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1. The following list of balances has been extracted from the books of Danny Ltd.
 Petty cash                                                           40
	Accounts payable
	16,120

	Accounts Recivable
	16,480

	Carriage Inwards
	2,440

	Computer Equipment at cost
	10,000

	Carriage outwards
	4,000

	Drawings
	6,500

	Electricity
	7,000(+1000=8000)

	Loan interest
	480

	Provisions for doubtful debt
	1,000

	Insurance
	1,500(-500=1000)

	Motor vehicle at cost
	51,200

	Capital
	84,760

	Opening inventory
	3,600

	Accumulated depreciasion-motor vehicles
	9,200(+8400=17,600)

	Bank
	59,120(-500=58,620)

	Purchases
	26,400

	Rent
	5,600

	sales
	60,600

	telephone
	4,320

	Long-term loan 
	27,000


Depreciation expense acc “motor vehicle”   8,400
Depreciation expense acc “computer”         1000
Accumulated depreciasion computer           1000
Accruals	1000(+1920=2,920)	              
  Taxes unpayed         	1,920



The following information is also available:
i. The value of inventory as at 31st December 2019 was £10,200
ii. Motor vehicles are to be depreciated at 20% on reducing balance basis and computer equipment
at 10% on cost.
iii. An electricity bill for £1,000 for the last three months to 31st December 2019 did not arrive early,
so this is yet to be reflected in the books
iv. Of the insurance payments, £500 is for the year ending 31st December 2020.
v. Unpaid taxes for the period amount to £1,920

Required:
a) Complete the Journal entries required to reflect the above additional information
b) Draw up an updated Trial balance
c) Complete the financial statements: Statement of Profit or Loss and Statement of Financial
position, for Danny Ltd for the year ending 31st December 2019.






a)        
II)Motor vehicle depreciation:
Depreciation:20%
Value-acumulated depreciasion=51,200-9,200=42000 vehicle value now
 (42000-0)x0.2=8400 this means the motor vehicle is valued at 42000-8400=33600
Debit                                                                 Credit
[bookmark: _Hlk54584635]Depreciation acc “motor vehicle”                        8400     
Acumulated depreciation of Motor vehicle                                                                                    8400
Computer equipment:
Depreciation:10%
(10000-0)x0.10=1000
New value:9000

                                                                       Debit                                                                    Credit
Depreciation acc “computer “                       1000
Accumulated depreciation “computer”                                                                                           1000



III)electricity bill 3 months: 1000
                                                                      Debit                                                                              Credit
Electricity acc                                                1000                                                                                      
Accrual account                                          	1000
IV)insurance payments of 500
                                                                       Debit                                                                                     Credit
Insurance account                                        500
 Bank Account                                                                                                                                            500
V)                                                                    Debit                                                                                      Credit
Taxes  to pay account                                     1920
Accruals                                                                                                                                                          1920









	description
	Debit
	Credit

	Accounts payable
	
	16,120

	Accounts Recivable
	16,480
	

	Carriage Inwards
	2,240
	

	Computer Equipment at cost
	10,000
	

	Carriage outwards
	
	4,000

	Drawings
	6,500
	

	Electricity
	8,000
	

	Loan interest
	480
	

	Provisions for doubtful debt
	
	1000

	Insurance
	1,000
	

	Motor vehicle at cost
	51,200
	

	Capital
	
	84,760

	Opening inventory
	3,600
	

	Accumulated depreciasion-motor vehicles
	
	17,600

	Bank
	58,620
	

	Purchases
	26,400
	

	Rent
	5,600
	

	sales
	
	60,600

	telephone
	4,320
	

	Long-term loan 
	
	27,000

	Depreciation expense acc “motor vehicle”  
	8,400
	

	Depreciation expense acc “computer” 
	1000
	

	Accumulated depreciasion computer 
	
	1,000

	Accruals
	
	2,920

	  Taxes unpayed         
	1,920
	

	petty cash
	40
	





	            C)                                                  Danny Ltd.

	Statement of profit or loss 

	for the period 1 January 2019 to 31 December 2019

	
	
	

	Sales (Less return otward)
	
	60,600

	Less cost of Sales:
	
	

	             Opening inventory 
	3,600
	

	        +   Purchases (+ carriage inwards - returns outward)
	26,400
	

	        -    Closing inventory
	£10,200.00
	

	
	
	£19,800.00

	
	
	

	Gross Profit
	
	£40,800.00

	
	
	

	Add other Income
	
	£0.00

	Total Income
	
	£40,800.00

	
	
	

	Expenses
	
	

	depreciation(computer)
	£1,000.00
	

	Depreciation(vehicle)
	£8,400.00
	

	Electricity
	£8,000.00
	

	Insurance
	£1,000.00
	

	Interest
	£480.00
	

	Rent
	£5,600.00
	

	Telephone
	£4,320.00
	

	Total Expenses
	
	£28,800.00

	
	
	

	
	
	

	Net Profit / (Loss)
	
	£12,000.00





	Statement of Financial Position as at 31st December 2017

	
	

	
	£

	Assets
	

	Non-current assets
	

	
	

	
	

	Office equipments 
	9,000

	Motor vehicle
	33,600

	
	

	Current assets:
	

	Inventories
	3,700

	Trade and other receivables
	16,480

	Bank
	58,620

	Cash and cash equivalents
	40

	Total assets
	121,440

	
	

	Capital & Liabilities 
	

	Capital
	84,760

	Profit for the period
	12,000

	Drawings
	(6,500)

	
	90,260

	Non-current liabilities:
	

	Bank loans
	27,000

	
	

	Current liabilities:
	

	Accruals
	2,920

	Trade payables
	16,120

	Total capital and liabilities
	136,300























3. Given below are the balances taken from Amber’s ledger accounts on 31st December 2017.
	Column1
	Column2

	Fittings 
	10,950

	Accumulated depreciation – fittings at 01/01/2017 
	3,750+864=4614

	Buildings 
	45,000

	Accumulated depreciation – buildings at 01/01/2017 
	9,000+1125=10125

	Inventory at 01/01/2017 
	22,500

	Trade receivables 
	15,000

	Allowance for doubtful debts 01/01/2017 
	1,200-142.5=1057.5

	Cash in hand 
	75+450=525

	Cash at bank 
	1,850-450=1400

	Trade payables 
	27,000

	Capital 
	28,575

	Drawings 
	7,125

	Purchases 
	120,000

	Revenue 
	180,000

	Wages 
	18,000

	Advertising 
	300

	Rates 
	6,000-540=5460

	Bank charges 
	2,700



Depreciation account “fitting”                                                    864
Depreciation account “buildings”                                             1125
Accruals                                                                                    540
Doubtful debt  adjustment                                                       142.5

The following information is also available:
i. The value of inventory as at 31st December 2017 was £31,500
ii. Fittings are to be depreciated at 12% on reducing balance basis and buildings have a 40-year life
and depreciated at cost.
iii. Of the rates payments, £540 is for the next accounting period
iv. Amber has just been notified that a debt of £850 is irrecoverable. As the economy is in recession
it is expected that debtors may struggle to pay so an additional allowance of 5% is required
against the remaining receivables.
v. Amber has just taken £450 from the bank for her personal use.
Required:
d) Complete the Journal entries required to reflect the above additional information
e) Draw up an updated Trial balance
f) Complete the financial statements: Statement of Profit or Loss and Statement of Financial
position, for Amber for the year ending 31st December 2017.



D)
II)depreciating fittings at 12%
10950-3750=7200 is the value of fittings before we depreciate
(7200-0)x0.12=864 that means 7200-864=6,336
                                                                                              Debit                                                                           Credit

Depreciation acc”fittings”                                                      864
Accumulated depreciation Fittings                                                                                                                                864
Depreciating buildings acc:
We must find out the percentage of depreciation.Thinking that it will fully depreciate in 40 years we can assume that 1/40=0.025,in 1 year it will depreciate with 0.25%.
(45000-0)x0.025=1125 that means the building value after depreciation is 45000-1125=43875
                                                                                       Debit                                                                                     Credit
Depreciation acc Buildings                                            1125
Accumulated depreciation Buildings                                                                                                                         1125
III) 6000-540=5460
                                                                                     Debit                                                                                    Credit

Rates account                                                                                                                                                      540
Accrual                                                     540

IV)we must substract  the irrecoverable  debt from the recivables:
15000-850=14150
We will apply the 5% to 14150=707.5
An allowance for doubtfull debt increase is required:850-707.5=142.5
                                                                            Debit                                                                                            Credit
Doubtfull debt adjustment                                     142.5
Allowance for doubtfull debt                                                                                                                                       142.5

V)                                                                                        debit                                                                             credit
Cash in hand                                                            450
Cash at bank                                                                                                                                                               450














E)
	description
	Debit
	Credit

	Fittings 
	10,950
	

	Accumulated depreciation – fittings at 01/01/2017 
	
	4,614

	Buildings 
	45,000
	

	Accumulated depreciation – buildings at 01/01/2017 
	
	10,125

	Inventory at 01/01/2017 
	22,500
	

	Trade receivables 
	15,000
	

	Allowance for doubtful debts 01/01/2017 
	1,058
	

	Cash in hand 
	525
	

	Cash at bank 
	1,400
	

	Trade payables 
	
	27,000

	Capital 
	
	28,575

	Drawings 
	7,125
	

	Purchases 
	120,000
	

	Revenue 
	
	180,000

	Wages 
	18,000
	

	Advertising 
	300
	

	Rates 
	5,460
	

	Bank charges 
	2,700
	

	Depreciation account “fitting” 
	864
	

	Depreciation account “buildings” 
	1,125
	

	Accruals
	
	540

	Doubtful debt  adjustment
	
	143



	




Amber
	

	Statement of profit or loss 
	

	for the period 1 January 2017 to 31 December 2017
	

	
	
	
	

	Sales (Less return otward)
	
	£180,000.00
	

	Less cost of Sales:
	
	
	

	             Opening inventory 
	£22,500.00
	
	

	        +   Purchases (+ carriage inwards - returns outward)
	£120,000.00
	
	

	        -    Closing inventory
	£31,500.00
	
	

	
	
	£111,000.00
	

	
	
	
	

	Gross Profit
	
	£69,000.00
	

	
	
	
	

	Add other Income
	
	£0.00
	

	Total Income
	
	£69,000.00
	

	
	
	
	

	Expenses
	
	
	

	Advertising
	£300.00
	
	

	Bank Charges
	£2,700.00
	
	

	Rates
	£5,460.00
	
	

	Depreciation Fillings
	£864.00
	
	

	Depreciation buildings
	£1,125.00
	
	

	Wages & Salaries
	£18,000.00
	
	

	Total Expenses
	
	£28,449.00
	

	
	
	
	

	
	
	
	

	Net Profit / (Loss)
	
	£40,551.00
	

		
	

	
Statement of Financial Position as at 31st December 2017

	
	

	
	£

	Assets
	

	
	

	Land and buildings
	34,875

	Fixtures and fittings
	6,366

	
	

	Current assets:
	

	Inventories
	31,500

	Trade and other receivables
	15,000

	Bank
	1,400

	Cash and cash equivalents
	525

	Total assets
	89,666

	
	

	Capital & Liabilities 
	

	Capital
	28,575

	Profit for the period
	40,551

	Drawings
	(7,125)

	
	62,001

	Non-current liabilities:
	

	
	

	Current liabilities:
	

	Accruals
	540

	Trade payables
	27,000

	Total capital and liabilities
	89,541



	
	
	



4. Using profitability and liquidity ratios, analysis the financial statements you’ve prepared in Questions
1 and 3. After analysis, you should interpret, compare results and identify the better of the two
businesses in question 1 and 3.
 I have perceived mainly three elements  of financial statements I could use to analyze the business:the balance sheet,the cash flow statement and the income statements.The analysis is made by using financial ratios that offer a clear perspective about the financial situation of our organizations.The financial ratios are basically tools made to look at the performance and the problems of the organization and help improve them.
1.Current ratio.
The current ratio shows the level of liquidity:the difficulty in transforming assets into pecuniary elements.The rise in ratio is directly proportional to the level of liquidity in assets and rises with the rise of the ratio.
The Formula used to calculate is :”current ratio level=current assets/current liabilities.

For example number 1 Danny ltd
Current ratio level=78,840/19,040=4.41which is a pretty bad ratio,for a good ratio it shoulde’t go under the value of 2,1 and if it is lower than 1,1 it means that the short therm debts cannot be covered by the current assets and we need to improve that value by aquiering more assets.the tighter the ratio is the more you are able to perform good liquidity  level in a company.Our company example number 1 is performing verry poor in this aspect.
For example 3(Amber)
Current ratio=48,425/27540=1.75 wich is a far better ratio to have.This shows that company example number 3 has a verry high liquidity level and can transform assets into cash easily,the level is verry close to 1:1 which would interpret  the perfect ratio.
Comparation:Looking at the result of the current ratio level we can tell by far that example number 3 is superior to example number 1 in terms of liquidity level.Company number 3 would have a higher chance to adapt in case of the unpredictable and is more likely to survive in a harsh economical situation.
Nevertheless we must acknowledge that company number 1 is in high need of improving it’s  current ratio level by rising the number of assets reported to the number of liability if it wants to be suitainable on the long term.
2.Net margin 
Net margin represents the relationship between  net income and sales revenue  and shows the total amount of money you keep  after taking into consideration every  expense.
Net margin is calculated: Net income/sales revenue
For Example 1 we will have :12,000/60,000=0.2 or 20% so this means that for every £  the company Danny LTD earns 20 pence  wich is not verry bad but it can be improved.
For example 2 we will have :40,551/180,000=0.225 or 22,5% which shows that Amber makes 22,5 pence for every pound.
We can definitely tell that Amber is doing far better on this aspect as well and is making more money.
In conclusion I think that is verry important to understand accounting because it explains the financial situations of the organizations and also shows ways of improving and adapting to achive the goal of profit.
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