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[bookmark: _Toc131681075]Introduction
This assignment will be divided in three parts in first part I will calculate depreciation, incorporate notes about Donna`s business, Prepare Income Statement and Statement of Financial position. I will shortly explain  the main principles of creating them using definitions and demonstrating my own understanding of them. In the second part of assignment, I will create and balance ledger “T” accounts continuing with a trial balance as the end of April. I will explain some fundamentals definitions as well that are a must for this exercise. And the last part but not the least is the third one in which I will write a short essay through which I will explain why businesses need to depreciate their non-current assets and describe this process. 
























[bookmark: _Toc131681076]Task 1
[bookmark: _Toc131681077]Incorporate Notes

· Straight-line Depreciation calculations:

Shop fittings at cost -- 24,400
Shop fittings – accumulated depreciation at 1 January 2021 -- 14,640
 Straight-line basis at 10% of cost for the shop fittings
 £0 value at the end of their 10-year useful life

£24,400 - £0   =  £2,440 annual depreciation
                                                 10 years


· Reducing Balance Method Depreciation calculations:

Delivery van at cost -- 71,160
Delivery van - accumulated depreciation at 1 January 2021 -- 25,040
30% on the reducing balance basis

(£71,160 – £25,040) x 0,3 = £13,836 depreciation charge


Notes
	Delivery van – accumulated depreciation at 31/12/2021
	£38,876

	Shop fittings – accumulated depreciation at 31/12/2021
	£17,080

	Inventory of stock at 31/12/2021
	£50,328

	Irrecoverable  Debt
	£1,960
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All people that start a business are guided by the wish to make profit. Income statement is an accounting tool through which they can understand how much profit their business is making or realise that their business incurs losses. With this information they can plan ahead, calculate taxes, obtain loans, and show it to interested buyers of business or future partners of business so they will understand how successful business is. I will start by calculating Gross Profit ( “the excess of sales revenue over the cost of goods sold in the period”  according to Sangster et al. (2017, pp189) ) using the formula : “ Sales – Cost of goods sold = Gross Profit” according to Sangster et al. (2017, pp190). After I will calculate Net profit- represent what is left from gross profit after I will deduct all expenses.

	Donna`s Trading and profit & loss account for the year ending 31 December 2021

	
	£
	£

	Sales revenue
	
	620,444

	Less cost of sold:
	
	

	Opening inventory at 1st of January 2021
	60,444
	

	Goods Purchased during the year
	428,330
	

	
	488,774
	

	Closing Inventory at 31st of December 2021
	50,328
	438,446

	Gross profit
	
	181,998

	
	
	

	Expenses:
	
	

	Rental & Insurance cost
	38,400
	

	Administration expenses
	5,544
	

	Salaries & Wages
	71,608
	

	Delivery Van Depreciation
	13,836
	

	Shop fittings Depreciation
	2,440
	

	Bad Debt
	1,960
	

	Sundry expenses
	4,500
	138,288

	Net profit
	
	43,710



Studying the results of Donna`s Business trading activities during 2021 year I can say that business have made £43,710 profit. Now Donna can report this numbers to her expectations maybe she wanted to make a bigger profit or maybe she will be happy with the profit that her business achieved in 2021. If she will be disappointed in low financial performance of business using the information from Statement of Profit and Los she can make a financial plan through which increase the profit of business.
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Statement of Financial Position or Balance Sheet consists of: assets, liabilities and capital in which are included a list of balances arranged by their provenience at the end of accounting year. I will start preparing Statement of Financial Position by identifying capital, liabilities and assets, after I will divide assets and liabilities by current and fixed components and at the end I will list them in the Statement of Financial Position making all capital adjustments based on information that I have.                                                                                   
	[image: Pause with solid fill]Assets
are all tangible and intangible resources/things of value that belong to business and business can control them
	Liabilities
represent an obligation that business must meet in future usually created when business and trade payables borrow resources or money

	Capital
resources or money invested by owner or owners in business
[image: Treasure chest with solid fill]

	Delivery van
	VAT due to paid
	Capital at 1st January 2021

	Shop fittings
	Trade payables
	

	Trade receivables
	
	

	Cash at bank
	
	

	Closing Inventory
	
	


( Sangster, 2017)

	Donna`s Statement of Financial Position for the year ending 31 December 2021

	
	£
	£
	£

	Non-current assets:
	
	
	

	Delivery Van
	71,160
	
	

	 Van accumulated depreciation at 31st December 2021
	(38,876)
	
	32,284

	Shop fittings
	24,400
	
	

	Fittings accumulated depreciation at 31st December 2021
	(17,080)
	
	7,320

	
	
	
	39,604

	
	
	
	

	Current assets:
	
	
	

	Cash at bank
	164
	
	

	Trade receivables
	13,720
	
	

	Closing Inventory
	50,328
	64,212
	

	
	
	
	

	Current Liabilities:
	
	
	

	Trade payables
	68,840
	
	

	VAT due to paid
	15,548
	84,388
	

	
	
	
	20,176

	Total assets less current liabilities
	
	
	19,428

	
	
	
	

	Capital:
	
	
	

	Opening capital
	
	9,986
	

	Net profit
	
	43,710
	

	
	
	53,696
	

	Less Drawings
	
	36,540
	17,156
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In this task I will balance T accounts and make the trial balance. 


	[bookmark: _Hlk131657795]Bank

	1 April     Balance b/d      10,000
	3 April     Payables      4,400

	9 April     Receivable      2,000
	7 April     Drawings     800

	15 April     Receivable      1,800
	11 April     Petrol      100

	
	18 April      Insurance      750

	
	30 April     Purchases      2,100

	
	31 April     Balance c/d    5,650

	13,800
	13,800

	1 May      Balance b/d           5,650
	



	Cash

	Date                 Transaction                Amount                      Date               Transaction            Amount

	 
	2 April      Advertising     450

	31 April      Balance c/d          450
	

	450
	450

	
	1 May    Balance b/d       450


	Advertising

	2 April        Cash              450
	

	
	31 April      Balance c/d     450

	450
	450

	1 May    Balance b/d       450
	



	Payables

	3 April     Bank       4,400
	1 April       Balance b/d                12,000

	31 April       Balance c/d       10,100
	20 April     Purchases                    2,500

	14,500
	14,500

	
	1 May       Balance b/d         10,100




	Drawings

	7 April                Bank                  800
	31 April          Balance c/d         800

	800
	800

	1 May         Balance b/d             800
	




	Receivables

	1 April       Balance  b/d            17,000
	9 April                 Bank                  2,000

	21 April       Sales                 1,900
	15 April               Bank                  1,800

	
	31 April        Balance c/d            15,100

	18,900
	18,900

	1 May            Balance b/d             15,100
	



	Petrol Expenses

	11 April           Bank                     100
	31 April                   Balance c/d             100

	100
	100

	1 May            Balance  b/d               100
	



	Insurance

	18 April              Bank                         750
	31 April                     Balance c/d           750

	750
	750

	1 May                 Balance b/d             750
	



	Purchases

	20 April             Payables           2,500
	31 April           Balance c/d                  4,600

	30 April               Bank                2,100
	

	4,600
	4,600

	1 May         Balance b/d                4,600
	



	Sales

	31 April                Balance c/d                1,900
	21 April               Receivable               1,900

	1,900
	1,900

	
	1 May           Balance b/d                  1,900




I have balanced above the T accounts that I need to create Frank`s Trial Balance. Generally they are balanced at different times during the accounting year. They may be balanced to found out what is going on in a certain account or once a year to calculate profit or at the end of an accounting period to have a better understanding of situation and summarise everything.
The procedure that I used to balance T accounts is very simple and constitute from a few steps:
· Understanding which column have a bigger amount and calculate how much need the second one till they will be equal.
· Add the amount from last step to the lower column and make them equal.
· Write down the totals.
· Write on  the opposite side the difference that I found in the first step describing it like: Balance brought down or Balance b/d.                                                          (Dyson, 2010)
Balancing different types of accounts can be difficult for example the drawings account will be balanced off to the capital one or if the account is one of: liability. Asset or capital then the balance go forward into new period.
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Trial Balance represent a worksheet in which balances of all accounts are united in debit and credit columns which at the end should be equal, because this is the rule of double entry bookkeeping. Usually at the end of every accounting term businesses are preparing trial balance to make sure that  all entries are accurate, mathematically correct and business`s bookkeeping system is working in a good condition without any mistakes. If the total of debit column is equal with the total of credit column then is considered that trial balance is balance. However this doesn`t mean that company do not have any errors in accounting system. There may appear such mistakes that trial balance will not detect for example if a transaction is classified incorrectly or if there are some mistakes in system. There are 3 major types of trial balance:
· Adjusted Trial Balance
· Unadjusted Trial Balance
· Post-closing Trial Balance
All of them have same format but different use. For example unadjusted one is used like a record for day by day transactions and can be used to balance an ledger.                                          (Kenton,2023)
	Frank`s Trial Balance at the end of April

	Account name
	Debit £
	Credit £

	Capital
	
	40,000

	Van
	25,000
	

	Cash
	
	450

	Advertising
	450
	

	Bank
	5,650
	

	Payables
	
	10,100

	Drawings
	800
	

	Receivables
	15,100
	

	Petrol Expenses
	100
	

	Insurance
	750
	

	Purchases
	4,600
	

	Sales
	
	1,900

	
	52,450
	52,450
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Depreciation is the process in which the value of fixed assets drop up in time. Some assets lose from their value every ear a certain amount while overs may lose more from their value at the start and less at the end. This is why we have two methods through which we can calculate depreciation:
· Straight-line Method through this method the asset lose an equal amount of money at each accounting term in which business benefits from the made purchase. 

[image: ]

· Reducing balance Method through this method asset is losing a certain percent of its amount at each accounting term. And is notable that calculations are made each time from depreciated amount in this way, the oldest asset become, the less money it lose but the same percent from its actual value. 

“Depreciation = carrying value x rate of depreciation
Carrying value = Cost – accumulated depreciation”                  (Teacher notes, 2023)

[image: ]

One of reasons why businesses should use depreciation is that cost of advantage that fixed asset is providing should be deducted from those accounting terms that take advantage from such of expenditure. As well in the period that business benefit from fixed assed the level of profit is as well higher and owner is able to deduce more money from business. So that can lead to situations where insufficient cash is left in account and in emergency situation for example the owner will not be able to buy a new fixed asset.                                                                                                    ( Dyson, 2020)
From my opinion depreciation is a must for every business because through it owners are aware of their assets value first of all. And knowing the life of certain asset they can plan ahead how to replace it and founds for replacing it. Planning ahead is very important for a business owner because without it business my occur big losses lost clients or reputation. 


Conclusion


All calculations that I have made in this assignment are an important part from accounting. Studying Statement of Profit or Loss I want to mention that Donna have made an profit of £43,710 and have a Bad Debt of £1,960 I would suggest to Donna to take this serious and implement some rules through which she will can assure that she`s future debtors are capable to pay back their debts, in another case the amount of bad debt can increase in future.
Statement of financial position that I have made don’t align with the formula: Assets = liabilities + Capital. I know that this mean that I have more resources then it was invested in company. I am not sure why I have obtained this results however I suppose that I missed an important part from creating SOFP.
In this assignment I tried to demonstrate all my acknowledges about double entry bookkeeping through calculations that I have made, Statement of Financial Position, Statement of profit and Loss, trial balance and explaining some important concepts from accounting from my point of view.  I would like to mention that I have used resources recommended from university and Lecturers Notes. 
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