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[bookmark: _Toc65280609]Answer to the Question no. 1
a) [bookmark: _Toc65280610]Compiling Dale’s ledger accounts
Here are all the ledger accounts of Dale for the year 31 December 2019: 
	Dr.
	Bank
	Cr.

	Description
	Amount
	Description
	Amount

	Opening Balance
	5,000
	Dodd
	29,000

	Fish
	45,000
	Delivery van
	12,000

	Cash
	3,000
	Balance C/F
	12,000

	
	53,000
	
	53,000

	Balance B/F
	12,000
	
	




	Dr.
	Cash
	Cr.

	Description
	Amount
	Description
	Amount

	Opening Balance
	1,000
	Purchase
	15000

	Sales
	20000
	Office Expense
	9,000

	Fish
	7,000
	Bank
	3,000

	
	
	Balance C/F
	1,000

	
	28,000
	
	28,000

	Balance B/F
	1,000
	
	




	Dr.
	Accounts Payable - Dodd
	Cr.

	Description
	Amount
	Description
	Amount

	
	
	Opening Balance
	2,000

	Bank
	29,000
	Purchase
	30,000

	Balance C/F
	3,000
	
	

	
	32,000
	
	32,000

	
	
	Balance B/F
	3,000



	Dr.
	Accounts Receivables - Fish
	Cr.

	Description
	Amount
	Description
	Amount

	Opening Balance
	6,000
	Bank
	45,000

	Sales
	50,000
	Cash
	7,000

	
	
	Balance C/F
	4,000

	
	56,000
	
	56,000

	Balance B/F
	4,000
	
	




	Dr.
	Furniture
	Cr.

	Description
	Amount
	Description
	Amount

	Opening Balance
	10,000
	
	

	
	
	Balance C/F
	10,000

	
	10,000
	
	10,000

	Balance B/F
	10,000
	
	




	Dr.
	Capital
	Cr.

	Description
	Amount
	Description
	Amount

	
	
	Opening Balance
	20,000

	Balance C/F
	20,000
	
	

	
	20,000
	
	20,000

	
	
	Balance B/F
	20,000




	Dr.
	Delivery van
	Cr.

	Description
	Amount
	Description
	Amount

	Opening Balance
	-
	
	

	Bank
	12,000
	Balance C/F
	12,000

	
	12,000
	
	12,000

	Balance B/F
	12,000
	
	



	Dr.
	Purchase
	Cr.

	Description
	Amount
	Description
	Amount

	Accounts Payable-Dodd
	30,000
	
	

	Cash
	15,000
	
	

	
	
	Profit/Loss Account
	45,000

	
	45,000
	
	45,000

	Balance B/F
	-
	
	




	Dr.
	Sales
	Cr.

	Description
	Amount
	Description
	Amount

	
	
	Cash
	20,000

	
	
	Fish
	50,000

	Profit/Loss Account
	70,000
	
	

	
	70,000
	
	70,000

	Balance B/F
	-
	
	




	Dr.
	Office Expense
	Cr.

	Description
	Amount
	Description
	Amount

	Cash
	9,000
	
	

	
	
	Profit/Loss Account
	9,000

	
	9,000
	
	9,000

	Balance B/F
	-
	
	





b) [bookmark: _Toc65280611]Trial Balance as at 31 December 2019
Trial balance as at 31 December 2019 for Dale is presented below:
	Trial Balance
Dale
31 December 2019

	Accounts
	Debit
	Credit

	Accounts Payable - Dodd
	
	3,000

	Accounts Receivables - Fish
	4,000
	

	Bank
	12,000
	

	Capital
	
	20,000

	Cash
	1,000
	

	Delivery van 
	12,000
	

	Furniture
	10,000
	

	Office Expense
	9,000
	

	Purchase 
	45,000
	

	Sales 
	
	70,000

	Total
	93,000
	93,000





c) [bookmark: _Toc65280612]Preparing Financial Statements
Based on the trial balance prepared in (b), here are the financial statements for Dale for year ended at 31 December 2019: 
[bookmark: _Toc65280613]Statement of Profit or Loss
	Statement of Profit or Loss
Dale
For the year ended at 31 December 2019

	Sales 
	
	    70,000 

	Less: COGS
	
	-   45,000 

	Gross Profit
	
	    25,000 

	Less: General Admin Expense
	
	

	Office Expense
	
	     9,000 

	Net Profit
	
	    16,000 



[bookmark: _Toc65280614]Statement of Financial position
	Statement of Financial position
Dale
As at 31 December 2019

	Non-Current Asset
	
	

	Furniture
	10000
	

	Delivery van 
	12000
	

	Total Non-current asset
	
	22000

	Current Asset
	
	

	Accounts Receivables - Fish
	4000
	

	Bank
	12000
	

	Cash
	1000
	

	Total Current asset
	
	17000

	Total Asset
	
	39000

	Liabilities
	
	

	Accounts Payable - Dodd
	
	3000

	Net Asset
	
	36000

	Equity
	
	

	Capital
	20,000
	

	Net Profit
	16,000
	

	Total Equity
	
	36,000





[bookmark: _Toc65280615]Answer to the Question no. 2
[bookmark: _Toc65280616]Difference between increase in profit and increase in cash
Cash and profit are two different financial matrices of a company. Their main difference is in their accounting basis. Where profit follows the accrual basis of accounting, cash follows the cash basis of accounting (Areas, 2018). In the cash basis all the transaction must be received or paid in cash but accrual basis of accounting record a transaction whenever it occurs, it doesn’t require cash transaction. So, even if profit increases in the company, cash doesn’t necessarily increase. The concept is later explained with example.
Profit is the economic gain earned by a company by means of producing a product or delivering a service and it is achieved after deducting all the necessary expenses for the product or service (Carey and Knowles, 2020). But this economic gain is not necessarily in cash. That’s why a highly profitable business could suffer from excessive cash shortage. This could be explained through an example. INTEL is a key production supplier of Microsoft. As a big company Microsoft sometimes delay the payment of Intel for their wholesale supplies. So, Intel does not receive money in cash at the time of delivery and that could be received in another accounting period. Thus in spite of selling their products successfully and receiving profit for that, their cash is not increasing for these transactions in this accounting period. 
Sometimes, companies might have positive net profit but could suffer from cash shortage because of negative cash flow. The example of Netflix is appropriate for this situation.
[image: Image result for positive cash flow but net loss]
Figure 1: Positive profit with negative cash example of Netflix (Wall Street Mojo, 2018)
In figure 1, it is shown that in 2016, Netflix earned almost £187m as net profit but on the other hand it was suffering a negative cash flow of about £1.48B. This is a huge shortage of cash. So, although their profit increased in 2016 from 2015, the level of cash decreased tremendously in that period. 
The reverse scenario can also be seen. It means sometimes companies might contain huge cash flow but their profit could be negative. Excessive cash cannot bring profit in this case. An example of this situation can be illustrated by Pearson publication.
[image: Postive cash flow vs Negative net income]
Figure 2: Positive cash with negative profit example of Pearson (Wall Street Mojo, 2018)
Figure 2 is showing that Pearson was enjoying a positive cash flow of £555.51m in 2016. But it had a negative net income or can be said net loss of £3.17B in that accounting year. So, although the company achieve a huge level of cash, its profit figure is negative.
So, from the above discussion it can be concluded that, although cash and profit both sound like similar they are actually very much different. Increase on one variable does not require increase of another one. Thus an increase in profit does not always shows that an entity is having increased cash in a certain accounting period.


[bookmark: _Toc65280617]Answer to the Question no. 3
[bookmark: _Toc65280618]Ratio calculation and performance analysis
Using the data of given financial statements, a ratio analysis schedule is given below for profitability, liquidity and efficiency ratios as well as performance of the business is also analysed- 
[bookmark: _Toc65280619]a) Profitability Ratios
	Ratios
	Results

	Gross Profit Ratio
	

	
	2020

=  
= 35.04%
	2019

=  
= 24.50%

	Gross Profit margin ratio is the determinant of gross profit earning for per unit of sales after reducing the direct expenses (Areas, 2018). Here, the gross profit ratio for 2020 was 35.04% shows that for £100 of sales the gross profit was £35.04 after deducting cost of sales. This amount was £24.50 for £100 of sales in previous year. So, the performance of the company got better.

	Net Profit Ratio
	

	
	2020

=  
= 13.38%
	2019

=  
= 8.53%

	Net profit ratio is the net earnings earned from each pound of sales after deducting all expenses related to sales (Dita and Murtaqi, 2014). The net profit ratio was 13.38% in 2020 which is an increment from 8.53% in 2019. This ratio is showing that in 2020 for each £100 of sales, the net profit was £13.38. This is definitely an indicator of good performance.

	Operating Expense Ratio
	

	
	2020

=  
= 14.74%
	2019

=  
= 11.60%

	Operating Expense Ratio is the indicator of operating expense incurred for each pound of revenue generated from sales (Eanaliza, 2018). In 2020, the ratio was 14.74% while it was 11.60% in 2019. It means in 2020, for each £100 of sales, the portion of operating expense covered was £14.74. As, the gross profit and operating profit increases it is definite that expense will also be increased. It does not show a bad performance. 

	Return on Capital Employed (ROCE)
	

	
	2020

=  
= 31.63%
	2019

=  
=  19.54%

	Return on Capital Employed is the ratio of net profit in relation to each pound of capital employed for earning that profit (Steyn, 2012). The ROCE of 31.63% in 2020 is indicating that for each £100 of capital employed the return was £31.63. This ratio was 19.54% in 2019. It is a huge increase. The more the ROCE, the better the efficiency a company shows in capital maintenance. So, the performance of the company is better in relation to ROCE.


So, all the profitability ratios are showing good performance in 2020 in relation to 2019. It means the company is a profitable one.
[bookmark: _Toc65280620]b) Liquidity Ratios
	Current Ratio
	

	
	2020

= 
= 1.62 : 1
	2019

= 
= 1.23 : 1

	Current ratio is the liquidity measurement of a company which indicates the availability of current assets for mitigating current obligation of a company for a given period (Nuryani and Sunarsi, 2020). In 2019, the ratio was 1.23:1 which shows that for mitigating the current obligation of £1, the company has £1.23 of current asset. This ratio was 1.62:1 in 2020. The ideal current ratio is 1:1. In that sense the company was performing well in both years but in 2020 the ratio further increased and indicating good liquidity position of the company.

	Quick Ratio
	

	
	2020

= 
= 
= 1.25 : 1
	2019

= 
=  
= 0.97 : 1

	
	*Liquid Assets = Cash + Trade Receivables

	Quick ratio is the indication of paying ability of current liabilities with the immediate or more liquid assets (Saleem and Rehman, 2011). In 2019, the quick ratio of the company was 0.97:1 while it was 1.25:1 in 2020. In means for each £1 of current liability, the company had £0.97 in 2019 which increased to £1.25 in 2020. So, definitely the company is performing well in this regard.


As both of the liquidity ratio is providing positive results it can be said that in relation to liquidity the performance of the company is better over the year.
[bookmark: _Toc65280621]c) Efficiency Ratios
	Inventory Turnover Ratio
	

	
	2020

= 
= 8.49 times
	2019

= 
=  9.61 times

	Inventory Turnover Ratio is the indication of the number of times a company sold its inventory and replaced it (Kieso, 2019). The determined ratios are indicating that in 2020 the company replaced its inventory 8.49 times while it did the same in 2019 by 9.61 times. The less the better in this ratio. So, their performance is getting better.

	Receivables Turnover Ratio
	

	
	2020

= 
= 5.62 times
	2019

= 
= 3.32 times

	Receivables Turnover Ratio is the measure indicating the times a company is collecting its receivables (Mashkour, 2020). In 2019, this ratio was 3.32 which shows that the company turns its receivables into cash by 3.32 times. This amount was 5.62 times in 2020. So, the performance was better in 2020.

	Payables Turnover Ratio
	

	
	2020

= 
= 4.20 times
	2019

= 
=  3.04 times

	Payables Turnover Ratio measures the efficiency how quickly a company is paying their creditors in an accounting period (Richards and Laughlin, 2018). In 2019, the company paid their payables by 3.04 times while in 2020 it slightly increased to 4.20 times. As the company is paying fast the creditors will be satisfied.

	Fixed Assets Turnover Ratio
	

	
	2020

= 
= 3.40 times
	2019

= 
= 2.73 times

	Fixed Assets Turnover Ratio is the indicator how effectively a company is using their fixed assets in generating revenues (Nikolai, 2019). This ratio was 2.73 times in 2019 and 3.40 times in 2020. It means in 2019, the company used its fixed assets 2.73 times for earning their revenues while the number was 3.40 times in 2020. This is obviously a good indicator of performance.




[bookmark: _Toc65280622]Answer to the Question no. 4
a) [bookmark: _Toc65280623]Calculating total expense to be conveyed in the Statement of Profit or Loss
Payment for public liability insurance is calculated for determining the current year charges: 
Period for Statement of Profit or Loss: From 1 January 2017 to 31 December 2017
For the payment at 1st January 2017  
Amount has been paid: £550
Payment duration: 6 Months (From 1 January 2017 to 30 June 2017)
Months applicable for current year: 6 Months (From 1 January 2017 to 30 June 2017)
Expense to be reported: £550
Justification: Payment has been made of £550 for the 6 months ended in 30 June 2017. As this payment is expired during the period ended at 31 December 2017, total payment of £550 has to be reported as the expense for the year. 

For the payment at 15 June 2017  
Amount has been paid: £1,100
Payment duration: 12 Months (From 15 June 2017 to 30 June 2018)
Months applicable for current year: 6 Months (From 1 July 2017 to 30 December 2017)
Expense to be reported: £550
Calculation:  = £550
Justification: Payment has been made of £1,100 for the 12 months ended in 30 June 2018. But among this payment only 6 months are applicable for this current period ended in 31 December 2017 as it has been paid during the middle of the year 2017 for 12 months. Therefore, amount of 6 months has to be reported as the expense for the year 2017 as only this portion is expired during the period. 
Total Expense to be reported in the Statement of Profit or Loss
	Description
	Amount

	For the payment at 1st January 2017  
	£550

	For the payment at 15th June 2017  
	£550

	Total Expense charged for the year in Statement of Profit or Loss
	£1,100



b) [bookmark: _Toc65280624]Accrual or prepayment to be disclosed in the Statement of Financial Position
Whether there is any accrual or prepayment yet to disclosed in the Statement of Financial Position, is described below: 
For the payment at 1st January 2017  
Amount has been paid: £550
Payment duration: 6 Months (From 1 January 2017 to 30 June 2017)
Status of the payment: Fully expired.
Payment remaining for the next period: No
Amount to be reported as prepayment: £0
Justification: As the payment is made for 6 months and it is expired within the period ended at 31 December 2017, no prepayment or accrual has to be reported in the Statement of Financial Position.  

For the payment at 15 June 2017  
Amount has been paid: £1,100
Payment duration: 12 Months (From 15 June 2017 to 30 June 2018)
Status of the payment: Partially Expired for 6 months (From 1 July 2017 to 30 December 2017)
Payment remaining for the next period: Partially for 6 Months (From 1 January 2018 to 30 June 2018)
Amount to be reported as prepayment: £550
Calculation:  = £550
Justification: As the payment is made for 12 months and only 6 months’ payment is expired within the period ended at 31 December 2017, prepayment for the remaining 6 months from 1 January 2018 to 30 June 2018, has to be reported in the Statement of Financial Position.

Total prepayment to be reported in the Statement of Financial Position
	Description
	Amount

	For the payment at 1st January 2017  
	£0

	For the payment at 15th June 2017  
	£550

	Total prepayment reported in the Statement of Financial Position
	£550


  
c) [bookmark: _Toc65280625]Preparing depreciation schedule
Fixed Asset: Delivery vehicle
Cost: £25,000
Purchase at: 1 October 2017
Depreciation Method: Reducing method
Rate of Depreciation: 20%

Here is the depreciation schedule to demonstrate what amount should be charged for four year against this delivery vehicle: 
	Year
	Beginning Book value (£)
	Depreciation Rate
(%)
	Depreciation Expense
(£)
	Accumulated Depreciation (£)
	Closing Book value (£)

	1
	25,000
	20%
	1,250 (N1)
	1,250
	23,750

	2
	23,750
	20%
	4,750
	6,000
	19,000

	3
	19,000
	20%
	3,800
	9,800
	15,200

	4
	15,200
	20%
	3,040
	12,840
	12,160




N1:
Depreciation Expense for 2017 = £25,000 × 20% ×   = £1,250
[In the 1st year the depreciation has been charged for 3 months as the vehicle has been purchased at 1 October 2017.] 


[bookmark: _Toc65280626]References
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