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[bookmark: _Toc86658855]Introduction 
The fundamental objective of financial accounting is to help the business maintain a complete record of all the books accurately. It is also helpful for the management to record daily transactions such as purchases, income, sales, and even other expenses. This assessment has shed light on the concept of fundamentals of accounting. The importance of financial statements, accounting standards, liquidity, and profitability has been analyzed. Furthermore, financial transactions such as income statements, the balance sheet have also been prepared 
[bookmark: _Toc86658856]Question 1: Financial transactions of Sandrolia Limited 
Financial accounting provides the management to compare their current financial transaction with historical performance (Phillips et al. 2019, p.25). Furthermore, it also helps stakeholders to understand the financial position during a year. Financial accounting consists of summarizing and recording financial transactions in accordance with their date of occurrence. According to Stone, (2020, p.25), It provides brief information about the organizational performance and helps the management in recording the transactions accurately. 
The financial statement has been prepared for the business of Sandrolia Limited for the year ended 31st December 2019. There are different types of accounting that have been prepared such as journal entries, updated trial balances, and also the financial statement for that period. The list of accounts along with their performance and explanation has been mentioned underneath. 
a.) Journal entries 
[image: ]
Figure 1: Journal entry
(Source: self-developed)
Journal entries have been prepared for the business of Sandrolia Limited for the following additional information. There is certainly additional information that is important for the business to consider while preparing the financial statement. This additional information is part of final accounts which will be adjusted in their respective accounts. From the above figure, the company is having a closing stock value of £14400. This balance will be adjusted in both the closing stock account and trading account of the business. There are certain other additional adjustments such as depreciation which has been calculated at £16170 and £900 respectively for both motor vehicle and computer equipment. The telephone expenses have not been recorded previously which has been recorded and adjusted. 
b.) Updated Trial balance 
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Figure 2: Trial balance
(Source: self-developed)
Trial balance is helpful for the companies to adjust their final entries at the end of the year in the respective books. The importance of preparing the trial balance is to make sure that all the entries are mentioned from the general ledger (Monte‐Mor et al. 2018, p.175). The trial balance has been prepared for the business of Sandrolia limited and from which it can be identified that the total balance is calculated at £377160. 
c.) Financial statement and positions 
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Figure 3: Income statement
(Source: self-developed)
The trading account has been developed for the company of Sandrolia Limited for the year ended 31st December 2019. From the conducted trading statement, the firm is having an opening stock of £13200 and a purchase of £126800 on the opening date. Furthermore, they have made a sale of £256400. This calculation has basically focused on the historical values that can be effective in computing the financial transactions. The gross profit of the business has been calculated at £61520. There are certain expenses that have been recorded in the income statement such as carriage outward, electricity bill, loan interest, rent, telephone, and many more. The net profit of the business has been calculated at £8340 at the end of the year. Therefore, it can be said that the business is having a good position of profit in the end of the year. However, it will be helpful for the company to find some ways to reduce their expenses and that will help them to uplift the position of net profit easily. 

Balance sheet 
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Figure 4: Balance sheet
(Source: self-developed)
The business of Sandrolia limited on the year ended 31st December 2019 has been analyzed from the final position. Similarly, the value of drawings has been deducted from the capital balance. The total balance in the capital account of the business has been evaluated at £30340 at the end of the year. The management also has certain liabilities such as accounts payable of £25680, bank overdraft of £2880, long term loan of £8000, and outstanding tax of £1500. On the other hand, the assets side of the balance sheet includes a computer of £970, a motor vehicle of £22730 at the end of the year. This balance has been adjusted after considering the accumulated depreciation, and also the yearly depreciation of the assets. The final position of both Assets and liabilities in the balance sheet is reflecting a figure of £68400. 


[bookmark: _Toc86658857]Question 2: Critical analysis of relevance using of financial statement
The financial statement is considered as a formal record that mainly develops the financial activity in an organization. In preparation for the financial calculation, it mainly produces different types of statements for computing the financial position. In this measurement, the evaluation of the financial statement is mainly included for projecting the financial position of a firm. The measurement mainly highlighted the result of the business operation, financial position and cash flow for a firm. The financial statement is useful for computing the decision regarding the financial allocation for an organization (Dewi et al. 2019, p.1373). As per measurement, it has highlighted financial allocation for an organization. The measurement is generally prepared the financial position, statement of income, and cash flow statement. The users generally compute the financial position for estimating organization strength. The users analyze the asset with the liability to evaluate financial strength. The measurement has basically highlighted financial relevance for performing the analysis. The statement is prepared for the purpose of computing financial value and business decisions. It is also useful in determining the reduction of the key obligations that a business requires to pay.  Users basically get a positive impact in taking the business decision by making an investment. The taxation decisions are also made using the statement that can be conducted using the financial value.
Using the financial statement, users mainly evaluate the financial factor by performing an analysis. Certain limitations are also associated with the financial value that can be useful for conducting the financial evaluation. Statement mainly records the financial aspects of an organization. Users get confused about the internal and external influences of the organization that cannot be measured using the financial statement. This calculation basically highlighted the historical values that can be effective in computing the financial evaluation. Users of the financial statement have failed to control the cost value. In contrast with the opinion of Hajek and Henriques (2017, p.139), Information that is provided by the statement is insufficient to analyse the current situation of an organization. The data can be manipulated while calculating the financial statement. The statement is beneficial for estimating the financial factor that is basically compared with the previous value for estimation of the growth. In order to contradict the opinion of Kim et al. (2020, p.62), users collect data about the actual expenses of the organization from statements but usually fail to get the total value of the firm. The analysis is basically used for computing the actual result regarding the financial data. The financial statement is useful for computing the decision regarding the financial allocation for an organization. The Users can only analyse the financial performance and fail to analyze the influences for an organization. For estimating the financial factor, it is also relevant for estimation of financial strength. As per analysis, it has conducted an analysis over the financial factor that does not consider the future prediction. The inflation rate is not adjusted with the financial statement. As per computing the actual value, it possesses lower compatibility with the other data. 
[bookmark: _Toc86658858]Question 3: Financial transactions of Ricardo’s Limited
d.) Journal entries for the additional information 
[image: ]
Figure 5: Journal entry
(Source: self-developed)
The journal entries have been prepared for the business of Ricardo Limited in order to analyze the additional information. There is certainly additional information that has been recorded in the books of accounts. The closing stocks of the business have been recorded at £21000 at the end of the year. Furthermore, the value for depreciation has been recorded at £584 which has been deducted from the accumulated depreciation of the fittings. The management has expected that a bad debt of £600 will occur in the books of accounts during the year. They have also made a provision of 3% against the remaining receivables. The owner of the business has taken £250 from the bank for personal use which has been treated as a drawing in the book of accounts. 
e.) Updated trial balance 
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Figure 6: Trial balance
(Source: self-developed)
The updated trial balance has been conducted for the company for analyzing the final position of both the debit and credit sides of the books of accounts. The business is observed to be having a final position of £184124 on both sides of the trial balance at the end of the year. Trial balance provides brief information about the organizational performance and helps the management in recording the transactions accurately in the respective account. The final position indicates a good position of Ricardo limited at the end of the year. 
f.) Income statement and final position 
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Figure 7: Income statement
(Source: self-developed)
The trading books has been developed for Ricardo Limited in order to analyze the revenue and expenditure made by the business during the year. The company is having an opening stock of £15000. They have also made a purchase of £80000 during the year which has been added to the opening stock. The revenue generated by the business during the year is £120000. The closing stock of the business has been recorded at £21000. There are certain direct expenses that have been paid by the business such as wages of £12000. On the other hand, the business has also made certain indirect expenses such as advertisement, rates, bank charges, depreciation, and even a lot more. The net profit of the business has been calculated at £27694 at the end of the year. 
The financial statement of the business is indicating a positive sign as the net profit has been calculated at £27694. It will be helpful for the management to reduce certain expenses such as advertisements that will help them to uplift the position of net profit during the year. 
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Figure 8: Balance sheet
(Source: self-developed)
The financial position has been developed for the business of Ricardo Limited for analyzing the final position of both the sides. From the above figure, it can be identified that the capital position of the business is £19050. Furthermore, a net profit of £27694 has been added and the value of drawings of £5000 has been deducted. The final position of capital has been calculated at £41744 in the financial position. The value of trade payables in the books of account has been recorded at £18000. On the other hand, the business is having certain assets such as buildings, fittings, trade receivable, and cash balance. The value of fittings and fixtures has been recorded at £3526 after deducting the accumulated and yearly depreciation from it. Similarly, the closing balance of the building has been recorded after deducting the accumulated depreciation of £6,000. The balance of building at the end of the year is £24000 and trade receivable are £9918. 
[bookmark: _Toc86658859]Question 4: Comparison and contrasting with the liquidity and profitability
Liquidity is defined as the ability of the organization to convert the asset value into cash. It mainly evaluates the position by raising its cash when the cash is needed. It usually highlights the ability to liquidate the cash value using the asset to reduce the short debt (Chen et al. 2018, p.164). The liquidity of an organization is usually measured by computing the cash value and also the portion of the current asset. The projection of current assets mainly measures the ability to minimize its debt margin. 
It is the amount of money that is generated by making investments or selling products. Profitability is measured with the help of income and expenses generated during a year. Profitability is important as it describes the increase or decrease in the equity position of a business (Sari and Sedana, 2020, p.116). Moreover, the management can easily make growth opportunities, market trends with the help of profitability.
The comparison of liquidity and also profitability is mainly measured by the earnings and also the expenses of an organization. Liquidity basically highlights the strength of mitigating the short loan in a firm. It is also useful in determining the reduction of the key obligations that a business requires to pay. It is basically a parameter of how fast the company is able to liquidate its asset margin. As per measurement, the profit of an organization is considered as the liquid value that is basically useful for computing the financial projection. Insufficient liquidity can bankrupt a short-term organization. Profitability is used for estimating the business success that is considered as an indication of the financial measurement. On the other hand, estimating the cash position usually computes the cash balance of the cash flow. The profitability is considered as a parameter of business performance that is mainly indicated using the income statement and also the other reports (Zuhroh, 2019, p.203). Liquidity is basically estimated as the ratio and also the cash flow for evaluating the cash position of a firm. The balance value is used for the estimation of the strength of the business. 
The measurement has basically highlighted the financial data that positively computes the strength of an enterprise. In order to compute the liquidity, it basically computes the cash flow to project the ability of the working capital. The financial statement projects the profit and also the value of cash in different ways. The statement is prepared for the purpose of computing financial value and also business decisions. As per comparison, profit value is basically estimated earnings that are effective in the evaluation of profitability. On the other hand, companies compute the cash balance in different ways for estimating the financial factor that is measured the actual value. In this process, it has basically included cash projection that has evaluated the liquid strength for mitigation of debt. Furthermore, it has also reflected the financial value that is determined over the financial statement. The statement basically separates the profitability and also liquidity to project the earnings and liquid cash in a different way. 
[bookmark: _Toc86658860]Conclusion 
This assessment can be ended by the concept of fundamentals of accounting that have been used to prepare the accounting statements. There are different types of financial statements that have been prepared such as journal entries, trading accounts, and many more. Accounting fundamentals is an operational strategy that is used by the business for managing financial activities. The assessment also includes the primary objectives of financial reporting and the importance of liquidity and profitability of the business. It is helpful for the management in maintaining the business in accordance with the rules and regulations easily. Therefore, it can be said that the fundamentals of accounting are helpful in analyzing the books of accounts and making financial reports accurately. 
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Tn the books of Sandrolia Limited
Tncome statement
particular amount __[amount |particular amount

to opening stocks 13200 by sales 256400
add: purchase 126800] 140000

by closing stocks 14400
to carriage inward 1840
to wages| 67440
to gross profit 61520
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In the books of Sandrolia Limited
balance sheet as on 31st december 2019
liabilities amount __[amount _[assets amount _|amount
capital 48000 computer 4500
add: net profit 8340 less: accumulated depriciation 2640
less: drawing 26000] 30340 less: depriciation 900 970
accounts payable 25680|motor vehicle 53900
bank overdraft 2880 less: accumulated. 15000
Tong term loan 8000|less: depriciation 16170 22730
outstanding tax 1500
accounts receivable 30700
less: provision for doubtful debt 450] 30250
petty cash 50
closing stock 14400
68400] 68400]
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In the books of Ricardo Limited
Journal entries

Particular Debit £ |credit £

31-12-2017|Closing stock a/c. 21000
to Trading a/c. 21000

31-12-2017| Depriciation on fittings a/ 584
To Accumulated depriciation 584

31-12-2017|Prepaid rates a/c.........dr 360
to cash a/c 360

31-12-2017|Bad debts a/c.. 600
to account receivable a/c......cr 600

31-12-2017|Drawings a/c.......dr 250
to Bank alc......cr 250





image6.png
In the books of Ricardo Limited
Updated trail balance Dre  |Crf

Fittings 7.300
Accumulated depreciation — fittings at 01/01/2017 2,500
Buildings 30.000]
Accumulated depreciation — buildings at 01/01/2017 6000
Tnventory at 01/01/2017 15.000
Trade receivables 10,000
Allowance for doubtful debts 01/01/2017 300)
Cash in hand 50
Cash at bank 1,250
Trade payables| 18.000
Capital 19050
Drawings 5,000
Purchases 80.000)
Revenue 120000
Wages 12.000
Advertising 4,000
Rates 1.440)
Bauk charges 200
closing stocks 21000
Depriciation of fiitings 584]
bad debts 600)

184124 184124
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In the books of Ricardo's Limited

Income statement

Particular amount [amount_|particular amount_|amount
to opening stocks 15000 by sales 120000
add: purchase 30000] 95000
by closing stocks 21000
to wages 12000
to gross profit 34000
141000 141000
to advertising 4000|By gross profit 34000
to rates 1440
to bank charges 200
to depriciation on fittings 584
to bad debt 600
add: new provision 282
Less: old provision 300 82
to net profit 27694
34000 34000
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Tn the books of Ricardo Limited
balance sheet as on 31st december 2019
Liabilities amount |amount |Assets amount _|amount
capital 19050 fittings 7300
add: net profit 27694 less: accumulated 2500
less: drawings 5000 41744]less: depriciation 584] 3526
Trade payables| 18000 [Buildings 30000
less: accumulated d _6000] 24000
trade receivable 10000
Less: provision for 82| 9918
Cash in hand 50
Cash at bank 1,250
closing stocks 21000
59744 59744
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In the books of Sandrolia Limited

Journal entries
Particular Debit £ credit £

31-12-2019| Closing stock a/c......dr 14400
to Tradingalc..........cr 14400

31-12-2019 | Depriciation on motor vehicle alc......dr 16170
To Accumulated depriciation a/c..........cr 16170

31-12-2019|Depriciation on computer equipment a/c.......dr 900
To Accumulated depriciation a/c..........cr 900

31-12-2019| Telephone expenses a/c-........dr 180
tocashac........cr 180

31-12-2019|Prepaid Insaurance alc.........dr 640
to cashale 640

31-12-2019| Taxes alc... dr 1500
to Cashalc.......cr 1500
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In the books of Sandrolia Limited
Updated trail balance Dre Ccre
Accounts payable 25680
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
Insurance 2,720
Motor vehicles at cost 53,900
Capital 48000
Opening inventory 13200
Accumulated depreciation — motor vehicles 15000
Accumulated depreciation — computer equipment 2640
Petty cash 50
Bank overdraft 2880
Wages 67,440
Purchases 1.26,800
Rent 23,760
Sales 256400
Telephone 1,620
Long-term Loan 8000
closing stock 14400
depriciation on motor vehicle 16,170
depriciation on computer equipement 900
taxes 1,500
total 3,77,160/3,77,160





