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Refer to the statement of financial position of Brie Manufacturing shown earlier in
Example 2.4 (page 49). What would be the effect of revaluing the property to a figure of
£110,000 in the statement of financial position? Show the revised statement.

The effect on the statement of financial position would be to increase the figure for property
to £110,000 and the gain on revaluation (that is, £110,000 — £45,000 = £65,000) would
be added to equity, as it is the owner(s) who will have benefited from the gain. The revised
statement of financial position would therefore be as follows:

Brie Manufacturing
Statement of financial position as at 31 March 2018
2000
ASSETS
Non-current assets
Property 110
Plant and equipment 30
Motor vans 19
9
Current assets
Inventories 23
Trade receivables 18
Cash at bank 12
53
Total assets 212
EQUITY AND LIABILITIES i
Equity (60 + 65) 125
Non-current liabilities
Long-term borrowings 50
Current liabilities
Trade payables 37

Total equity and liabilities 212
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Jerry and Company is a new business that was created by depositing £20,000 in a bank
account on 1 March. This amount was raised partly from the owner (£6,000) and partly
from borrowing (£14,000). Raising funds in this way will give rise to a claim on the busi-
ness by both the owner (equity) and the lender (liability). If a statement of financial position
of Jerry and Company is prepared following these transactions, it will appear as follows:

Jerry and Company
Statement of financial position as at 1 March

=z

ASSETS

Cash at bank 20,000
Total assets 20,000
EQUITY AND LIABILITIES

Equity 6,000
Liabilities — borrowing 14,000
Total equity and liabilities 20,000

We can see from the statement of financial position that the total claims (equity and
liabilities) are the same as the total assets. Thus:

Assets = Equity + Liabilities
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This equation — which we shall refer to as the accounting equation — will always hold
true. Whatever changes may occur to the assets of the business or the claims against
it, there will be compensating changes elsewhere that will ensure that the statement
of financial position always ‘balances’. By way of illustration, consider the following
transactions for Jerry and Company:

2 March Bought a motor van for £5,000, paying by cheque.

3 March Bought inventories (that is, goods to be sold) on one month’s credit
for £3,000. (This means that the inventories were bought on 3 March,
but payment will not be due to be made to the supplier until 3 April.)

4 March Repaid £2,000 of the amount borrowed, to the lender, by cheque.

6 March Owner introduced another £4,000 into the business bank account.

A statement of financial position may be drawn up after each day in which transactions
have taken place. In this way, we can see the effect of each transaction on the assets
and claims of the business. The statement of financial position as at 2 March will be:
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Jerry and Company
Statement of financial position as at 2 March

A

ASSETS

Cash at bank (20,000 — 5,000) 15,000
Motor van 5,000
Total assets 20,000
EQUITY AND LIABILITIES

Equity 6,000
Liabilities — borrowing 14,000
Total equity and liabilities 20,000

As we can see, the effect of buying the motor van is to decrease the balance at the
bank by £5,000 and to introduce a new asset — a motor van - to the statement of finan-
cial position. The total assets remain unchanged. It is only the ‘mix’ of assets that has
changed. The claims against the business remain the same because there has been
no change in the way in which the business has been funded.

The statement of financial position as at 3 March, following the purchase of inven-
tories, will be:




image11.png
Jerry and Company
Statement of financial position as at 3 March

ASSETS
Cash at bank
Motor van
Inventories
Total assets

15,000
5,000
3,000

23,000
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£
EQUITY AND LIABILITIES

Equity 6,000
Liabilities — borrowing 14,000
Liabilities — trade payable 3,000
Total equity and liabilities 23,000

The effect of buying inventories has been to introduce another new asset (inventories)
to the statement of financial position. Furthermore, the fact that the goods have not
yet been paid for means that the claims against the business will be increased by the
£3,000 owed to the supplier, who is referred to as a trade payable (or trade creditor)
on the statement of financial position.
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Activity 2.6

Try drawing up a statement of financial position for Jerry and Company as at 4 March.

The statement of financial position as at 4 March, following the repayment of part of the
borrowing, wil be:

Jerry and Company
Statement of financial position as at 4 March

£

ASSETS

Cash at bank (15,000 — 2,000) 13,000
Motor van 5,000
Inventories 3,000
Total assets 21,000
EQUITY AND LIABILITIES

Equity 6,000
Liabilities — borrowing (14,000 — 2,000) 12,000
Liabilities - trade payable 3,000
Total equity and liabilities 21.000

The repayment of £2,000 of the borrowing will result in a decrease in the balance at
the bank of £2,000 and a decrease in the lender’s claim against the business by the
‘same amount.




image14.tmp
Activity 2.7

Try drawing up a statement of financial position as at 6 March for Jerry and Company.

The statement of financial position as at 6 March, following the introduction of more funds,
will be:

Jerry and Company.
Statement of financial position as at 6 March

£
ASSETS
Cash at bank (13,000 + 4,000) 17,000
Motor van 5,000
Inventories
Total assets

EQUITY AND LIABILITIES
Equity (6,000 + 4,000) 10,000
Liabilities ~ borrowing 12,000
Liabilities - trade payable

Total equity and liabilities

The introduction of more funds by the owner will result in an increase in the equity of £4,000
and an increase in the cash at bank by the same amount.
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Brie Manufacturing
Statement of financial position as at 31 March 2018
£000

ASSETS,

Non-current assets

Property 45

Plant and equipment 30

Motor vans 19
o

Current assets

Inventories 23

Trade receivables 18

Cash at bank 12
53

Total assets 147

EQUITY AND LIABILITIES

Equity 60

Non-current liabilities

Long-term borrowings 50

Current liabilities

Trade payables a7

Total equity and liabilities 147

The non-current assets have a total of £94,000, which together with the current assets
total of £563,000 gives a total of £147,000 for assets. Similarly, the equity totals £60,000,
which together with the £50,000 for non-current liabilities and £37,000 for current liab
ties gives a total for equity and liabilities of £147,000.
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Example 2.4
Brie Manufacturing

Statement of financial position as at 31 March 2018

ASSETS
Non-current assets
Property

Plant and equipment
Motor vans

Current assets.
Inventories
Trade receivables
Gash at bank

Total assets
LIABILITIES
Non-current liabilities
Long-term borrowings
Gurrent liabilities
Trade payables

Total liabilities

Net assets

EQUITY

£000

lelz
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The following information relates to Simonson Engineering as at 30 September 2018:

e
Plant and equipment 25,000
Trade payables 18,000
Short-term borrowings 26,000
Inventories 45,000
Property 72,000
Long-term borrowings 51,000
Trade receivables 48,000
Equity at 1 October 2017 117,500
Cash in hand 1,500
Motor vehicles 15,000
Fixtures and fittings 9,000
Profit for the year to 30 September 2018 18,000
Drawings (owner's withdrawal of equity) for the

year to 30 September 2018 15,000

Required:

() Prepare a statement of financial position for the business as at 30 September 2018 using
the standard layout illustrated in Example 2.3,

(b) Comment on the financial position of the business based on the statement prepared i (a).

() Show the effect on the statement of financial position shown in (@) of a decision to revalue
the property to £115,000 and to recognise that the net realisable value of inventories at
the year end is £38,000.

The solution to this question can be found at the back on the book on pages 517-518.
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2.1 Simonson Engineering

(a) The statement of financial position should be set out as follows:

Simonson Engineering
Statement of financial position as at 30 September 2018

ASSETS

Non-current assets

Property, plant and equipment
Property

Plant and machinery

Fixtures and fittings

Motor vehicles

Current assets
Inventories

Trade receivables
Cash in hand

Total assets
EQUITY AND LIABILITIES
Equity

Closing balance® 120,500
Non-current liabilities.

Long-term borrowings 51,000
Current liabilities
Trade payables
Short-term borrowings

Total equity and liabilities
“The equity is calculated as follows:
Opening balance

Profit

Drawings (15.000)
Closing balance 120,500
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(b) The statement of financial position shows:
u the biggest investment in assets is property, followed by trade receivables and
inventories. These, combined, account for more than 76 per cent of the value of
assets held;
u the investment in current assets accounts for 44 per cent of the total investment
in assets;
 the total long-term finance is divided 70 per cent equity and 30 per cent long-term
borrowings. There is, therefore, not excessive reliance on long-term borrowings;
m the current assets (which are cash or near cash) cover the current liabilties (which
are maturing obligations) by a ratio of more than 2:1.
(©) The revised statement of position will be as follows:

Simonson Engineering
Statement of financial position as at 30 September 2018

e

ASSETS
Non-current assets
Property, plant and equipment
Property 115,000
Plant and machinery 25,000
Motor vehicles 15,000
Fixtures and fittings 9,000

64,000
Current assets
Inventories 38,000
Trade receivables 48,000
Cash in hand 1,500

87,500

Total assets 251,500
EQUITY AND LIABILITIES
Equity
Closing balance 156,500
Non-current liabilities
Long-term borrowings 51,000
Current liabilities
Trade payables 18,000
Short-term borrowings 26,000

Total equity and liabilities 251,500





