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BAFS Elective Part – Accounting Module – Financial Accounting
Topic A02: Financial Reporting for Different Forms of Business Ownership

Activity 1
Identify the differences among forms of business ownership in terms of liabilities of owner(s), management of business, and profit appropriation. Write the answer in the table below:
	
	Sole Proprietorship
	Partnership
	Limited Company

	Liabilities of owner(s)

	
	
	

	Management of business

	
	
	

	Profit appropriation

	
	
	


Activity 2:  Matching
Match the descriptions with the forms of business ownership.
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Activity 3:  Case Study         [image: image2.png]



Ming has set up a small business, Smart Phone, selling mobile phones and accessories for a year.   Now he is thinking of expanding his business.
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 Ming and Lee [image: image4.png]



Lee is Ming’s friend and he is a marketing expert.  Lee has the experience of running the business of selling mobile phones and accessories for ten years.  He is interested in investing in Ming’s business.  The amount of capital he can contribute to the business is $120,000.  Ming and Lee are considering whether forming a partnership or a limited company.  They want to know the difference in profit appropriation.  
Activity 3a
Assume Ming and Lee form a partnership. Prepare the Appropriation Account of Ming and Lee Partnership for the year ended 31 December 20xx with the following additional information. 
Ming and Lee shares profits and losses in the ratio of 2:1.

Capital from Ming: $180,000

Capital from Lee: $120,000

Salary for Lee: $25,000 per annum
Drawings by Ming: $3,000

Drawings by Lee: $1,020

Interest on Capital & drawings: 5%
Ming and Lee

  Income Statement for the year ended 31 December 20xx
	
	
	$
	$

	Sales
	
	527,100
	

	Less: Returns inwards
	
	  2,300
	524,800

	Less: Cost of Goods Sold
	
	
	

	     Purchases
	
	211,200
	

	     Less: Returns outwards
	
	  8,000
	

	
	
	203,200
	

	     Add: Carriage inwards
	
	  4,200
	

	
	
	207,400
	

	Less: Closing inventory
	
	 32,800
	174,600

	Gross Profit
	
	
	350,200

	Add: Discounts received
	
	
	  3,120

	
	
	
	353,320

	Less: Expenses
	
	
	

	     Loan interest
	
	5,000
	

	     Discounts allowed
	
	9,000
	

	     Depreciation expense
     -Furniture and Fixtures
	
	14,000
	

	     Depreciation expense
     -Equipment
	
	12,000
	

	     Administrative expenses
	
	30,515
	

	     Insurance 
	
	6,400
	

	     Salaries and wages
	
	96,000
	

	     Rent and rates
	
	80,000
	

	     Repairs and maintenance
	
	9,500
	

	     Bank charges
	
	  4,600
	267,015

	Net profit
	
	
	86,305

	
	
	
	
	
	

	Add:
	
	Interest on drawings
	
	
	

	
	· Ming
	
	
	

	
	· Lee 
	
	
	

	
	
	
	
	

	Less:
	Partner’s salary
	
	
	

	
	
	· Lee
	
	
	

	
	Interest on capital
	
	
	

	
	· Ming
	
	
	

	
	· Lee 
	
	
	

	Share of 
	
	
	

	profit:
	
	Ming 
	
	
	

	
	Lee 
	
	
	


Activity 3b
You are also given the income statement of Smart Phone Company (the sole proprietorship) and the income statement of Smart Phone Limited. 
Smart Phone 
 Income Statement for the year ended 31 December 20xx
	
	
	$
	$

	Sales
	
	527,100
	

	Less: Returns inwards
	
	  2,300
	524,800

	Less: Cost of Goods Sold
	
	
	

	     Purchases
	
	211,200
	

	     Less: Returns outwards
	
	  8,000
	

	
	
	203,200
	

	     Add: Carriage inwards
	
	  4,200
	

	
	
	207,400
	

	     Less: Closing inventory
	
	 32,800
	174,600

	Gross Profit
	
	
	350,200

	Add: Discounts received
	
	
	  3,120

	
	
	
	353,320

	Less: Expenses
	
	
	

	     Loan interest
	
	5,000
	

	     Discounts allowed
	
	9,000
	

	     Depreciation expense
     -Furniture and Fixtures
	
	14,000
	

	     Depreciation expense
     -Equipment
	
	12,000
	

	     Administrative expenses
	
	30,515
	

	     Insurance 
	
	6,400
	

	     Salaries and wages
	
	96,000
	

	     Rent and rates
	
	80,000
	

	     Repairs and maintenance
	
	9,500
	

	     Bank charges
	
	  4,600
	267,015

	Net profit
	
	
	86,305


Smart Phone Limited
  Income Statement for the year ended 31 December 20xx
	
	
	$
	$

	Sales
	
	527,100
	

	Less: Returns inwards
	
	  2,300
	524,800

	Less: Cost of Goods Sold
	
	
	

	     Purchases
	
	211,200
	

	     Less: Returns outwards
	
	  8,000
	

	
	
	203,200
	

	     Add: Carriage inwards
	
	  4,200
	

	
	
	207,400
	

	     Less: Closing inventory
	
	 32,800
	174,600

	Gross Profit
	
	
	350,200

	Add: Discounts received
	
	
	  3,120

	
	
	
	353,320

	Less: Expenses
	
	
	

	     Debenture interest
	
	5,000
	

	     Discounts allowed
	
	9,000
	

	     Depreciation expense
     -Furniture and Fixtures
	
	14,000
	

	     Depreciation expense
     -Equipment
	
	12,000
	

	     Administrative expenses
	
	30,515
	

	     Insurance 
	
	6,400
	

	     Salaries and wages
	
	96,000
	

	     Directors’ remunerations
	
	4,020
	

	     Rent and rates
	
	80,000
	

	     Repairs and maintenance
	
	9,500
	

	     Bank charges
	
	  4,600
	271,035

	Net profit before tax 
	
	
	82,285

	Less: Profit tax
	
	
	13,166

	Net profit after tax
	
	
	69,119

	Appropriations:
	
	
	

	Transfer to general reserve
	
	20,000
	

	Ordinary dividend
	
	18,000
	38,000

	Retained profits carried forward
	
	
	31,119


After reviewing the income statements, discuss and explain the differences among a sole proprietorship, a partnership and a limited company by completing the following table.
	
	Sole Proprietorship
	Partnership
	Limited Companies

	Number of owners entitled for profit sharing
	1
	
	

	Financial Statement showing profit distribution
	/
	
	

	Item(s) for profit distribution to owners
	Net Profit
	
	

	Way to withdraw profit earned
	Drawings by sole proprietor
	
	


Activity 3c
Assume Ming and Lee form a partnership. Fill in the missing details of the Statement of Financial Position of Ming and Lee Partnership with the following additional information. 

Ming and Lee shares profits and losses in the ratio of 2:1.
Capital from Ming: $180,000

Capital from Lee: $120,000

Salary for Lee: $25,000 per annum
Drawings by Ming: $3,000

Drawings by Lee: $1,020

Interest on Capital & drawings: 5%. 
Ming and Lee

                Statement of Financial Position as at 31 December 20xx
	
	$
	$
	$

	Non-current Assets
	Cost
	Accumulated depreciation
	Net book value

	Furniture and fixtures
	280,000
	14,000
	266,000

	Equipment
	120,000
	12,000
	108,000

	
	400,000
	26,000
	374,000

	Current Assets
	
	
	

	Inventory
	
	32,800
	

	Trade receivables
	
	161,785
	

	Prepayment 
	
	600
	

	Cash
	
	    2,000
	

	
	
	197,185
	

	Less: Current Liabilities
	
	
	

	     Trade payables
	68,700
	
	

	     Accruals 
	7,000
	
	

	     Bank overdraft
	13,200
	88,900
	

	Net current assets
	
	
	108,285

	
	
	
	482,285

	Less: Non-current Liabilities
	
	
	

	     5% loan
	
	
	100,000

	
	
	
	382,285

	Financed by:
	
	
	
	

	Capital: 
	Ming
	
	
	
	

	
	
	Lee
	
	
	
	

	
	
	
	
	

	Current accounts
	Ming
	Lee
	
	

	Add: 
	Interest on capital 
	
	
	
	

	
	
	Partner’s salary
	
	
	
	

	
	
	Share of profit
	
	
	
	

	Less: 
	Interest on drawings
	
	
	
	

	
	Drawings
	
	
	
	


Activity 3d

You are also given the statement of financial position of Smart Phone Company (the sole proprietorship) and the statement of financial position of Smart Phone Limited.
Smart Phone

                Statement of Financial Position as at 31 December 20xx 

	
	$
	$
	$

	Non-current Assets
	Cost
	Accumulated depreciation
	Net book value

	Furniture and fixtures
	280,000
	14,000
	266,000

	Equipment
	120,000
	12,000
	108,000

	
	400,000
	26,000
	374,000

	
	
	
	

	Current Assets
	
	
	

	Inventory
	
	32,800
	

	Trade receivables
	
	161,785
	

	Prepayment 
	
	600
	

	Cash
	
	  2,000
	

	
	
	197,185
	

	Less: Current Liabilities
	
	
	

	          Trade payables
	68,700
	
	

	          Accruals 
	7,000
	
	

	          Bank overdraft
	13,200
	 88,900
	

	Net current assets
	
	
	108,285

	
	
	
	482,285

	Less: Non-current Liabilities
	
	
	

	     5% loan 
	
	
	100,000

	
	
	
	382,285

	Capital
	
	
	

	Balance as at 1 January Year 1
	
	
	300,000

	Less: Net profit
	
	
	 86,305

	
	
	
	386,305

	Less: Drawings
	
	
	  4,020

	
	
	
	382,285


Smart Phone Limited
               Statement of Financial Position as at 31 December 20xx
	
	$
	$
	$

	Non-current Assets
	Cost
	Accumulated depreciation
	Net book value

	Furniture and fixtures
	280,000
	14,000
	266,000

	Equipment
	120,000
	12,000
	108,000

	
	400,000
	26,000
	374,000

	
	
	
	

	Current Assets
	
	
	

	Inventory
	
	32,800
	

	Trade receivables
	
	161,785
	

	Prepayment 
	
	600
	

	Cash
	
	  2,000
	

	
	
	197,185
	

	Less: Current Liabilities
	
	
	

	     Trade payables
	68,700
	
	

	      Tax payable
	13,166
	
	

	      Accruals 
	7,000
	
	

	      Bank overdraft
	13,200
	 102,066
	

	Net current assets
	
	
	 95,119

	
	
	
	469,119

	Less: Non-current Liabilities
	
	
	

	      5% loan
	
	
	100,000

	
	
	
	369,119

	Financed by:
	
	
	
	

	Shareholders’ equity
	
	
	
	

	
	Ordinary shares
	
	
	
	300,000

	
	General reserve 
	
	
	
	38,000

	
	Retained profits
	
	
	
	31,119

	
	
	
	
	
	369,119

	
	
	
	
	
	


After reviewing them, discuss with group members and explain the differences of Statement of Financial Position among a sole proprietorship, a partnership and a limited company by completing the following table.
	
	Sole Proprietorship
	Partnership
	Limited Companies

	Presentation of Capital or Equity in the Statement of Financial Position
	
	
	


Sole Proprietorship





Unlimited liability











Does not have to share profits





Simplest and easiest to set up





Pool resources, knowledge and skills





More sources to obtain finance





Personally responsible for all losses





Easier to make business decisions





Separate ownership and management





Limited Company





Limited liability








Partnership





A separate legal entity





Possible conflicts between co-owners
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