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[bookmark: _gjdgxs]Question 1
a) Journal Entries
	Journal Entries of the Sandrolia Limited

	Particulars
	Amount 
	Amount 

	Depreciation
	 £                    11,670.00 
	 

	Accumulated depreciation
	 
	 £              11,670.00 

	(Depreciation  charged on motor vehicle)
	 
	 

	 
	 
	 

	Depreciation
	 £                          900.00 
	 

	Accumulated depreciation
	 
	 £                    900.00 

	(Depreciation  charged on computer equipment)
	 
	 

	 
	 
	 

	Telephone bill
	 £                          180.00 
	 

	Outstanding telephone bill
	 
	 £                    180.00 

	(Amount of the telephone bill is outstanding)
	 
	 

	 
	 
	 

	Prepaid insurance
	 £                          640.00 
	 

	Insurance
	 
	 £                    640.00 

	(Amount of the Insurance Paid in Advance)
	 
	 

	 
	 
	 

	Taxes
	 £                       1,500.00 
	 

	outstanding taxes
	 
	 £                1,500.00 

	(Amount of the taxes is not yet paid)
	 
	 



b) Updated Trial Balance
	Trial Balance for the Sandrolia Limited

	On the 31st December 2019

	 
	Unadjusted Trial Balance
	Adjustments
	 
	Adjusted Trial Balance

	Particulars
	 Debit 
	 Credit 
	 Debit 
	 Credit 
	Particulars
	 Debit 
	 Credit 

	 
	 
	 
	 
	 
	 
	 
	 

	Accounts payable
	 
	 £    25,680.00 
	 
	 
	Accounts payable
	 
	 £     25,680.00 

	Accounts receivable
	 £           30,700.00 
	 
	 
	 
	Accounts receivable
	 £            30,700.00 
	 

	Carriage inwards
	 £             1,840.00 
	 
	 
	 
	Carriage inwards
	 £              1,840.00 
	 

	 
	 
	 
	 
	 
	 
	 
	 

	Computer equipment at cost
	 £             4,500.00 
	 
	 
	 
	Computer equipment at cost
	 £              4,500.00 
	 

	Carriage outwards
	 £             3,280.00 
	 
	 
	 
	Carriage outwards
	 £              3,280.00 
	 

	Drawings
	 £           26,000.00 
	 
	 
	 
	Drawings
	 £            26,000.00 
	 

	 
	 
	 
	 
	 
	 
	 
	 

	Electricity
	 £             2,480.00 
	 
	 
	 
	Electricity
	 £              2,480.00 
	 

	Loan interest
	 £                300.00 
	 
	 
	 
	Loan interest
	 £                 300.00 
	 

	Provisions for doubtful debt
	 
	 £               450.00 
	 
	 
	Provisions for doubtful debt
	 
	 £                450.00 

	 
	 
	 
	 
	 
	 
	 
	 

	Insurance
	 £             3,360.00 
	 
	 
	 £                   640.00 
	Insurance
	 £              2,720.00 
	 

	Motor vehicles at cost
	 £           53,900.00 
	 
	 
	 
	Motor vehicles at cost
	 £                    53,900.00 
	 

	Capital
	 
	 £    48,000.00 
	 
	 
	Capital
	 
	 £          48,000.00 

	 
	 
	 
	 
	 
	 
	 
	 

	Taxes
	 
	 
	 £      1,500.00 
	 
	Taxes
	 £                      1,500.00 
	 

	Opening inventory
	 £           13,200.00 
	 
	 
	 
	Opening inventory
	 £            13,200.00 
	 

	Accumulated depreciation – motor vehicles
	 
	 £    15,000.00 
	 
	 £             11,670.00 
	Accumulated depreciation – motor vehicles
	 
	 £     26,670.00 

	Accumulated depreciation – computer equipment
	 
	 £      2,640.00 
	 
	 £                   900.00 
	Accumulated depreciation – computer equipment
	 
	 £       3,540.00 

	Petty cash
	 £                  50.00 
	 
	 
	 
	Petty cash
	 £                   50.00 
	 

	Bank overdraft
	 
	 £      2,880.00 
	 
	 
	Bank overdraft
	 
	 £       2,880.00 

	Wages
	 £           67,440.00 
	 
	 
	 
	Wages
	 £            67,440.00 
	 

	Purchases
	 £         126,800.00 
	 
	 
	 
	Purchases
	 £          126,800.00 
	 

	Rent
	 £           23,760.00 
	 
	 
	 
	Rent
	 £            23,760.00 
	 

	Sales
	 
	 £  256,400.00 
	 
	 
	Sales
	 
	 £   256,400.00 

	Telephone
	 £             1,440.00 
	 
	 £         180.00 
	 
	Telephone
	 £              1,620.00 
	 

	Long-term Loan
	 
	 £      8,000.00 
	 
	 
	Long-term Loan
	 
	 £            8,000.00 

	Depreciation 
	 
	 
	 £   12,570.00 
	 
	Depreciation 
	 £                    12,570.00 
	 

	Outstanding telephone bill
	 
	 
	 
	 £                   180.00 
	Drawings
	 
	 £          180.00 

	Prepaid insurance
	 
	 
	 £         640.00 
	 
	Loan interest
	 £                          640.00 
	 

	outstanding taxes
	 
	 
	 
	 £                1,500.00 
	Capital
	 
	 £            1,500.00 

	Total
	 £                359,050.00 
	 £  359,050.00 
	 £   14,890.00 
	 £             14,890.00 
	Total
	 £                  373,300.00 
	 £       373,300.00 



c) Financial Statements
	Profit and Loss Account Statement for the Sandrolia Limited

	For the Year Ending 31st December 2019

	Particulars
	Amount 
	Amount 

	Revenue
	 
	 £      256,400.00 

	Opening Stock  
	 £             13,200.00 
	 

	Add: Purchases
	 £           126,800.00 
	 

	Less: Closing Stock
	 £                    14,400.00 
	 

	Add: Carriage inwards
	 £                       1,840.00 
	 

	Cost of sales
	 
	 £           127,440.00 

	Gross Profit
	 
	 £           128,960.00 

	Less: Operating expense
	 
	 

	Carriage outwards
	 
	 £                3,280.00 

	Electricity
	 
	 £          2,480.00 

	Loan interest
	 
	 £             300.00 

	Insurance
	 £                       3,360.00 
	 

	Less: Prepaid insurance
	 £                          640.00 
	 £                2,720.00 

	Petty cash
	 
	 £                      50.00 

	Wages
	 
	 £              67,440.00 

	Rent
	 
	 £        23,760.00 

	Telephone
	 £               1,440.00 
	 

	Add: Outstanding expense
	 £                          180.00 
	 £                1,620.00 

	Depreciation
	 
	 £              12,570.00 

	Provision for doubtful debt
	 
	 £                    450.00 

	Total expense
	 
	 £           114,670.00 

	Net Profit
	 
	 £              14,290.00 



	Balance Sheet of the Sandrolia Limited

	As on 31st December 2019

	Particulars
	Amount 
	Amount 

	Assets
	 
	 

	Current assets
	 
	 

	Cash
	 
	 £                1,050.00 

	Accounts receivable
	 £             30,700.00 
	 

	Less: Provision for doubtful debt
	 £                          450.00 
	 £              30,250.00 

	Prepaid Insurance
	 
	 £                    640.00 

	Inventory
	 
	 £              14,400.00 

	Total current assets
	 
	 £              46,340.00 

	 
	 
	 

	Noncurrent assets
	 
	 

	Motor vechile
	 £                    53,900.00 
	 

	Less: Depreciation
	 £                    26,670.00 
	 £              27,230.00 

	Computer equipment
	 £                       4,500.00 
	 

	Less: Depreciation
	 £                       3,540.00 
	 £                    960.00 

	Total noncurrent assets
	 
	 £              28,190.00 

	 
	 
	 

	Total assets
	 
	 £              74,530.00 

	 
	 
	 

	Liabilities
	 
	 

	Current liabilities
	 
	 

	Accounts Payables 
	 
	 £              25,680.00 

	Bank overdraft
	 
	 £                2,880.00 

	outstanding taxes
	 
	 £                1,500.00 

	Outstanding telephone expense
	 
	 £                    180.00 

	Total current liabilities
	 
	 £              30,240.00 

	 
	 
	 

	Noncurrent liabilities
	 
	 

	Long term loan
	 
	 £                8,000.00 

	Capital
	 £                    48,000.00 
	 

	Less: Drawings
	 £                    26,000.00 
	 

	Add: Profit
	 £                    14,290.00 
	 £              36,290.00 

	Total noncurrent liabilities
	 
	 £              44,290.00 

	 
	 
	 

	Total liabilities
	 
	 £              74,530.00 




[bookmark: _30j0zll]Question 2
Financial statements are the report of the company that reflects on its financial position during the particular point of time. These statements are prepared by the organization to communicate the performance of the business its stakeholders. These stakeholders use the reports of the financials as per their requirements and analyse the results as per their knowledge. It is necessary for every business to present these statements as per the accounting and the financial standards. The financial statements present a fair view when these standards are followed while recording the transactions in the books of accounts. It is also important for the management to ensure that these financial statements must be free from the frauds, errors and omissions and communicate the true and fair view about the performance of the organization during that specific period. The company should follow the standards of the accounting as per the International Financial Reporting Standards (IFRS). These standards should be followed by the business to provide the transparency in their financial reports. As per IFRS, a company should present the balance sheet at the end of the period to reflect the organization financial position. The statement of the income should also be presented in its annual report to reflect on the profit or loss made by the company during the period. The annual report must also include the statement of the cash flow that will reflect the liquidity of the business. All these statements are necessary for the stakeholders to analyse about the company’s financial performance. The stakeholders of the company are distributed in to two parts that are internal and external shareholders which are explained below-
· Investors and Shareholders- The investors are very important for any business. The financial statements of the business are evaluated by the potential investors as well as by the existing investors to analyse the organization performance. The financial reports of the company are compared with the industry standards as well as with the business competitors to analyse and compare the performance during the specific period. These financial reports provide the information regarding the company’s profitability, revenue, debt load, expenses, and the business ability to manage its short as well as long term financial obligations (Lusinga and Fairhurst 2020).  
· Suppliers- The business suppliers analyse the business reports or the financial statements to get the information about the financial health of the business. This includes analyzing the risk in the credit worthiness. The one of the important financial statement for the suppliers is the income statement which explains the suppliers about the business ability to generate the sales or the revenue from its operational activities. The suppliers want to ensure that the organization financial health and also the company’s history about the on time debt repayment. 
· Customers- Financial Statements are used by the consumers or the customers to ensure the business ability to supply the goods and services in the future. This analysis became very important when the customer is dependent on the supplier to get the specific material or component. The statement of the income are used to estimating the company’s profitability and the statement of the cash flow is estimated to analyse the liquidity of the company and these both financial indicators are very important to analyse to calculate the business performance. 
· Employees- These are the internal part of any business. The employees analyse the financial report to find the stability and profitability of the organization. Employees are concerned about the organization ability to pay the salaries as well as other benefit. These benefits include the benefit at the time of the retirement, retention benefits, and other employees’ benefits as well. The employees are also interested to analyse the business performance and the financial position to calculate the possible expansion of the organization and opportunities related to the career development (Osadchy 2018).  
· Public- The financial reports of the company includes everything about the company. The public is interest to know about the contribution of the company for the development of the society through the various CSR programs. The CSR activities or programs are conducted by the business on philanthropist basis and these are organized or conducted for the development of the society or the country. 


[bookmark: _1fob9te]Question 3
a) Journal Entries
	Journal Entries of the Ricardo's

	Particulars
	Amount 
	Amount 

	 
	 
	 

	Depreciation
	 £                                  384.00 
	 

	Accumulated depreciation
	 
	 £                             384.00 

	(Depreciation  year charged on fittings)
	 
	 

	 
	 
	 

	Depreciation
	 £                              1,000.00 
	 

	Accumulated depreciation
	 
	 £                         1,000.00 

	(Depreciation  charged on buildings)
	 
	 

	 
	 
	 

	Prepaid rates
	 £                                  360.00 
	 

	Rates 
	 
	 £                             360.00 

	 
	 
	 

	Bad debts
	 £                                  600.00 
	 

	Bills receivables
	 
	 £                             600.00 

	(bad debts of 600 are irrecoverable)
	 
	 

	 
	 
	 

	Bed debts
	 £                                  282.00 
	 

	Provision for bad debts
	 
	 £                             282.00 

	(provision @3% made for bad debts)
	 
	 

	 
	 
	 

	Drawings 
	 
	 

	Bank
	 £                                  250.00 
	 

	(Drawings made from business)
	 
	 £                             250.00 



Working Note-
	For provision
	 Amount 

	Debtors during the year
	 £                            10,000.00 

	Less- Bad debts
	 £                                  600.00 

	Total debtors
	 £                              9,400.00 

	Provision @ 3%
	 £                                  282.00 

	 
	 

	For Cost of sales
	 

	Opening stock
	 £                            15,000.00 

	Add Purchases
	 £                            80,000.00 

	Less- Closing stock
	 £                            21,000.00 

	Cost of sales
	 £                            74,000.00 



b) Updated Trial Balance
	Unadjusted Trial Balance
	Adjustments
	Adjusted Trial Balance

	Particulars
	Debit
	Credit
	Debit
	Credit
	Particulars
	Debit
	Credit

	Fittings
	 £    7,300.00 
	 
	 
	 
	Fittings
	 £        7,300.00 
	 

	Depreciation on fittings
	 
	 
	 £       384.00 
	 
	Depreciation on fittings
	 £            384.00 
	 

	Depreciation of building
	 
	 
	 £   1,000.00 
	 
	Depreciation of building
	 £        1,000.00 
	 

	Accumulated depreciation – fittings 
	 
	 £       2,500.00 
	 
	 £       384.00 
	Accumulated depreciation – fittings at 01/01/2017
	 
	 £        2,884.00 

	Buildings
	 £  30,000.00 
	 
	 
	 
	Buildings
	 £      30,000.00 
	 

	Accumulated depreciation – buildings 
	 
	 £       6,000.00 
	 
	 £   1,000.00 
	Accumulated depreciation – buildings at 01/01/2017
	 
	 £        7,000.00 

	Inventory at 01/01/2017
	 £  15,000.00 
	 
	 
	 
	Inventory at 01/01/2017
	 £      15,000.00 
	 

	Trade receivables
	 £  10,000.00 
	 
	 
	 £       600.00 
	Trade receivables
	 £        9,400.00 
	 

	Allowance for doubtful debts 
	 
	 £          800.00 
	 
	 £       282.00 
	Allowance for doubtful debts 01/01/2017
	 
	 £        1,082.00 

	Bad debts
	 
	 
	 £       882.00 
	 
	Bad debts
	 £            882.00 
	 

	Cash in hand
	 £         50.00 
	 
	 
	 
	Cash in hand
	 £              50.00 
	 

	Cash at bank
	 £    1,250.00 
	 
	 
	 £       250.00 
	Cash at bank
	 £        1,000.00 
	 

	Trade payables
	 
	 £     18,000.00 
	 
	 
	Trade payables
	 
	 £      18,000.00 

	Capital
	 
	 £     19,050.00 
	 
	 
	Capital
	 
	 £      19,050.00 

	Drawings
	 £    4,750.00 
	 
	 £       250.00 
	 
	Drawings
	 £        5,000.00 
	 

	Purchases
	 £  80,000.00 
	 
	 
	 
	Purchases
	 £      80,000.00 
	 

	Revenue
	 
	 £   120,000.00 
	 
	 
	Revenue
	 
	 £    120,000.00 

	Wages
	 £  12,000.00 
	 
	 
	 
	Wages
	 £      12,000.00 
	 

	Advertising
	 £    4,000.00 
	 
	 
	 
	Advertising
	 £        4,000.00 
	 

	Rates
	 £    1,800.00 
	 
	 
	 £       360.00 
	Rates
	 £        1,440.00 
	 

	Bank charges
	 £       200.00 
	 
	 
	 
	Bank charges
	 £            200.00 
	 

	Prepaid rates
	 
	 
	 £       360.00 
	 
	Prepaid rates
	 £            360.00 
	 

	Total
	 £    166,350.00 
	 £        166,350.00 
	 £   2,876.00 
	 £   2,876.00 
	Total
	 £    168,016.00 
	 £    168,016.00 



Working Note-
	Depreciation on fittings
	Amount

	Cost price
	 £      7,300.00 

	Less- Accumulated depreciation
	 £      2,500.00 

	Last updated amount
	 £      4,800.00 

	Less 8% depreciation
	 £         384.00 

	Present value
	 £      4,416.00 

	 
	 

	Depreciation on building
	 

	Cost price
	 £   30,000.00 

	Life in years
	 £            30.00 

	Yearly depreciation
	 £      1,000.00 



c) Financial Statements
	Income statement
For the year ending 31st December, 2017

	Particulars
	Amount

	 
	Revenues
	 £    120,000.00 

	Less
	Cost of sales
	 £       74,000.00 

	Less
	Wages
	 £       12,000.00 

	 
	 
	 

	 
	Gross profit
	 £       34,000.00 

	 
	 
	 

	Less
	Operating expenses
	 

	 
	Depreciation on fittings
	 £             384.00 

	 
	Depreciation of building
	 £         1,000.00 

	 
	Bad debts
	 £             882.00 

	 
	Advertising
	 £         4,000.00 

	 
	Rates
	 £         1,440.00 

	 
	Bank charges
	 £             200.00 

	 
	Total expenses
	 £         7,906.00 

	 
	 
	 

	 
	Net profit
	 £       26,094.00 



		Balance Sheet of the Ricardo
		For the year ending 31st December, 2017
	Particulars
	Amount
	Amount

	 
	 
	 

	Equity 
	 
	 

	Capital
	 £       19,050.00 
	 

	Less- Drawings
	 £         5,000.00 
	 £          14,050.00 

	Profits
	 
	 £          26,094.00 

	Reserves
	 
	 £            1,000.00 

	Total equity
	 
	 £          41,144.00 

	Non-current liabilities
	 
	 

	Long term loans
	 £                      -   
	 

	 
	 
	 

	Current liabilities
	 
	 

	Trade payables
	 £       18,000.00 
	 £          18,000.00 

	 
	 
	 

	Total equity and liabilities
	 
	 £          59,144.00 

	 
	 
	 

	Assets
	 
	 

	Current assets
	 
	 

	Trade receivables
	 £         9,600.00 
	 

	Inventories
	 £       21,000.00 
	 

	Prepaid rates
	 £             360.00 
	 

	Cash in hand
	 £               50.00 
	 

	Cash at bank
	 £         1,000.00 
	 

	Total current assets
	 
	 £          32,010.00 

	 
	 
	 

	Fixed assets
	 
	 

	Fittings
	 £         7,300.00 
	 

	Buildings
	 £       30,000.00 
	 

	Accumulated depreciation on fittings
	-£        2,884.00 
	 

	Accumulated depreciation on buildings
	-£        7,000.00 
	 

	Provision for doubtful debts
	-£            282.00 
	 

	Total fixed assets
	 
	 £          27,134.00 

	 
	 
	 

	Total assets
	 
	 £          59,144.00 



[bookmark: _3znysh7]





Question 4
Liquidity and Profitability are the two financial indicators of any business. Both the financial indicators are used by the internal or external users to analyse the organization performance. The management of the company uses these indicators to manage the profitability and liquidity in the company and also for taking the favorable decisions for the business. The profits of the business are compared to find the business profitability and the statement of the cash flow was prepared to find the liquidity of the business. The increase in the profitability of the business indicating that the business is continuously improving while the improvement in the liquidity reflects that the business is capable to pay it’s short and long term financial obligations on time. The success of any business is measured by the profitability because it reflects on the performance of the company in generating the profit. The cash position of the company is estimated by the liquidity. The too much cash in any kind of business is not a good indicator for the growth of the business. The profitability and the liquidity are analysed by the management by using the various ratios. The ratios of the liquidity include the ratio of the current assets, working capital ratio, and the ratio of the quick assets. These ratios are estimation to calculate the organization ability to pay its due amount on time and manage all the emergency situation of the business. The profitability of the business is indicated by using the various ratios such as the ratio of the net profit margin, the gross profit margin ratio, return on investment, operating ratio, and the ratio of the operating profit. These all profits are based on the profit generated by the business during the related period. In 
the financial statements of the company, the amount of the profit and the cash is different. This difference in both the amounts is the result of the non-cash income and expenses. The company accounts the non-cash expenses while calculating the profit and ignores this factor while calculating the net cash inflow in the business. The company uses the profitability indicator to estimating the performance of the business. The profit of the business is indicated in the profit and loss statement while the liquidity presents in the statement of the financial position. This is reflected on the balance sheet current assets side. It is important to notice that if the business is profitable doesn’t mean that it will be liquidable as well. The profitable companies may bankrupt in the near future. It is very important for any type of the business to maintain the liquidity as well as the company’s profitability (Husain and Sunardi 2020).  



Comparison Between the Profitability and Liquidity
	Profitability
	Liquidity

	It is more important in the long-term 
	It is more important in the short-term

	It measures the company’s financial performance
	It reflects the cash position of the business ad how efficient the company is to meet its short-term financial obligations (Rashid 2018).

	It indicates the ability of the company to generate the margins from its business. 
	It refers to analyse the ability of the organization to convert the business revenue into cash.

	The ratio of the net profit margin, EBIT margin, gross profit margin, and operating profit margin are used to calculated the business profitability (Nalurita 2017).
	The ratios of the acid test ratio, current assets ratio, interest coverage ratio, quick assets ratio, and the ratio of the fixed coverage are used to calculate the liquidity of the business.  

	It is indicated in the statement of the profit and loss.
	It is reflected by the business on the current assets side of the balance sheet statement
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