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A. Sandrolia Ltd

1. Journal entries
Complete the Journal entries required to reflect the above additional information
Motor vehicles are to be depreciated at 30% on reducing balance basis and computer equipment at 20% on cost.
i) Motor vehicle
Total Cost of Motor vehicle = 53900 
Less: accumulated depreciation = 15000
Net Motor vehicle amount = 38900
Less: Current year depreciation @30% = 38900*30%=11670
Motor vehicle (Net Motor vehicle amount- Less: Current year depreciation) = 
38900-11670=27230
ii) Computer equipment
Total cost of the computer equipment = 4500
Depreciation = 4500 * 20% = 900

	Journal entries
	Column1
	Column2

	Accounts
	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





Trial balance of Sandroila
	Trial Balance Sandrolia Ltd
	Column1
	Column2

	Accounts
	Debit £
	Credit £

	Accounts payable
	 
	25680

	Accounts receivable
	30700
	 

	Carriage inwards
	1840
	 

	Computer equipment at cost
	4500
	 

	Carriage outwards
	3280
	 

	Drawings
	26000
	 

	Electricity
	2480
	 

	Loan interest
	300
	 

	Provisions for doubtful debt
	 
	450

	Insurance
	2720
	 

	Motor vehicles at cost
	53900
	 

	Capital
	 
	48000

	Opening inventory
	13200
	 

	Accumulated depreciation – motor vehicles
	 
	26670

	Accumulated depreciation – computer equipment
	 
	3540

	Petty cash
	50
	 

	Bank overdraft
	 
	2880

	Wages
	67440
	 

	Purchases
	126800
	 

	Rent
	23760
	 

	Sales
	 
	256400

	Telephone
	1620
	 

	Long-term Loan
	 
	8000

	Taxes
	1500
	 

	Depreciation 
	12570
	 

	Outstanding telephone bill
	 
	180

	Prepaid insurance
	640
	 

	outstanding taxes
	 
	1500

	Total
	373300
	373300











Statement of Profit or Loss

	Statement of Profit or Loss 
	 
	 

	 
	
	£

	Revenue
	 
	256400

	Cost of sales
	
	127440

	Gross Profit
	 
	128960

	Expenses
	 
	 

	Carriage outwards
	
	3280

	Electricity
	
	2480

	Loan interest
	
	300

	Less: Prepaid insurance
	
	2720

	Petty cash
	
	50

	Wages
	
	67440

	Rent
	
	23760

	Add: Outstanding expense
	
	1620

	Depreciation
	
	12570

	Provision for doubtful debt
	
	450

	Total expense
	 
	114670

	Net Profit
	 
	14290































Statement of Financial position

	Statement of Financial position
	 
	 

	 
	 
	£

	Assets
	
	 

	Current assets
	 
	 

	Cash
	
	1050

	Less: Provision for doubtful debt
	
	30250

	Prepaid Insurance
	
	640

	Inventory
	
	14400

	Total current assets
	
	46340

	 
	
	 

	Noncurrent assets
	
	 

	Less: Depreciation
	
	27230

	Less: Depreciation
	
	960

	Total noncurrent assets
	
	28190

	 
	
	 

	Total assets
	 
	74530

	
	
	

	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

	Add: Profit
	
	36290

	Total noncurrent liabilities
	 
	44290

	 
	
	 

	Total liabilities
	 
	74530










B. Present a critical assessment of the relevance of financial statements to users (maximum word limit :1000 words)
A primary objective of financial reporting is to keep the users of financial statements informed about the state of a business overtime. To achieve transparent and uniform reporting, accounting standards and concepts have been long established and serve as a guide in preparing financial statement.
 
This report will talk about financial statement and why they are so important for investors. Financial statement is one of the bedrocks of modern business. Financial statement are the financial records that show a company’s financial performance and business activity. Financial statement is made on a quarterly and annual basis and they are report to the SEC (Securities and Exchange Commission). Financial reporting refers to standard practices to give stakeholders an accurate depiction of a company’s finances, including their revenues, expenses, profits, capital, and cash flow, as formal records that provide in-depth insights into financial information. Investors find the most important and powerful data about a company’s expenses, revenue, debt loan, profitability  in financial statement.
Investors in one of financial statements want to see data about net profit, sales, margins, cash flow, debt, accounts receivable turnover. A report from McKinsey suggests that leveraging data to create more proficient marketing reports and to make more informed decisions can boost marketing productivity by 15 to 20%, which translates to as much as $200 billion based on the average annual global marketing spend of $1 trillion per year. (McKinsey&Company, 2016)
The most important key components of the financial statements are:
A. Income statement – since it reveals the ability of a company to generate profit, looks like income statement is the most important financial statement which represents a reasonable degree of accuracy. 

B. Balance sheet – when it is paired with the income statement, the balance sheet is of considerable importance.  Because of this, most of the time the balance is ranked third probably by most users, not disclosing the results of operations.

C. Statement of cash flows - Among the most important statements is statement of cash flows because it shows and it is focus on changes in cash inflows and outflows. This report presents a more clear view of a company's cash flows than the income statement. 

The financial statement can be use for measure impact, determine budgets, cat unnecessary costs, drive team motivation, think big picture. Useful statement when managing and planning budgets are financial statements.
“Historical data is essential to building a budget, but should be used as a reference point and not necessarily a starting point. Business conditions change rapidly and basing your current budget on historical information can adversely impact budgets within other areas of an organization.” John Wong Seeing a list of every expense and how it impacts your company’s net income can be an eye-opening chance to save money and reallocate spend where it’s needed most. Financial conditions shown on the balance sheet are snapshots of a company’s assets, liabilities and equity at the end of a financial reporting period; they don’t reveal what happened during the period from operations that may have caused changes to financial conditions. Therefore, operating results during the period also concerns investors. The financial statement of income statement reports operating results such as sales, expenses and profits or losses. Using the income statement, investors can both evaluate a company’s past income performance and assess the uncertainty of future cash flows.
In conclusion Consider using your company’s financial statements as tools to motivate and engage your team. The income statement can show how your employees’ projects positively impacted the company’s revenue, which could boost their performance and drive. Business financial statements are like a financial report card showing how well your business is doing.
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C. Ricardo’s ledger accounts

Working notes:
Working note for provision
Debtors during the year - 10000
Less – Bad debts – 600
Total debtors – 9400
Provision @3% = 282

Working note: Cost of sales
Opening stock – 15000
Add Purchases – 80000
Less – Closing stock – 21000
Cost of sales = 74000

Depreciation on fittings
Cost price – 7300
Less – Accumulated Depreciation – 2500
Last updates amount – 4800
Less @8% Depreciation = 384
Present value = 4416

Depreciation on building
Cost price – 30000
Life in years – 30
Yearly Depreciation - 1000






	Journal entries
	Column1
	Column2

	Accounts
	Debit £
	Credit £

	Depreciation for current year charged on fittings
	 
	 

	Depreciation
	384
	 

	Accumulated depreciation 
	 
	384

	 
	 
	 

	Depreciation for current year charged on buildings
	 
	 

	Depreciation
	1000
	 

	Accumulated depreciation (computer equipment)
	 
	1000

	 
	 
	 

	Prepaid rates
	360
	 

	Rates
	 
	360

	 
	 
	 

	Bad debts of 600 are irrecoverable
	 
	 

	Bad debts
	600
	 

	Bills receivables
	 
	600

	 
	 
	 

	Provision @3% made for bad debts
	 
	 

	Bed debts
	282
	 

	Provision for bad debts
	 
	282

	 
	 
	 

	Drawings made from business
	 
	 

	Drawings 
	250
	 

	Bank
	 
	250
















Trial balance Ricardo’s

	Trial balance Ricardo's
	Column1
	Column2

	Accounts
	Debit £
	Credit £

	Fittings
	7,300
	 

	Depreciation on fittings
	384
	 

	Depreciation of building
	1000
	 

	Accumulated depreciation – fittings
	 
	2,884

	Buildings
	30,000
	 

	Accumulated depreciation – buildings
	 
	7,000

	Inventory at 01/01/2017
	15,000
	 

	Trade receivables
	9,400
	 

	Allowance for doubtful debts
	 
	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
	168016














Statement of Profit or Loss

	Income statement
	 

	Revenues
	120000

	Cost of sales
	-74000

	Wages
	-12000

	Gross profit
	34000

	 
	 

	Expenses
	 

	Depreciation on fittings
	384

	Depreciation of building
	1000

	Bad debts
	882

	Advertising
	4000

	Rates
	1440

	Bank charges
	200

	Total expenses
	7906

	 
	 

	Net profit
	26094

































Statement of Financial position

	Statement of Financial position
	£

	Equity 
	 

	Less- Drawings
	14050

	Profits
	26094

	Reserves
	1000

	Total equity
	41144

	 
	 

	Current liabilities
	 

	Trade payables
	18000

	 
	 

	Total equity and liabilities
	59144

	 
	 

	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












D. Compare and contrast liquidity and profitability

Compare and contrast liquidity and profitability. Your comparison should detail why profits and cash amounts are likely to be different in the financial statements (maximum word limit :1000 words)

Realisation represent difference between liquidities and profits. In the following we will present data that represent the differences between profits and cash amounts and their importance from a financial point of view. The realization principle is the concept that revenue can only be recognized once the underlying goods or services associated with the revenue have been delivered or rendered, respectively. Thus, revenue can only be recognized after it has been earned.
Among the important financial metrics in business are profit and cash flow and often the two are very easily confused especially by the new and young in the financial world. But cash flow and profit are not the same things, and it’s critical to understand the difference between them to make key decisions regarding a business’s performance and financial health. As an investor, business owner, key employee, or entrepreneur, you need to understand both metrics and how they interact with each other if you want to evaluate the financial health of a business. For investors, understanding the difference between profit and cash flow can make it easier to know whether a profitable company is actually a good investment based on its ability to remain solvent in times of economic crisis. For entrepreneurs and business owners, understanding the relationship between the terms can inform important business decisions, including the best way to pursue growth. 
Cash is constantly moving into and out of a business. Cash flow refers to the net balance of cash moving into and out of a business at a specific point in time. Cash flow can be positive or negative. Positive cash flow indicates that a company has more money moving into it than out of it. Negative cash flow indicates that a company has more money moving out of it than into it. A financial document designed to provide a detailed analysis of what happened to a business’s cash during a specified period of time is called cash flow statement, in which it is typically reported cash flow. The document shows the different areas in which a company used or received cash and reconciles the beginning and ending cash balances. 
Profit is typically defined as the balance that remains when all of a business’s operating expenses are subtracted from its revenues. It’s what's left when the books are balanced and expenses are subtracted from proceeds.
Profit can either be distributed to the owners and shareholders of the company, often in the form of dividend payments, or reinvested back into the company. Like cash flow, profit can be depicted as a positive or negative number. When this calculation results in a negative number, it’s typically referred to as a loss, because the company spent more money operating than it was able to recoup from those operations. 
The key difference between cash flow and profit is that while profit indicates the amount of money left over after all expenses have been paid, cash flow indicates the net flow of cash into and out of a business. Cash flow is typically reported in the cash flow statement, a financial document designed to provide a detailed analysis of what happened to a business’s cash during a specified period of time. The document shows the different areas in which a company used or received cash and reconciles the beginning and ending cash balances.
Liquidity describes the degree to which an asset can be quickly bought or sold in the market at a price reflecting its intrinsic value. (Peter Moles and Nicholas Terry, 2005) Cash is universally considered the most liquid asset because it can most quickly and easily be converted into other assets. Tangible assets, such as real estate, fine art, and collectibles, are all relatively illiquid.  Markets for real estate are usually far less liquid than stock markets. Accounting liquidity measures the ease with which an individual or company can meet their financial obligations with the liquid assets available to them — the ability to pay off debts as they come due.
Profitability is closely related to profit – but with one key difference. While profit is an absolute amount, profitability is a relative one. It is the metric used to determine the scope of a company's profit in relation to the size of the business. Profitability is a measurement of efficiency – and ultimately its success or failure. A further definition of profitability is a business's ability to produce a return on an investment based on its resources in comparison with an alternative investment. Although a company can realize a profit, this does not necessarily mean that the company is profitable.
I’ve read about profitability and liquidity and after all, in conclusion I say realization is when you actually have something in hand, it isn't just theoretical anymore.
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