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Question one
a) Your aunt has bought a nice cupboard for £2,500 for her exclusive personal use.  Kl has advised her to show this as a fixed asset in the company’s books as, according to him, there is no difference between her personal expenses and that of the company she runs.
The accounting concept in the case is the business entity concept. It states that the business should be separated from the owner and personal transactions of the owner should be excluded from the business reporting. In this case, the cupboard is a private asset of the owner of the business and including it in the assets of the business will be misleading to the fair value of the business as well as violation of the business entity concept. Therefore, the business if it had included the cupboard as its assets should make an adjustment to eliminate it from the assets of the business

b) Although your Aunt is a very gifted designer it is difficult to quantify this in monetary terms.  However, KI has suggested that £10,000 is shown in the Statement of Financial Position (Balance Sheet) as an asset. He argues that it should be more but that the Prudence Concept prevents him from increasing it.
The concept in this case is the money measurement concept. It states that however importance a transaction is to the business, if it cannot be expressed in money value, the transaction should not be included as part of financial accounting information. In this case being a good designer cannot be valued in money terms with certainty and reliably. This could only be introduced as goodwill only in the case of disposal of the business as a going concern but if such disposal does not take place then this is not to be included as financial information. Therefore, if the information had been introduced in the Statement of Financial position, it should be eliminated in full.

c) Your Aunt prepares financial statements for the year ended 28th February 2020. On 26 February 2020 her company sold £10,000 worth of goods to X Ltd.  X ltd paid for the goods on 5 March 2020. KI has ignored this transaction as a sale in preparing the financial statements since the money was received after the year-end.
The accrual concept is of concern in this case. The concept states that incomes and expenses shall be reported as and when they are earned or incurred but not when money is received. In this case the income was earned during the year even though money was received in the preceding year; the income should be reported during the year to meet the requirement of the accrual concept as well as the matching concept. Therefore, the business should adjust its income statement so as to incorporate this income under sales.

d) The Closing Inventory (Closing Stock) as at 28th February 2020was estimated at £105,000.  It was noticed later that a box of buttons amounting to £100 had been missed.  The Financial statements have been audited and approved by the Board of Directors and filed in the Companies House.  KI says that the £100 should be adjusted for in the accounts.

The concept being tested in this case is the materiality concept. It states that in the preparation of the financial statement, a firm should include all material information in the financial statements. According to the case the value of the carton may be perceived to be insignificant in the financial statement of the business as it has minimal chances to influence the decision of the users of financial information of the business. In conclusion, this transaction maybe adjusted in the opening stock when reporting for the next year but may not be a requirement to adjust the current year financial statements as it does not meet the requirement of materiality.

e) Your Aunt’s company was taken to Court as one of the hooks in a dress broke and seriously scarred a famous model.  She has won damages of £25,000.  This was appealed but your Aunt’s Company lost the appeal on 10 January 2020.  The amount is payable by 10 March 2020.  KI says that this need not be included as the amount has not been paid.
The concept in this case is the prudence concept. It states that in reporting the incomes of a business should not be overstated while the expenses should not be understated. In the case, a provision could be made to cater for the cost associated with the transaction that should be included in the current year so in case the firm will have to meet the cost, the matching concept will have been met by the provision and will avoid unnecessary adjustments to the financial statements. Therefore, in this case a provision should be made and should be introduced in the income statement as an expense.

f) The depreciation for fixtures and fittings was set at 10% on cost.  For the past five years these were depreciated at that rate.  KI has suggested that the depreciation rate is reduced from 10% to 5% so that the profits would increase.
The concept in question is the consistency concept of accounting. The concept states that were a specific transaction has been reported in a certain manner, any similar transaction should be reported in a similar manner and were a specific transaction has been accounted in a specific manner, such accounting should be adopted in the subsequent years. In this case it will not be advisable to change the accounting treatment with only the view of overstates profits. Therefore, the business should adopt the same rate of depreciation unless the alteration will be to suit the prudence concept of presentation. The firm should stick to the 10% rate were necessary.
 
g) Your Aunt trades extensively with the EU Countries.  There is a distinct possibility that the company may cease to trade if there is a no deal Brexit, as has been suggested by some parts of the government.  KI says that there is nothing to worry about in this situation and that the company can continue to prepare its financial statements the same as before.
The accounting concept in question is the going concern concept. It requires that the business shall continue in operation for the foreseeable future and that there is neither intention nor signs of closure of the business.  It is on the basis of this concept that assets are classified as current and noncurrent. In this case the going concern is questionable and therefore some of the reporting need to be adjusted so as to include the fixed assets as held for sale in the statement of financial position.
Question two
Workings
	1. Depreciation for Fixture
	=
	(cost of asset-scrap value)/useful life 

	fixture
	= (34,330 -1300)/9
	3670
	
	

	
	
	
	
	
	

	2. Depreciation on store equipment
	=
	 Cost * rate 
	
	
	

	
	=5500*20%
	             1,100 
	
	
	

	3. salaries computation
	
	
	
	
	

	Balance b/f
	
	           32,525 
	
	
	

	Add accrued 
	
	                 175 
	
	
	

	Profit and loss
	
	           32,700 
	
	
	

	
	
	
	
	
	

	4. Heating and lighting computation
	
	
	
	
	

	Balance b/f
	
	             7,222 
	
	
	

	Add accrued 
	
	                 550 
	
	
	

	Profit and loss
	
	             7,772 
	
	
	

	
	
	
	
	
	

	5. Insurance computation
	
	
	
	
	

	Balance b/f
	
	           22,500 
	
	
	

	Less prepaid
	
	             9,000 
	
	
	

	Profit and loss
	
	           13,500 
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	6. Advertising expense computation
	
	
	
	
	

	Balance b/f
	
	           27,234 
	
	
	

	Less prepaid
	
	             2,000 
	
	
	

	Profit and loss
	
	           25,234 
	
	
	










	Boot Booty
	
	
	

	Statement of Comprehensive Income for the year ended 31 December 2019
	Dr in £ 
	CR in £ 

	
	
	 
	 

	Sales
	
	 
	353,222

	Less: Cost of Sales
	
	 
	 

	Opening Stock (or inventory)
	
	12,552
	 

	Add: Purchases
	
	175,775
	 

	
	
	188,327
	 

	Les: Closing Stock (or inventory)
	
	17,554
	 

	
	
	 
	-170,773

	
	
	 
	182,449

	Less: Expenses
	
	 
	 

	Salaries and Wages
	
	32,700
	 

	Heating and Lighting
	
	7,772
	 

	Rent & Rates
	
	43,556
	 

	Insurance
	
	13,500
	 

	Advertising and PR
	
	25,234
	 

	Interest paid on company loan
	
	5,313
	 

	Depreciation of fixtures and fittings
	
	3,670
	 

	Depreciation of store equipment
	
	1,100
	 

	
	
	132,845
	-132,845

	
	
	 
	 

	
	
	 
	 

	
	
	 
	 

	Net Profit for the year
	
	 
	49,604










	Boot Booty
	
	
	

	Statement of Financial Position as at 31 December 2019
	
	
	

	
	
	
	

	
	
	

	
	
	

	Fixed Assets (or non-Current Assets)
	 Cost 
	 Accumulated Depreciation] 
	 Net Book Value 

	
	 
	 
	 

	Premises
	243,677
	_
	243,677

	Store Fixtures and Fittings
	34,330
	11010
	23,320

	Store Equipment
	5,500
	3080
	2,420

	
	 
	 
	269,417

	
	 
	 
	 

	Current Assets
	 
	 
	 

	Stock (or Inventory)
	 
	17554
	 

	Debtors (or Receivables)
	 
	9590
	 

	Prepayments
	 
	11000
	 

	Cash in Hand
	 
	455
	 

	
	 
	38599
	 

	Less: Current Liabilities
	 
	 
	 

	Creditors (or Payables)
	 
	6714
	 

	Accruals
	 
	725
	 

	Bank Overdraft
	 
	577
	 

	
	 
	8016
	 

	Net Current Assets
	 
	 
	30583

	
	 
	 
	 

	
	 
	 
	 

	
	 
	 
	300,000

	
	 
	 
	 

	Capital as at 1 January 2019.
	 
	 
	285,554

	Add: Profit for the year ended 31 December 2019
	 
	 
	49,604

	
	 
	 
	335,158

	Less Drawings
	 
	 
	35,158

	
	 
	 
	300,000
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