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	1. Journal Entries

	Date
	Particulars
	Debit
	Credit

	12/31/2019
	Cost of Goods Sold
	125600
	 

	 
	Inventories
	 
	125600

	

	12/31/2019
	Depreciation - Motor Vehicles
	11670
	 

	 
	Accumulated depreciation – motor vehicles
	 
	11670

	

	12/31/2019
	Depreciation - Computer Equipment
	900
	 

	 
	Accumulated depreciation – computer equipment
	 
	900

	

	12/31/2019
	Telephone
	180
	 

	 
	Accounts Payable
	 
	180

	

	12/31/2019
	Insurance Expense
	640
	 

	 
	Prepaid Insurance
	 
	640

	

	12/31/2019
	Taxes
	1500
	 

	 
	Taxes Payable
	 
	1500

	



1. Updated Trial Balance
	Trial Balance as of December 31, 2019

	Accounts
	£
	£

	Accounts payable
	 
	        25,860 

	Accounts receivable
	         30,700 
	 

	Carriage inwards
	           1,840 
	 

	Computer equipment at cost
	           4,500 
	 

	Carriage outwards
	           3,280 
	 

	Drawings
	         26,000 
	 

	Electricity
	           2,480 
	 

	Loan interest
	              300 
	 

	Provisions for doubtful debt
	 
	             450 

	Prepaid Insurance
	           2,720 
	 

	Motor vehicles at cost
	         53,900 
	 

	Capital
	 
	        48,000 

	Inventories
	         14,400 
	 

	Accumulated depreciation – motor vehicles
	 
	        26,670 

	Accumulated depreciation – computer equipment
	 
	          3,540 

	Petty cash
	                50 
	 

	Bank overdraft
	 
	          2,880 

	Wages
	         67,440 
	 

	Rent
	         23,760 
	 

	Sales
	 
	      256,400 

	Telephone
	           1,620 
	 

	Long-term Loan
	 
	          8,000 

	Depreciation Expense
	         12,570 
	 

	Insurance Expense
	              640 
	 

	Cost of Goods Sold
	       125,600 
	 

	Taxes
	           1,500 
	 

	Taxes Payable
	 
	          1,500 

	Total
	373,300
	373,300



1. Financial Statements
	Sandrolia Ltd.

	Statement of Profit or Loss 

	For the year ended December 31, 2019.

	 
	£
	£

	Sales
	 
	        256,400 

	Less: Cost of Goods Sold
	       125,600 
	 

	Gross Profit
	 
	        130,800 

	Operating Expenses
	 
	 

	Depreciation Expense
	         12,570 
	 

	Insurance Expense
	              640 
	 

	Carriage inward
	           1,840 
	 

	Carriage outward
	           3,280 
	 

	Telephone
	           1,620 
	 

	Electricity
	           2,480 
	 

	Wages
	         67,440 
	 

	Rent
	         23,760 
	 

	Operating Income
	 
	          17,170 

	Interest
	              300 
	 

	Taxes
	           1,500 
	 

	Net Income
	 
	          15,370 



	Sandrolia Ltd.

	Statement of Financial Position

	As of December 31, 2019.

	Assets
	£
	£

	Non-Current Assets
	 
	 

	Computer Equipment at Cost
	           4,500 
	 

	Accumulated Depreciation – Computer Equipment
	-3540
	 

	Motor Vehicles at Cost
	         53,900 
	 

	Accumulated Depreciation – Motor Vehicles
	-26,670
	          28,190 

	 
	 
	 

	Current Assets
	 
	 

	Prepaid Insurance
	2,720
	 

	Inventories
	14,400
	 

	Accounts Receivable
	30,700
	 

	Less: Provision for doubtful debts
	-450
	 

	Petty Cash
	50
	47,420

	Total Assets
	 
	          75,610 

	 
	 
	 

	Capital & Liabilities 
	 
	 

	Capital
	48,000
	 

	Profit for the period
	         15,370 
	 

	Drawings
	-26,000
	37,370

	 
	 
	 

	Non-current liabilities:
	 
	 

	Bank loans
	           8,000 
	            8,000 

	 
	 
	 

	Current liabilities:
	 
	 

	Bank loans and overdrafts
	           2,880 
	 

	Taxes Payable
	1,500
	 

	Trade payables
	         25,860 
	          30,240 

	Total capital and liabilities
	 
	          75,610 
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[bookmark: _Toc86991412]Introduction

Nowadays, the business environment has expanded to significant proportions. The situation has led to increased competition between businesses.
Business owners have to be cautious and manage their business and possibly to have the necessary performance. They need to invest in expanding and developing their future projects and bringing new products to the market to stay on top. 
To ensure that their own business has a consistent profit, they need to check their financial statement. The economic situation is a significant part that the owners of any company must consider and analyze because it helps create its reputation. 


[bookmark: _Toc86991413]Definition

Financial Statement - The balance sheet summarizes the financial position at a particular point in time for a commercial company. The balance sheet shows the company's assets, liabilities, and capital. (Cabral, 2021)

[bookmark: _Toc86991414]Relevance

The role of a financial statement is to present precise information, in both summary and value-form, of the financial position of a legal entity. Depending on the results obtained in the financial statement and the economic and financial indicators calculated on its basis, a company can better manage its resources, make forecasts for the development of its budget and target its business more profitably.
Profit and liquidity are two components that can significantly affect a firm's financial and economic status. Due to these significant factors, the company can have an unstable financial situation depending on the profit. The company's activity determines the financial position over a while. This has the power to lift the company to the heights of success and bring it to bankruptcy. (Kathryn Kadous, Lisa Koonce, Jane M. Thayer 2012)
The balance sheet helps build a reputation for any company. It is taken into account by future investors. 
The financial statement is crucial not only for the owners of the company but also for future investors. People considering investing in a company examine the balance sheet to see if it is profitable and worthwhile. If a company is not profitable, the financial situation will show this, and in time it will lose investors, which can even lead to bankruptcy. Business owners should consider that the financial balance sheet can spoil the company's image and bring it to the top of the market if it has consistent profits. 
The company's financial situation is determined by several factors, specifically employee salaries, supported and sponsored projects, and independence. The more liquid a company is and the more it invests in projects and business development, the more its financial statement shows its profit and efficiency.


[bookmark: _Toc86991415]Conclusion:

The financial situation is essential for any company, whether it is just starting out or already established on the market. All business people need to maintain their company so that the annual balance sheet expresses a convenient situation for investors and the company's reputation.
The company owner must keep the company running efficiently by making the right investment decisions to fund profitable projects and increase the chances of new investors.
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1. Journal Entries
	Journal Entries

	Date
	Particulars
	Debit
	Credit

	12/31/2017
	Cost of Goods Sold
	       74,000 
	 

	 
	Inventories
	 
	       74,000 

	 
	

	12/31/2017
	Depreciation - Fittings
	384
	 

	 
	Accumulated Depreciation – Fittings
	 
	384

	 
	

	12/31/2017
	Depreciation - Buildings
	         1,000 
	 

	 
	Accumulated Depreciation – Buildings
	 
	         1,000 

	 
	

	12/31/2017
	Rates Expense
	         1,440 
	 

	 
	Rates
	 
	         1,440 

	 
	

	12/31/2017
	Bad Debts Expense
	            300 
	 

	 
	Trade Receivables
	 
	            300 

	 
	

	12/31/2017
	Cash
	250
	 

	 
	Bank loan
	 
	250

	 
	

	12/31/2017
	Drawings
	250
	 

	 
	Cash
	 
	250

	 
	



1. Updated Trial Balance
	Trial Balance as of December 31, 2017

	Accounts
	£
	£

	Fittings
	           7,300 
	 

	Accumulated depreciation – fittings at 31/12/2017
	 
	          2,884 

	Buildings
	         30,000 
	 

	Accumulated depreciation – buildings at 31/12/2017
	 
	          7,000 

	Inventory at 31/12/2017
	         21,000 
	 

	Trade receivables
	           9,700 
	 

	Allowance for doubtful debts 31/12/2017
	 
	             800 

	Cash in hand
	                50 
	 

	Cash at bank
	           1,250 
	 

	Trade payables
	 
	        18,000 

	Capital
	 
	        19,050 

	Drawings
	           5,000 
	 

	Revenue
	 
	      120,000 

	Wages
	         12,000 
	 

	Advertising
	           4,000 
	 

	Rates
	              360 
	 

	Bank charges
	              200 
	 

	Cost of Goods Sold
	         74,000 
	 

	Depreciation - Fittings
	              384 
	 

	Depreciation - Buildings
	           1,000 
	 

	Rates Expense
	           1,440 
	 

	Bad Debts Expense
	              300 
	 

	Bank Loan
	 
	             250 

	Total
	       167,984 
	      167,984 



1. Financial Statements
	Ricardo

	Statement of Profit or Loss 

	For the year ended December 31, 2017.

	 
	£
	£

	Sales
	 
	        120,000 

	Less: Cost of Goods Sold
	         74,000 
	 

	Gross Profit
	 
	          46,000 

	Operating Expenses
	 
	 

	Depreciation Expense
	           1,384 
	 

	Wages
	         12,000 
	 

	Bank Charges
	              200 
	 

	Advertising Expense
	           4,000 
	 

	Rates Expense
	           1,440 
	 

	Bad Debts Expense
	              300 
	 

	Net Income
	 
	          26,676 



	Ricardo

	Statement of Financial Position

	As of December 31, 2017

	Assets
	£
	£

	Non-Current Assets
	 
	 

	Fittings
	           7,300 
	 

	Accumulated Depreciation - Fittings
	-2884
	 

	Buildings
	         30,000 
	 

	Accumulated Depreciation – Buildings
	-7,000
	          27,416 

	 
	 
	 

	Current Assets
	 
	 

	Inventories
	21,000
	 

	Trade Receivables
	9,700
	 

	Less: Provision for doubtful debts
	-800
	 

	Rates
	360
	 

	Cash in Hand
	50
	 

	Cash at Bank
	1,250
	31,560

	Total Assets
	 
	          58,976 

	 
	 
	 

	Capital & Liabilities 
	 
	 

	Capital
	19,050
	 

	Profit for the period
	         26,676 
	 

	Drawings
	-5,000
	40,726

	 
	 
	 

	Non-current liabilities:
	 
	 

	Bank loans
	              250 
	               250 

	 
	 
	 

	Current liabilities:
	 
	 

	Trade Payables
	         18,000 
	          18,000 

	Total capital and liabilities
	 
	          58,976 
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 Every business has to start and build its way to success. Competition has always existed, but business is about money and reputation, and these two goals are essential to a company's success.
Nowadays, most companies have experienced pandemic circumstances and have had to adapt to the situation. In these challenging times, business people are responsible for managing their resources responsibly without severely affecting profits.
Profitability and liquidity are two critical aspects of every firm. They reflect the company's performance. 
The following paragraphs will present the importance of the two components of all companies for their owners and the contrast between them.
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The description of profitability can be expressed as the positive result obtained by an entity in the financial statement. It operates intending to make a profit, through the efficient use of material, financial and human resources, in a way that allows it to carry out its activities in optimal conditions for its shareholders, employees, and business partners, but above all to ensure its future performance. The level of performance between the economic entities in an economy and its value are directly related. Profitability, which is constant over the long term, recognizes the value of an economic entity through performance and efficiency. Profitability is calculated according to strict rules and, at least in theory, is the expression of the minimum use of resources to achieve maximum results.
 Profitability, also known as cost-effectiveness, refers to a company's ability to profit from its operations. Profitability is a company's ability to generate revenue. It includes or characterizes the firm's entire economic and financial activity, all the processes in the firm, and all its functions. As a result, profitability analysis becomes a high-level economic and financial analysis segment. 
In general, all stakeholders such as investors and owners are concerned about its solvency, profitability, and development. Profitability is represented in the profit and loss account. This depends on the firm's popularity, which in case of failure to sell goods or services to customers properly, the firm may have higher expenses than profits leading to losses. If losses are constant and resources are insufficient, then the company will go bankrupt.
Profitability, or in some cases loss, is influenced by many factors within the firm such as resources, workforce skills, technology, economic growth, fiscal policies, the functionality of public institutions, cultural factors, climate, political stability as well as the quality of goods or services offered and customer satisfaction.   (Bace 2016)
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Liquidity describes the ability to which an asset or security can be bought or sold quickly in the market without affecting the price of that asset. It is also the availability of cash and cash equivalents in a company. Commercial paper and other short-term marketable instruments are examples of cash equivalents.
Financial liquidity relates to the ease with which assets can be transformed into cash. Assets like stocks and bonds are highly liquid as they can be converted into foreign currency in a matter of days. However, significant assets such as property, plants, and equipment are not easily converted to cash. For instance, your current account is liquid, yet if you own land and have to sell it, it may take several weeks or even months to liquidate it, which makes it less liquid.
In simple terms, liquidity means the extent to which an asset can be purchased or sold quickly on the market at a price that reflects its value. Cash is considered the most liquid asset as it can be easily converted into other assets. Real estate, decorative arts, and collections are all examples of less liquid physical assets. Other financial assets, ranging from equities to partnership units, fall at various places on the liquidity spectrum.   (Bace 2016)
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Profitability and liquidity are two components of every business being necessary to function. If the income rate is higher than the expense rate, the company is profitable. If revenues and cash receipts are more elevated than payments, then the company is promising and liquid. That makes the two components complement each other and are in favor of the development of the business.
The contrast between profitability and liquidity is the availability of profits versus cash. Profits are the primary measure of a company's stability and are the primary interest of shareholders. While profit is most important, this does not necessarily mean that the business operation is sustainable. Furthermore, a profitable company may not have enough cash because the majority of its funds are invested in projects, and a company with a lot of money or liquidity may not be profitable because excess funds were not used effectively. Thus, success depends on better profit and cash management.  (Kathryn Kadous, Lisa Koonce, Jane M. Thayer 2012)


[bookmark: _Toc86904065]Conclusion:
In conclusion, this report highlights the aspects of companies that are essential for success. It can be deduced that good performance depends on how resources are managed and decisions made to ensure that the company operates at total capacity and makes a profit. Profitability and liquidity are goals that need to be considered evidence from the beginning of the journey to becoming prosperous.   Profitability and liquidity are part of all businesses. From the report presented it can be deduced their importance in the efficiency and development of companies. These components can bring the company to the desired success but can also affect it negatively. 
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