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Introduction
Accounting is the measurement of financial and non-financial transactions and the classification, recording of those entities of the businesses. Since accounting records the transactions properly, it lists the accounts with details so that the users might get the required information to aid in decision-making purposes. The investors gain the understanding of the entity by the accounting data, i.e., information which is processed to the accounting software. Because of the immense necessity of the accounting information by the users, accounting has been categorized based on the necessity of the information, accounting has to be divided into financial accounting, cost accounting and management accounting which serves the purpose of the cost accountant, the purpose of the financial users and the purpose of the managers for their decision making purpose for the organization respectively. The organizations' record and process the information in the record, the information first is journalized, then posted into the ledger and from the ledger, the trial balance is prepared and in the end, the financial statement is prepared to gain the information of the financial position of the organization. The financial information has also multiple stages such as income statement, statement of cash flows, statement of owner’s equity and statement of financial position. So, accounting has made the procedures for the users to aid in decision making with the help of the provided mechanisms.









[bookmark: _Toc28562620]Task 1.0: Maxim trading- Preparation of ledger, account balances and statement of profit and loss account and statement of financial position and their analysis and interpretation
Preparing the ledger is the first step to record the account balances and to prepare trial balances so that it can help in preparing the statement of financial performance and financial position. So, the ledger accounts are presented below:
[image: ]
Figure 1.0: Cash balance 
[image: ]
Figure 2.0: Balance of loan payable 
[image: ]
Figure 3.0: Balance of owner’s equity
[image: ]
Figure 4.0: Balance in a motor van
[image: ]
Figure 5.0: Purchase balance 
[image: ]
Figure 6.0: Sales revenue balance 
[image: ]
Figure 7.0: Balance in drawings 
[image: ]
Figure 8.0: Rent expense 
Here, the balances are prepared from the journal and shown in the ledger which is showing the introductory assessment of Maxim trading (Bevis, 2013). They have a large amount of cash compared to other accounts of £240. If their cash increases in this rate, they should be utilizing these resources to increase the organization’s wealth so that the owners and employees both can be satisfied and their interest is well-served. Now the trial balance is prepared to show the list of accounts balances at a glance:
[image: ]
Figure 9.0: Trial balance 
In this case, the list of account balances is shown from the prepared ledger accounts. The balance in the sales revenue account is £350 which is comparatively good because of the commencement of Maxim trading. By taking cash in the commencement of the organization, they have purchased a motor van of £150 to deliver their products (Bonaparte et al., 2015). But the managers could decide on the sale or lease of the motor van by the comparative assessment of these two scenarios. From the ledge and trail balance, the understanding of the accounts and their amount is completed. Now, the statement of profit and loss account and statement of financial position will provide us an understanding of the financial strength and weakness of the organization (Brewer, 2013).
[image: ]
Figure 10.0: Statement of profit or loss account 
[image: ]
Figure 11.0: Statement of financial position
From the statement of profit or loss, it can be seen that Maxim trading has earned £200 covering all their costs and from the statement of financial position, Maxim trading has invested in assets £490. But they have achieved a 40% return on assets. In spite of their commencement, this is a big achievement (Brief and Peasnell, 2013). So, the managers should try to uplift this figure and continue to grow their wealth for their investors.





[bookmark: _Toc28562621]Task 2.0: Pendo Inc.- Preparation of ledger, account balances and statement of profit and loss account and statement of financial position and their analysis and interpretation
All the companies including financial and non-financial record their transactions in the fixed register to prepared ledger because the managers know that the recording of the transactions can aid in preparing and showing profit or loss of the company. Now the ledger is prepared to show the balances of this company:
[image: ]
Figure 12.0: Cash Account 
[image: ]
Figure 13.0: Loan payable balance 
[image: ]
Figure 14.0: Balance on owner’s equity
[image: ]
Figure 15.0: Balance of Fixed asset
[image: ]
Figure 16.0: Balance of purchase 
[image: ]
Figure 17.0: Sales balance 
[image: ]
Figure 18.0: Drawings accounts 
[image: ]
Figure 19.0: Store expenses balance 
[image: ]
Figure 20.0: Balance in motor van expenses
In the above, the accounts balances are prepared from the transaction of Pendo Inc. From the accounts, the cash balance of Pendo trading is £4025 from the first month of trading after covering the expenses and collecting from receivables which are strong compared to this industry. The company has started its business taking £5000 from the investors and they have made good use of the owner’s equity in this business. Now, from the accounts balance, trial balance can be prepared.
[image: ]
Figure 21.0: The balance of all accounts 
From the trial balance, it is sure that the transactions are followed by the dual entry system of accounting since the debit side and credit side has been equal. At the expense, they have spent £2500 approximately which is not good at all (Brooks and Mukherjee, 2013). But the real scenario will be shown in the profit or loss statement whether the company can be profitable.
[image: ]
Figure 22.0: The profit or loss account of Pendo Inc.
The company has £300 gross profit and £350 operating expenses which result in a loss of £50. It means that the company has expended higher in the operating expenses than it earns from their activities which makes the firm vulnerable. Since the company has not been profitable, the investors who have invested their money into Pendo will be disappointed and from the lack of interest (Center et al., 2016), they will take back their money and invest somewhere else if the managers fail to take appropriate steps.

[image: ]
Figure 23.0: Statement of financial position 
The situation, in this case, is demeaning since the resulting loss decreases the owner’s equity which means the wealth has decreased by the loss. The managers of the company should focus on reducing their operating expenses and invest in the new profitable project. The power of managers to forecast can provide success to the company and helps to regain the confidence of the shareholders (Colgan et al., 2014). The company has earned a 1% loss in equity which is not much but the signal to be cautious. So the managers should cut the cost which is not valuable and control the cost which is becoming high and find alternative ways to achieve the resources and to utilize those resources to succeed in the industry.



[bookmark: _Toc28562622]Task 3.0: Mafuta Inc.- Preparation of ledger, account balances and statement of profit and loss account and statement of financial position and their analysis and interpretation
Ledger is called the fixed register for the company which stores all the financial transactions for the company. It can be divided into the permanent ledger and temporary ledger. The permanent ledger includes all the main items of the accounting equation and a temporary ledger includes income and expenses. here, the traditional method will be followed to prepare ledger.
[image: ]
Figure 24.0: Cash in hand 
[image: ]
Figure 25.0: Inventory
[image: ]
Figure 26.0: Furniture and fittings 
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Figure 27.0: Trade Receivables-Smith
[image: ]
Figure 28.0: Balance in trade receivables- Harvey
[image: ]
Figure 29.0: Balance in trade receivables- Moon
[image: ]
Figure 30.0: Balance in trade payables- Rich
[image: ]
Figure 31.0: Trade payables- Max
[image: ]
Figure 32.0: Balance of owner’s equity
[image: ]
Figure 33.0: Sales revenue 
[image: ]
Figure 34.0: Balance of wage expenses 
[image: ]
Figure 35.0: Purchase 
[image: ]
Figure 36.0: Office desk
[image: ]
Figure 37.0: Office expenses
Mafuta is a retailer conducting small business which is sole trading. So, Mafuta has to maintain a register to record all the petty transactions though he doesn’t have to scrutinize all the transactions properly. In the ledger, it can be noticed that since it is a sole trading firm Mafuta has sourced the owner’s equity by himself by £1049 and purchased an office desk and many furniture and fittings to operate the business (Das and Dutta, 2014). He has prepared permanent ledger including cash, inventory, furniture, owner’s equity, and receivables and maintained a temporary ledger for purchase and office expenses. Now, the list of account balances will show the balances collected from the temporary and permanent ledger. 
[image: ]
Figure 38.0: Trial balance 
The trial balance is showing the total list of financial transactions. Mafuta maintains 11 accounts from which 7 accounts are permanent and 4 accounts are temporary which will be closed at the end of the year. From the trial balance, since Mafuta is the only owner, the preparation of income statements and financial position will be a lot easier because of the simplest trading organization and the few numbers of accounts.
[image: ]
Figure 39.0: Income statement 
The organization has sold products of £412 and the cost of sales is £367. So, the business has spent most of the sales on the cost which decreases the net profit. Since the organization has few operating expenses of £3 which maintains the net income (Du et al., 2015). So, Mafuta should effort to reduce the cost of sales and outsource the inventory at a lesser cost to increase the profit.
[image: ]
Figure 40.0: Statement of financial position
The organization has more cash although liquid asset is important for the sole trading the amount of cash is higher which states that the business has lack of project or products to invest (Edwards, 2013). So, the organization has higher trade receivables from buyers which never shows a strong position for the business since the future investment is on the hands of the receivables which decreases the value of the firm. Therefore, Mafuta should try to collect the amount due from the receivables and reduce the cost of sales which will boost the wealth of the organization. If Mafuta is unable to focus on the operation of the business alone, he should hire an accountant to account for himself which will provide him ample space to focus on the decision-making of the organization.

















[bookmark: _Toc28562623]Task 4.0: Ricardo Trading- Preparation of ledger, account balances and statement of profit and loss account and statement of financial position and their analysis and interpretation
Ricardo is also a sole trader which conducts by buying products from the retailer and sells the products to the customer. To maintain the accounts, Ricardo should also make ledger to prepare trial balance to prove the dual entry system being equal from the transaction.
[image: ]
Figure 41.0: Cash balance 
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Figure 42.0: Balance in sales revenue 
[image: ]
Figure 43.0: Receivables- Claire 
[image: ]
Figure 44.0: Purchase 
[image: ]
Figure 45.0: Receivables- Hywel
[image: ]
Figure 46.0: Receivables- Georgina
[image: ]
Figure 47.0: Payables- Andrew
[image: ]
Figure 48.0: Balance of sales return
[image: ]
Figure 49.0: Receivables- Mandy
[image: ]
Figure 50.0: Sales discount 
[image: ]
Figure 51.0: Purchase discount 
Ricardo trading has a higher amount of sales and he has also increased his sales by implementing sales discounts and sales return which indulge the organization to increase sales (Eyal et al., 2016). On the other hand, the balance from trade receivables and trade payables has been zero because Ricardo trading has collected cash from the receivables and payables and the rest has been deducted automatically by sales discount, sales return and purchase discount. It is assumed from the number of sales that the organization is large size compared to another sole trading which has a huge amount of cash from the sales.
[image: ]
Figure 52.0: Trial balance 
The list of accounts shows a total of 11 accounts from which 6 accounts are of permanent nature and the other 5 accounts are of temporary nature (Henderson et al., 2015). Because of the size of the organization, Ricardo has been successful to achieve high purchase discount which definitely will increase its net profit.









[bookmark: _Toc28562624]Task 5.0: The difference between revenue expenditure and capital expenditure 
Capital expenditure is the amount used to purchase fixed assets like furniture, motor van, even trademark, and patent. Capital expenditure is not spent regularly since the amount of capital expenditure is comparatively large incurring a large amount of cash from the organization. Revenue expenditure is the amount used to operate the business and this expense is recurring which is of a limited time period.
[bookmark: _Toc28562625]Capital expenditure vs Revenue expenditure
Timing: Capital expenditure is expended over the period for the use of the assets by depreciation, amortization over the useful life of the assets. Revenue expenditure is not expended by the useful life since this expenditure is used to control and operate the activities of the organization and the routine activities are done using revenue expenditure (Lim, 2013). Revenue expenditure is ended in the current period and a new type of cost is created in the next year whereas the capital expenditure stays in the organization for a long period of time. The company is served by the capital expenditure for the long useful life of the capital expenditure.  
Consumption: Since revenue expenditure is of short nature, it is consumed every day and it is also needed to start any activity (Louwers et al., 2015). But capital expenditure is not of a long nature which cannot be consumed regularly. It is purchased once in a lifetime and consumed once in a year and shown as depreciation in the income statement and the assets are used by the given depreciation. 
Size: To purchase capital expenditure, sometimes the company needs to collect loans and from the shareholders (Miller-Nobles et al., 2016). But the revenue expenditure is always available in the organization since the expenditure amount is small.
Capital expenditure is the amount that is recorded in the permanent register of the organization and always preserved for future use. But the revenue expenditure is recorded in the temporary ledger and is closed at the end of the year.


[bookmark: _Toc28562626]Conclusion
The organizations' record and process the information in the record, the information first is journalized, then posted into the ledger and from the ledger, the trial balance is prepared and in the end, the financial statement is prepared to gain the information of the financial position of the organization. The financial information has also multiple stages such as income statement, statement of cash flows, statement of owner’s equity and statement of financial position. So, accounting has made the procedures for the users to aid in decision making with the help of the provided mechanisms. The preparation of journal, ledger and trial balance which aids in preparing financial statements increasing shareholders’ confidence in the company.
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image3.emf
Date Account  Debit  Credit  Balance 

5-AprCash 300 300

Owner's equity


image4.emf
Date Account  Debit  Credit  Balance 

15-AprCash  150 150

Motor van
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Date Account  Debit  Credit  Balance 

7-AprCash 200 200

Purchase
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Date Account  Debit  Credit  Balance 

20-AprCash 350 350

Sales revenue 
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Date Account  Debit  Credit  Balance 

30-AprCash  60 60

Drawings 


image8.emf
Date Account  Debit  Credit  Balance 

28-AprCash  50 50

Rent expense
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SL. Accounts Ref. Debit  Credit

1Cash 240       

2Loan payable -         50         

3

Owner's equity

300       

4Purchase 200       

5Motor van 150       

6Sales revenue 350       

7Rent expense 50         

8Drawings 60         

700        700       

Maxim

Trial balance
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Sales revenue 350                

Less: Cost of sales

Beginning inventory -                

Purchases 200               

Less: Closing inventory (100)              

Cost of sales 100                

Gross profit 250                

Less: Operating expenses

Rent expenses 50                 

Total operating expense 50                  

Net profit 200                

Maxim

Income statement

For the month ended 30th April
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Assets

Cash 240

Motor van 150

Inventory 100

Total assets 490

Liabilities and equity

Liabilities

Loan payable 50                 

Total liability 50                 

Equity

Owner's equity 300               

Add: Net profit  200

Less: Drawings (60)                

Total equity

440               

Total liabilities and equity 490                

As at 30th April

Maxim

Balance sheet
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Date Account  Debit  Credit  Balance 

1-JanOwner's capital 5000 5000

2-JanMotor van 600 4400

3-JanPurchase 1300 3100

4-JanLoan payable 1000 4100

10-JanMotor van expense 200 3900

13-JanSales revenue 300 4200

20-JanSales revenue 500 4700

24-JanStorage expense 150 4550

27-JanLoan payable 350 4200

30-JanDrawings 175

4025

Cash 


image13.emf
Date Account  Debit  Credit  Balance 

4-JanCash 1000 1000

27-JanCash 350 650               

Loan payable 
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Date Account  Debit  Credit  Balance 

1-JanCash 5000 5000

Owner's equity
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Date Account  Debit  Credit  Balance 

3-JanCash  600 600

Motor van
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Date Account  Debit  Credit  Balance 

3-JanCash 1300 1300

Purchase
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Date Account  Debit  Credit  Balance 

13-JanCash 300 300

20-JanCash 500 800

Sales revenue 
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Date Account  Debit  Credit  Balance 

30-AprCash  60 60

Drawings 
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Date Account  Debit  Credit  Balance 

24-JanCash  150 150

Storage expenses 


image20.emf
Date Account  Debit  Credit  Balance 

10-JanCash  200 200

Moton van expenses 
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SL. Accounts title  Ref. Debit  Credit

1

Cash 4,025        

2

Loan payable 650            

3

Owner's capital 5,000         

4

Purchase 1,300        

5

Motor van 600           

6

Sales revenue 800            

7

Motor van expense 200           

8

Drawings 175           

9

Storage expense 150           

6,450         6,450         

Pendo

Trial balance
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Sales revenue 800

Less: Cost of sales

Beginning inventory 0

Purchases 1300

Less: Closing inventory -800

Cost of sales 500

Gross profit 300

Less: Operating expenses

Motor van expense 200

Storage expense 150

Total operating expense 350

Net profit -50

Pendo

Income statement

For the month ended in 30th April
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Assets

Cash 4025

Motor van 600

Inventory 800

Total assets 5425

Liabilities and equity

Liabilities

Loan payable 650

Total liability

650

Equity

Owner's capital 5000

Add: Net income -50

Less: Drawings -175

Total equity

4775

Total liabilities and equity 5425

Pendo

Statement of financial position

As at 30th April
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Jan-01Balance b/d 343        Jan-05Wage expense 12         

Jan-07Trade receivable- Smith 18          Jan-09Trade payable- Max 21         

Jan-11Sales revenue 64          Jan-14Wage expense 14         

Jan-21Sales revenue 110        Jan-14Purchase 75         

Jan-23Trade receivables- Harvey 25          Jan-15Trade payable- Rich 162       

Jan-28Sales revenue 84          Jan-20Office desk 32         

Jan-31Sales revenue 30          Jan-21Wage expense 17         

Jan-23Office expenses 3           

Jan-28Wage expense 15         

Jan-31Balance c/d 323       

674        674       

Feb-01Balance b/d

323       

Cash in hand


image25.emf
Jan-01Balance b/d 458       

Jan-31Balance c/d 458       

458        458       

Feb-01Balance b/d

458       

Inventory
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Jan-01Balance b/d 198        Jan-31Balance c/d 198       

198        198       

Feb-01Balance b/d

198       

Furniture and fittings


image27.emf
Jan-01Balance b/d 18          Jan-07Cash in hand 18         

Jan-31Balance c/d -        

18          18         

Feb-01Balance b/d -        

Trade receivables- Smith
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Jan-01Balance b/d 39          Jan-23Cash in hand 25         

Jan-02Sales revenue 124        Jan-31Balance c/d 138       

163        163       

Feb-01Balance b/d

138       

Trade receivables- Harvey
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Jan-01Balance b/d 26          Jan-31Balance c/d 26         

26          26         

Feb-01Balance b/d

26         

Trade receivable- Moon
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Jan-15Cash in hand 162        Jan-01Balance b/d 12         

Jan-31Balance c/d -         Jan-05Purchase 150       

162       

162       

Trade payable- Rich
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Jan-09Cash in hand 21          Jan-01Balance b/d  21         

21          21         

Feb-01Balance b/d -        

Trade payable- Max
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Jan-31Balance c/d 1,049     Jan-01Balance b/d 1,049    

1,049     1,049    

Feb-01Balance b/d

1,049    

Owner's equity- Mafuta
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Jan-31Balance c/d 412        Jan-02Trade receivable- Harvey 124       

Jan-11Cash in hand 64         

Jan-21Cash in hand 110       

Jan-28Cash in hand 84         

Jan-31Cash in hand 30         

412        412       

Feb-01Balance b/d

412       

Sales revenue
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Jan-05Cash in hand 12          Jan-31Balance c/d 58         

Jan-14Cash in hand 14         

Jan-21Cash in hand 17         

Jan-28Cash in hand 15         

58          58         

Feb-01Balance b/d

58         

Wage expense
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Jan-05Trade payables- Rich 150       

Jan-14Cash in hand 75          Jan-31Balance c/d 225       

225        225       

Feb-01Balance b/d

225       

Purchase
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Jan-20Cash in hand 32          Jan-31Balance c/d 32         

32          32         

Feb-01Balance b/d

32         

Office desk
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Jan-20Cash in hand 3            Jan-31Balance c/d 3           

3            3           

Feb-01Balance b/d

3           

Office expenses
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SL.

1               Cash in hand 323          

2               Inventory 458          

3               Furniture and fittings 198          

4               Trade receivables- Harvey 138          

5               Trade receivable- Moon 26            

6               Owner's equity- Mafuta 1,049     

7               Sales revenue 412        

8               Wage expense 58            

9               Purchase 225          

10             Office desk 32            

11             Office expenses 3              

1,461        1,461     

Mafuta

Trial balance
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Sales revenue 412        

Less: Cost of sales

Beginning inventory 458          

Purchases 225          

Wages 58            

Less: Closing inventory (374)         

Cost of sales 367        

Gross profit 45          

Less: Operating expenses

Office expenses 3              

Total operating expense 3            

Net profit

42          

Mafuta

Income statement

For the month ended 31st January
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Assets

Cash 323          

Furniture and fittings 198          

Office desk 32            

Trade receivables- Harvey 138          

Trade receivable- Moon 26            

Inventory 374          

Total assets 1,091

Liabilities and equity

Liabilities

Equity

Owner's capital 1,049       

Add: Profit for the year 42            

Total equity

1,091       

Total liabilities and equity 1,091     

Mafuta

Statement of financial position

As at 31st January
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Jun-20Sales revenue 6,000     Jun-25Trade payables- Georgina 11,160  

Jun-24Trade receivable-Claire 7,125     Jun-27Trade payables- Andrew 4,410    

Jun-25Trade receivable- Hywel 8,550    

Jun-30Balance c/d 6,105    

21,675   21,675  

Jul-01Balance b/d

6,105    

Cash
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Jul-31Balance c/d 28,050   Jun-02Trade receivable-Claire 8,500    

Jun-13Trade receivable- Hywel 8,550    

Jun-20Cash 6,000    

Jun-24Trade receivable- Mandy 5,000    

28,050   28,050  

Jul-01Balance b/d

28,050  

Sales revenue
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Jun-02Sales revenue 8,500     Jun-22Sales returns  1,000    

Jun-24Cash 7,125    

Jun-24Sales discount 375       

8,500     8,125    

Jul-01Balance b/d -        

Trade receivable- Claire
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Jun-13Trade payable- Georgina 12,000   Jun-30Balance c/d 12,000  

Jun-21Trade payable- Andrew 4,500    

16,500   12,000  

Jul-01Balance b/d

16,500  

Purchase
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Jun-14Sales revenue 8,550     Jun-24Cash 8,550    

8,550     8,550    

Jul-01Balance b/d -        

Trade receivable- Hywel
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Jun-25Cash 11,160   Jun-21Purchase 12,000  

Jun-25Purchase discount 840       

12,000   12,000  

Jul-01Balance b/d -        

Trade payable- Georgina
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Jun-27Cash 4,410     Jun-21Purchase 4,500    

Jun-27Purchase discount 90         

Jun-30Balance c/d

4,500     4,500    

Jul-01Balance b/d -        

Trade payable- Andrew
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Jun-22Trade receivable- Claire 1,000     Jun-30Balance c/d 1,000    

1,000     1,000    

Jul-01Balance b/d

1,000    

Sales return
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Jun-24Sales revenue 5,000     Jun-30Balance c/d 5,000    

5,000     5,000    

Jul-01Balance b/d

5,000    

Trade receivable- Mandy
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Jun-24Trade receivable- Claire 375        Jun-30Balance c/d 375       

375        375       

Jul-01Balance b/d

375       

Sales discount
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Jun-30Balance c/d 930        Jun-25Trade payable- Georgina 840       

Jun-27Trade payable- Andrew 90         

930        930       

Jul-01Balance b/d

930       

Purchase discount
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1

Cash 6,105    

2

Sales revenue 28,050  

3

Trade receivable- Claire -        

4

Purchase 16,500  

5

Trade receivable- Hywel -        

6

Trade payable- Georgina -        

7

Trade payable- Andrew -        

8

Sales return 1,000    

9

Trade receivable- Mandy 5,000    

10

Sales discount 375       

11

Purchase discount 930       

28,980   28,980  

Ricardo

Trial balance
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Date Account  Debit  Credit  Balance 

5-AprOwner's equity  300 300

7-AprPurchase 200 100

8-AprLoan payable 250 350

15-AprMotor van 150 200

20-AprSales revenue 350 550

28-AprRent expense 50 500

29-AprLoan payable  200 300

30-AprDrawings 60 240

Cash 
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Date Account  Debit  Credit  Balance 

29-AprCash 200 200

30-AprCash 250 (50)        

Loan payable 


