

University of Walles    Trinity Saint David   Birmingham



Essay on Accounting
fundamentals



 Student Name: Angel Ciprian Lungu                            Student ID Number:  2007934
Programme: BA (Hons) Business Management
Module: Accounting fundamentals                                 Module code: LCBB 4001
Lecturer:  Ernest Ovia










1. The following list of balances has been extracted from the books of Danny Ltd.                                                                                                                                                                                            
	[bookmark: _Hlk54591490]
	£

	Accounts payable
	16,120

	Accounts receivable
	16,480

	Carriage inwards
	2,440

	Computer equipment at cost
	10,000

	Carriage outwards
	4,000

	Drawings
	6,500

	Electricity
	7,000

	Loan interest
	480

	Provisions for doubtful debt
	1,000

	Insurance
	1,500

	Motor vehicles at cost
	51,200

	Capital
	84,760

	Opening inventory
	3,600

	Accumulated depreciation – motor vehicles
	9,200

	Petty cash
	40

	Bank
	59,120

	Purchases
	26,400

	Rent
	5,600

	Sales
	60,600

	Telephone
	4,320

	Long-term Loan
	27,000



The following information is also available:
i. The value of inventory as at 31st December 2019 was £10,200
ii. Motor vehicles are to be depreciated at 20% on reducing balance basis and computer equipment at 10% on cost.
iii. An electricity bill for £1,000 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, £500 is for the year ending 31st December 2020.
v. Unpaid taxes for the period amount to £1,920

Required:
a) Complete the Journal entries required to reflect the above additional information
b) Draw up an updated Trial balance
c) Complete the financial statements: Statement of Profit or Loss and Statement of Financial
position, for Danny Ltd for the year ending 31st December 2019.


Requirement a :

	Journal entries
	Dr
	Cr

	
	£
	£

	Depreciation a/c (motor vehicles)
	8,400
	

	Accumulated depreciation a/c (motor vehicles)
	
	8,400

	         Depreciation charge of motor vehicles at the end of the year
	
	

	Depreciation a/c (computer equipment)
	1,000
	

	Accumulated depreciation a/c (computer equipment)
	
	1,000

	         Depreciation charge of computer equipment at the end of the year
	
	

	Electricity a/c
	1,000
	

	Accruals a/c (electricity)
	
	1,000

	          Unpaid electricity bill
	
	

	Prepayment a/c (insurance)
	500
	

	Insurance a/c
	
	500

	          Insurance prepaid for year 2020
	
	

	Taxes a/c
	1,920
	

	Accruals a/c (taxes)
	
	1,920

	           Unpaid taxes
	
	







Requirement b :
The new balance is:
	
	£

	Accounts payable
	16,120

	Accounts receivable
	16,480

	Carriage inwards
	2,440

	Computer equipment at cost
	10,000

	Carriage outwards
	4,000

	Drawings
	6,500

	Electricity
	8,000

	Loan interest
	480

	Provisions for doubtful debt
	1,000

	Insurance
	1,000

	Motor vehicles at cost
	51,200

	Capital
	84,760

	Opening inventory
	3,600

	Accumulated depreciation – motor vehicles
	17,600

	Accumulated depreciation – computer equipment
	1,000

	Depreciation – motor vehicles
	8,400

	Depreciation – computer equipment
	1,000

	Accruals – electricity
	1,000

	Accruals – taxes
	1,920

	Prepayment - insurance
	500

	Taxes
	1,920

	Petty cash
	40

	Bank
	59,120

	Purchases
	26,400

	Rent
	5,600

	Sales
	60,600

	Telephone
	4,320

	Long-term Loan
	27,000






Updated trial balance will be :
	
	Debit
	Credit

	
	£
	£

	Accounts payable
	
	16,120

	Accounts receivable
	16,480
	

	Carriage inwards
	2,440
	

	Computer equipment at cost
	10,000
	

	Carriage outwards
	4,000
	

	Drawings
	6,500
	

	Electricity
	8,000
	

	Loan interest
	480
	

	Provisions for doubtful debt
	
	1,000

	Insurance
	1,000
	

	Motor vehicles at cost
	51,200
	

	Capital
	
	84,760

	Opening inventory
	3,600
	

	Accumulated depreciation – motor vehicles
	
	17,600

	Accumulated depreciation – computer equipment
	
	1,000

	Depreciation – motor vehicles
	8,400
	

	Depreciation – computer equipment
	1,000
	

	Accruals – electricity
	
	1,000

	Accruals – taxes
	
	1,920

	Prepayment - insurance
	500
	

	Taxes
	1,920
	

	Petty cash
	40
	

	Bank
	59,120
	

	Purchases
	26,400
	

	Rent
	5,600
	

	Sales
	
	60,600

	Telephone
	4,320
	

	Long-term Loan
	
	27,000

	
	
	

	TOTAL
	211,000
	211,000




Requirement c:
The financial statements for the year ended on 31 December 2019 will be:

	Danny Ltd.

	Statement of profit or loss 

	for the period 1 January 2019 to 31 December 2019

	
	
	

	Sales (Less return otward)
	
	£60,600.00

	Less cost of Sales:
	
	

	             Opening inventory 
	£3,600.00
	

	        +   Purchases (+ carriage inwards - returns outward)
	£24,840.00
	

	        -    Closing inventory
	£10,200.00
	

	
	
	£18,240.00

	
	
	

	Gross Profit
	
	£42,360.00

	
	
	

	Add other Income
	
	£0.00

	Total Income
	
	£42,360.00

	
	
	

	Expenses
	
	

	Depreciation
	£9,400.00
	

	Electricity
	£8,000.00
	

	Insurance
	£1,000.00
	

	Interest
	£480.00
	

	Rent
	£5,600.00
	

	Telephone
	£4,320.00
	

	Taxes
	£1,920.00
	

	Total Expenses
	
	£30,720.00

	
	
	

	
	
	

	Net Profit / (Loss)
	
	£11,640.00








	Statement of Financial Position as at 31st December 2017

	
	

	
	£

	Assets
	

	Non-current assets
	

	Land and buildings
	0

	Plant and Machinery
	0

	Office equipments 
	9,000

	Motor vehicle
	33,600

	Fixtures and fittings
	0

	
	

	Current assets:
	

	Inventories
	10,200

	Trade and other receivables
	16,480

	Prepayments
	500

	Provisions for doubtful debt
	1,000

	Bank
	59,120

	Cash and cash equivalents
	40

	Total assets
	129,940

	
	

	Capital & Liabilities 
	

	Capital
	84,760

	Profit for the period
	11,640

	Drawings
	(6,500)

	
	89,900

	Non-current liabilities:
	

	Bank loans
	21,000

	
	

	Current liabilities:
	

	Bank loans and overdrafts
	0

	Accruals
	2,920

	Trade payables
	16,120

	Total capital and liabilities
	129,940



2. A primary objective of financial reporting is to keep the users of financial statements informed about the performance of a business overtime. Business managers are primary users of accounting information / financial reports
Critically assess the relevance of financial literacy to business managers (maximum word limit: 1000 words)

3. Given below are the balances taken from Amber’s ledger accounts on 31st December 2017.
                                                                                                                                                £
	[bookmark: _Hlk54005423]Fittings 
	10,950

	Accumulated depreciation – fittings at 01/01/2017 
	3,750

	Buildings 
	45,000

	Accumulated depreciation – buildings at 01/01/2017 
	9,000

	Inventory at 01/01/2017 
	22,500

	Trade receivables 
	15,000

	Allowance for doubtful debts 01/01/2017 
	1,200

	Cash in hand 
	75

	Cash at bank 
	1,875

	Trade payables 
	27,000

	Capital 
	28,575

	Drawings 
	7,125

	Purchases 
	120,000

	Revenue 
	180,000

	Wages 
	18,000

	Advertising 
	300

	Rates 
	6,000

	Bank charges 
	2,700



The following information is also available:
i. The value of inventory as at 31st December 2017 was £31,500
ii. Fittings are to be depreciated at 12% on reducing balance basis and buildings have a 40-year life and depreciated at cost.
iii. Of the rates payments, £540 is for the next accounting period
iv. Amber has just been notified that a debt of £850 is irrecoverable. As the economy is in recession it is expected that debtors may struggle to pay so an additional allowance of 5% is required against the remaining receivables.
v. Amber has just taken £450 from the bank for her personal use.
Required:
d) Complete the Journal entries required to reflect the above additional information
e) Draw up an updated Trial balance
f) Complete the financial statements: Statement of Profit or Loss and Statement of Financial
position, for Amber for the year ending 31st December 2017.
	
[bookmark: _Hlk54589279]Requirement d :


	[bookmark: _Hlk54589332]Journal entries
	Dr
	Cr

	
	£
	£

	[bookmark: _Hlk54589582]Depreciation a/c (fittings)
	864
	

	Accumulated depreciation a/c (fittings)
	
	864

	         Depreciation charge of fittings at the end of the year
	
	

	Depreciation a/c (buildings)
	1,125
	

	Accumulated depreciation a/c (buildings)
	
	1,125

	     Depreciation charge of buildings at the end of the year
	
	

	Prepayment a/c
	540
	

	Rates a/c
	
	540

	      Rates paid for the next accounting period
	
	

	Irrecoverable debt a/c
	850
	

	Trade receivables a/c
	
	850

	        Cover the irrecoverable debt
	
	

	Provision for doubtful debts a/c (5 %)
	
	708

	Trade receivables a/c
	708
	

	            Cover provision for doubtful debts
	
	

	Drawing a/c
	450
	

	Cash at bank a/c
	
	450

	       Amber personal use
	
	







Requirement e :
The new balance is :
	Fittings 
	10,950

	Accumulated depreciation – fittings at 31/12/2017 
	4,614

	Depreciation -fittings year 2017
	864

	Buildings 
	45,000

	Accumulated depreciation – buildings at 31/12/2017 
	10,125

	Depreciation – buildings year 2017
	1,125

	Inventory at 01/01/2017 
	22,500

	Trade receivables 
	14,858

	Irrecoverable debts
	850

	Allowance for doubtful debts 31/12/2017 
	1,908

	Cash in hand 
	75

	Cash at bank 
	1,425

	Trade payables 
	27,000

	Capital 
	28,575

	Drawings 
	7,575

	Purchases 
	120,000

	Revenue 
	180,000

	Wages 
	18,000

	Advertising 
	300

	Rates 
	5,460

	Prepaid rates
	540

	Bank charges 
	2,700









Updated Trial balance will be:
	
	Debit
	Credit

	
	£
	£

	Fittings 
	10,950
	

	Accumulated depreciation – fittings at 31/12/2017 
	
	4,614

	Depreciation -fittings year 2017
	864
	

	Buildings 
	45,000
	

	Accumulated depreciation – buildings at 31/12/2017 
	
	10,125

	Depreciation – buildings year 2017
	1,125
	

	Inventory at 01/01/2017 
	22,500
	

	Trade receivables 
	14,858
	

	Irrecoverable debts
	850
	

	Allowance for doubtful debts 31/12/2017 
	
	1,908

	Cash in hand 
	75
	

	Cash at bank 
	1,425
	

	Trade payables 
	
	27,000

	Capital 
	
	28,575

	Drawings 
	7,575
	

	Purchases 
	120,000
	

	Revenue 
	
	180,000

	Wages 
	18,000
	

	Advertising 
	300
	

	Rates 
	5,460
	

	Prepaid rates
	540
	

	Bank charges 
	2,700
	

	
	
	

	TOTAL
	252,222
	252,222





4. Using profitability and liquidity ratios, analysis the financial statements you’ve prepared in Questions 1 and 3. After analysis, you should interpret, compare results and identify the better of the two businesses in question 1 and 3.
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