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1. The following list of balances has been extracted from the books of Sandrolia Ltd. 
 	 	£ 	 
 	                       Accounts payable (25,680 +1,500=27,180)	25,680 	 
                        Accounts receivable	30,700 
                        Expenses 	1,500 
                        Carriage inwards 	1,840 	 
 	Computer equipment at cost 	4,500 
                        Depreciation expenses – computer equp	372 
 	Carriage outwards 	3,280 	 
 	Drawings 	26,000 	 
 	Electricity 	2,480 	 
 	Loan interest 	300 	 
 	Provisions for doubtful debt 	             450 	 
 	                       Insurance (3,360 – 640 = 2,720)	3,360 
                        Prepayments	640 
 	Motor vehicles at cost 	53,900 
                        Depreciation expense – motor vehicle                                   11,670
 	Capital 	48,000 	 
 	Opening inventory 	13,200 	 
 	                 Accum.depn. – motor vehicles (15,000+11,670=26,670)	15,000 	 
 	      Accum depn – computer equipment (2,640+372=3,012)	          2,640 	 
 	Petty cash 	50 	 
	Bank overdraft 	2,880 
 	Wages 	67,440 	 
 	Purchases 	126,800 	 
 	Rent 	23,760 	 
 	Sales 	256,400 	 
 	                       Telephone (1,440 + 180 = 1,620)	1,440 
                         Accrual 	180 
 	Long-term Loan 	8,000 	 
 	 	 	 
The following information is also available: 
i. The value of inventory as at 31st December 2019 was £14,400 
ii. Motor vehicles are to be depreciated at 30% on reducing balance basis and computer equipment at 20% on cost. 
iii. A telephone bill for £180 for the last three months to 31st December 2019 did not arrive early, so this is yet to be reflected in the books 
iv. Of the insurance payments, £640 is for the year ending 31st December 2020. 
v. Unpaid taxes amount to £1,500 
Required: 
a) Complete the Journal entries required to reflect the above additional information 
 
	Question 1, Required a)

	
	

	Motor vehicle cost 
	53,900
	 
	

	Depreciation rate
	30%
	 
	

	Accumulated depreciation - motor vehicle 
	15,000
	 
	

	Solution
	

	(53,900-15,000) x30% = 38,900 x 30%
	11,670
	 
	

	The depreciation for Motor Vehicle equipment.
	11,670
	 
	

	 
	
	 
	

	 
	Debit£
	Credi £
	

	Depreciation a/c (Motor equipment)
	11,670
	 
	

	Motor equipment a/c (Accumulated depreciation)
	
	11,670
	

	 
	
	 
	

	 
	
	 
	

	Computer equipment cost
	4,500
	 
	

	accumulated depreciation
	2,640
	 
	

	depr. Rate
	20%
	 
	

	Solution
	

	(4,500-2,640)x20%= 1,860x20%
	372
	 
	

	The depreciation for Computer equipment 
	372
	 
	

	 
	
	 
	

	 
	Debit£
	Credit £
	

	Depreciation a/c
	372
	 
	

	Computer equipment a/c (Accumulated depreciation a/c)
	 
	372
	





	 
	Debit £
	Credit £
	 

	Accruals a/c
	
	180
	 

	Phone bill a/c
	180
	
	 

	Representing unreceived phone bill




	 
	Debit £
	Credit £
	 

	Prepayment a/c
	640
	 
	 

	insurance a/c
	 
	640
	 

	Being Insurance for the next financial year



	 
	Debit £
	Credit£

	Expenses a/c
	1,500
	 

	Taxes (Accuant .payable) a/c
	 
	1,500

	Represent the unpaid expenses account



 



b) Draw up an updated Trial balance 
Trial Balance 

	 
	Debit £
	Credit £

	Account Payable 
	 
	27,180

	Account Receivable 
	30,700
	 

	Expenses
	1,500
	 

	Carriage inwards
	1,840
	 

	Computer equipment at cost
	4,500
	 

	Depreciation expenses – computer equp
	372
	 

	Carriage outwards 
	3,280
	 

	Drawings 
	26,000
	 

	Electricity 
	2,480
	 

	Loan interest 
	300
	 

	Provisions for doubtful debt 
	 
	450

	Insurance 
	2,720
	 

	Prepayments
	640
	 

	Motor vehicles at cost 
	53,900
	 

	Depreciation expense – motor vehicle                                   
	11,670
	 

	Capital 
	 
	48,000

	Opening inventory 
	13,200
	 

	Accum.depn. – motor vehicles 
	 
	26,670

	Accum depn – computer equipment
	 
	3,012

	Petty cash 
	50
	 

	Bank overdraft 
	 
	2,880

	Wages 
	67,440
	 

	Purchases 
	126,800
	 

	Rent 
	23,760
	 

	Sales 
	 
	256,400

	Telephone
	1,620
	 

	Accrual
	 
	180

	Long-term Loan 
	 
	8,000

	
	
	

	
	372,772
	372,772





c) Complete the financial statements: Statement of Profit or Loss and Statement of Financial position, for Sandrolia Ltd for the year ending 31st December 2019. 

 
 
2. A primary objective of financial reporting is to keep the users of financial statements informed about the state of a business overtime. To achieve transparent and uniform reporting, accounting standards and concepts have been long established and serve as a guide in preparing financial statement. 
  
Present an assessment of the relevance of financial statements to users (maximum word limit :1000 words) 

3. Given below are the balances taken from Ricardo’s ledger accounts on 31st December 2017. 
 	 	£ 	 
 	Fittings 	7,300 	 
                        Accum. depn – fittings at 01/01/2017 (2,500+384=2,884)	2,500 
                        Depreciation expenses – fittings 	384 
 	Buildings 	30,000 
                         Depreciation expenses - buildings	800 
                        Accum. depn – buildings at 01/01/2017(6,000+800=6,800) 	6,000 	 
 	          Inventory(open) at 01/01/2017 	15,000 	 
 	Trade receivables 	10,000 	 
 	Allowance for doubtful debts 01/01/2017 	800 	 
 	Cash in hand 	50 	 
 	                        Cash at bank (1,250-250=1,000)	          1,250   	 
 	Trade payables 	18,000 	 
 	Capital 	19,050 	 
 	                       Drawings (4,750+250=5,000)	4,750 	 
 	Purchases 	80,000 	 
 	Revenue 	120,000 	 
 	Wages 	        12,000 	 
                       Advertising 	                                                                         4,000  
                       Rates 	(1,800 – 360 = 1440)                                                    1,800 
                       Prepayments	360
 	                        Bank charges                                                                           200 
                         Irrecoverable depts	600	 
 	 	 	 
The following information is also available: 
i. The value of inventory as at 31st December 2017 was £21,000 
ii. Fittings are to be depreciated at 8% on reducing balance basis and buildings have a 30-year life and depreciated at cost. 
iii. Of the rates payments, £360 is for the next accounting period 
iv. Ricardo has just been notified that a debt of £600 is irrecoverable. As the economy is in recession it is expected that debtors may struggle to pay so an allowance of 3% is required against the remaining receivables. 
v. Ricardo has just taken £250 from the bank for his personal use. 
Required: 
d) Complete the Journal entries required to reflect the above additional information 




	Fittings depreciation

	fitting cost
	7,300
	 
	 

	accum.dep[reciataion 
	2,500
	 
	 

	red.balace
	8%
	 
	 

	 Solution
	 
	 

	(7,300-2,500)x8% = 4,800 x 8% =
	384
	 
	 





	 
	debit £
	credit£

	Depreciation a/c (fitting a/c)
	384
	 

	Fitting a/c (accumul.depreciation)
	 
	384





	Building

	building cots
	30,000
	 
	 

	accum.depreciation
	6,000
	 
	 

	years
	30
	 
	 

	Solution

	(30,000-6,000) ÷ 30= 24,000 ÷ 30
	800
	 
	 




	 
	debit£
	credit£

	Depreciation a/c (Building a/c)
	800
	 

	Building a/c( Accumu.depreciation)
	 
	800

	 
	 
	 

	 
	 
	 

	 
	 
	 



Being depreciation for fitting and building

	prepayments
	 
	 

	 
	Debit£
	Credit£

	Prepayment a/c
	360
	 

	Rates a/c
	 
	360


 
Prepayment for a Rates



	Irripable debts
	 
	 

	 
	debit£
	credit£

	Debitor a/c
	600
	 

	Account receivable 
	 
	600



Present an irritable depts


	Drawings 
	debit£
	credit£

	Drawings a/c
	250
	 

	Bank a/c
	 
	250



The drawing affected the Bank account


e) Draw up an updated Trial balance 

	 
	debit £
	credit£

	fittings
	7,300
	 

	accum.depreciation-fittings
	 
	2,500

	depreciation expenses
	384
	 

	buildings
	30,000
	 

	depreciation expenses-buildings
	800
	 

	accum.depreciations-buildings
	 
	6,800

	inventory
	15,000
	 

	trade receivable
	10,300
	 

	allowance for doubtful debts
	 
	800

	cash in hand
	50
	 

	cash in bank
	1,000
	 

	trade payables
	 
	18,000

	capital 
	 
	19,050

	drawings
	5,000
	 

	purchases
	80,000
	 

	revenue
	 
	120,000

	wages
	120,00
	 

	advertising
	4,000
	 

	rates
	1,440
	 

	prepayments
	360
	 

	bank charges
	200
	 

	irrecoverable debts
	600
	 

	 
	156,434
	167150






f) Complete the financial statements: Statement of Profit or Loss and Statement of Financial position, for Ricardo for the year ending 31st December 2017. 


	Statement of Financial Position as at 31st December 2017
	

	
	

	
	£

	Assets
	

	Non-current assets
	

	Land and buildings
	30,000

	Plant and Machinery
	0

	Office equipments(Computer equipment)
	0

	Motor vehicle
	0

	Fixtures and fittings
	7,300

	
	

	Current assets:
	

	Inventories
	15,000

	Trade and other receivables
	10,300

	Prepayments
	360

	Bank
	1,000

	Cash and cash equivalents
	500

	Total assets
	64,460

	
	

	Capital & Liabilities 
	

	Capital
	19,050

	Profit for the period
	37,776

	Drawings
	(5,000)

	
	51,826

	Non-current liabilities:
	

	Bank loans
	0

	
	

	Current liabilities:
	

	Bank loans and overdrafts
	0

	unpaid taxes
	0

	Accruals
	0

	Trade payables
	18,000

	Total capital and liabilities
	69,826
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