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Financial Statements for Sole Proprietorships (1)
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Statement of Financial Position as at 31 December 2008
S $
Non-current assets
Shop premises 250,000
Fixtures and fittings 53,600 303,600
Current assets
Inventory 5,400
Accounts receivable 42,300
Bank 56,000
Cash 8,200
111,900
Less Current liabilities
Accounts payable (41,880)
Net current assets 70,020
373,620
Less Non-current liabilities
Loan from C Ho (90,000)
Net Assets ———— 283,620
Financed by:
Capital

Balance as at 1 January 2008
Add Net profit for the year

Less Drawings

Classifications of assets and liabilities
Assets

Opening capital —— 290,000
16,620

306,620
(23,000)
Closing capital ——»283,620

Non-current assets

Current assets
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— Examples: Premises * Land and buildings » Fixtures and

fittings > Furniture > Machinery * Equipment and Motor
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— Examples: Inventory > Trade receivable > Accounts
receivable » Rental deposit * Cash at bank and cash
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Liabilities

Current liabilities

Non-current liabilities
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— Closing capital

= Opening capital + Contribution of capital + net profit/loss — Drawings.




Classifications of ledger accounts

Personal accounts Impersonal accounts

- &g F i E B A (individuals) {o 8 4 R 2 | - X LR 2 b epH SR 2 o
(organizations)

— Examples: Debtor > Creditors — Examples: Wages and salaries » Furniture and fixtures -

Cash at bank > cash

Nominal account Real accounts
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— * i Temporary accounts — * #i i Permanent accounts

— Examples: Cost of goods sold ' Expenses ’ Sales and Other | — Examples: Assets > Liabilities and Capital
revenues

Uses of financial statements

Income statement Statement of financial position
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Users of financial statements

External users Internal users
— Internal users 5’53% £ EPNINA R > Examples: Owners — External users n»\a‘ﬁ *k3¥% 4 B > Examples: Lenders >
and managers Potential investors - Suppllers » Customers and
Government

Business owners
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Limitations of financial statements

Reporting past results

— financial statements provide financial information that relates to the past

— What happened in the past may not continue in the future, and thus may not be relevant to current or future
decision-making.

Assets valued at historical cost
— Assets are usually valued at historical cost
— The current market value of asset is not reflect in financial statements and may not reflect their true worth

Alternative accounting policies and methods can be used

— When treating an item, companies are allowed to choose among alternative accounting policies and methods

— For example, the adoption of different valuation methods would lead to a higher or lower profit figures

— Therefore, it could be very misleading to compare the financial results of different companies with different accounting
policies and methods



Involvement of personal judgements
— Financial statements involve personal judgements made by accountants and management, which may be subjective
— These judgements may even lead to errors, manipulation or fraud )

Lack of qualitative information

— Financial statements only provide information in monetary terms

— Some important information is missing simply because it cannot be expressed objectively in monetary terms

— For example, you cannot find out the morale of staff or the quality of relationship with customers from the financial
statements.

— However, these qualitative factors are crucial to the financial success of a business

Providing a summary without details
— Financial statements only provide a summary of the financial results of a business)

5+-: Ben runs a small food and grocery shop in Mongkok. The following are some account balance extracted from the
books of his firm as at 31 December 2021:

$
Sales 440,000
Office furniture 195,100
Bank loan (maturing on 31 August 2023) 80,000
Purchases 180,000
Bank 54,400
Capital, 1 January 2021 265,000
Rental deposit 30,000
Trade receivables 13,500
Trade payables 11,600
Equipment 35,500

The inventory as at 31 December 2021 was valued at $27,000

The rental deposit for the shop was paid on 1 January 2021. It will be refunded upon the end of the tenancy agreement
on 30 June 2022, if the terms of the rental contract are not violated. During the year 2021, Ben withdrew $5,000 from
the bank account each month for his personal use.

(a)  Prepare a statement of financial position as at 31 December 2021.




