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[bookmark: _Toc1832449046]Question 1
A): Journal entries for the company Sandrolia Limited 
	Journal Entries for the Sandrolia Limited

	Particulars
	Debit
	Credit

	Depreciation
	11670
	 

	Accumulated depreciation (Motor vehicle)
	 
	11670

	 
	 
	 

	Depreciation
	900
	 

	Accumulated depreciation (computer equipment)
	 
	900

	 
	 
	 

	Telephone bill
	180
	 

	Outstanding telephone bill
	 
	180

	 
	 
	 

	Prepaid insurance
	640
	 

	Insurance
	 
	640

	 
	 
	 

	Taxes
	1500
	 

	outstanding taxes
	 
	1500



Working notes of the calculation of the depreciation:
a): Calculation of the Motor Vehicle 
Total cost of the Motor vehicle = 53900
Less: accumulated depreciation = (15000)
Net Motor vehicle amount = 38900
Less: Current year depreciation @ 30% = 38900*30% = 11670
Motor vehicle = 27230
b): Calculation of the Computer equipment
Total cost of the Computer equipment = 4500
Depreciation charged on the original amount of 4500
Depreciation = 4500 * 20% = 900
c): Telephone expense
As the company not paid the expense related to the telephone from the last 3 months and this expense is recorded in the separate account as outstanding expense of £ 180.
d): Insurance expense
As the company paid the expense related to the insurance and this expense is recorded in the separate account as prepaid expense of £ 640.
B): Updated trial balance for the company Sandrolia Limited
	Trial Balance for the Sandrolia Limited
On the 31st December 2019

	 
	Unadjusted trial balance
	Adjustments
	Adjusted Trial balance

	Particulars
	£
	£
	£
	£
	£
	£

	Accounts payable
	 
	25,680
	 
	 
	 
	25,680

	Accounts receivable
	30,700
	 
	 
	 
	30,700
	 

	Carriage inwards
	1,840
	 
	 
	 
	1,840
	 

	Computer equipment at cost
	4,500
	 
	 
	 
	4,500
	 

	Carriage outwards
	3,280
	 
	 
	 
	3,280
	 

	Drawings
	26,000
	 
	 
	 
	26,000
	 

	Electricity
	2,480
	 
	 
	 
	2,480
	 

	Loan interest
	300
	 
	 
	 
	300
	 

	Provisions for doubtful debt
	 
	450
	 
	 
	 
	450

	Insurance
	3,360
	 
	 
	640
	2,720
	 

	Motor vehicles at cost
	53,900
	 
	 
	 
	53,900
	 

	Capital
	 
	48,000
	 
	 
	 
	48,000

	Taxes
	 
	 
	1500
	 
	1500
	 

	Opening inventory
	13,200
	 
	 
	 
	13,200
	 

	Accumulated depreciation – motor vehicles
	 
	15,000
	 
	11670
	 
	26,670

	Accumulated depreciation – computer equipment
	 
	2,640
	 
	900
	 
	3,540

	Petty cash
	50
	 
	 
	 
	50
	 

	Bank overdraft
	 
	2,880
	 
	 
	 
	2,880

	Wages
	67,440
	 
	 
	 
	67,440
	 

	Purchases
	126,800
	 
	 
	 
	126,800
	 

	Rent
	23,760
	 
	 
	 
	23,760
	 

	Sales
	 
	256,400
	 
	 
	 
	256,400

	Telephone
	1,440
	 
	180
	 
	1,620
	 

	Long-term Loan
	 
	8,000
	 
	 
	 
	8,000

	Depreciation 
	 
	 
	12570
	 
	12570
	 

	Outstanding telephone bill
	 
	 
	 
	180
	 
	180

	Prepaid insurance
	 
	 
	640
	 
	640
	 

	outstanding taxes
	 
	 
	 
	1500
	 
	1500

	Total
	359,050
	359,050
	14,890
	14,890
	373,300
	373,300



C): Financial statements
Statement of profit or loss
	Statement of profit or loss 

	for the period 1 January 2019 to 31 December 2019

	 Sales
	 
	 

	Sales (Less return otward)
	 
	£256,400

	Less cost of Sales:
	 
	 

	             Opening inventory 
	£13,200
	 

	        +   Purchases (+ carriage inwards - returns outward)
	£128,640
	 

	        -    Closing inventory
	£0
	 

	 
	 
	£141.840

	 
	 
	 

	Gross Profit
	 
	£114.560

	 
	 
	 

	Add other Income
	 
	£0.00

	Total Income
	 
	£114.560

	 
	 
	 

	Expenses
	 
	 

	Carriage Outwards
	£3,280
	 

	Electricity
	£2,480
	 

	Loan Interest
	£300
	

	Insurance 
	£640
	

	Wages
	£67,440
	 

	Rent
	£23,760
	 

	Telephone
	£1,440
	 

	Outstanding telephone bill
	£180
	

	Unpaid taxes
	£1,500
	

	  Total Expenses
	 
	 £101,020

	 
	 
	 

	Net Profit / (Loss)
	 
	£13,540





Statement of financial position
	Sandrolia Ltd
	 

	Statement of Financial Position as at 31st December 2019
	 

	 
	 

	 
	£

	Assets
	 

	Non-current assets
	 

	Land and buildings
	0

	Plant and Machinery
	0

	Office equipment 
	960

	Motor vehicle
	27,230

	Fixtures and fittings
	0

	 
	 

	Current assets:
	 

	Inventories
	14,400

	Trade and other receivables
	30,250

	Prepayments
	640

	Bank
	0

	Cash and cash equivalents
	1,050

	Total assets
	74,530

	 
	 

	Capital & Liabilities 
	 

	Capital
	48,000

	Profit for the period
	14,290

	Drawings
	(26,000)

	 
	36,290

	Non-current liabilities:
	 

	Bank loans
	8,000

	 
	 

	Current liabilities:
	 

	Bank loans and overdrafts
	2,880

	Accruals
	1,680

	Trade payables
	25,680

	Total capital and liabilities
	74,530





[bookmark: _Toc398933730]Question 2
The primary purpose of financial statements is to observe, analyses, and evaluate the company's finances and profitability. The primary goal of this accounting is to assess the financial operations, working capital from the firm, as well as the corporation's sustainability and effectiveness. This type of statistical aids management and owners in making investment decisions. These findings contain better appreciate with the appropriate information about the business so that the investor and other stakeholders may make informed and efficient decisions. The financial reports can be used by the business to produce decisions about large investments such as mergers and acquisitions, corporate investment, physical equipment purchase, equipment and machinery purchasing, and so on. The accounting records also assist the organization in forecasting the future and preparing a budget to deal with unforeseen occurrences (La Torre et al., 2020).
The organization must adhere to the regulations and policies established by professional groups. The corporation must prepare accounting accounts that have higher quality, which will improve the corporation's market dominance. Investors can make more accurate decisions with even more conviction when they have access to comprehensive, specific information. This also predicts the future success of the firm for the stockholders. The corporation must account for every operation in accordance with accounting standards in order to create accurate and reliable financial statements. Accounting standards adherence ensures the accuracy and correctness of all financial accounts. This will improve the company's productivity and effectiveness. This will also aid in identifying the company's internal structure. If a corporation prepares financial statement in compliance with generally accepted accounting, it should apply the following elements to maintain consistency: financial ideas, approximations, revised theories, and convections, which make the financial statement more appealing and lead to successful profitability. Adherence with accounting rules aids the administrator in measuring the firm's productivity to that of its peers. Accounting guidelines require that numerous organizations' financial accounts are equivalent. Accounting standards keep accounting information trustworthy and enable for more macroeconomic predictions based on consistent and accurate information because all organizations observe the same norms. The main motive to follow the accounting guide lines is that it help the company in improving the financial performance and makes the decision more powerful and efficient related to the investment. Another is that maintain the decorum in the company and also improve the efficiency of the internal structure. Another compliance with the accounting guidelines helps the management in keep the records of the transaction of the business on the accurate and precise base and this leads to the higher income and profitability. Another it improves the morale of the employees so they can produce more products and basically it would leads to the increase in the revenue of the company and therefore the overall performance of the business can be made more efficient by complying with the accounting guidelines that was established by the professional bodies (Izueke et al., 2020).
Relevancy is defined as the extent to which data assists people in making decisions. It offers external users with information about the historical, current, and prospective. The inclusion of pertinent data yields precise and reliable findings in terms of the company's financial performance.


[bookmark: _Toc722106803]Question 3
A): Journal Entries in the books of the Ricardo’s
	Journal Entries of the Ricardo's

	Particulars
	Debit
	Credit

	 
	 
	 

	Depreciation
	384
	 

	Accumulated depreciation
	 
	384

	(Depreciation for current year charged on fittings)
	 
	 

	 
	 
	 

	Depreciation
	1000
	 

	Accumulated depreciation
	 
	1000

	(Depreciation for current year charged on buildings)
	 
	 

	 
	 
	 

	Prepaid rates
	360
	 

	Rates 
	 
	360

	 
	 
	 

	Bad debts
	600
	 

	Bills receivables
	 
	600

	(bad debts of 600 are irrecoverable)
	 
	 

	 
	 
	 

	Bad debts
	282
	 

	Provision for bad debts
	 
	282

	(provision @3% made for bad debts)
	 
	 

	 
	 
	 

	Drawings 
	 
	 

	Bank
	250
	 

	(Drawings made from business)
	 
	250







Working Notes
· The fitting are to be depreciated at rate of the 8% on the basis of the reducing method, the building having the life of 30 year and this building will deprecated on the cost.
· Bad debt is to be taken place of £ 600.
· Ricardo withdrew the cash from the bank of £ 250 for the personal use.
B): Updated trial balance of the Ricardo’s
On 31 December 2017
	
	 Unadjusted trail balance
	Adjustments
	Adjusted trial Balance

	Particulars
	 £
	 £
	 £
	£
	£
	 £

	Fittings
	7,300
	 
	 
	 
	7,300
	 

	Depreciation on fittings
	 
	 
	384
	 
	384
	 

	Depreciation of building
	 
	 
	1000
	 
	1000
	 

	Accumulated depreciation – fittings at 01/01/2017
	 
	2,500
	 
	384
	 
	2,884

	Buildings
	30,000
	 
	 
	 
	30,000
	 

	Accumulated depreciation – buildings at 01/01/2017
	 
	6,000
	 
	1000
	 
	7,000

	Inventory at 01/01/2017
	15,000
	 
	 
	 
	15,000
	 

	Trade receivables
	10,000
	 
	 
	600
	9,400
	 

	Allowance for doubtful debts 01/01/2017
	 
	800
	 
	282
	 
	1082

	Bad debts
	 
	 
	882
	 
	882
	 

	Cash in hand
	50
	 
	 
	 
	50
	 

	Cash at bank
	1,250
	 
	 
	250
	1,000
	 

	Trade payables
	 
	18,000
	 
	 
	 
	18,000

	Capital
	 
	19,050
	 
	 
	 
	19,050

	Drawings
	4,750
	 
	250
	 
	5,000
	 

	Purchases
	80,000
	 
	 
	 
	80,000
	 

	Revenue
	 
	120,000
	 
	 
	 
	120,000

	Wages
	12,000
	 
	 
	 
	12,000
	 

	Advertising
	4,000
	 
	 
	 
	4,000
	 

	Rates
	1,800
	 
	 
	360
	1,440
	 

	Bank charges
	200
	 
	 
	 
	200
	 

	Prepaid rates
	 
	 
	360
	 
	360
	 

	Total
	166,35
	166,350
	2876
	2876
	168,016
	168,016



C): Financial Statements
Statement of profit or loss
	Ricardo's
Statement of profit or loss 
for the period 1 January 2017 to 31 December 2017

	 
	 
	 

	Sales (Less return outward)
	 
	£120,000

	Less cost of Sales:
	 
	 

	             Opening inventory 
	£15,000
	 

	        +   Purchases (+ carriage inwards - returns outward)
	£80,000
	 

	        -    Closing inventory
	£21,000
	 

	
	 
	£74,000

	 
	 
	 

	Gross Profit
	 
	£46,000

	 
	 
	 

	Add other Income
	 
	£0.00

	Total Income
	 
	£46,000

	 
	 
	 

	Expenses
	 
	 

	Bad debts
	£882
	 

	Advertising
	£4,000
	 

	Rates
	£1,440
	 

	Bank charges
	£200
	 

	Total Expenses
	 
	£6,522

	 
	 
	 

	 
	 
	 

	Net Profit / (Loss)
	 
	£39,478





Statement of financial position
	Ricardo's
	 

	Statement of Financial Position as at 31st December 2017
	 

	 
	 

	 
	£

	Assets
	 

	Non-current assets
	 

	Land and buildings
	30000

	Accumulated depreciation
	(7,000)

	Provision for doubtful debts
	(282)

	Fixtures and fittings
	7,300

	Accumulated depreciation
	-2884

	 
	 

	Current assets:
	 

	Inventories
	21,000

	Trade and other receivables
	9,600

	Prepayments
	0

	Bank
	1,360

	Cash and cash equivalents
	50

	Total assets
	59,144

	 
	 

	Capital & Liabilities 
	 

	Capital
	19,050

	Profit for the period
	26,094

	Drawings
	(5,000)

	Reserves
	1000

	 
	41,144

	Non-current liabilities:
	 

	Bank loans
	0

	Current liabilities:
	 

	Bank loans and overdrafts
	0

	Trade payables
	18,000

	 
	 

	Total capital and liabilities
	59,144






[bookmark: _Toc902121512]Question 4
The liquidity ratio aids management in determining the financial condition, whereas the profitability ratio aids management in determining the organization's brand, sustainability, and effectiveness. Profitability, on either side, will build the reserve funds of equities and ensure the company's main long-term growth. Liquidity would reveal whether a company is able to discharge its short-term commitments or not. The main distinction is that profitable businesses occasionally encounter liquidity issues and may be forced to close their doors owing to these issues. The following ratios can be used to quantify the corporation's competitiveness and productivity: gross margin, profit after tax, operating profit, rate of return on investment employed, and earnings per share, meanwhile the current ratio, acid test ratio, cash ratio, and operating conversion cycle can be used to establish the company's financial position and soundness. The financial manager takes decisions on financial leverage and financial performance, and these decisions might sometimes be contradictory. Whenever this short-term cash flow is produced by company operations rather than external indebtedness, the organization will be more lucrative. So, liquidity refers to a company's ability to satisfy a short-term cash flow requirement, whereas profitability refers to the profit earned by the company's operations. The current ratio as well as net working capital is used to determine a company's liquidity, while return on assets is used to determine profitability (Bintara, 2020).
Difference among the “profit” and “cash” in the financial statements 
The concepts "cash" and "profit" are not interchangeable. Profit will inform about how so much revenue is left over after all expenses have indeed been paid, whereas cash would tell that how so much income is coming in and going out of the business. Profit is regarded as the most significant part of a corporation because it gives information about the company's success and development. The cash, on the other hand, will support the business in continuing its operations. Cash is the lifeblood of any company, and without it, no one can exist. Because of corporation pays cash payment such as insurance, rental, and administration, and all these expenditures are not shown in the cash book, the cash as well as profit numbers may not always parallel each other. The key advantage of considering cash flows above profitability is that it considers the time value of money among some of the cash flows and eliminates the need to calculate financial profits. The funds will assist the corporation in paying off all of its debts and acquiring new assets. The income statement include the three types of profit that is the gross profit, earnings before interest profit and the last one is net profit and the net profit also known as the bottom line income on the contrary the cash flow also includes the three types of activities that is the investing activities, financing activities and the operating activities. However, it has come to denote something akin to a climax or even the most optimistic scenario. This is why, for company owners, working capital is more important than earnings. There's really no way around this one: even profitable businesses can lose a lot of money due to deficiency of cash flow. The income statement is prepared on the basis of the accrual basis of the accounting so it helps the investors in determine the performance and stability of the business on the contrary the cash flow only includes the transaction related to the cash which helps the investors to determine the liquidity position of the company. It's an accounting technique that lowers the amount of depreciating assets in financial statements, affecting earnings but just not cash flow. Profits are affected by inventories and cost of sales, but not always cash due to the obvious scheduling of expenses. Cash flow is much more significant since it allows the company to continue operating while still making a profit. Alternatively, a company's income and cash flow may improve, but the company's debt level remains high, resulting in a loss. Profit is more essential in this case (Al Hayek, 2018).
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