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One of the most important and necessary process now times is an Accounting. The needs from records business transactions (the amount money- from where they come, where they go and where they have to be stored), people was in need to knows how much they owned and how much they owed, led to development of this process. ’’Accounting is an art of collecting, analyzing, recording, summarizing and posting financial transactions in significant and orderly manner to provide useful information essential to decision making.’’(Agtapar San-Juan,2007)  
It is known that our ancestors dealt accounting like in Mesopotamia about 10,000 years ago. Evidence also has been found in Egypt, China, India, Greece and Rome. In England, the oldest notes on accounting (annual descriptions of rents, fines and taxes) due to the King of England from 1130-1830, were found recorded on a ‘Pipe Rolle’. In the rest of the world, accounting appears to have developed slowly for thousands of years. (Woods, Sangster, 2012,12th edition) 
Pacioli is considered the father of accounting.’’Luca Pacioli, was a Franciscan friar born in Borgo San Sepolcro in what is now Northern Italy in 1446 or 1447. It is believed that he died in the same town on 19 June 1517. He is best remembered for his 615-page mathematical compendium, Summa de Arithmetica Geometria Proportioni et Proportionalità, published in 1494; and for his friendship with Leonardo da Vinci. Many accountants perceive his greatest contribution as being the 27-page treatise on double-entry bookkeeping and business contained within his Summa. Today, we still teach double-entry bookkeeping following the principles set down by Pacioli, and all manual and computerized accounting systems owe much of their processing logic to the principles and processes he described’’
.(Sangster, 2010, pp.423-428)
It is known that when merchants in the 15th century, in particular in Italy, Florence (was the major banking centre in the western world) expanded their business, they felt a great need to record their money transactions, taxes, obligation and e.t.In the growth of business, traders began to hire agents to run the business instead and all records were written in the book so-called ‘Ricordanze’.The entries became more and more with the growth of the business and it became difficult for the traders to keep track of the accuracy of the transactions. The decision they made was to transfer information from ‘Rocordanze’ to another book which was organized like today’s accounts, one for each person or item. From this period start the Picioli’s famous and popular in now times system-‘The double entry book-keeping system’. In this system, a book called Memorandum replaced the Recordanze. The details recorded it in were abbreviated, organized and transferred into another book called a Journal. Details from that book were then further summarized and entered into accounts maintained in a third book called a Ledger. 
This is the system that most of the accountant successfully use today.‘’The emergence of double entry bookkeeping marked the shift in bookkeeping from a mechanical task to a skilled craft, and represented the beginnings of the accounting profession.’’(The Genesis of Double Enty Bookkeeping,2016,p299-315)
[image: https://businance.com/wp-content/uploads/2019/11/double-entry.jpg] (Bussinance, 01.11.2019)


With the expansion of enterprises, the volume of work and the needs for additional audit of entries give the reasons for formation of the first accountants-then they called them ‘bookkeepers’. The first such association was established in Venice, in 1581 called ‘Collegio dei rexonati’. In 1854, the first national body of accountants was formed: The Institute of Chartered accountants of Scotland. Thereafter, other national bodies began to emerge gradually throughout the world, with the English Institute of Chartered Accountants being formed in 1880 and first US national accounting body being formed in 1887.   
Nowdays we can define the accountant as the person who correctly records, analyses, manage financial date and make decisions based on the financial statements. A very important part of accountant’s job is he to be ‘ethical’. This includes being honest, fair and openness in behaviour and attitude in all situations.
The accounting has many objectives, including letting people and organizations know:
· If they are making a profit or loss
· What their business is worth 
· What a transaction was worth to them
· How much cash they have
· How wealthy they are
· How much they are owed 
· How much they owe to someone else
· Enough information so that they can keep a financial check on the things they do
The process of recording all this financial information and transactions in accounting books is called ‘bookkeeping’. And all people as managers, owner(s), a prospective buyer(s), the bank, Tax inspectors, a prospective partner(s), investors, and creditors that use this information, in accounting we called users. Suppliers and employees are users as well and all users often referred like ‘stakeholders’. All users require different information from the accountant to know how to proceed in the future or to make important decisions.
In accounting special terms are used to describe many things. The amount of resources supplied by the owners is called capital. Capital is often called the ‘equity’ or net worth. It comprises the funds invested in the business by the owner plus any profits retained for use in the business less any share of profit paid out of the business to the owner.
 The actual recourses that are then in the business called assets. All assets are classifying in two categories- tangible and intangible assets. And the tangibles haves two category: current (cash, inventory, account receivables, pre-payments, e.t.)-can we easy move them and have useful life only for 1 year. The non-current assets are with useful life more than1 year, example for non-current assets are: buildings, land, equipment, machinery, furniture and e.t.
Liabilities include the amount owed by the business for goods and services supplied to the business and for expenses incurred by the business that have not yet been paid for. They also include funds borrowed by the business.
 When the owner has supplied all of the resources, the accounting equation can be shown as: Capital=Assets. Usually, however, people other than the owner have supplied some of the assets. Liabilities is the name given to the amount owing to these people for these assets. Liabilities include the amount owed by the business for goods and services supplied to the business and for expenses incurred by the business that have not yet been paid for. They also include funds borrowed by the business. The equity clearly look like: Assets= Capital + Liabilities. 
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When every transaction has to be correctly entries in the general ledger come one of the important step-to balance the accounts. At the end of an accounting period, typically at the end of a month or year, it is necessary to find the balance on each ledger account in order that a trial balance can be extracted as part of the accounting cycle. The process is referred to as ‘balancing off accounts’ or balancing the ledger. In bookkeeping the term balance means the net difference between the debits and credits on each account. If the debits are greater than the credits the balance will be a debit balance. If the credits are greater than the debits the balance will be a credit balance. The ledger account needs to be balanced off in four stages as follows.
1. Total both the debit and credit sides of the ledger account
2. Calculate the balance (the difference between the total debits and total credits)
3. Add a one sided entry to make the totals on both sides of the account equal. This is referred to as the balance carried down or balance c/d
4. Complete the double entry with an equal and opposite entry underneath the totals. This is referred to as the balance brought down or balance b/d

 Next important part after the balancing of all accounts is to make a trial balance. A trial balance is a bookkeeping worksheet in which the balance of all ledgers are compiled into debit and credit account column totals that are equal. A company prepares a trial balance periodically, usually at the end of every reporting period. The general purpose of producing a trial balance is to ensure the entries in a company's bookkeeping system are mathematically correct. (Investopedia,04.02.2020)


[image: trial balance]
(V. 25. From the adjusted Trial balance to the Balance Sheet)





The only reason why people make a business is to make a profit. To find out how the business is doing (have a loss or a profit) the accountant have to prepare a financial statement for a certain period or usually annual statement. The financial statement included two elements- financial position and financial performance. 
The statement of financial position often called as a ‘Balance Sheet’ represents the Assets, Liabilities and Equity of a business for a certain period of time.
The Balance Sheet is presented in two pages (or two tables), one for the Assets and the other for the Liabilities
[image: balance sheet two pages]

.(V 25. From the adjusted Trial balance to the Balance Sheet)


Financial performance is the achievement of the company's financial performance for a certain period covering the collection and allocation of finance measured by capital adequacy, liquidity, solvency, efficiency, leverage and profitability. Financial performance, the company's ability to manage and control its own resources. Cash flow, balance sheet, profit-loss, capital change can be the basis of information for corporate managers to make decisions. It is important to understand fundamental analysis and technical analysis, it is necessary to learn finance to understand the company's financial behaviour through economics, financial management and accounting.
(International Journal of Civil Engineering and Technology 9(6) · June 2018) 

The first step in determining the profit for the year involves calculating the gross profit. Gross profit is the profit a company makes after deducting the costs associated with making and selling its products, or the costs associated with providing its services. Gross profit will appear on a company's income statement and can be calculated by subtracting the cost of goods sold (COGS) from revenue (sales).Can usually find in the company’s income statement.or be represented as a separate account named like ‘trading account’. Gross profit may also be referred to as sales profit or gross income. The process for calculating is: Gross profit = Revenue - Cost of goods sold.
Mandatory part of the financial performance is to calculate the net profit. Net profit represents the money you have left over after expenses are paid. It’s also commonly referred to as net income. Net profitability is an important indicator for ecommerce and retail businesses to measure, since increases in revenue don’t always translate to increased profitability. Net profit tells you your true bottom line – how much money you’re actually left with at the end of the day. We have to use this simple formula for calculating the net profits: 
Net Profit = Total Revenue – Total Expenses
(Glew.)
It is possible at the end of the accounting period on the financial statement could be calculated that the selling of goods for less than they cost. This is called losses.
 When know how to keep the transactions in to double entry book, how to balance every account from this book, how to provide financial information from trial balance statement and how to calculate the profit or loss for the company, we are ready to make an assessment and planning for this company. It is important to assess the risks of potential low profits and possibilities for future failure.

Requirement 1


	Trial balance Sandrolia Ltd
	
	
	

	Account details
	£
	D
	C

	Account payable
	
	
	25680

	Account receivable
	
	30700
	

	Carriage inwards
	
	1840
	

	Computer equipment at cost
	
	4500
	

	Carriage outwards
	
	3280
	

	Electricity
	
	26000
	

	Loan interest
	
	300
	

	Provision for doubtful debt
	
	
	450

	Insurance
	
	2720
	

	Motor vehicle at cost
	
	53900
	

	Capital
	
	
	48000

	Opening inventory
	
	13200
	

	Accumulated depreciation-motor vehicle
	
	
	26670

	Accumulated depreciation-computer equipment
	
	
	3012

	Petty cash
	
	50
	

	Bank overdraft
	
	
	2880

	Wages
	
	67440
	

	Purchases
	
	126800
	

	Rent
	
	23760
	

	Sales
	
	
	256400

	Telephone bill
	
	
	1620

	Long-term Loan
	
	
	8000

	Accruals
	
	
	180

	Accumulated depn. expenses -motor vehicle
	
	11670
	

	Accumulated depn. expenses-computer equipment
	
	372
	

	Unpaid tax 
	
	
	1500

	Tax income
	
	1500
	

	Prepayment 
	
	640
	

	
	
	372772
	372772





	Sandrolia Ltd

	Statement of profit or loss 

	for the period 1 January 2016 to 31 December 2017

	
	
	

	Sales (Less return outward)
	
	£256,400.00

	Less cost of Sales:
	
	

	             Opening inventory 
	£13,200.00
	

	        +   Purchases (+ carriage inwards - returns outward)
	£128,640.00
	

	        -    Closing inventory
	£14,400.00
	

	
	
	£127,440.00

	
	
	

	Gross Profit
	
	£128,960.00

	
	
	

	Add other Income
	
	£0.00

	Total Income
	
	£128,960.00

	
	
	

	
	
	

	Expenses
	
	

	
	
	

	Tax income
	£1,500.00
	

	 Accumulated Depreciation motor vehicle 
	£11,670.00
	

	Electricity
	£2,480.00
	

	Insurance
	£2,720.00
	

	 loan Interest
	£300.00
	

	Carriage inwards
	£1,840.00
	

	Rent
	£23,760.00
	

	Carriage outwards
	£3,280.00
	

	Accumulated Depreciation computer equipment
	£372.00
	

	Telephone
	£1,620.00
	

	Wages & Salaries
	£67,440.00
	

	Total Expenses
	
	£116,982.00

	
	
	

	
	
	

	Net Profit / (Loss)
	
	£11,978.00




		Sandro Lia  Ltd Statement of Financial Position as at 31st December 2017

	
	

	
	£

	Assets
	

	Non-current assets
	

	Land and buildings
	0

	Plant and Machinery
	0

	Office equipments 
	1,488

	Motor vehicle
	27,230

	
	

	
	

	Current assets:
	

	Inventories
	14,400

	Trade and other receivables
	30,700

	Prepayments
	640

	Bank
	1,500

	Cash and cash equivalents
	50

	Total assets
	76,008

	
	

	Capital & Liabilities 
	

	Capital
	48,000

	Profit for the period
	11,978

	Drowings
	(2,600)

	
	33,978

	Non-current liabilities:
	

	Bank loans
	8,000

	
	

	Current liabilities:
	

	Bank loans and overdrafts
	2,880

	Accruals
	180

	Trade payables
	25,680

	Provisional debt
	450

	Total capital and liabilities
	80,546



	

	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	

	

	

	

	

	

	Requirement 2
 




	Ricardo Trial Balance 31/12/2017
	
	
	

	Details
	£
	C
	D

	Fittings
	
	7,300
	

	Depreciation fittings
	
	
	4,721

	Buildings
	
	30,000
	

	Depreciation buildings
	
	
	11,936

	Inventory
	
	15,000
	

	Trade receivable
	
	10,000
	

	Allowance doubtful doubt
	
	
	800

	Cash in hand
	
	50
	

	Cash in Bank
	
	1,250
	

	Trade payable
	
	
	18,000

	Capital
	
	
	19,050

	Drawings
	
	4,750
	

	Purchases
	
	80,000
	

	Revenue
	
	
	120,000

	Wages
	
	12,000
	

	Advertising
	
	4,000
	

	Rates
	
	1,440
	

	Bank charges
	
	200
	

	Accum. Depreciation fittings
	
	2221.6
	

	Accum.Depreciation buildings
	
	5,936
	

	Prepayments
	
	360
	 

	
	
	174507,6
	174507,6



















































	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	


	


Ricardo ledger
for the period 1 January 2016 to 31 December 2017

	
	
	

	Sales (Less return outward)
	
	£120,000.00

	Less cost of Sales:
	
	

	             Opening inventory 
	£15,000.00
	

	        +   Purchases (+ carriage inwards - returns outward)
	£80,000.00
	

	        -    Closing inventory
	£21,000.00
	

	
	
	£74,000.00

	
	
	

	Gross Profit
	
	£46,000.00

	
	
	

	Add other Income
	
	

	Total Income
	
	

	
	
	

	Expenses
	
	

	
	
	

	Advertising
	£4,000.00
	

	Bank Charges
	£200.00
	

	Accumulating Depreciation fittings
	£2,221.60
	

	Accumulating Depreciation buildings
	£5,936.00
	

	Wages
	£12,000.00
	

	Rates
	£1,440.00
	

	
	
	

	
	
	

	
	
	

	Total Expenses
	£25,797.60
	

	
	
	

	
	
	

	
	
	 

	Net Profit / (Loss)
	
	£20,202.40




	
	

	
	

	
	

	
	

	
	

	
	

	
	


	



Statement of Financial Position from Ricardo ledger 31st December 2017

	

	
	

	
	£

	Assets
	

	Non-current assets
	

	Buildings
	18,064

	Fixtures and fittings
	2578,4

	
	

	Current assets:
	

	Inventories
	20,750

	Trade and other receivables
	10,000

	Prepayments
	360

	Bank
	1,250

	Cash and cash equivalents
	50

	Total assets
	53052,4

	
	

	Capital & Liabilities 
	

	Capital
	19,050

	Profit for the period
	20202,4

	Drawings
	(5,000)

	
	34252,4

	Non-current liabilities:
	

	Bank loans
	

	Current liabilities:
	

	Bank loans and overdrafts
	800

	Trade payables
	18,000

	
	 

	Total capital and liabilities
	53052,4

	
	


[bookmark: _GoBack]As the examples show, both companies have a profit, which means that business has been doing well. The other important thing is that can be seen from their statement is that they have assets, but their costs also significant. It may turn out that they will depreciate quickyl not have the profit that was originally expected. To be a competitive it is need to have more long-term assets and more capital in the bank to cover any losses in the future.
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