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[bookmark: _Toc43135313]Introduction
Financial accounting and maintenance of accounting records acts as a compulsory function for every business. In this study, detailed discussions are going to be made on financial accounting by practical preparation of the financial accounts and statements for a company named Sandrolia Ltd and Ricardo. At the same time, discussions and evaluations will be made on the relevance that financial statements have to users of financial accounting information. On the other hand, the study will be performing a compare and contrast over the profitability and liquidity. There will also be analysis done on why cash and profits are likely on being different from one another in the financial statements of a company. 

[bookmark: _Toc43135314]Discussions
1. 
a) Complete the Journal entries required to reflect the above additional information
In the books of Sandrolia Ltd
Journal Entries
	Date
	Details
	Ledger 
Folio
	 Amount 
	 Amount 

	Dec 31st, 2019
	Closing Stock A/c … Dr
	
	 £ 14,400.00 
	

	
	To Trading and Profit and Loss A/c
	
	
	 £ 14,400.00 

	
	(Being value of inventories recorded into books of accounts)
	
	
	

	Dec 31st, 2019
	Depreciation A/c … Dr
	
	 £ 12,570.00 
	

	
	To Motor Vehicles A/c
	
	
	 £ 11,670.00 

	
	To Computer Equipment A/c
	
	
	 £ 900.00 

	
	(Being depreciation on fixed assets recorded to books of accounts)
	
	
	

	
	Profit and Loss A/c … Dr
	
	 £ 12,570.00 
	

	
	To Depreciation A/c
	
	
	 £ 12,570.00 

	
	(Being depreciation on fixed assets transferred to profit and loss account)
	
	
	

	Dec 31st, 2019
	Telephone Bill A/c … Dr
	
	 £ 180.00 
	

	
	To Outstanding Expense A/c
	
	
	 £ 180.00 

	
	(Being telephone bill expenses outstanding recorded into books of accounts)
	
	
	

	Dec 31st, 2019
	Insurance Expense A/c … Dr
	
	 £ 640.00 
	

	
	To Prepaid Insurance A/c
	
	
	 £ 640.00 

	
	(Being prepaid insurance expenses written off)
	
	
	

	Dec 31st, 2019
	Income Tax A/c … Dr
	
	 £ 1,500.00 
	

	
	Income Tax Payable A/c
	
	
	 £ 1,500.00 

	
	(Being income taxes falling due recorded into books of accounts)
	
	
	


Table 1: Journal entries of Sandrolia Ltd
b) Draw up an updated Trial balance
In the books of Sandrolia Ltd
Trial Balance
As at December 31st, 2019
	Serial No.
	Details
	Amount
	Amount

	1. 
	Accounts payable
	
	 £ 25,680.00 

	2. 
	Accounts receivable
	 £ 30,700.00 
	

	3. 
	Carriage inwards
	 £ 1,840.00 
	

	4. 
	Computer equipment at cost
	 £ 3,600.00 
	

	5. 
	Carriage outwards
	 £ 3,280.00 
	

	6. 
	Drawings
	 £ 26,000.00 
	

	7. 
	Electricity
	 £ 2,480.00 
	

	8. 
	Loan interest
	 £ 300.00 
	

	9. 
	Provisions for doubtful debt
	
	 £ 450.00 

	10. 
	Insurance
	 £ 2,720.00 
	

	11. 
	Motor vehicles at cost
	 £ 53,900.00 
	

	12. 
	Capital
	
	 £ 48,000.00 

	13. 
	Accumulated depreciation of motor vehicles
	
	 £ 15,000.00 

	14. 
	Accumulated depreciation of computer equipment
	
	 £ 2,640.00 

	15. 
	Opening inventory
	
	

	16. 
	Petty cash
	 £ 50.00 
	

	17. 
	Bank overdraft
	
	 £ 2,880.00 

	18. 
	Wages
	 £ 67,440.00 
	

	19. 
	Purchases
	 £ 126,800.00 
	

	20. 
	Rent
	 £ 23,760.00 
	

	21. 
	Sales
	
	 £ 256,400.00 

	22. 
	Telephone
	 £ 1,440.00 
	

	23. 
	Long-term Loan
	
	 £ 8,000.00 

	24. 
	Prepaid Insurance
	 £ 640.00 
	

	25. 
	Telephone bills outstanding
	
	 £ 180.00 

	26. 
	Taxes payable
	
	 £ 1,500.00 

	27. 
	Depreciation on motor vehicles
	 £ 11,670.00 
	

	28. 
	Depreciation on computer equipment
	 £ 900.00 
	

	29. 
	Closing inventory
	 £ 14,400.00 
	

	
	Total Balance
	 £ 371,920.00 
	 £ 371,920.00 


Table 2: Trial Balance of Sandrolia Ltd
c) Complete the financial statements: Statement of Profit or Loss and Statement of Financial position, for Sandrolia Ltd for the year ending 31st December 2019.
In the books of Sandrolia Ltd
Statement of Profit or Loss
For the year ended December 31st, 2019
	Details
	Amount
	Amount

	Sales
	
	 £ 256,400.00 

	Less: Cost of Goods Sold
	
	

	Opening inventory
	 £ 13,200.00 
	

	Purchases
	 £ 126,800.00 
	

	Carriage inwards
	 £ 1,840.00 
	

	Closing inventory
	 £ 14,400.00 
	 £ 127,440.00 

	Less: Wages
	
	 £ 67,440.00 

	Gross profit
	
	 £ 61,520.00 

	Less: Operating expenses
	
	

	Carriage outwards
	 £ 3,280.00 
	

	Telephone
	 £ 1,440.00 
	

	Depreciation on motor vehicles
	 £ 11,670.00 
	

	Depreciation on computer equipment
	 £ 900.00 
	

	Insurance
	 £ 3,360.00 
	

	Electricity
	 £ 2,480.00 
	 £ 23,130.00 

	Less: Prepaid expenses
	
	

	Prepaid Insurance
	 £ 640.00 
	 £ 640.00 

	Less: Outstanding expenses
	
	

	Telephone bills outstanding
	 £ 180.00 
	

	Taxes payable
	 £ 1,500.00 
	 £ 1,680.00 

	Operating profit
	
	 £ 36,070.00 

	Less: Loan interest 
	
	 £ 300.00 

	Net profit
	
	 £ 35,770.00 


Table 3: Statement of Profit or Loss of Sandrolia Ltd
In the books of Sandrolia Ltd
Statement of Financial Position
As at December 31st, 2019
	Details
	Amount
	Amount

	ASSETS
	
	

	(i) Non-Current Assets
	
	

	Motor vehicles at cost
	 £ 53,900.00 
	

	Less: Accumulated depreciation – motor vehicles
	 £ 15,000.00 
	

	Less: Depreciation expense
	 £ 11,670.00 
	 £ 27,230.00 

	Computer equipment at cost
	 £ 4,500.00 
	

	Less: Depreciation on computer equipment
	 £ 900.00 
	

	Less: Accumulated depreciation – computer equipment
	 £ 2,640.00 
	 £ 960.00 

	
	
	 £ 28,190.00 

	(ii) Current Assets
	
	

	Accounts receivable
	 £ 30,700.00 
	

	Provisions for doubtful debt
	 £ 450.00 
	

	Prepaid Insurance
	 £ 640.00 
	

	Closing inventory
	 £ 14,400.00 
	

	Petty cash
	 £ 50.00 
	

	Cash and cash equivalents
	 £ 8,410.00 
	 £ 53,750.00 

	Total assets
	
	 £ 81,940.00 

	EQUITY AND LIABILITIES
	
	

	(i) Non-Current Liabilities
	
	

	Long-term Loan
	 £ 8,000.00 
	 £ 8,000.00 

	(ii) Current liabilities
	
	

	Accounts payable
	 £ 25,680.00 
	

	Telephone bills outstanding
	 £ 180.00 
	

	Taxes payable
	 £ 1,500.00 
	 £ 27,360.00 

	(iii) Equity capital
	
	

	Drawings
	 £ 26,000.00 
	

	Capital
	 £ 48,000.00 
	

	Net profit
	 £ 35,770.00 
	

	Suspense Account
	 £ 11,190.00 
	 £ 46,580.00 

	Total equity and liabilities
	
	 £ 81,940.00 


Table 4: Statement of Financial Position of Sandrolia Ltd

2. Present an assessment of the relevance of financial statements to users
The financial reports of a company are prepared through the means of financial accounting. These reports reflect the financial performance and standing of a company at the end of a specific period. As stated by Henderson (2019), providing useful information to users regarding the state of a business over time is the key objective of financial reporting. Financial reporting also helps businesses in the accomplishment of transparency while reporting uniformly, for which differing concepts and standards have been established for accounting. In this context, Khan et al. (2017) stated that financial reporting is of great relevance to the users of financial statements. Financial statement users are however of two types - internal users and external users. Both these parties considerably depend upon financial reporting in order gain information regarding the state of a business.
According to Narayanaswamy (2017), the three major internal users, who make use of financial reporting information, include managers, employees and owners. The employees of a company make use of financial reports and statements in order to understand if an employer can be offering secured employment to them. They are also able to analyse the possible rise in their pays by the financial statements. The financial statements and reports of a company also provide them information regarding divisional profitability, which is useful for analysing the threats of their closure. On the other hand, the managers in a company make use of financial statements and reports in order to gain information on the financial performance and soundness of a company (Drabkova, 2016). Based upon this information, the managers make their decisions, plan goals and strategies, set out objectives and direct the day-to-day activities within it. They are also able to take control actions while managing operational efficacy in the company through the financial statements and reports.
In addition, the owners or the shareholders of a company obtain and use financial statements published by it (Timbate and Park, 2018). This is done so that they can keep a finger over the company’s operations. At the same time, results within these statements and reports provide them with information regarding how well or poorly the company in which they have invested their funds are performing. They are able to ascertain the efficacy in the company’s performance. Hence, this is the relevance of financial statements to internal users of a company. On the other hand, external users are also considerably benefitted due to the information with financial statements (Potter et al., 2019). For example, suppliers act as key external users of financial statements published by a company. The financial statements of a company provide them with information with which they can know if their dues will be cleared on time or not. Depending on this analysis, suppliers provide goods to a company on credit. This happens mostly in case of new suppliers, as they require reassurance about a business’s financial health prior to supply goods on credit.
The potential investors, who exist within the market place, are also external users of financial statements (Roychowdhury et al., 2019). They make use of financial statements of companies in order to analyse and measure their financial performance, efficacy and soundness. Depending upon this analysis, the potential investors make decision on which company they are going to invest their funds in order to accomplish maximum returns. In this context, Osadchy et al. (2018) mentioned tax authorities of a country also hold considerable interest in the financial statements. These users make use of financial statements so that they can be analysing if a company has paid its taxes accurately or not. The reporting of taxes payable is also evaluated from financial statements. Customers of a company are considered as external users of financial statements as well. This is because customers require knowing that companies can continue supplying them with their requirements in the future years or not. This is especially noticed when customers are dependent on any business for specialised products or services. Therefore, these are reasons that show the relevance of external users over financial statements.

3.
d) Complete the Journal entries required to reflect the above additional information
In the books of Ricardo
Journal Entries
	Date
	Details
	Ledger 
Folio
	Amount
	Amount

	Dec 31st, 2017
	Closing Stock A/c … Dr
	
	 £ 21,000.00 
	

	
	To Trading and Profit and Loss A/c
	
	
	 £ 21,000.00 

	
	(Being value of inventories recorded into books of accounts)
	
	
	

	Dec 31st, 2017
	Depreciation A/c … Dr
	
	 £ 1,384.00 
	

	
	To Fittings A/c
	
	
	 £ 384.00 

	
	To Buildings A/c
	
	
	 £ 1,000.00 

	
	(Being depreciation on fixed assets recorded to books of accounts)
	
	
	

	
	Profit and Loss A/c … Dr
	
	 £ 1,384.00 
	

	
	To Depreciation A/c
	
	
	 £ 1,384.00 

	
	(Being depreciation on fixed assets transferred to profit and loss account)
	
	
	

	Dec 31st, 2017
	Rates A/c … Dr
	
	 £ 360.00 
	

	
	To Prepaid Rates A/c
	
	
	 £ 360.00 

	
	(Being prepaid rent for the year recorded into books of accounts)
	
	
	

	Dec 31st, 2017
	Bad debts A/c … Dr
	
	 £ 600.00 
	

	
	To Trade Receivables A/c 
	
	
	 £ 600.00 

	
	(Being bad debts realised for the year written off)
	
	
	

	
	Provision for Bad Debts A/c … Dr
	
	 £ 282.00 
	

	
	To Profit and Loss A/c
	
	
	 £ 282.00 

	
	(Being provision created for bad debts and recorded into books of accounts)
	
	
	

	Dec 31st, 2017
	Drawings A/c … Dr
	
	 £ 250.00 
	

	
	To Cash in Bank A/c
	
	
	 £ 250.00 

	
	(Being cash drawn from the bank for personal usage)
	
	
	


Table 5: Journal Entries of Ricardo
e) Draw up an updated Trial balance
In the books of Ricardo
Trial Balance
As at December 31st, 2017
	Serial No.
	Details
	Amount
	Amount

	1. 
	Fittings
	 £ 7,300.00 
	

	2. 
	Accumulated depreciation on fittings at 1st January, 2017
	
	 £ 2,500.00 

	3. 
	Buildings
	 £ 30,000.00 
	

	4. 
	Accumulated depreciation on buildings at 1st January, 2017
	
	 £ 6,000.00 

	5. 
	Trade receivables
	 £ 10,000.00 
	

	6. 
	Allowance for doubtful debts as on 31st December, 2017
	
	 £ 1,082.00 

	7. 
	Cash in hand
	 £ 50.00 
	

	8. 
	Cash at bank
	 £ 1,000.00 
	

	9. 
	Trade payables
	
	 £ 18,000.00 

	10. 
	Capital
	
	 £ 19,050.00 

	11. 
	Drawings
	 £ 5,000.00 
	

	12. 
	Purchases
	 £ 80,000.00 
	

	13. 
	Revenue
	
	 £ 120,000.00 

	14. 
	Wages
	 £ 12,000.00 
	

	15. 
	Advertising
	 £ 4,000.00 
	

	16. 
	Rates
	 £ 1,440.00 
	

	17. 
	Bank charges
	 £ 200.00 
	

	18. 
	Inventory as at 31st December, 2017
	 £ 21,000.00 
	

	19. 
	Bad debts
	 £ 600.00 
	

	20. 
	Depreciation on fittings
	 £ 384.00 
	

	21. 
	Depreciation on buildings
	 £ 1,000.00 
	

	22. 
	Prepaid rates
	 £ 360.00 
	

	
	Total Balance
	 £ 174,334.00 
	 £ 174,334.00 


Table 6: Trial Balance of Ricardo
f) Complete the financial statements: Statement of Profit or Loss and Statement of Financial position, for Ricardo for the year ending 31st December 2017.
In the books of Ricardo
Statement of Profit or Loss 
For the year ending December 31st, 2017
	Details
	Amount
	Amount

	Sales
	
	 £ 120,000.00 

	Less: Cost of Goods Sold
	
	

	Opening inventory
	 £ 15,000.00 
	

	Purchases
	 £ 80,000.00 
	

	Closing inventory
	 £ 21,000.00 
	 £ 74,000.00 

	Less: Wages
	
	 £ 12,000.00 

	Gross profit
	
	 £ 34,000.00 

	Less: Operating expenses
	
	

	Advertising
	 £ 4,000.00 
	

	Rates
	 £ 1,800.00 
	

	Bank charges
	 £ 200.00 
	

	Bad debts
	 £ 600.00 
	

	Depreciation on fittings
	 £ 384.00 
	

	Depreciation on buildings
	 £ 1,000.00 
	 £ 7,984.00 

	Less: Prepaid expenses
	
	

	Prepaid rates
	 £ 360.00 
	 £ 360.00 

	Net profit
	
	 £ 25,656.00 


Table 7: Statement of Profit or Loss of Ricardo
In the books of Ricardo
Statement of Financial Position 
As at December 31st, 2017
	Details
	Amount
	Amount

	ASSETS
	
	

	(i) Non-Current Assets
	
	

	Fittings
	 £ 7,300.00 
	

	Less: Accumulated depreciation – fittings
	 £ 2,500.00 
	

	Less: Depreciation expense
	 £ 384.00 
	 £ 4,416.00 

	Buildings
	 £ 30,000.00 
	

	Less: Depreciation on buildings
	 £ 1,000.00 
	

	Less: Accumulated depreciation – buildings
	 £ 6,000.00 
	 £ 23,000.00 

	
	
	 £ 27,416.00 

	(ii) Current Assets
	
	

	Accounts receivable
	 £ 10,000.00 
	

	Provisions for doubtful debt
	 £ 1,082.00 
	

	Prepaid rates
	 £ 360.00 
	

	Closing inventory
	 £ 21,000.00 
	

	Cash in hand
	 £ 50.00 
	

	Cash at bank
	 £ 1,250.00 
	

	Cash and cash equivalents
	 £ 21,258.00 
	 £ 31,578.00 

	Total assets
	
	 £ 58,994.00 

	EQUITY AND LIABILITIES
	
	

	(i) Non-Current Liabilities
	
	 Nil 

	(ii) Current liabilities
	
	

	Accounts payable
	 £ 18,000.00 
	 £ 18,000.00 

	(iii) Equity capital
	
	

	Drawings
	 £ 5,000.00 
	

	Capital
	 £ 19,050.00 
	

	Net profit
	 £ 25,656.00 
	

	Suspense Account
	 £ 1,288.00 
	 £ 40,994.00 

	Total equity and liabilities
	
	 £ 58,994.00 


Table 8: Statement of Financial Position of Ricardo

4. Compare and contrast liquidity and profitability. Your comparison should detail why profits and cash amounts are likely to be different in the financial statements.
The two terms profitability and liquidity hold considerable level of importance in the field of accounting. As stated by Panigrahi (2019), liquidity can be defined as the ease with which assets or securities in a business are conversable into ready cash without any effect over the market price. In the context of a business, liquidity indicates the measure of the capacity of a company to cover its short-term and immediate obligations and dues. It is described as how well a business can be covering its current debts by usage of current assets. On the other hand, Daryanto et al. (2018) defined profitability as the capacity held within an organisation to earn profits. It can also be explained as the ability of businesses to utilise their resources for generating higher revenues than what can be paid as expenses.
The compare and contrast of these two terms show that profitability indicates the profit that a business has earned during a period by reducing expenses from revenues (Vintila and Nenu, 2016). However, liquidity indicates the amount of cash available in a company. The profit amounts and cash amounts of a company differ from one another. This is because the as per the accrual concept of accounting, the profit of a company shows the net income earned during a certain period (Qadri, 2020). This amount recorded in the profit and loss statement includes the cash that has been received for profit and the cash that is yet to be received. However, the cash amount of a company is recorded within the cash flow statement of a company. This amount records the difference between the total cash received in a company and the total cash disbursed from it. It includes all sorts of cash flows of a company, inclusive of capital receipts and payments, operational cash inflow and outflow along with cash related to investing activities. It is not wholly composed of profits. As a result, there occurs a difference between profitability and liquidity.
On the other hand, Malik et al. (2016) stated that profitable companies might not have adequate liquidity since most of the company’s funds are invested within projects. At the same time, it is not necessary that all companies with good liquidity are profitable in nature. The compare and contrast of the terms profitability and liquidity also shows that a profitable company can be going bankrupt in the short term if there is no liquidity. However, a company that has considerable liquidity but is not profitable does not have the chances of going bankrupt in the short run. In this context, Goldmann (2017) stated that the similarity between these two terms is that both of these are indicators of financial performance and position of a company. The high liquidity and high profitability of a company are indicators of good financial performance for companies. Therefore, the differences as well as the similarities amongst profitability and liquidity could be determined.

[bookmark: _Toc43135315]Conclusion
Thus, from the findings of the study, one can conclude that financial accounting is largely beneficial for the preparation of a company’s financial statements and obtaining their financial position. The financial statements prepared for Sandrolia Ltd. and Ricardo assisted in understanding how a company records its business transactions with the basic accounting principles and concepts. On the other hand, it could be derived that financial statements are beneficial for a range of users including both internal stakeholders and external stakeholders. Lastly, it could also be evaluated that profitability and liquidity differ from one another largely while profit and cash within financial statements are different because of the accounting concepts used.
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