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[bookmark: _Toc63186663]Introduction
Determining the financial position of the business is highly important for every company because it indicates the sustainability of the business in the market. Financial position of a company is determined through accounting activities. In this study, different types of accounting activities are shown like ledger entries, trial balance preparation and financial statements preparation in the first part of the study. In the following part, the application of different financial ratios has been shown by considering the given case scenario.  

[bookmark: _Toc63186665] Ledger accounts 
	Bank A/c

	Date
	Particulars
	Amount £ Dr.
	Date
	Particulars
	Amount £ Cr.

	01/01/2019
	Balance b/d
	5000
	31/12/2019
	 Dodd A/c
	29000

	31/12/2019
	Fish A/c
	45000
	31/12/2019
	Van A/c
	12000

	 
	 
	 
	31/12/2019
	Cash A/c
	3000

	 
	 
	 
	 
	
	 

	 
	 
	 
	 
	 
	 

	 
	 
	 
	31/12/2019
	Balance c/d
	6000

	 
	 
	50000
	 
	 
	50000

	01/01/2020
	 Balance b/d
	6000
	 
	 
	 




	Cash A/c

	Date
	Particulars
	Amount £ Dr.
	Date
	Particulars
	Amount £ Cr.

	01/01/2019
	 Balance b/d
	1000
	31/12/2019
	 Dodd A/c
	30000

	31/12/2019
	Sales A/c
	20000
	31/12/2019
	Office Expenses A/c
	9000

	31/12/2019
	Fish A/c
	7000
	31/12/2019
	Dodd A/c
	15000

	31/12/2019
	Bank A/c
	3000
	 
	 
	 

	 
	 
	 
	 
	 
	 

	31/12/2019
	Balance c/d
	23000
	 
	 
	 

	 
	 
	54000
	 
	 
	54000

	 
	 
	 
	01/01/2020
	Balance b/d
	23000







	Purchase A/c

	Date
	Particulars
	Amount £ Dr.
	Date
	Particulars
	Amount £ Cr.

	31/12/2019
	Cash A/c
	15000
	 
	 
	 

	 
	 
	 
	31/12/2019
	Balance b/d
	15000

	 
	 
	 
	 
	 
	 

	 
	 
	15000
	 
	 
	15000

	01/01/2020
	 Balance b/d
	15000
	 
	 
	 



	Sales A/c

	Date
	Particulars
	Amount £ Dr.
	Date
	Particulars
	Amount £ Cr.

	
	
	
	31/12/2019
	Cash A/c
	20000

	31/12/2019
	Balance c/d
	70000
	31/12/2019
	Fish A/c
	50000

	 
	 
	 
	 
	 
	 

	 
	 
	70000
	 
	 
	70000

	 
	 
	 
	01/01/2020
	Balance b/d
	70000



	Fish A/c

	Date
	Particulars
	Amount £ Dr.
	Date
	Particulars
	Amount £ Cr.

	01/01/2019
	Balance b/d
	6000
	 
	 
	 

	31/12/2019
	 Sales A/c
	50000
	31/12/2019
	Bank A/c
	45000

	 
	 
	 
	31/12/2019
	Cash A/c
	7000

	 
	 
	 
	 
	 
	 

	 
	 
	 
	31/12/2019
	Balance b/d
	4000

	 
	 
	56000
	 
	 
	56000

	01/01/2020
	Balance b/d
	4000
	 
	 
	 



	Dodd A/c

	Date
	Particulars
	Amount  Dr.
	Date
	Particulars
	Amount £ Cr.

	31/12/2019
	Bank A/c
	29000
	01/01/2019
	Balance b/d
	2000

	31/12/2019
	Cash A/c
	30000
	 
	 
	 

	 
	 
	 
	 
	 
	 

	 
	 
	 
	31/12/2019
	Balance b/d
	57000

	 
	 
	59000
	 
	 
	59000

	01/01/2020
	To, Balance b/d
	57000
	 
	 
	 





	Office expenses A/c

	Date
	Particulars
	Amount £ Dr.
	Date
	Particulars
	Amount £ Cr.

	31/12/2019
	 Cash A/c
	9000
	 
	 
	 

	 
	 
	 
	31/12/2019
	 Balance b/d
	9000

	 
	 
	9000
	 
	 
	9000

	01/01/2020
	Balance b/d
	9000
	 
	 
	 




	Van A/c

	Date
	Particulars
	Amount £ Dr.
	Date
	Particulars
	Amount £ Cr.

	31/12/2019
	 Bank A/c
	12000
	 
	 
	 

	 
	 
	 
	31/12/2019
	Balance b/d
	12000

	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 

	 
	 
	12000
	 
	 
	12000

	01/01/2020
	Balance b/d
	12000
	 
	 
	 



[bookmark: _Toc63186666]Trial balance
	Trial Balance

	
	Amount £ Dr.
	Amount £ Cr.

	Furniture
	 10000
	

	Dodd
	57000
	 

	Office expenses
	9000
	

	Van
	 12000
	

	Fish
	4000
	 

	Capital
	
	 20000

	Cash
	
	 23000

	Bank
	6000
	 

	Purchase
	15000
	 

	Sales
	
	 70000

	
	 
	 

	Total
	113000
	113000



[bookmark: _Toc63186667] Financial statements

	Income statement 31.12.2019

	 
	Amount £
	Amount £

	Sales
	70000
	 

	Gross profit
	
	 55000

	Purchase
	 15000
	

	 Operating costs
	 
	 

	Office expenses
	9000
	 

	Net profit
	 
	46000








	Financial position statement

	Non-current assets
	Amount £
	Amount £

	
	
	

	Van
	12000
	 

	Furniture
	10000
	 

	 
	 
	22000

	Current assets:
	 
	 

	Debtors
	4000
	 

	Cash in hand
	23000
	 

	Cash at bank
	6000
	 

	 
	 
	33000

	Suspense account
	 
	22000

	Total assets
	 
	77000

	 
	 
	 

	Non-current liabilities
	 
	

	 
	 
	 

	Current liabilities:
	 
	 

	Creditors
	 
	57000

	 
	 
	 

	Capital
	 
	20000

	Total capital and liabilities
	 
	77000



1. [bookmark: _Toc63186668]Reasons for which increase in profit is not necessarily mean increase in cash
In terms of accounting, profit and cash are two separate elements. Profit is the amount that is available in the hands of the company after meeting all its expenses and obligations; on the other hand, cash is the amount that the company needs for running its operations smoothly (Robinson, 2020). Cash is always maintained by the company at a standard level; however, there is no guarantee or strict rule for maintaining a standard level of profit in the business. Increase in profit means the income level of the shareholders or owners of the company is increased; however, as profit is not the cash balance in the business, enhancement of the profit level does not enhance the cash balance of the business (Extension.iastate.edu, 2013). Similarly, if the cash balance in the company or business enhances it means that availability of cash to the business has enhanced and this available cash cannot be distributed to the shareholders because that is kept for meeting the needs of the business. After meeting all the cash requirements or expenditures the profit is calculated. Due to this, enhancement of profit does not enhance the cash balance of the business.
[bookmark: _Toc63186669]3  Financial statement analysis
Financial statements are the key reports that show the financial performance of a company during a specific financial year (Zarei et al., 2020). The financial statements are required to be analyzed properly in order to understand how the company is utilizing its assets for enhancing the business and how long the company is going to survive in the market (Kliestik et al., 2020). Here, in this specific segment of the study, focus is made on the analysis of financial statements by using the financial ratios. Here, mainly three financial ratios have been used for analyzing the financial statements – profitability ratios, efficiency ratios and liquidity ratios. 
	Liquidity ratios:
	2020
	2019

	Current ratio
	1.62
	1.23

	Quick ratio
	1.25
	[bookmark: _GoBack]0.98



	Efficiency ratios:
	2020
	2019

	Inventory  ratio
	8.49
	9.61

	Debtors  ratio
	5.62
	3.32

	Creditors ratio
	4.20
	3.04



	Profitability ratios:
	2020
	2019

	Net profit ratio
	13.38%
	8.53%

	Gross profit ratio
	35.04%
	24.50%

	Return on assets
	45.45%
	23.30%

	Return on equity
	38.08%
	21.74%



Analysis
In the above table, it can be noticed that the profitability of the company has increased much from 2019 to 2020. Each of the elements in the profitability ratios has enhanced during this period. Enhancement of the profitability indicates that the performance of the business has improved in terms of the income management (Kadim et al., 2020). Increase in the gross profit ratio indicates that the direct costs of the company has been controlled properly during these years and in 2020, the cost control was better than 2019. At the same time, it can also be stated that in 2020, the revenue of the company has also increased, which means the company has performed well in terms of revenue management also. On the other hand, enhancement of the net profit ratio indicates that the indirect costs management at the business was effective more in 2020 than 2019. The enhancement in net profit ratio indicates that the income level of the shareholders of the company has also increased and due to that the shareholders become more satisfied in 2020 than 2019.
On the other hand, if the focus is made on the ROA and ROE or return on assets and return on equity, it can be noticed that the return on assets of the business has enhanced more than the return on equity in 2020. Increase in the ROA means the company has used its assets in more profitable manner in 2020, which is good for the business (Husain and Sunardi, 2020). The ROE in this case is also indicating that the equity capital of the business has been utilized in a profitable manner during this time span. Considering the overall profitability position of the company, it can be stated that the performance in the short-run is good and the company is capable of meeting the expectations of the shareholders in the market (Husain and Sunardi, 2020). The company will be able to attract new investment by representing its profitability growth during 2019 and 2020. However, the management needs to focus on maintaining this performance standards in the coming years also. For this, the management must focus on revenue and cost management systems or strategies.
Liquidity of a company is evaluated by considering the current assets and current liability. The term liquidity indicates the ability of the company to pay its short-term debts. The liquidity is indicated and measured by the current ratio and quick ratio of the business (Öndeş and Osman, 2020). If the focus is made on the liquidity ratios of the business, it can be noticed that the company has maintained its liquidity at a standard position during these years. The current and quick ratios have increased. The position of the company was bit low in 2019; however, it has recovered the situation in 2020. Considering the liquidity ratios, it can be stated that the company is careful enough for managing its position in the short-run (Rahmawati, 2020). The company can easily satisfy its creditors by making the payment on time and at the same time, the company is able to satisfy the new investors by representing its short-term financial capability at the present time.
The efficiency ratios are indicating that the inventory management of the business has gone down in 2020. It means in 2020 the company has turned less amount of inventory into cash or sales or revenue. This is an indicator of the week efficiency level of the business. However, if the focus is made on the debtor turnover and creditors turnover ratio, it can be noticed that the efficiency level of the company to collect its amount from the debtors has enhanced. This is an indicator of the good efficiency level of the business (Rahmawati, 2020). On the other hand, the enhancement of the creditor turnover ratio indicates that the company has high creditworthiness. 
[bookmark: _Toc63186670]4(a) Total expenses calculation
Expenses incurred between 1st January 2017 and 30th June 2017 = £550 
Expenses incurred on 15th June 2017 for the 12 months to 2018 will be considered as the prepaid expenses and will be treated as current assets of the company.
Amount of expenses to be included in the profit and loss statement for the year ending 31st December 2017 will be 
= £550 + (£1100 x 5.5 months / 12 months) = £1054.17
1. [bookmark: _Toc63186671](b) Accounting  for prepayments
Considering  given case scenario of Liz and Kate, following will be the amount of prepayment for the business:
£1100 x (6 months / 12 months) = £550

1. [bookmark: _Toc63186672](c) Preparation of the depreciation schedule
Cost of machine 1st October 2017 = £25000
[bookmark: _Toc63186673]Conclusion
This study has shown the application of different accounting procedures in four different parts. The findings indicate that accounting procedures help the company tracking its financial activities in a better way. At the same time, it has also indicated that the financial ratios are very helpful for understanding the financial performance standard of a business.
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