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Introduction
The primary motive of accounting is to help the accountant and managers in tracking different transactions, which are in financial terms. Accounting follows several rules and regulations, which ensure right understanding of the financial situation of a company or firm during a particular time span. At the same time, accounting helps the organizations in comparing their financial position with the financial positions of the other market players. In this study, the application of different accounting tools and rules is shown in detail. The study has emphasized on the preparation of ledger accounts, trial balance along with financial statements. At the same time, the study has also shown ratio analysis and calculation of depreciation. 

Question 1

1.1 Ledger accounts preparation

Ledger accounts are prepared mainly for classifying each transaction or items in the journal and at the same time, it also helps in tracking the financial condition of the business during a particular time. Ledger accounts are prepared following the double-accounting rules of accountancy. Here, considering the particular case scenario of Dale, the ledger accounts are prepared and before preparing the ledger accounts, the journal entries are shown as the workings for the ledger accounts. The journal entries and ledger accounts are shown below:
Journal entries
	Particulars
	Debit £
	Credit £

	Dodd A/c ….. Dr.
	30000
	

	To, Cash A/c
	
	30000

	(Being the goods purchased on credit)
	
	

	Cash A/c ……… Dr.
	20000
	

	To, Sales A/c
	
	20000

	(Being the cash sales made)
	
	

	Purchase A/c ….. Dr.
	15000
	

	To, Cash A/c
	
	15000

	(Being the cash purchase made)
	
	

	Fish A/c ………. Dr.
	50000
	

	To, Sales A/c
	
	50000

	(Being the goods sold on credit to Fish)
	
	

	Dodd A/c ……… Dr.
	29000
	

	To, Bank A/c
	
	29000

	(Being the cheque sent to Dodd)
	
	

	Bank A/c ………. Dr.
	45000
	

	To, Fish A/c
	
	45000

	(Being the cheque received from Fish)
	
	

	Cash A/c ……….. Dr.
	7000
	

	To, Fish A/c
	
	7000

	(Being the cash received from Fish)
	
	

	Office expenses A/c …….. Dr.
	9000
	

	To, Cash A/c
	
	9000

	(Being the office expenses paid on cash)
	
	

	Van A/c ……… Dr.
	12000
	

	To, Bank A/c
	
	12000

	(Being the delivery van purchased by cheque)
	
	

	Cash A/c ………… Dr.
	3000
	

	To, Bank A/c
	
	3000

	(Being the cash transferred to bank)
	
	


Ledger accounts

	Bank A/c

	Date
	Particulars
	Amount £ Dr.
	Date
	Particulars
	Amount £ Cr.

	01-01-2019
	To, Balance b/d
	5000
	31-12-2019
	By, Dodd A/c
	29000

	31-12-2019
	To, Fish A/c
	45000
	31-12-2019
	By, Van A/c
	12000

	 
	 
	 
	31-12-2019
	By, Cash A/c
	3000

	 
	 
	 
	 
	
	 

	 
	 
	 
	 
	 
	 

	 
	 
	 
	31-12-2019
	By, Balance c/d
	6000

	 
	 
	50000
	 
	 
	50000

	01-01-2020
	To, Balance b/d
	6000
	 
	 
	 


	Cash A/c

	Date
	Particulars
	Amount £ Dr.
	Date
	Particulars
	Amount £ Cr.

	01-01-2019
	To, Balance b/d
	1000
	31-12-2019
	By, Dodd A/c
	30000

	31-12-2019
	To, Sales A/c
	20000
	31-12-2019
	By, Office Expenses A/c
	9000

	31-12-2019
	To, Fish A/c
	7000
	31-12-2019
	By, Dodd A/c
	15000

	31-12-2019
	To, Bank A/c
	3000
	 
	 
	 

	 
	 
	 
	 
	 
	 

	31-12-2019
	To, Balance c/d
	23000
	 
	 
	 

	 
	 
	54000
	 
	 
	54000

	 
	 
	 
	01-01-2020
	By, Balance b/d
	23000


	Purchase A/c

	Date
	Particulars
	Amount £ Dr.
	Date
	Particulars
	Amount £ Cr.

	31-12-2019
	To, Cash A/c
	15000
	 
	 
	 

	 
	 
	 
	31-12-2019
	By, Balance b/d
	15000

	 
	 
	 
	 
	 
	 

	 
	 
	15000
	 
	 
	15000

	01-01-2020
	To, Balance b/d
	15000
	 
	 
	 


	Sales A/c

	Date
	Particulars
	Amount £ Dr.
	Date
	Particulars
	Amount £ Cr.

	
	
	
	31-12-2019
	By, Cash A/c
	20000

	31-12-2019
	To, Balance c/d
	70000
	31-12-2019
	By, Fish A/c
	50000

	 
	 
	 
	 
	 
	 

	 
	 
	70000
	 
	 
	70000

	 
	 
	 
	01-01-2020
	By, Balance b/d
	70000


	Fish A/c

	Date
	Particulars
	Amount £ Dr.
	Date
	Particulars
	Amount £ Cr.

	01-01-2019
	To, Balance b/d
	6000
	 
	 
	 

	31-12-2019
	To, Sales A/c
	50000
	31-12-2019
	By, Bank A/c
	45000

	 
	 
	 
	31-12-2019
	By, Cash A/c
	7000

	 
	 
	 
	 
	 
	 

	 
	 
	 
	31-12-2019
	By, Balance b/d
	4000

	 
	 
	56000
	 
	 
	56000

	01-01-2020
	To, Balance b/d
	4000
	 
	 
	 


	Dodd A/c

	Date
	Particulars
	Amount £ Dr.
	Date
	Particulars
	Amount £ Cr.

	31-12-2019
	To, Bank A/c
	29000
	01-01-2019
	By, Balance b/d
	2000

	31-12-2019
	To, Cash A/c
	30000
	 
	 
	 

	 
	 
	 
	 
	 
	 

	 
	 
	 
	31-12-2019
	By, Balance b/d
	57000

	 
	 
	59000
	 
	 
	59000

	01-01-2020
	To, Balance b/d
	57000
	 
	 
	 


	Office expenses A/c

	Date
	Particulars
	Amount £ Dr.
	Date
	Particulars
	Amount £ Cr.

	31-12-2019
	To, Cash A/c
	9000
	 
	 
	 

	 
	 
	 
	31-12-2019
	By, Balance b/d
	9000

	 
	 
	9000
	 
	 
	9000

	01-01-2020
	To, Balance b/d
	9000
	 
	 
	 


	Van A/c

	Date
	Particulars
	Amount £ Dr.
	Date
	Particulars
	Amount £ Cr.

	31-12-2019
	To, Bank A/c
	12000
	 
	 
	 

	 
	 
	 
	31-12-2019
	By, Balance b/d
	12000

	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 

	 
	 
	12000
	 
	 
	12000

	01-01-2020
	To, Balance b/d
	12000
	 
	 
	 


Trial balance

	Trial Balance

	
	Amount £ Dr.
	Amount £ Cr.

	Capital
	 
	20000

	Bank
	6000
	 

	Cash
	 
	23000

	Sales
	 
	70000

	Purchase
	15000
	 

	Fish
	4000
	 

	Dodd
	57000
	 

	Office expenses
	9000
	 

	Van
	12000
	 

	Furniture
	10000
	 

	
	 
	 

	Total
	113000
	113000


Financial statements

	Income statement 31.12.2019

	 
	Amount £
	Amount £

	Sales
	70000
	 

	Less: Purchase
	15000
	 

	Gross profit
	 
	55000

	Less: Operating costs
	 
	 

	Office expenses
	9000
	 

	Net profit
	 
	46000


	Financial position statement

	Non-current assets
	Amount £
	Amount £

	
	
	

	Van
	12000
	 

	Furniture
	10000
	 

	 
	 
	22000

	Current assets:
	 
	 

	Debtors
	4000
	 

	Cash in hand
	23000
	 

	Cash at bank
	6000
	 

	 
	 
	33000

	Suspense account
	 
	22000

	Total assets
	 
	77000

	 
	 
	 

	Non-current liabilities
	 
	Nil

	 
	 
	 

	Current liabilities:
	 
	 

	Creditors
	 
	57000

	 
	 
	 

	Capital
	 
	20000

	Total capital and liabilities
	 
	77000


1.2 Explanation of the reasons for which increase in profit does not mean increase in cash

In accounting, cash and profit are not same; rather, those are considered to be completely different from each other. Cash is the fund available to the company for operating its regular business activities; on the other hand, profit is the amount that is distributed to the owners after meeting the expenses and the obligations of the company (Bian et al., 2018). Cash is not available in the hands of the owners or it is not distributable to the owners; on the other hand, profit is not used for running the business. Profit of the business is determined after keeping the cash aside for operating regular business activities. Cash available to the company indicates the liquidity level of the business (Nguyen and Nguyen, 2020); however, profit does not indicate the same; rather profit indicate the capacity of the company to generate income to the owners. Therefore, from this discussion, it can be understood that profit and cash are completely separate and they are also treated separately in the accounts of the company.
Financial statement analysis

Financial statements of a company show the financial position of the business in a particular financial year. There are different methods that can be used for analyzing the financial statements of a company. However, for analyzing the financial statements of Dale, here, the financial ratio analysis method has been selected. The financial ratios of the company are shown in the following table:
	Profitability ratios:
	2020
	2019

	Gross profit ratio
	35.04%
	24.50%

	Net profit ratio
	13.38%
	8.53%

	Return on assets
	45.45%
	23.30%

	Return on equity
	38.08%
	21.74%

	 
	 
	 

	Liquidity ratios:
	2020
	2019

	Current ratio
	1.62
	1.23

	Quick ratio
	1.25
	0.97

	 
	 
	 

	Efficiency ratios:
	2020
	2019

	Inventory turnover ratio
	8.49
	9.61

	Debtors turnover ratio
	5.62
	3.32

	Creditors turnover ratio
	4.20
	3.04


The above table is showing an improved profitability, liquidity and efficiency position of Dale during the year 2020. The table is showing a clear improvement in the financial performance of the company in 2020 from 2019. With respect to the profitability scenario, it can be stated that the income generating capacity of the company has improved in 2020, which is very important for the growth and development of the business. Improvement in the profitability ratios helps in attracting new investment in the business. Increased profitability enhanced the income of the equity shareholders of Dale, which is one of the major motivation for the shareholders for investing further in this company. Enhancement of profit level means the contribution of the company in the overall economy has enhanced, which has strengthened its position in the market (Robinson, 2020). In the other words, it can be stated that enhancement in the profitability position helped the company enhancing its competitive position in the market. If the financial statements of the company are considered, it can be noticed that the profitability has improved because the cost level of the business especially the direct cost level of the business has drastically fallen down in 2020 from 2019 (Husain and Sunardi, 2020). At the same time, it is also mentionable though the revenue in 2020 has also fallen down, the proportion of decrease in revenue was lower than the proportion of decrease in cost of sales or direct costs of the business.
With respect to the liquidity ratios of the company, it can be stated that the liquidity has improved from 2019 to 2020. The improvement in the liquidity can be noticed both in the current ratio as well as in the quick ratio of the company for the years 2019 and 2020. The improvement in the liquidity ratio means the short-term solvency of the business has improved, which is important for the survival of the company (Rahmawati, 2020). Enhancement in the liquidity will help the company satisfying its stakeholders especially its equity shareholders (Agustina and Suprayitno, 2020). The company will be able to grab the attention of the new investors by representing its short-term position in the market. 

On the other hand, if the focus is made on the efficiency ratios, it can be observed that efficiency ratios have mostly increased from 2019 to 2020. Enhancement in efficiency ratios denotes that the efficiency of the company in terms of revenue and income management as well as cash management has enhanced (Rahmawati, 2020). If the efficiency ratios of the company are considered, it can be observed that the inventory turnover ratio has declined by a little percentage, which means the company needs improvements in managing its inventory to manage its revenue in a better way. However, the company has managed its cash level properly by enhancing debtor and creditor turnover.
Therefore, from the overall perspective, it can be stated that the financial performance of the company has improved in 2020.

Analysis

4.a Total expenses calculation

Managing the expenses properly is very important for managing the income level of the business. There are different types of expenses that the companies need to manage while managing the overall operations of the business (Duerfeldt, 2020). Considering the particular case scenario of Liz and Kate, it can be stated that between 1st January 2017 and 30th June 2017, they have incurred total expenses of £550. In this context, it must be mentioned that the amount of expenses that the company has incurred for the 6 months in 2018 in advance, will be counted as prepaid expenses and will be treated as the current assets of the company in the balance sheet statement of 2017. Considering this situation, the total expenses incurred by Liz and Kate can be considered or calculated as following:
= £550+ (£1100 * 5.5 months / 12 months)

= £1054.17
4.b Accounting treatment for prepayments

According to the accounting rules, prepaid expenses or prepayments are required to be considered as the current assets of the company (Ulfah et al., 2020). As the company makes the payments or incurs the expenses in advance, it is not considered or included in the income or profit and loss statement of the current year. In the case of Liz and Kate, the amount that they have spent for making the payment in advance is as follows:

£1100 * (6 months / 12 months)

= £550
Therefore, the amount of £550 will be considered as the current asset of the business and will be included under the current assets of the business in the balance sheet statement of 2017 and this will not be included in the income statement of Liz and Kate for the year 2017.

4.c Preparation of the depreciation schedule

Calculation of depreciation of the non-current assets especially the Property, Plants and Equipment or PPE is important for determining the true or actual value of them. For calculating the depreciation, there are different methods available like straight line method, diminishing balance method and others (Hajiyev, 2021). Under different methods, the value of depreciation is different and so the end value of the asset is also different. Here, in the context of the business of Liz and Kate, the diminishing or reducing balance method has been applied for determining the value of depreciation in each year starting from 2018 to 2021. The calculation is shown below:
Cost of the machine as on 1st October 2017 is £25000 and the rate of depreciation is 20%.

Depreciation schedule:

	Particulars
	Calculations
	Results /  value

	The amount / value of depreciation on 30th September 2018
	£25000 * 20%
	£5000

	The net value of the machine on 1st October 2018
	(£25000 - £5000)
	£20000

	The value or amount of depreciation on the machine as on 30th September 2019
	£20000* 20%
	£4000

	The value of the machine on 1st October 2019
	(£20000 - £4000)
	£16000

	The value or amount of depreciation on the machine as on 30th September 2020
	(£16000* 20%)
	£3200

	The value of the machine on  1st October 2020
	(£16000 - £3200)
	£12800

	The value or amount of depreciation on the machine as on 30th September 2021
	(£12800* 20%)
	£2560

	The value of the machine on  1st October 2021
	(£12800 - £2560)
	£10240


Conclusion

The findings in this study have indicated that there are specific formats based on which the financial transactions are recorded, classified and presented under the accounting framework. The study has clearly shown the development or preparation of journal, ledger and trial balance along with the income statement and balance sheet. The study has explained that cash and profit in the business are not same and due to that enhancement of cash does not mean enhancement of profit and vice-versa. At the same time, the study has shown the application of financial ratio analysis technique. With the help of financial ratios the financial performance of the company can be analyzed from different perspectives like profitability, liquidity and efficiency. On the other hand, the study has indicated the fact that prepaid expenses of any business is considered as the current asset of that business and it is also determined that depreciation on fixed or non-current assets can be determined based on different methods. 
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