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a) The journal entries for given information of Sandrolia Ltd.’s transactions are as follows:
	Date
	Account Title and Explanation
	Dr
	Cr

	










Dec 31, 2019 


	Inventory at the end of the year
       Income summary
	14400
	
14400

	
	Depreciation expense – Motor Vehicle
       Accumulated depreciation – Motor Vehicle
	11670


900



180


640



1500
	
11670


900



180


640



1500

	
	Depreciation expense –Computer Equipment
        Accumulated depreciation – Comp. Equipment
	
	

	
	Telephone expense
       Telephone expense payable
	
	

	
	Prepaid insurance
        Insurance expense
	
	

	
	Tax expense
       Tax payable
	
	





b) 
Updated Trial Balance for Sandrolia Ltd.
On the 31st December 2019
	Name of the Account
	
	Dr
	Cr

	Accounts payable
	
	
	25680

	Accounts receivable
	
	30700
	

	Carriage Inward
	
	1840
	

	Computer equipment at cost
	
	4500
	

	Carriage outward
	
	3280
	

	Drawings
	
	26000
	

	Electricity
	
	2480
	

	Loan Interest
	
	300
	

	Provision for doubtful loan
	
	
	450

	Insurance (3360-640)
	
	2720
	

	Motor vehicle at cost
	
	53900
	

	Capital
	
	
	48000

	Opening Inventory
	
	13200
	

	Accumulated Depreciation of Motor vehicle 
	26670

	Accumulated Depreciation of Computer equipment 
	3540

	Petty cash
	
	50
	

	Bank Overdraft
	
	
	2880

	Wages
	
	67440
	

	Purchase
	
	126800
	

	Rent
	
	23760
	

	Sales
	
	
	256400

	Telephone
	
	1620
	

	Long term loan
	
	
	8000

	Telephone expense payable
	
	
	180

	Prepaid insurance
	
	640
	

	Tax expense
	
	1500
	

	Tax payable
	
	
	1500

	Depreciation of Motor vehicle
	
	11670
	

	Depreciation of computer equipment
	
	900
	

	Total
	
	373300
	373300





c)
Sandrolia Ltd.
Statement of Profit and Loss
For the year ending 31st December 2019
	Items
	£
	£
	£

	Sales
	
	
	256400

	less: Cost of goods sold
	
	
	

	    Opening inventory
	
	13200
	

	    Purchase
	
	126800
	

	    Carriage inwards
	
	1840
	

	    Wages
	
	67440
	

	
	
	209280
	

	   less: Closing inventory
	
	14400
	194880

	Gross Profit
	
	
	61520

	
	
	
	

	less: Operating expenses
	
	
	

	    Carriage outwards
	
	3280
	

	    Electricity
	
	2480
	

	    Insurance
	3360
	
	

	    less Prepaid insurance
	640
	2720
	

	    Rent
	
	23760
	

	    Telephone
	1440
	
	

	    add: Payable
	180
	1620
	

	    Depreciation:
	
	
	

	      Motor vehicle
	11670
	
	

	      Computer equipment
	900
	12570
	

	    Provision for doubtful debt
	
	-450
	45980

	Operating Profit
	
	
	15540

	
	
	
	

	less: Other expenses:
	
	
	

	    Loan interest
	
	
	300

	Profit before tax
	
	
	15240

	    less: tax
	
	
	1500

	Profit after tax
	
	
	13740




Sandrolia Ltd.
Balance Sheet
31 December 2019
	Items
	£
	£
	£

	Assets:
	
	
	

	Non-current assets
	
	
	

	Motor vehicles
	53900
	
	

	less: accumulated depreciation-motor vehicle
	26670
	27230
	

	Computer equipment
	4500
	
	

	less: accumulated depreciation-computer equipment
	3540
	960
	

	Total non-current assets
	
	
	28190

	Current assets:
	
	
	

	Accounts receivable
	
	30700
	

	Petty cash
	
	50
	

	Ending inventory
	
	14400
	

	Prepaid insurance
	
	640
	

	Total current assets
	
	
	45790

	Total Assets
	
	
	73980

	
	
	
	

	Equities and Liabilities
	
	
	

	Liabilities
	
	
	

	Accounts payable
	
	25680
	

	Bank overdraft
	
	2880
	

	Long-term loan
	
	8000
	

	Telephone expense payable
	
	180
	

	Tax payable
	
	1500
	

	Total liabilities
	
	
	38240

	
	
	
	

	Equities
	
	
	

	Capital
	
	48000
	

	add: Net income
	
	13740
	

	less: drawings
	
	26000
	

	Total Equities
	
	
	35740

	total equities and liabilities
	
	
	73980
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The Financial Statement of a company is the first place a user should look when he is trying to get a general idea of that company. Employees, shareholders, authorities, investors, business researcher and even upcoming customers are included in this list of people. Financial Statement or report of a company can be shown as a mirror.  Thing placed in front of mirror get reflected in mirror. As like that a company's financial statement depicts the total condition of the business (Glenn, 2021). It is possible that users will be able to tell whether the company is doing good by simply looking at the company’s financial statement. Because of financial statements are regularly checked by government or certified chartered accountants makes them a reliable source of data about past their done activities. The following financial statements are included in the financial statements package: Balance sheet, Statement of Profit or Loss, Statement of Cash Flow and Statement of Changes in Equity.
A financial statement's balance sheet is its most important section (Alexander & Nobles, 2007)). This shows the assets, obligations, and ownership of a corporation as of a particular timeline. It is helpful to define the capital base employed by looking at a balance sheet. It is also possible to estimate risk by looking at the balance sheet and determining the likely future revenues (Weygandt et al., 2019). An in-depth look at a statement of income may help consumers assess its profitability, profit-to-risk ratio, and potential to raise capital by evaluating the company's past performance (Wild et al., 2019). A statement of cash flow, and from the other hand, aids in the understanding of the company's cash expenditures by its consumers. The cash flow statement aids consumers in determining a company's minimal cash need. Customers may not have been interested in investing in a firm if they see their money being spent in high-risk but non-profitable sectors, or if the company's strategy for creating cash flows isn't particularly solid If you want to see how shareholders' equity has changed over time, you may look at a statement like this (Weygandt et al., 2019)
In accounting, there are numerous criteria and principles. As a result of the development of these principles and ideas, companies all around the globe may now do organizational accounting uniformly and transparently (Glenn, 2021). Usually, accounts used to be kept based on personal accounting. Sole proprietorships employed a custom-built platform. Because the present period is defined by joint stock companies, individual systems such as these have all but disappeared. Recent times have seen the development of several accounting concepts (Weygandt et al., 2019). This principle encompasses a wide range of accounting ideas. GAAP, or Generally Accepted Accounting Principles, has been a popular accounting guideline in recent years. When these concepts are properly included during the preparation of financial statements, the statements become believable as well as transparent. They also make certain that all companies use the same accounting style (Glenn, 2021). These rules are as clear as accounting terminology. By only strictly adhering to grammatical rules can a dialect be understood fully. Similarly, accounting rules aid in deciphering a company's financial situation. In addition, accounting rules make it easier for consumers to spot locations where data has been changed. Because all businesses create their financial statements in accordance with the same standards, users may easily evaluate the financial accounts of different businesses. Thus, they can see which business seems to be doing well. If there were no standards in place, none of this would have been feasible financial statement audits are simplified for auditors when a firm adheres to industry norms. Auditor's find the financial accounts made in the very same way he learnt to be untrustworthy. The government can readily evaluate the amount of taxes owed by a corporation based on its financial statements. When a firm does not follow its own rules or laws, they can be penalized financially and in other ways (Wild et al., 2019).
When government agencies tasked with keeping an eye on the country's enterprises investigate a firm, they start by looking at its financial accounts. They'd investigate the things listed on the financial statement to see if they exist. In the following step, a comparison would be made between current assets and current liabilities as stated in the balance sheets (Needles et al., 2013). If they discover material errors, they will provide comments to the company's management. In addition, if they suspect that data are being manipulated to obtain tax benefits, they'll discover the firm and order it to close its doors forever
Initiate, sustain, and modify these accounting standards are all responsibilities of several international institutions. This group includes the Financial Accounting Standards Board (FASB), the International Accounting Standards Boards (IASB), the International Financial Reporting Foundation (IFRS), and others. Standards are established by these organizations, either locally or internationally, so that consumers see global accounting as being the same.
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d) Journals for the additional information:
	Account Title and Explanation
	Debit Amount (£)
	Credit Amount (£)

	2017 Dec-31
	Ending inventory
       Income summary
	21000
	
21000

	
	Depreciation expense – fittings
       Accumulated depreciation – fittings
	384


1000



360



600


282
	
384


1000



360



600


282

	
	Depreciation expense –building
        Accumulated depreciation – building
	
	

	
	Advanced rates
       Rates expenses
	
	

	
	Allowance for doubtful debts
        Accounts receivables
	
	

	
	Bad debt expense
      Allowance for doubtful debts
	
	

	
	Withdrawal
    Bank
	250
	
250


e) 
Ricardo’s
Adjusted Trade Balance
31 December 2017

	Name of Accounts
	Debit amount (£)
	Credit amount (£)

	Fittings
	7300
	

	Accumulated depreciation-fittings
	
	2884

	Building
	30000
	

	Accumulated depreciation-building 
	
	7000

	Inventory
	15000
	

	Trade receivables 
	9400
	

	Allowance for doubtful debts
	
	482

	Cash in hand
	50
	

	Cash in bank 
	1000
	

	Trade payable
	
	18000

	Capital
	
	19050

	Drawings
	5000
	

	Purchase
	80000
	

	Revenue
	
	120000

	Wages
	12000
	

	Advertising
	4000
	

	Rates 
	1440
	

	Bank charge
	200
	

	bad debt expense
	282
	

	Advanced notes
	360
	

	Depreciation-fitting
	384
	

	Deprecation-building
	1000
	

	Total
	167416
	167416





f)
Ricardo’s
Statement of Profit and Loss
For the year ending 31 December, 2017

	Items
	£
	£
	£

	Revenue
	
	
	120000

	less: cost of goods sold
	
	
	

	   Opening inventory
	
	15000
	

	   Purchase
	
	80000
	

	   Wages
	
	12000
	

	
	
	107000
	

	   less: Ending inventory
	
	21000
	86000

	Gross Profit
	
	
	34000

	
	
	
	

	less: operating expenses
	
	
	

	    Advertising
	
	4000
	

	    Rates (adjusted)
	
	1440
	

	Depreciation: 
	
	
	

	    Fitting
	384
	
	

	    Building
	1000
	1384
	

	    Bad debt allowance 
	-482
	
	

	    add: Bad debt expense
	282
	-200
	6624

	    Operating profit
	
	
	27376

	    less: other expenses
	
	
	

	    Bank charge
	
	
	200

	Net profit
	
	
	27176





Ricardo’s
Balance Sheet
31 December 2017

	Items
	£
	£
	£

	Assets
	
	
	

	Non-current assets
	
	
	

	Fittings
	7300
	
	

	less: Accumulated depreciation
	2884
	4416
	

	Building
	30000
	
	

	less: Accumulated depreciation
	7000
	23000
	

	Total non-current assets
	
	
	27416

	Current assets:
	
	
	

	Cash in hand
	
	50
	

	Cash in bank (adjusted)
	
	1000
	

	Trade receivables
	
	9400
	

	Inventory ending
	
	21000
	

	Prepaid rates
	
	360
	

	Total current assets
	
	
	31810

	Total Assets
	
	
	59226

	
	
	
	

	Equities and Liabilities
	
	
	

	Liabilities
	
	
	

	Trade payables
	
	
	18000

	Total liabilities
	
	
	18000

	
	
	
	

	Equities
	
	
	

	Capital
	
	19050
	

	add: net income
	
	27176
	

	less: drawings (adjusted)
	
	5000
	

	Total equities
	
	
	41226

	Total equities and liabilities
	
	
	59226
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There are several ways in which profitability and liquidity disagree. Here's a quick breakdown of how profitability and liquidity different in a business:
· Profitability refers to the amount which a company make after incurring all the expenses and paying the taxes (Mills et al., 1996). To the contrary, when we speak of a company's liquidity, we mean how easily it can convert its assets into cash. It is believed that a corporation is more liquid if it can convert its present assets into cash quickly. The availability of funds in a corporation at a certain period is sometimes referred to as liquidity.
· Profitability has a negative association with liquidity. There will be opportunity costs for a business if there is too much cash sitting around as liquid funds instead of putting it to work. In other words, despite having more liquidity, even though the corporation has less earnings (Mills et al., 1996). The bottom line is that by investing heavily in profitable sectors while having a little amount of cash on hand, a corporation can earn a bigger profit at the expense of less liquidity. This is where the corporation makes more money, but the hazards of liquidity are greater. Liquidity problems might prevent the business from making payments to its creditors or paying its workers.
· Users may gain some insight into the overall performance of a firm by its profitability. Liquidity, on the other hand, is a short-term reflection of a company's cash position and cash management (Mills et al., 1996). Investors sometimes prioritize short-term cash situations over long-term profitability.
· In terms of profitability, a company's capacity to generate profits in all business circumstances is measured. The company's ability to turn its assets into sales is reflected in its liquidity.
· Gross profits, operational profits, net profits after taxes, EBIDTA, CAGR, and other metrics show how profitable a firm is. When it comes to determining liquidity, other metrics are used, such as the current/acid-test/liquidity/interest coverage/etc. ratio.
· Liquidity issues can lead to bankruptcy for a business. In contrast, a firm that makes little money is less likely to go bankrupt.
· In the profit and loss statement, profitability is shown as one of the items. No record of it can be found in the financial statements. The shareholders' property is used to modify net profit at a certain moment in time. Liquidity, but at the other hand, is a feature of modern assets and a balance sheet item. The income statement does not allow for the measurement of liquidity.
· A balance sheet's profit and cash balances will never be the same. Business operations that result in cash inflows produce cash (Alexander & Nobles, 2007). Cash outflows are subtracted from cash inflows to arrive at the cash balance at a given moment in time. Creating a profit or loss has no effect on the amount of money in your account.
· A company's long-term profitability is a major problem. Liquidity, but at the other hand, is an issue for a firm in the short term. Even if a company experiences a short-term loss, it eventually seeks to become profitable in the long run. But a corporation might not want to make shortages of cash since demand from creditors or other important users could occur at any time, forcing the company to pay promptly.
· Large investments in working capital are the focus of liquidity (Alexander & Nobles, 2007). Profit, but at the other hand, necessitates a minimal outlay of this type of capital.
· A positive liquidity situation facilitates the rapid monetary payment to the customers' accounts. Even if the company makes a lot of money, consumers cannot expect to be paid immediately (Alexander & Nobles, 2007).
· The causes for the discrepancy in profit and cash on a balance sheet include the following. It's clear that profits and currency have no link to one another, therefore there's no doubt regarding their equality.
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