Sales 350

200 200  Less:

Cost of Goods Sold 100 100

Dr    Sales account Cr Dr     Rent account Cr Gross Profit 250

Date £ Date £ Date £ Date £  Less: Expenses

30.04. Balance 35020.04. Cash 350 28.04. Cash 5030.04. Balance 50Rent 50 50

350 350 50 50Net Profit 200

Dr          Cost of goods sold account Cr Dr     Drawings account Cr

Date £ Date £ Date £ Date £ Statement  of financial position at 30 April

30.04. Cash 10030.04. Balance 100 30.04. Cash 6030.04. Balance 60Fixed assets:

100 100 60 60     VAN 150 150

Current assets:

Stock 100

    Cash 240 340

Less Current liabilities:

     Loan 50

Capital: 300

Less Drawings 60 440

Add Net Profit 200
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TASK 2
Pendo

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
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Required:
(a) Write up the ledger accounts for the above transactions, including
dates,

descriptions and balances.
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(b) Prepare the trial balance at 31 January.

(c) Prepare the statement of profit or loss for the month ended 31
January and a statement of financial position at that date.
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TASK 2

Dr                     Cash account Cr Dr     VAN account Cr            BALANCE at 31 January

Date £ Date £ Date £ Date £ Account Dr Cr

01.01. Capital 500002.01.  VAN 600 02.01. Cash 60031.01. Balance 600 Capital 5000

04.01. Loan 100003.01. Goods 1300 600 600 Sales 800

13.01. Sales 30010.01. Expenses 200 Loan 650

20.01. Sales 50024.01. Expenses 150 Dr Expenses account Cr Cash 4025

27.01. Loan 350 Date £ Date £ Goods 800

30.01. Drawings 175 10.01. Cash 200 VAN 600

31.01. Balance 4025 24.01. Cash 15031.01. Balance 350 Expenses 350

6800 6800 350 350 Cost of Goods Sold 500

Dr     Loan account Cr Drawings 175

Dr     Goods account Cr Date £ Date £ 6450 6450

Date £ Date £ 27.01. Cash 35004.01. Cash 1000

03.01. Cash 130031.01. Cost of  500 31.01. Balance 650               P&L Statement on 31 January

goods 1000 1000 Sales 800

31.01. Balance 800  Less:

1300 1300 Dr Capital account Cr Cost of Goods Sold 500 500

Date £ Date £ Gross Profit 300

Dr    Sales account Cr 31.01. Balance 500001.01. Cash 5000  Less: Expenses

Date £ Date £ 5000 5000 Expenses 350 350

13.01. Cash 300 Net Loss 50

31.01. Balance 80020.01. Cash 500

800 800 Dr     Drawings account Cr Statement  of financial position at 31 January

Date £ Date £ Fixed assets:

30.01. Cash 17531.01. Balance 175      VAN 600 600

175 175 Current assets:

    Stok 800

Dr          Cost of goods sold accountCr     Cash 4025 4825

Date £ Date £ Less Current liabilities:

30.01. Goods 50030.01. Balance 500      Loan 650

500 500 Capital: 5000

Less Net Loss 50

Less Drawings 175

4775
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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
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9 January Paid the amount owing to Max
11 January Cash sales 64

14 January Paid wages 14

Bought goods for cash 75
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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

Inventory at cost was 374

Required:
(a) Write up and close the relevant ledger accounts.
(b) Extract a trial balance at 31 January.

(c) Prepare a statement of profit or loss for the month ended 31 January
and a

statement of financial position at that date.
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Task 3:

TASK 3

          Balance at 01 January Dr                     Cash account Cr Dr Capital account Cr

Account Dr Cr

Date £ Date £ Date £ Date £

Assets:

1-Jan Balance 3435-Jan Wages 12 31-Jan

Balance 1049

1-Jan Balance 1049

Cash in hand 343 7-Jan Smith 189-Jan Max 21

Inventory 458 11-Jan Sales 6414-Jan Wages 14

Furniture and Fittings 198 21-Jan Sales 11014-Jan Inventory 75

Dr              Furniture and Fittings account Cr

Debtors: 83 23-Jan Harvey 2515-Jan Rich 162 Date £ Date £

   Smith 18 28-Jan Sales 8420-Jan Furniture 32 1-Jan Balance 198

   Harvey 39 31-Jan Sales 3021-Jan Wages 17 20-Jan Cash 32 31-Jan

Balance 230

   Moon 26 23-Jan Expenses 3 230 230

Liabilities

28-Jan Wages 15

Creditors: 33 31-Jan

Balance 323 Dr     Smith account Cr

   Rich 12 674 674 Date £ Date £

Max 21 1-Jan Balance 187-Jan Cash 18

Capita 1049 18 18

1082 1082

Dr     Inventory account Cr Dr     Harvey account Cr

Date £ Date £ Date £ Date £

          Balance at 31 January

1-Jan Balanse 458 1-Jan Balance 3923-Jan Cash 25

Account Dr Cr

5-Jan Rich 150 31-JanCost of Goods 309 2-Jan Goods 12431-Jan

Balance 138

Capital 1049 14-Jan Cash 75

31-JanBalanse 374

163 163

Sales 412 683 683

Cash in hand 323

Inventory 374

Dr    Sales account Cr Dr     Moon account Cr

Furniture and Fittings 230 Date £ Date £ Date £ Date £

Debtors: 164 2-Jan Harvey 124 1-Jan Balance 26

   Moon 26 11-Jan Cash 64 31-Jan

Balance 26

   Harvey 138 21-Jan Cash 110 26 26

Expenses 3 28-Jan Cash 84

Wages 58 31-Jan

Balance 412

31-Jan Cash 30

Dr     Rich account Cr

Cost of Goods sold 309 412 412 Date £ Date £

1461 1461 15-Jan Cash 1621-Jan Balance 12

Dr Expenses account Cr

5-Jan Inventory 150

Date £ Date £ 162 162

       

       P&L Statement on 31 January

23-Jan Cash 3

Sales 412 31-Jan

Balance 3 Dr     Max account Cr

 Less: 3 3 Date £ Date £

Inventory 683 9-Jan Cash 211-Jan Balance 21

  Less: Closing Stok 374

Dr          Cost of goods sold account Cr

21 21

Cost of Goods Sold 309 309 Date £ Date £

Gross Profit:

103 31-Jan Inventory 309 31-Jan

Balance 309 Dr     Wages account Cr

 Less:  Date £ Date £

Expenses 3 5-Jan Cash 12

Wages 58 61 14-Jan Cash 14

Net Profit:

42 21-Jan Cash 17

28-Jan Cash 15 31-Jan

Balance 58

Statement  of financial position at 31 January

58 58

Fixed assets:

Furniture and Fittings 230 230

Current assets:

    Stok 374

    Cash 323

Debtors 164 861

Less Current liabilities: 0

Capital: 1049

Add Net Profit 42 1091
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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
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discount.

(i) 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) (ii) Ricardo paid Georgina the amount due after deducting the discount

offered.
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27 June Ricardo paid Andrew in full, after deducting the discount offered.

Required:

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.
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TASK 4

Dr                                     Goods account Cr Dr                                  Claire account Cr                   Balance at 27 June

Date £ Date £ Date £ Date £ Sales 27500

13-Jun Georgina 12000 2-Jun Sales 850022-Jun Sales 1000 Goods Discount 930

21-Jun Andrew 450027-Jun

Balance

16500 24-Jun Cash 7125 Goods 16500

16500 16500 24-Jun Sales Discount 375 Sales Discount 525

8500 8500 Cash 11405

28430 28430

Dr Sales account Cr Dr Georgina account Cr

Date £ Date £ Date £ Date £

22-Jun Claire 10002-Jun Claire 8500 25-Jun Merch.Discount 84013-Jun Merch.Inventory 12000

14-Jun Hywel 9000 25-Jun Cash 11160

20-Jun Jane 6000 12000 12000

27-Jun

Balance

2750024-Jun Mandy 5000

28500 28500

Dr Hywel account Cr

Date £ Date £

Dr Goods Discount account Cr

14-Jun Sales 900025-Jun Cash 9000

Date £ Date £ 9000 9000

25-Jun Georgina 840

27-Jun

Balance

93027-Jun Andrew 90

Dr Andrew account Cr

930 930 Date £ Date £

27-Jun Cash 441021-Jun Merch.Invetory 4500

Dr Sales Discount account Cr

27-Jun Merch.Discount 90

Date £ Date £ 4500 4500

24-Jun Mandy 150

24-Jun Claire 37527-Jun

Balance

525

Dr Mandy account Cr

525 525 Date £ Date £

24-Jun Sales 500024-Jun Sales discount 150

24-Jun Cash 4850

5000 5000

Dr Jane account Cr

Date £ Date £

20-Jun Sales 600020-Jun Cash 6000

6000 6000

Dr Cash account Cr

Date £ Date £

20-Jun Jane 600025-Jun Georgina 11160

24-Jun Mandy 485027-Jun Andrew 4410

24-Jun Claire 7125

25-Jun Hywel 900027-Jun

Balance

11405

26975 26975
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TASK 5

Demonstrating your research, differentiate between revenue expenditure
and capital

expenditure with reference to International Accounting Standards
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UK Essays, November 2018. Factors of successful small Business
management.
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Accounting is the systematic registration, periodic presentation in financial
statements and analysis of the transactions of the enterprise in a monetary
measure. It is carried out in accordance with certain rules, often referred to
as Generally Accepted Accounting Principles. Accounting allows a
company to analyze its financial results from a business based on various
indicators such as net profit (profit for the period).




