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[bookmark: _Toc88420508]Introduction
Accounting is an important part of any form of business that keeps track of all the financial transactions of a company. Managers need to create financial reports for that. Financial reports include a statement of profit or loss and a statement of financial position and others. It helps the user of the business to take all the necessary decisions they need to make. User sc can be both internal and external (Smith, 2020, pp 10). This report is objected to proved the information regarding the financial reports and its created. It will also include how the accounting users will be benefited from these so that they can take their necessary decisions.


[bookmark: _Toc88420509]Task 1
[bookmark: _Toc88420510]Problem No. 1. A
Mandy’s  General ledger (T Accounts)
for the year 1 January 2020
Bank 
Dr 												Cr
	Date
	Description
	Amount (£)
	Date
	Description
	Amount (£)

	1 January 2019
	Balance B/D
	10,000
	31 December 2019
	Diane (Creditor)
	58,000

	31 December 2019
	Capital (extra)
	10,000
	31 December 2019
	Delivery van
	24,000

	31 December 2019
	Zenith (Debtor)
	90,000
	31 December 2019
	Balance C/D
	34,000

	31 December 2019
	Cash
	6,000
	
	
	

	
	
	116,000
	
	
	116,000

	1 January 2020
	Balance B/D
	34,000
	
	
	









Cash
Dr 												Cr
	Date
	Description
	Amount (£)
	Date
	Description
	Amount (£)

	1 January 2019
	Balance B/D
	2,000
	31 December 2019
	Cash purchases
	30,000

	31 December 2019
	Rental income
	2,500
	31 December 2019
	Computers
	4,000

	31 December 2019
	Sales
	40,000
	31 December 2019
	Office expenses
	18,000

	31 December 2019
	Zenith (Debtor)
	14,000
	31 December 2019
	Bank
	6,000

	
	
	
	31 December 2019
	Balance C/D
	500

	
	
	58,500
	
	
	58,500

	1 January 2020
	Balance B/D
	500
	
	
	





Furniture
Dr 												Cr
	Date
	Description
	Amount (£)
	Date
	Description
	Amount (£)

	1 January 2019
	Balance B/D
	20,000
	31 December 2019
	Balance C/D
	20,000

	
	
	20,000
	
	
	20,000

	1 January 2020
	Balance B/D
	20,000
	
	
	


Computers
Dr 												Cr
	Date
	Description
	Amount (£)
	Date
	Description
	Amount (£)

	31 December 2019
	Cash
	4,000
	31 December 2019
	Balance C/D
	7,000

	31 December 2019
	Omar (Creditor)
	3,000
	
	
	

	
	
	7,000
	
	
	7,000

	1 January 2020
	Balance B/D
	7,000
	
	
	







Delivery van
Dr 												Cr
	Date
	Description
	Amount (£)
	Date
	Description
	Amount (£)

	31 December 2019
	Bank
	24,000
	31 December 2019
	Balance C/D
	24,000

	
	
	24,000
	
	
	24,000

	1 January 2020
	Balance B/D
	24,000
	
	
	



Purchase
Dr 												Cr
	Date
	Description
	Amount (£)
	Date
	Description
	Amount (£)

	31 December 2019
	Cash
	30,000
	31 December 2019
	Balance C/D
	30,000

	
	
	30,000
	
	
	30,000

	1 January 2020
	Balance B/D
	30,000
	
	
	








Inventory (Goods)
Dr 												Cr
	Date
	Description
	Amount (£)
	Date
	Description
	Amount (£)

	31 December 2019
	Diane (Creditor)
	60,000
	31 December 2019
	Zenith (Debtor)
	100,000

	31 December 2019
	Balance C/D
	40,000
	
	
	

	
	
	100,000
	
	
	100,000

	
	
	
	1 January 2020
	Balance B/D
	40,000



Zenith (Debtor)
Dr 												Cr
	Date
	Description
	Amount (£)
	Date
	Description
	Amount (£)

	1 January 2019
	Balance B/D
	12,000
	31 December 2019
	Bank
	90,000

	31 December 2019
	Inventory
	100,000
	31 December 2019
	Cash
	14,000

	
	
	
	31 December 2019
	Balance C/D
	8,000

	
	
	112,000
	
	
	112,000

	1 January 2020
	Balance B/D
	8,000
	
	
	



Office expenses
Dr 												Cr
	Date
	Description
	Amount (£)
	Date
	Description
	Amount (£)

	31 December 2019
	Cash
	18,000
	31 December 2019
	Balance C/D
	18,000

	
	
	18,000
	
	
	18,000

	1 January 2020
	Balance B/D
	18,000
	
	
	





Capital
Dr 												Cr
	Date
	Description
	Amount (£)
	Date
	Description
	Amount (£)

	31 December 2019
	Balance C/D
	50,000
	1 January 2019
	Balance B/D
	40,000

	
	
	
	31 December 2019
	Bank
	10,000

	
	
	50,000
	
	
	50,000

	
	
	
	1 January 2020
	Balance B/D
	50,000



Diane (Creditor)
Dr 												Cr
	Date
	Description
	Amount (£)
	Date
	Description
	Amount (£)

	31 December 2019
	Bank
	58,000
	1 January 2019
	Balance B/D
	4,000

	31 December 2019
	Balance C/D
	6,000
	31 December 2019
	Inventory
	60,000

	
	
	64,000
	
	
	64,000

	
	
	
	1 January 2020
	Balance B/D
	6,000




Omar (Creditor)
Dr 												Cr
	Date
	Description
	Amount (£)
	Date
	Description
	Amount (£)

	31 December 2019
	Balance C/D
	3,000
	31 December 2019
	Computers
	3,000

	
	
	
	
	
	

	
	
	3,000
	
	
	3,000

	
	
	
	1 January 2020
	Balance B/D
	3,000




Rental income
Dr 												Cr
	Date
	Description
	Amount (£)
	Date
	Description
	Amount (£)

	31 December 2019
	Balance C/D
	2,500
	31 December 2019
	Cash
	2,500

	
	
	2,500
	
	
	2,500

	
	
	
	1 January 2020
	Balance B/D
	2,500





Sales
Dr 												Cr
	Date
	Description
	Amount (£)
	Date
	Description
	Amount (£)

	31 December 2019
	Balance C/D
	40,000
	31 December 2019
	Cash
	40,000

	
	
	40,000
	
	
	40,000

	
	
	
	1 January 2020
	Balance B/D
	40,000



Note:
* Here, purchase and sales of “goods” is considered as “inventory”  (goods = inventory).
[bookmark: _Toc88420511]Problem No. 1. B
[bookmark: _Hlk88408216]Mandy’s Trial Balance
As of 31 December 2019
	Number
	Accounts Name
	Reference
	Debit - Dr (£)
	Credit - Cr (£)

	1
	Bank
	
	34,000
	

	2
	Cash
	
	500
	

	3
	Furniture
	
	20,000
	

	4
	Computers
	
	7000
	

	5
	Delivery van
	
	24,000
	

	6
	Purchase
	
	30,000
	

	7
	Inventory (Goods)
	
	
	40,000

	8
	Zenith (Debtor)
	
	8,000
	

	9
	Office expenses
	
	18,000
	

	10
	Capital
	
	
	50,000

	11
	Diane (Creditor)
	
	
	6,000

	12
	Omar (Creditor)
	
	
	3,000

	13
	Rental income
	
	
	2,500

	14
	Sales
	
	
	40,000

	
	Total
	
	141,500
	141,500





[bookmark: _Toc88420512]A
[bookmark: _Hlk87478899]Mandy’s Statement of Profit or Loss
For the year ending 31st December 2019
	Particulars 
	Amount (£)
	Amount (£)

	Expenses:
	
	

	Purchase
	
	30,000.00

	Public liability insurance
(550 + 595.83*)
	
	1,445.83

	Total expense
	
	31,145.83


Note:
* Public liability insurance 
= ( 1,100 / 12 ) * 6.5
= £ 595.83 
Here, 15th June 2019 to 31st December 2019 = 6.5 months.


[bookmark: _Toc88420513]B
Accrual or prepayment of public liability insurance
= 1,100 - 595.83
= £ 504.17
Accrual or prepayment of public liability insurance of £ 504.17 will be shown in the Statement of Financial Position on the asset side as it is a prepayment of insurance expenses. Accrual or prepayment are considered as an asset because these are not expenses for the period rather these are the expenses that will occur in the future (Chang, 2018). 
Mandy’s Statement of Financial Position
31st December 2019
	Particulars 
	Amount (£)
	Amount (£)

	Assets 
	
	

	Accrual or prepayment of public liability insurance
	
	504.17

	
	
	504.17





[bookmark: _Toc88420514]C
Given that,
Cost of the new delivery vehicle = £ 30,000	
Depreciation rate = 15% (per annum)
And Method of depreciation = the reducing balance method
Here, Residual value = £ 0
Depreciation schedule (for the first four years):
	
	NBV
	-
	RV
	*
	Rate
	=
	Depreciation
	Accumulated depreciation

	Year 1
	30,000
	-
	0
	*
	15%
	=
	4,500
	4,500

	Year 2
	25,500
	-
	0
	*
	15%
	=
	3,825
	8,325

	Year 3
	18,675
	-
	0
	*
	15%
	=
	2,801
	11,126

	Year 4
	15,874
	-
	0
	*
	15%
	=
	[bookmark: _Hlk88410582]2,381
	13,507


According to the reducing balance method, the expense of depreciation each year reduces than the previous year. As more year goes by, the expense for depreciation keeps going down. This is the reason why the depreciation expense went down to £ 2,381 in the fourth year even though depreciation expense was high in the previous years (Bang, 2021).


[bookmark: _Toc88420515]Task 2
[bookmark: _Toc88420516]Problem No. 1. A
Journal entries of Michael
September 2021
	Number
	Descriptions
	Reference
	Debit -Dr (£)
	Credit -Cr (£)

	II
	Depreciation expenses
                 Accumulated depreciation - Computers
[To record computers depreciation expenses]
	
	1,752
	
1,752

	II
	Depreciation expenses
                 Accumulated depreciation - Plant & Machinery
[To record plant & machinery depreciation expenses]
	
	3,000
	
3,000

	III
	Prepaid expenses – Rates
                 Rates 
[To record prepaid rates payments]
	
	650
	
650

	IV
	Bad debts 
                 Trade receivables
[To record bad debt]
	
	1,500
	
1,500

	IV
	Bad debts 
                 Allowance for doubtful account
[To record allowance for doubtful account at 5%]
	
	925
	
925

	V
	Drawings
                  Bank
[To record drawings from the bank for personal use]
	
	750

	
750


Note: * No journal entry is required for Transaction I because the beginning inventory and ending inventory balance are the same and that is £ 30,000. The ending inventory balance will go directly into the assets side of the statement of financial position but will not go to the statement of profit or loss (JARVIS and Jarvis, 2013).


[bookmark: _Toc88420517]Problem No. 1. B
Michael’s Trial Balance (Updated)
	Number
	Accounts Name
	Reference
	Debit - Dr (£)
	Credit - Cr (£)

	1
	Retained earnings as at 01/01/2019 
	
	
	10,100 


	2
	Computers 
	
	14,600 
	

	3 
	Accumulated depreciation - Computers 
	
	
	6,752

	4
	Plant & Machinery 
	
	60,000 
	

	5
	Accumulated depreciation – Plant & Machinery 
	
	
	15,000

	6
	Inventory at 01/01/2017 
	
	30,000 
	

	7
	Trade receivables 
	
	18,500
	

	8
	Cash in hand 
	
	100
	

	9
	Bank 

	
	1,750
	

	10
	Trade payables 
	
	
	36,000 

	11
	Capital 

	
	
	28,000 


	12
	Drawings
	
	10,250
	

	13
	Purchases 

	
	160,000
	

	14
	Revenue
	
	
	240,000

	15
	Wages
	
	24,000
	

	16
	Advertising 

	
	8,000
	

	17
	Rates
	
	2,950
	

	18
	Bank charges 

	
	400
	

	19
	Depreciation expenses

	
	4,752
	

	20
	Prepaid expenses – Rates

	
	650
	

	21
	Bad debts 
	
	2,425
	

	22
	Allowance for doubtful account (new)
	
	
	925

	23
	Allowance for doubtful debts 01/01/2019 
	
	
	1,600 

	
	Total
	
	338,377
	338,377





[bookmark: _Toc87482272][bookmark: _Toc88420518]Problem No. 1. C
Michael’s Statement of Profit or Loss
For the year ending 31st December 2019
	Particulars 
	Amount (£)
	Amount (£)

	Revenue
	
	

	Revenue
	
	240,000

	A
	
	240,000

	Expenses:
	
	

	Purchases
	
	160,000

	Wages
	
	24,000

	Advertising
	
	8,000

	Bank charges	
	
	400

	Rates payment 
	3,600
	

	Prepaid expenses – Rates
	(650)
	2,950

	Bad debt expenses  (1500 + 925 - 1600)
	
	825

	Depreciation expenses (1,752 + 3000)
	
	4,752

	B
	
	200,927

	Net profit ( A - B )
	
	39,073






Michael’s Statement of Financial position
31st December 2019
	Particulars 
	Amount (£)
	Amount (£)

	Assets 
	
	

	Bank
	
	1,750

	Cash on hand
	
	100

	Computers
	14,600
	

	Accumulated depreciation - Computers
	(6,752)
	7,848

	Plant & Machinery
	60,000
	

	Accumulated depreciation – Plant & Machinery
	(15,000)
	45,000

	Inventory as at 31st December
	
	30,000

	Trade receivables 

	20,000
	

	Bad debts 
	(1,500)
	

	Allowance for doubtful account
	(925)
	17,575

	Prepaid expenses – Rates
	
	650

	Total assets
	
	102,923

	Liabilities
	
	

	Trade payables
	
	36,000

	Equity
	
	

	Retained earnings as at 01/01/2019
	
	10,100

	Capital
	28,000
	

	Profit
	39,073
	

	Drawings
	(10,250)
	56,823

	Total liabilities and equity
	
	102,923





[bookmark: _Toc88420519]Problem No. 2.
Accounting is known as the information system because it provides useful information to interested users. Accounting records and keeps track of all the financial transactions that occur in a business. It does not consider any nonfinancial transactions like the birthday of the owner. As a result, the business can keep track of all the incomes (inflows) and expenses (outflows) of the business and thus can calculate the net profit of the business at the end of each year (Rosenthal, 2018). Accounting helps to create financial reports like the statement of profit or loss and statement of financial position cash flow statement and others.  There are two types of users in accounting who are keenly interested in these financial reports. These two types of users are: 
· Internal Users: Owner, CEO, Managers Deputy directors, Employees, Internal auditors 
· External Users: Investors, Governments, Banks, Insurance companies, External auditors, Fund lenders 
The internal users have full control over the business but the external users don’t have control. Excternal users are highly interest in these financial reports because these financial reports refects the companies situation. It helps the investors (external) to decide whether to invest in the business or not (Yongjun Li et al., 2021, pp. 13). Commercial bank examines the companies and they decide the loan amount. The internal user uses these financial reports to compare the real-life scenario with their expectations (goals and objectives) and take proper steps (Bovée and Thill, 2013).
For example, Apple is one of the most successful companies in the world. For Apple, the external users (investor or bank) will be highly interested regarding the financial reports as the internal users will be investing in Apple and for that, they need to know the company's performance. Internal users will be interested in financial reports because they want to analyse their strategies and find out the problems so that they can eliminate the lackings for better performance (Khan et al., 2015). The internal users will be responsible for the planning of the company and also take the necessary decisions. They will be running the Apple corporation. The external user will not have any control over Apple corporation's interest in the business and financial reports.

[bookmark: _Toc88420520]Conclusion
Accounting provides beneficial information to the users of a company. Accounting helps the manager to keep track of their business. Managers take the necessary decisions to run the business better base on the financial reports (Allan, 2010).  Accounting users take their necessary decision based on the financial reports of a company. External users take their decisions to invest in a business by having a better view of the business by analysing the financial reports of the company. This report helps to identify and keep records of the financial transactions. Ultimately it will help the users (both internal and external) to take their decisions regarding a company or a business.
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