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ACCOUNTING FUNDAMENTALS 
Question 1
Journal Entries
Closing stock- profit and loss
Balance credit                          14,400            closing stock balance sheet        14,400

Closing stock- balance sheet
closing stock balance sheet   14,400


Depreciation expense account motor vehicles
Accumulated depreciation       11,670

Accumulated depreciation-motor Vehicle
 Balance credit                                   26,670          balance debit                                     15,000
                                                                                    Depreciation expense                  11,670
                                 26,670                                                            26, 670

deprecitaion account -computer 
Accumulated depreciation              900              

Accumulated depreciation-Computer
 Balance credit                                         3540           balance debit                                    2,640
                                                                                    Depreciation expense                      900
                                 3,540                                                                3,540



Telephone-motor Vehicle
 Balance credit                                         1,440                 balance debit                                1,620
  Acrual                                                      180                     
                                     1,620                                                              1,620



insurance prepayments 
Prepayments                                640              

Insurance Account
 Balance credit                                          3.360                 prepayments                            640
                                                                                           Balance debit                              2,720
                                     3,360                                                              3,360


unpaid taxes- blanace sheet
                                                                       Unpaid taxes                         1,500               


	profit and loss statement
	

	
	
	

	details
	debit
	        credit

	Sales
	
	256,400

	Less: Cost of sales
	
	

	Opening stock
	13,200
	

	Carriage inwards
	1,840
	

	Purchases
	126,800
	

	
	
	

	Less: Closing stock
	141,840
	

	
	-14,400
	

	
	
	127,440

	Gross profit
	
	128,960

	Less: Expenses
	
	

	Telephone
	1,620
	

	Heat and light
	2,480
	

	Carriage outwards
	3,280
	

	Wages
	67,440
	

	Loan interest
	300
	

	Insurance
	2,720
	

	Rent
	23,760
	

	Depreciation expense – vehicles
	11,670
	

	Depreciation expense – computer equipment
	900
	

	taxes
	1500
	

	Total expenses
	115,670
	

	Net profit
	
	13,290






	Balancesheet 
	
	
	

	details
	
	
	

	fixed assets
	
	
	

	motor vehicles
	     27230
	
	

	computer equip
	960
	
	

	current assets
	
	28190
	

	debtors
	30,700
	
	

	debt provision
	450
	
	

	
	30,250
	
	

	stock
	14,400
	
	

	prepayments
	640
	
	

	cash
	50
	
	

	
	45,340
	
	

	current liabilities
	
	

	creditors
	25,680
	
	

	overdraft
	2,880
	
	

	acruals
	180
	
	

	taxes
	1,500
	
	

	
	30,240
	
	

	
	
	15,100
	

	net current assets
	43,290
	

	long term debts
	
	8,000
	35,290

	
	
	
	

	opening capital 
	
	48,000
	

	net profit
	
	13,290
	

	
	
	61,290
	

	less drawings
	
	26,000
	

	
	
	
	35,290

	


	
	
	


Question 2

Present a critical assessment of the relevance of financial statements to users

Financial statements information is used by various users, where they utilize it mainly for decision-making capabilities. However, the users are primarily external and internal users, with all of them having different reasons for their use depending on their role in the organization. Internal users include the management, employees, and shareholders. However, the external users include the government, institutional investors, financial companies, competitors, and the government plus rating agencies.
The management needs the financial information to ensure that they can effectively manage the organization, including information making. The top management also utilizes the financial statements information to ensure that they evaluate the organization's performance, which improves the organization's efficiency as they better understand the company direction. They also use the information to measure the organizational performance against the budgeted performance. Equally, this is done to ensure that top management can make future decisions about the company's direction, as they have accurate, up-to-date, and detailed information on the business's financial position. Likewise, the financial information ensures that the organization's management has precise budget-making and project management activities. The data is also used to decide the dividend payout ratios and the number of cash reserves they expect to keep, which also entails aiding them in the critical operational decisions they need to make. The company's management performance is also evaluated through these statements, where good performance helps justify the top management's decision.    
Shareholders also need the financial statement information, which is because they are the company owners. Moreover, as the company's leading investors, they usually invest much into the company and know that they expect returns from their returns. They use financial statements to see the company's financial position at any given moment, as financial statements reflect the actual financial part of a company. Equally, they also use financial statements to get a clear picture of how the company is operated, which helps determine if the top management is fulfilling its set objectives. Likewise, they usually get the results of the financial statements at the AGM, an annual meeting that deliberates on the company's future financial position and direction. The meeting is crucial in assisting the shareholders in understanding the company's financial position, which is because they do not make decisions regarding the company's operations. Hence, the information aids shareholders in deciding if the current top management and the board of directors are wisely protecting and using their funds.
Employees also need the information to aid them in the decision-making processes, especially about their careers. They use the financial information to see if they have a future in the company. A well-managed and performing company has better employment prospects than one that is not financially performing well. Therefore, they will use the information to accurately see their future wage appraisals and estimate their future earnings.   
The external users of financial statements information include the Institutional Investors, who use the information to see if the company is worth investing in. They also use the information to access and determine a company's financial strength, where well-managed companies are the most favorable to invest. Institutional investors ensure that they also use the financial statements information to make recommendations to their clients on the worthiness of investing in a particular company. They mostly use the balance sheet and the profit and loss statements. From time to time, they may also use the change in equity information statement to assess the worthiness of buying shares in a company. The financial information is essential in ensuring that they can also access the debt to equity mix of the business, where businesses with manageable debt to equity levels are assured of both long and short-term investments.  
Financial institutions also need financial information to aid them in deciding if they should invest in a company. These financial institutions include banks, which are the primary lenders to businesses, and they mainly check the balance sheet and the income statements. This includes ensuring that they can decide if they can give debt financing to companies to repay the loans on time. The process also involves determining if the companies can get funds to meet their capital requirements, as not all organizations qualify to get loans.  
The government is also another interested party in the financial aspects of companies, where they are interested primarily due to the tax payment matters. They use these financial statements to assess if the companies have paid enough taxes, which is obtained by observing the balance sheet and income statements. Equally, the information is used by the government in deciding aspects of the economy. Furthermore, if most companies are not performing financially well, it indicates that the economic outlook is not bright enough. In addition, this is because well-performing companies show a growing economy, which has fewer employment worries for the government. 
Rating agencies are also concerned by the financial statements because they use the information in giving credit ratings to businesses. The information they provide offers a clue on the financial health of companies, which offers guidance on how well a company is managed. They use the balance sheet figures to determine how to rate the companies, which includes assessing how the debt versus equity position stands. Furthermore, the information is also utilized by competitors in getting vital clues on the performance of their rivals, which also aids them in knowing the type of investments their competitors are executing. Competitors will use the income statement and the balance sheet, where they will also seek to understand the cash flow statement. At the same time, new entrants will also use the information to get clues on the operating environment, where it assists them in deciding on the prospects of the industry. The general public is also concerned about the financial performance, as they use it in deciding if the company has future employment prospects. Additionally, the general public uses the financial information to know the company's plans, leading to new projects or products.   


Question 3
Journal Entries
Closing stock- profit and loss
Balance credit                           21,000            closing stock balance sheet        21,000


Closing stock- balance sheet
closing stock balance sheet   21,000


fittings expense account motor vehicles
Accumulated depreciation       384

Accumulated depreciation-fittings
 Balance credit                                      2884             balance debit                                        2500
                                                                                    Depreciation expense                   384
                                      2884                                                               2, 884

depreciation buildings account -fittings 
Accumulated depreciation              800              

Accumulated depreciation-buildings
 Balance c/d                                         6800           balance b/d                                       6000
                                                                                    Depreciation expense                      800
                                 6,800                                                                6800

cash 
 Balance debit                                        1250                 balance credit                                1,000
  drawings                                                 250                     
                                     1000                                                              1,000



rates prepayments 
Prepayments                                360              

rates Account
 Balance credit                                         1440                 prepayments                        - 360
                                                                                           Balance debit                    1,800
                                                   1440                                                                1440                                      


Drawings Account
                                                                                           Balance debit        4750
                                                                                         Cash at bank          250
                                                                                                                 5000
   
 debts account
Accumulated depreciation              600              

sales account
 Balance debit                                        9,400           
                                                                                    Balance credit                              10000
                                 9000                                                               9000

allowance for doubtful debts
 allowance                                               300                 balance credit                                300
                                                                        
                                     300                                                              300

allowance for doubtful debts
 balance credit                                             1100                 balance debit                       800
                                                                                          allowance                        300                                          
                                                              1100                                                         1100
                                                      



	adjusted  trial balance
	
	

	Details
	        Debit                 
	         Credit

	Fittings
	7,300
	

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

	Buildings
	30,000
	

	Accumulated depreciation – buildings at 01/01/2017
	6,800

	Inventory at 01/01/2017
	15,000
	

	Trade receivables
	
	                  9,400

	Allowance for doubtful debts 01/01/2017
	1100

	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
	360
	

	Depreciation charge
	1184
	

	Irrecoverable debts
	600
	

	Allowance for doubtful debts 
	300
	

	totals
	158,434
	167,834




	                   

    Profit and Loss statement
	

	
	
	

	details
	     debit
	              credit

	Sales
	
	120,000

	Less: Cost of sales
	
	

	Opening stock
	15,000
	

	
	
	

	Purchases
	80,000
	

	
	95,000
	

	Less: Closing stock
	21,000
	

	
	74,000
	

	
	
	74,000

	Gross profit
	
	46,000

	allowance 
	
	

	Less: Expenses
	
	

	charges
	200
	

	wages 
	12,000
	

	adversing
	4,000
	

	rates
	1,440
	

	
	
	

	bank charges
	200.0
	

	
	
	

	Depreciation expense – vehicles
	1,184
	

	Irrecoverable debts
	600
	

	Allowance for doubtful debts 
	300
	

	
	
	

	Total expenses
	19,924
	

	Net profit
	
	26,076.0




	Statement  of financial position
	

	details
	
	
	

	fixed assets
	
	
	

	fittings
	4,416
	
	

	buildings
	23,200
	
	

	current assets
	
	27,616
	

	debtors
	8,820
	
	

	cash at bank
	1,000
	
	

	stock
	21,000
	
	

	cash
	50
	
	

	
	30,870
	
	

	current liabilities
	
	

	creditors
	18,000
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	Working capital
	
	12,870
	

	
	
	
	

	net current assets
	
	40,486

	details
	
	
	

	opening capital 
	19,050.0
	
	

	net profit
	26,076.0
	
	

	prepayment 
	360.0
	
	

	Drawings
	-5,000.0
	
	40,486




Question 4

Compare and contrast liquidity and profitability

Companies must maintain a balance between liquidity and profitability, which is essential in ensuring effective management of daily activities. Managers prefer maximizing a business value through accomplishing a preferred trade-off between a firm's profitability and liquidity. Hence, the balance is crucial as it ensures that a firm does not have more investments in receivables and inventories, which can affect its profitability.  
Profit and cash are different, as gain shows the amount of money left after all the expenses, which differs from cash that illustrates the amount of money presently or that will soon be available. Cash can be described as the money coming into the business, which could be from direct business activity or investors, and is used as a resource for the expenses.   
Profitability is a company's final measure of its economic success, which is achieved through checking its net profits. It is achieved about the capital amounts invested in the business. Investors and shareholders check firms' profitability to gauge if they will get any returns from their investments. The higher the net profit amounts, the more they will get higher returns. The profitability aspect is also crucial in getting debt financing from lenders. They use the net and gross profits to determine if the company is financially able to pay debt repayments. This is especially the case for businesses seeking long-term financing from lenders, as the profit position illustrates a company's financial viability. Equally, profitability is illustrative of how well a company manages its finances in a specified period, showing that investors derive returns. The benefit of profitability is that it assists users of financial statements in knowing about the long-term prospects of investing in a company.
A company's profitability illustrates how the business is using the finances at its disposal to generate financial revenues relative to the business size. Profitability ratios are also helpful in assisting stakeholders in determining a company's financial position, which entails using ratios such as asset return ratios, profit margin ratios, and returns on equity ratios. Equally, profitability's main aim is to achieve an appropriate return to shareholders on the invested amount because it is the critical element of all investment projects.  
Liquidity is instrumental to organizations' stakeholders, as it clarifies the short-term cash position of a business. It shows the cash position of a company, where it indicates where the business strength of the company to meet its short-term obligations. Equally, too much cash is also not healthy for a company, as it shows poor working capital management practices. 


