\ o
: - Yeah, here I.am back again! I've figured out how to record my transactions into @ »:36 ‘
the cashbook and general journal but I still can't get the hang of doing the reports. 3@, :
So here are extracts of my accounting records for Funky Franky, and I would bl U
~ appreciate it if you could prepare the relevant accounting reports. Also, could you |
please answer the queries that I have listed?
Funky Fi'anky: Balance Sheet as at 30/4/2007

ASSETS $ LIABILITIES $

Vehicle 11000 | Overdraft 330

Turntable 2000 | Loan: NAB 5000

Speakers 1500 |Loan: Mrs Rap 3000

CD unit 900 | GST payable to ATO 420

Stock of streamers & prizes 250

Amplifier 6000

Stock of CD's 6000

Lights 650

Trailer 500 | OWNERS EQUITY

Microphone 250 | Capital, Franky 20300

Total Assets 29050 | Total Equities 29050
Funky Franky: Cash Journals
Cash Receipts Values in these columns exclude GST_ JKSSLEL=TA:]
Date Details Rec No Bank Fees Capital Sundry cusftr:::ers

MAY TOTALS 3300 3000 300

fl Cash Payments <— Values in these columns exclude GST — RS @Fl

. |Ch St . |Vehicle| L to

Date | Details N: Bank | Draw. |Post. Advert. srle::lzirs CD’s|Station ‘:u:ie Mr::';p suppliers
MAY | TOTALS 3017| 900 | 30 | 400 500 |180| 60 300 500 147
Funky Franky: General Journal

DATE | PARTICULARS : __| AMOUNT
MAY Drowings of CD'y for own use (NoGST) 100
MAY Franky contributed personal party lighty to-the business (No-GST) 500
31/5 Stocktake of streauners and priges (No-GST) 90

Explaln the purpose of the general Journal

WSS e streamers & prizes.
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Complete this flow chart of the single entry accounting process so far:
Transactions ik g7 : g B
represented Recorded Ca‘k“{t"t“  Prepare P fﬁ(ﬁﬁ Calculate Pr@p(‘uﬁ
by cash in Supo lies Statement N i the net o
documents & |-+ cashbook. = > .of Receipts - —»f P M’{"J and ot GST > i}&ku'\_m
general & general Sponse and loss payable/ i3
“ journal journal \)7 Payments , owing sheel
notes 3 : S l”\‘—i"@'l/@!d S
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Statement of Receipts and Payments
$ $
Cash at start /320
Add Cash Receipts
| Fees 2000
GSY recpiiad 300 3300
2970
Less G Pcf.jma\fs
D AUINGS Q00
Pos ‘fc’?_o){—;» 20
A c’lvu;rhs‘;ng 400
Shvvanpid Pngig 500
cD's 12O
Shediay ‘\\.‘v"\\) é!f)
Venide, Friel 300
LOain Mrs Ra;") S0
GST Paid ] 3017
Cadh od end ( i{ﬂ)

Calculation of streamers & prizes expenses
$
Stoell. et sbet 250
+ shocic Im.xrcmu@ 500
o] S bl 1SO
1= gk at end qo
Stode expense. CLas)
Profit/Loss Statement
‘|Revenue $ $
Fees 2000
Less Expenses
Postage 30
| Nduvertiong 400
Shreamers and Pases [ o)
cD's [FXs)
Fuel Rod |ISSD
Net Prpfd iSO

If expenses exceeded revenue this would be

called a LO3S . State the effect of this
LOSS on the owners equity section of the

Balance Sheet. ¢odd pedd iice Suanerss

o

Balance Sheet

w
GST owing to ATO at 1/5 A20 Assets $ $
+ GST vecepired 200 Vehicle N oCo -1H000
S Tot=d 120 Thrntaine 200
Less GST paid to suppliers 1) g::%-(.-_,o‘:u's 1S0O0
GST owaiy fo ATO 573 D Und a00
: Stode ¢f shreamess go
The change in the cash balance as reported in the s i
: 7 Amopligiey 000
Statement of Receipts and Payments is not the LR AL >
: Stock o 'S LoD
same as the profit or loss as reported in the . | bs
Profit/Loss Statement; explain why. Lﬁc}ms: =0
g SRR Tl e loy 500
betvaeen 4y @'f‘) ening  ban ke Miarv pINOAE 250 23470
balance ok o she ¥ af 4t —
0O fhig 2 5 Vv 3 Labduties
QL«LQ/iWLiirﬂ-{Tf LFq
82 ipO rtung Im@;&ﬁal Lo AR 5800
\. d ) T Lo Mvs Rap 23500
Explain why profit is added to capital in the o -\ 598 9126
Balance Sheet. Lol =2 120
OAINSK Eo‘u r,{‘j
ccauiee o s cioed ' Cepital ' 20 300
Cesiongd and JdE onepeanes e + O C\(‘h} hé hs 500
Vedae g c&zlpz,hﬂ + poogd -
~ diasungs o0 | iS5 S0
2941
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Use the following information to prepare a Profit and Loss Statement for
November 2015. I purchase CDs during the month to help me provide my

services.
 Data for November 2015

Item $

Loan from ANZ Bank 10000
Insurance expense 600
CDs purchased 190
GST received from customers 550
Service fees 5500
Vehicle expenses 120
Stock of CDs 1/11 2400
Stock of CDs 30/11 2000
GST paid to suppliers 131
Vehicle 25000
Administration expenses 400

Funky Franky Profit and Loss
* Statement for- November 2015

Reveque

Sennce Tees

5500

/

Ex ponses

[Nsurance

oo

A\

Venle Exp

(20

Bdmwn Ex P

CDE)L;JD

=40

(1o

390

Funky Franky.

Prof' t and Loss Statement

$
Profit 3790
CDs expense 590
Insurance 600
Service fees 5500
Admin. expenses 400
Vehicle expenses 120

Fstcan

+ Purdhases (G0
2590
590

®

Calculation of CDs expense
for November 2015

Stock i/l! 2400

CD expense

Your Profit and
Loss Statement
reports on
revenues and
expenses. GST
received from
customers, $550, is not a
revenue item and GST paid to
suppliers, $131, is not an
expense item: thus these two
items are excluded from the
Profit and Loss Statement.
Further, you should not include
loan from ANZ Bank, 10000,
which is a LIARILATY

and you should not include
vehicle, $25000, which is an
ASSET ;

You should get a profit of $3790!

more lines in
this Profit
and Loss
Statement
than you will
use!

Accounting reports should be
UBDDERSTAM by the
users of those reports: this is one
of the qualitative characteristics of
the accounting reports. Consider
the Profit and Loss Statement on
the left. It contains the correct profit/loss data
for November but is not very ‘understandable’
given the way the data is presented. Further,
note that the report does not contain any
information about the period of time over which
profit or loss is calculated. Because the report
does not give information about the
REPORTING period, it also does not
make the report understandable to the user.

1. -
20l
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Chapter 3: Classification

The information in Balance Sheets can be improved by
- Classifying the assets and liabilities. Consider the
g following Balance Sheet of Mick’s Joy Flights.

Assets $ Equities $ $
Cash 5800 | Liabilities

Stock of fuel 6500 | GST payable 3000

Cash on hand 50 | Loan due 1/3/15 4000

Office computer 2600 | Loan due 1/3/20 15000 22000
Helicopter 90000 | Owners Equity

Office Equipment 15000 | Capital, Mick 97950
Total Assets 119950 | Total Equities 119950
Assets are resources controlled by the business as a result of past events

and from which future ECopsoM ic benefits are expected to flow to the

business. Assets can be further classified as either CURRERL T or

N®N _ current assets. Current assets are those resources controlled by the
business which are cash or those that are expected to be used up or
converted to cash within 12 months. In the above example, current assets
are cash, stock of fuel and cash on hand. Non Current assets are those
resources controlled by the business that are expected to assist the business generate its
REVENVE for more than 12 months. In the above example, non current assets are office
computer, helicopter and office equipment. Complete the asset section of the Balance
Sheet below.

Assets Equities
Current Assets Liabilities
Cash 5800 Current Liabilities
Stock of fuel LSTOD s Paviable 006
Cash on hand 5 | 12350 LoeA ,];{ (5" 4000 | 700
Non Current Non Current Liabilities
Office computer 2600 Loan 1[2]20 ISoco | Iscow
Hedtoopted Q@ 0O Total Liabilities 22 000
Ofeice, Ga‘ m;ssmmz"‘ (5 020 | 107 oo |Owners Equity

Capital, Mick 97950
Total Assets [{9 950 |Total Equities 119950

Liabilities are often referred to as future SA CRIF(CES of future

economic benefits that the business is obliged to make to other entities.
Liabilities can be further classified into either CURREN Y liabilities or non
Z current liabilities. Current liabilities are those sacrifices that the business
expects to make within the next 12. months. In the above example,
current liabilities are the GST payable (to the ATO) and the loan which is
due on 1/3/15. Non current liabilities are those sacrifices that the business
does not expect to make within the next 12 months. In the above example there is one non
current liability; the loan which is not due until 1/3/20. Complete the liabilities section in the
above Balance Sheet. P
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By themselves, the working capital (WC) and working capital ratio (WCR) can be
PerfoAMAVTE ndicators of liquidity. These liquidity indicators only represent the
relationship between current assets (CA) and current liabilities (CL) at a point in
7 time, the date of the BALAN UGS Sheet, and do not provide information about
the CAPITAL or characteristics of CA and CL or about expected cash
inflows/receipts and cash outflows/payments in the short term.

Consider the following:

Balance '_éhéét'(e)'(tr'a’ct")—ira'_t.~'31/1:2/1’,'5?t | Investigation tells us that the business has an
‘ — - —_— —— overdraft limit of $2500 and that it will not be
$ $ increased. Further, wages of $3000 are due in
Currént Assots three days and a new competitor has recently
opened in the area.
Stock of parts 5000
Current Liabilities Calculate WC at Calculate WCR at
31/12/15 31/12/15
GST payable (Jan.) 2000 e = A - Ci LocR, = CAf Cl-
Cash overdraft 2500 4500 N(F?O;goc_?b - = i‘,_;,?c)'ol-rSUO

Comment on the business’s liquidity.

The business s liguud - They howe V1110 ofs acsels (or every
P/ o lraoudi4Q5 .

77’\(2,;1 ame ahle 4o apet o shoX terav Adebts

Given the information below, calculate the WC and WCR and then comment on the
business’s liquidity.

_Balance Sheet (extract) at 30/6/17.

LR B

Investigation tells us that the business has an

$ $ | overdraft limit of $20000. Further, no cash
expenses or drawings is expected in the short term
Current Assets and a competitor has recently closed in the area.
Stock of parts 3000
Cash 5000 8000
C t Liabiliti Calculate WC at Calculate WCR at
urrent Liabilities 31/6/17 31/6/17

Loan (1/5/18) 9000 _
GST payable 1500| 10500 (2500) 076 |

Comment on the business’s liquidity.

Ligasideadg s poor .
i ~J T

’ﬂmj are_unahle  dn hwet Herr Sif\D)‘f" ﬁ“f’nv debts‘

The last two examples provide evidence that the WC and WCR can be poor
indicators of a business’s short term liquidity. In order to more accurately
assess the business’s short term liquidity we would need assess to data such as
¥ the components and characteristics of CA and CL as well as expected CA SH
receipts and cash PAYM&E TS in the short term. Information about the
cash OVERNRAFT facility would also be useful.
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Chapter 3: Classification

Here is my unclassified Balance Sheet at 1/1/17 and my cashbook for January
2017. Use this data to calculate profit or loss.for January (not a formal Profit

and Loss Statement) and a classified Balance Sheet at 31/1/17.

ASSETS
Stock of materials
Cash
Cash in tin
Truck
Equipment

$ "EQUITIES

5000[{ANZ loan
50| Capital, Karl

7000{ GST payable to ATO

Total Assets

Details

GST from |
customers

Totals -

GSTto |

Date Details | Chq. [Materials| Wages | Insurance | Advert. |Drawings suppliers Bank
31/1]| Totals - 2400 800 150 690 1500 324 5864
A stock take of materials Calculation of materials Calculation of Net GST
at the end of January expense for January 2017 payable at 31/1/17
was valued at $5800. sleck at start- 1000 GST 100
. + purchai 24059 i
kpx/df\m.szs > 'oo' +GS¥ Y s
$3000 of the ANZ Loan . | * . 2200
is payable in the next 12 | |~ Stack af- ong 5300 -G ST pavnd 324
months. Expene 300 = aS7 papide 8k
Calculation of profit or loss for January 2017 »| Calculation of cash balance
’ B0 at31/1/17
Revenue S o000 Cxpenses ceshal start S000
- _ 5240 3660 rece.ts 2 5809
- L)‘IQZ "S5 5 ) -+ 2
— el 2D 5OO
1s© ~ Paymends 5264

&0

Balance'Sheetat 31

Assets Equities
Current Assets Liabilities
Stk padencdc 5200 Current Liabilities
cash 24 6 RE sy P@\gfmbg 18376
Cash in—hn 50 | RO 426 | nio2 lean 3000 | Udlk
Nen curcent Non guvent
Trrack 35000 B2 looun (2o |12000
't'éq\uxprwmf IS0CCO |50 9o
DY ONVEAC E()M}jj
okl I 4¢( 350
+ cuptel confnhdran | Geo00
+ Profit 9769
- draj,\:mgs ISOO |63 61O
8D 43¢
oy
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Octobe 20

Information such as the data in accounting

reports can be presented in a variety of Revenue
different ways. The aim is usually to Takings
_ clarify information or to emphasis Less Expenses
” information which is considered Materials 9000
particularly important. Consider the Wages 6000
following Profit/Loss Statement. ‘ Rent 2000
Interest 1000 {20000
i I S Profit 5000

—1 This is the same Profit/Loss Statement but it
Profit/Loss Statement for - | has been presented in such as way as to
__ October 2016 show the relevant importance of each item
Revenue $ % to R or Takings. Materials
Takings 25000| 100 |expense, for example, represents ___ % of
each dollar of revenue, wages represents
24% of each dollar of revenue etc. Total

Less Expenses

Materials 9000 | 36 |expenses take up % of each dollar of revenue leaving
Wages 6000 24 % of each dollar of revenue as profit.

Rent 4000 16 _ _

Ifterest 1000 4 The percentage data shown in the Profit/Loss Statement are

often used as key performance indicators (KPIs) to monitor and
Total expenses |20000| 80 |assess business performance. Two of the percentages are of
Profit 5000 20 |particular importance.

1. Return on Revenue (ROR). This ratio, 20% in the above example, measures
the relationship between profit and revenue, or the profit generated for every R@R
dollar of revenue. The ROR is sometimes called the Net Profit Ratio.

2. Total Expenses Ratio. (TER). This ratio, 80% in the above example, measures =
the relationship between total expenses and revenue, or the total expenses for E ER
every dollar of revenue. Of course the TER is a function of the individual expenses
such as materials, wages, rent etc.

-

When the Profit/Loss Statement is presented with percentage data as shown in the above

example, it is often referred to as VERTIcAL- analysis since the percentage data is

presented vertically allowing quick comparison of each item in the Profit/Loss Statement. When
two or more statements are presented side by side, as in the example below, it is often called

HORIZ2oN T analysis. Horizontal analysis, using percentage data, allows quick
comparison of key performance indicators, such as the ROR and TER over time.

Profit/Loss Statement for Prof‘t/Loss Statement

; October 2016 November 2 : 2
Revenue $ % ||Revenue $ % ||Revenue $
Takings 25000 | 100 |[Takings 24000| 100 |[Takings 24000( 100
Less Expenses Less Expenses Less Expenses
Materials 9000 36 [|Materials 7000 29 [|Materials 7000 29
Wages 6000 24 |(Wages 6000 25 ||Wages 9500 40
Rent 4000 16 ||Rent 4000 17 ||Rent 4000 17
Interest 1000 4 Interest 1000 4 Interest 1000 4
Total expenses (20000| 80 |[Total expenses [18000| 75 |[Total expenses 21500 90
Profit 5000 20 ||Profit 6000 | 25 ||Profit 2500 10

In November even though Takings decreased by $/©20 , the ROR increased favourably

from 20 % to 23 %. This favourable trend was due to the decrease/increase in the TER

from £0 % to25~ %. The major cause of this improved expense performance was the

decrease in the MATERIALS expense from $9000 to $ 10D  which caused the materials
expense ratio to improve from 2& % to 29 %. In December the ROR decreased unfavourably
from 25% to I® %. This trend is largely due to the decrease/increase in total expenses from
$18000 to $2i5txo  which is reflected in the TER changing unfavourably from 25 % to 99 %.
The major reason for this change is the increase in W% ES  from $6000 to $_G500  which is
shown by the wages expense ratio changing unfavourably from 235 % to ¢Q %.
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