


[bookmark: _Toc86658037][image: Discover University of Wales Trinity Saint David]
Name: Vasilica Curea
Program: BA(Hons) Business Management
Module: Accounting Fundamentals
Lecture: Ernest Ovia
Assignment Title: Essay on Accounting Fundamentals
















Table of Contents
Question 1	3
Question 2	8
Question 3	10
Question 4	16
References	18



[bookmark: _Toc86692846]Question 1
A) Journal entries regarding the additional activities of the Sandrolia Limited:
	Journal Entries for the Sandrolia Limited

	Particulars
	Amount in £
	Amount in £

	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:
A): 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): Computer equipment
Total cost of the computer equipment = 4500
Depreciation charged on the original amount of 4500
Depreciation = 4500 * 20% = 900
B) Trail balance of the Sandrolia Limited
	Trial Balance for the Sandrolia Limited

	On the 31st December 2019

	 
	Given figures
	Adjustments
	Adjusted

	Particulars
	Amount in £
	Amount in £
	Amount in £
	Amount in £
	Amount in £
	Amount in £

	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
	14890
	14890
	373300
	373300



C) Calculation of the profit and loss account and the statement of the financial position. 
Profit and Loss Account of the Sandrolia Limited
	Profit and Loss Account Statement for the Sandrolia Limited

	For the Year Ending 31st December 2019

	Particulars
	Amount in £
	Amount in £

	Revenue
	 
	256,400

	Opening Stock  
	13,200
	 

	Add: Purchases
	126,800
	 

	Less: Closing Stock
	14400
	 

	Add: Carriage inwards
	1840
	 

	Cost of sales
	 
	127,440

	Gross Profit
	 
	128,960

	Less: Operating expense
	 
	 

	Carriage outwards
	 
	3280

	Electricity
	 
	2,480

	Loan interest
	 
	300

	Insurance
	3360
	 

	Less: Prepaid insurance
	640
	2720

	Petty cash
	 
	50

	Wages
	 
	67440

	Rent
	 
	23,760

	Telephone
	1,440
	 

	Add: Outstanding expense
	180
	1,620

	Depreciation
	 
	12570

	Provision for doubtful debt
	 
	450

	Total expense
	
	114670

	Net Profit
	 
	14,290



The total net profit earned by the company of 14290 and the company paid the insurance payment in advance and for this purpose the amount of 640 is shown as the prepaid insurance and this amount is deducted from the insurance amount. Next, the adjustment related to telephone expense of 180 is not paid and this amount is added to the telephone amount as outstanding expense.
Balance Sheet of the Sandrolia Limited
	Balance Sheet of the Sandrolia Limited

	As on 31st December 2019

	Particulars
	Amount in £
	Amount in £

	Assets
	 
	 

	Current assets
	 
	 

	Cash
	 
	1050

	Accounts receivable
	30,700
	 

	Less: Provision for doubtful debt
	450
	30,250

	Prepaid Insurance
	 
	640

	Inventory
	 
	14400

	Total current assets
	 
	46,340

	 
	 
	 

	Noncurrent assets
	 
	 

	Motor vehicle
	53900
	 

	Less: Depreciation
	26670
	27230

	Computer equipment
	4500
	 

	Less: Depreciation
	3540
	960

	Total noncurrent assets
	 
	28190

	 
	 
	 

	Total assets
	 
	74,530

	 
	 
	 

	Liabilities
	 
	 

	Current liabilities
	 
	 

	Accounts Payables 
	 
	25680

	Bank overdraft
	 
	2880

	outstanding taxes
	 
	1500

	Outstanding telephone expense
	 
	180

	Total current liabilities
	 
	30240

	
	
	

	Noncurrent liabilities
	 
	 

	Long term loan
	 
	8000

	Capital
	48000
	 

	Less: Drawings
	26000
	 

	Add: Profit
	14290
	36290

	Total noncurrent liabilities
	 
	44290

	 
	 
	 

	Total liabilities
	 
	74530
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The main goal of the financial reporting is to track, examine and report the earnings and income of the company. The major objective of this reporting is to determine the resources that are used by the company, flows of the cash from the business, stability and performance of the business. This type of information helps the managers and the shareholders to take the decision related to the investment. These types of reports provide the necessary information to the external shareholders regarding the company so the shareholder and the other stakeholder of the company make the relevant and efficient decision. The company can consider the financial reports for the purpose of the taking the decision related to the big investment like merger and acquisition, expansion of the business, acquisition of the fixed assets, procurement of the plant and machinery and so on. The financial reports are also helps the company in forecast the future and helps in making the budget for the purpose of face the unexpected circumstances (Al-Rawashdeh, 2021). 
The company has to follows the rules and policies which is implemented by the Professional bodies. The company has to make the accounting statements by including the better quality and it will enhance the company position in the market. Transparent, precise information allows the investors to take the accurate decision with the put more confidence on the money. By this the shareholders also predict the growth that business will attain the future. The company should recognize the each and every transaction as per the accounting standards so the financial statements are to be prepared accurate and correct. Accounting standards compliance makes sure that the all financial statements are accurate and correct. This will enhance the efficiency and performance of the business. This will also helps in determining the internal structure of the business. If the company are makes the accounting statements with following the accounting standards and in order to maintain the steadiness the company should make the use of the following points such as the accounting concepts, assumptions, modified principles and convections and they make the accounting statements more attractive and would leads to the effective profits. The compliance with the accounting standards helps the manager in comparing the performance of the company with the peer industry. 
[bookmark: _Toc86658039]Relevancy is defines as the how the data helps the users in making the decision. It provides the information to the external users related to the past, present and future. Inclusion of the relevant information gives the accurate and the correct results regarding the profitability of the company. 
The following discussion illustrates the importance of financial statements to a number of different users- (Boaz et al. 2018)
a) Investors- Based on the financial information the investors can decide whether or not to invest in the company. On the basis of financial statements these can know the key profitability ratios and the capital structure that will help to decide what form of capital, whether debt or equity to be subscribed. 
b) Government- The government is interested in the taxes that are receivable from the companies. Hence with the help of financial statements it can decide on the tax implications on the company and ensuring if it has paid taxes in full. 
c) Creditors- based on the state of liquidity, the creditors can decide whether to provide any advances or better credit terms. A company with a high liquidity ratio will be of more preference to the creditors. 
d) Employees- Not only the external parties but the internal users such as the employees and the managers also have implications from the financial statement. The employees are interested in job security and better wages which can be ensured when the company has been doing better financially. 
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1. Journal entries regarding the additional activities of the company 
	Journal Entries of the Ricardo's
	 
	 

	Particulars
	Amount in £
	Amount in £

	 
	 
	 

	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)
	 
	 

	 
	 
	 

	Bed debts
	282
	 

	Provision for bad debts
	 
	282

	(provision @3% made for bad debts)
	 
	 

	 
	 
	 

	Drawings 
	250 
	 

	Bank
	
	250 

	(Drawings made from business)
	 
	



Working notes
	Working note for provision
	 

	Debtors during the year
	10,000

	Less- Bad debts
	600

	Total debtors
	9,400

	Provision @ 3%
	282

	 
	 

	Working note: Cost of sales
	 

	Opening stock
	15,000

	Add Purchases
	80,000

	Less- Closing stock
	21000

	Cost of sales
	74,000



	Depreciation on fittings
	 

	Cost price
	7,300

	Less- Accumulated Depreciation
	2,500

	Last updated amount
	4,800

	Less 8% Depreciation
	384

	Present value
	4,416

	 
	 

	Depreciation on building
	 

	Cost price
	30,000

	Life in years
	30

	Yearly Depreciation
	1000



2. Updated trial balance
	 
	 
	 
	Adjustments
	 

	Unadjusted trail balance
	Debit
	Credit
	Debit
	Credit

	Fittings
	7,300
	 
	 
	 

	Depreciation on fittings
	 
	 
	384
	 

	Depreciation of building
	 
	 
	1000
	 

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

	Buildings
	30,000
	 
	 
	 

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

	Inventory at 01/01/2017
	15,000
	 
	 
	 

	Trade receivables
	10,000
	 
	 
	600

	Allowance for doubtful debts 01/01/2017
	 
	800
	 
	282

	Bad debts
	 
	 
	882
	 

	Cash in hand
	50
	 
	 
	 

	Cash at bank
	1,250
	 
	 
	250

	Trade payables
	 
	18,000
	 
	 

	Capital
	 
	19,050
	 
	 

	Drawings
	4,750
	 
	250
	 

	Purchases
	80,000
	 
	 
	 

	Revenue
	 
	120,000
	 
	 

	Wages
	12,000
	 
	 
	 

	Advertising
	4,000
	 
	 
	 

	Rates
	1,800
	 
	 
	360

	Bank charges
	200
	 
	 
	 

	Prepaid rates
	 
	 
	360
	 

	Total
	166,350
	166,350
	2876
	2876



Adjusted trial balance 
	Adjusted trial balance
	
	 

	 
	Debit
	Credit

	Fittings
	7,300
	 

	Depreciation on fittings
	384
	 

	Depreciation of building
	1000
	 

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

	Buildings
	30,000
	 

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

	Inventory at 01/01/2017
	15,000
	 

	Trade receivables
	9,400
	 

	Allowance for doubtful debts 01/01/2017
	 
	1082

	Bad debts
	882
	 

	Cash in hand
	50
	 

	Cash at bank
	1,000
	 

	Trade payables
	 
	18,000

	Capital
	 
	19,050

	Drawings
	5,000
	 

	Purchases
	80,000
	 

	Revenue
	 
	120,000

	Wages
	12,000
	 

	Advertising
	4,000
	 

	Rates
	1,440
	 

	Bank charges
	200
	 

	Prepaid rates
	360
	 

	Total
	168,016
	168,016



3. Calculation of the profit and loss account and the statement of the financial position. 
Profit and loss statement 
	 
	Income statement
	 

	 
	Revenues
	120,000

	Less
	Cost of sales
	74,000

	Less
	Wages
	12000

	 
	 
	 

	 
	Gross profit
	34,000

	 
	 
	 

	Less
	Operating expenses
	 

	 
	Depreciation on fittings
	384

	 
	Depreciation of building
	1000

	 
	Bad debts
	882

	 
	Advertising
	4,000

	 
	Rates
	1,440

	 
	Bank charges
	200

	 
	Total expenses
	7906

	 
	 
	 

	 
	Net profit
	26,094



Balance sheet
	Balance sheet
	 
	 

	 
	 
	 

	Equity 
	 
	 

	Capital
	19050
	 

	Less- Drawings
	5000
	14050

	Profits
	 
	26,094

	Reserves
	 
	1000

	Total equity
	 
	41144

	Non-current liabilities
	 
	 

	Long term loans
	0
	 

	 
	 
	 

	Current liabilities
	 
	 

	Trade payables
	18000
	18000

	 
	 
	 

	Total equity and liabilities
	 
	59,144

	 
	 
	 

	Assets
	 
	 

	Current assets
	 
	 

	Trade receivables
	9600
	 

	Inventories
	21000
	 

	Prepaid rates
	360
	 

	Cash in hand
	50
	 

	Cash at bank
	1000
	 

	Total current assets
	 
	32010

	 
	 
	 

	Fixed assets
	 
	 

	Fittings
	7300
	 

	Buildings
	30000
	 

	Accumulated depreciation on fittings
	-2884
	 

	Accumulated depreciation on buildings
	-7000
	 

	Provision for doubtful debts
	-282
	 

	Total fixed assets
	 
	27134

	 
	 
	 

	Total assets
	 
	59144
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The liquidity a ratio which helps the manager in determines the liquidity of the company on the other hand profitability ratio help the managers in identifying the position and stability and performance of the company. Liquidity will provide the information that the companies are able to clear up their short term liabilities or not on the other hand profitability would be develop the reserves of equity and sustainability growth of the business. The major difference is that the profitable companies sometimes also face the problem of liquidity and might be they have to close the business due to liquidity problem. The company can compute the following ratios such gross profit margin, net profit margin, operating profit margin, return on capital employed and return on assets to calculate the performance and profitability of the company whereas current ratio, quick ratio, cash ratio and cash conversion cycle helps the manager in determine the liquidity and stability of the company. The finance manager makes the decision related to the liquidity and profitability and sometimes those decisions go contradict (Lalithchandra, 2021).
The cash and the profit both are different terms. Profit will provide the information about the sum of money that is left after all the expenditures have been paid on the contrary cash will provide the information about how much cash out flows from business and cash inflows from business. Profit is considered as the more important aspect of the business as it provides the information related to the success and growth of the business. Whereas the cash will helps the company in continuing the operating activities of the company. The cash is the blood line of the business and without this no one can survive. Sometimes cash is not equal to the profit because the company makes the advance payment like insurance payment, rent payment, maintenance payment and so on and these payments are not reflected in the cash account therefore the cash and profits amounts are differ from each other. The main benefit by taking the cash flows into consideration over the profits that is it takes the time value of money in the consideration among the cash flows and avoid while computing the financial profits. The cash will help the company in paying of all the liabilities and the acquisition of the assets (Wang, 2021).
The profits are merely the excess revenue generated over the expenses that have been made in the business. These are calculated based on the accrual system of accounting. While preparing the income statement, the items of same financial year are includes as per accounting principles. The cash on the other hand represents the amount of net cash flows. 
It can be said that the profits are not same as cash. The cash can be high in a company, yet a low profit figure and vice versa. It is necessary that the cash or liquidity is maintained and it is useful in carrying out day to day business activities. The business can survive with the low profits but its survival will be difficult in case it has lack of cash resources (Schroeder, Clark and Cathey, 2019). 
Thus for instance when a high amount of sales has been made, the profits are going to be higher. However, if much of the sales are on credit the business will not realize the cash. In this situation it will have more profits in its financial statements, which are prepared on accrual basis but still it will have deficiency of cash in the business. 
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