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[bookmark: _Toc86951191]Answer 1: Financial Statements of Sandrolia Ltd. 
[bookmark: _Toc86951192]a) Journal Entries
	[bookmark: _Hlk85558030]Journal Entries in the books of Sandrolia Ltd

	Sr No.
	Particulars
	Debit (£)
	Credit (£)

	1.
	Depreciation Expense (motor vehicle) A/c   
     Accumulated Depreciation (motor vehicle) A/c
(Being depreciation account charge for motor vehicle)
	11,670
	
11,670

	2.
	Depreciation Expense (computer equipment) A/c
Accumulated Depreciation(computer equipment) A/c
(Being depreciation account charge for computer equipment )
	900
	
900


	3.
	Prepaid Insurance A/c                                
     Insurance Expense A/c    
(Insurance for next accounting period)
	640
	
640

	4.
	Accrued taxes A/c
          Accruals taxes A/c
(Representing unpaid taxes)
	1,500
	
1,500

	5.
	Telephone  A/c
          Accruals  A/c
(Representing unpaid telephone)
	180
	
180












	
	
	

	[bookmark: _Toc86951193]b) Trial Balance Sandrolia 31 Dicembre 2019





	          Debit
	         Credit

	
	            £
	            £

	Accounts payable
	
	25,680

	Accounts receivable
	30,700
	

	Carriage inwards
	1,840
	

	Computer equipment at cost
	4,500
	

	Carriage outwards
	3,280
	

	Drawings
	26,000
	

	Electricity
	2,480
	

	Loan interest
	300
	

	Provisions for doubtful debt
	
	450

	Insurance
	2,720
	

	Motor vehicles at cost
	53,900
	

	Capital
	
	48,000

	Opening inventory
	13,200
	

	Accumulated depreciation – motor vehicles
	
	26,670

	Accumulated depreciation – computer equipment
	
	3,540

	Petty cash
	50
	

	Bank overdraft
	
	2,880

	Wages
	67,440
	

	Purchases
	126,800
	

	Rent
	23,760
	

	Sales
	
	256,400

	Telephone 
	1,620
	

	Long-term Loan
	
	8,000

	Depreciation - comp equipment @20%
	900
	

	Depreciation - motor vehicle@30%
	11670
	

	Accrued  taxes
	1500
	

	Accruals Sandrolia Ltd
	
	1680

	Prepayment insurance
	640
	

	
	373,300
	373,300









[bookmark: _Toc86951194]c) Profit and Loss Statement

	Sandrolia Ltd.

	Statement of profit or loss 

	for the period 1 January 2019 to 31 December 2019

	
	
	

	Sales (Less return outward)
	
	£256,400.00

	Less cost of Sales:
	
	

	             Opening inventory 
	£13,200.00
	

	        +   Purchases (+ carriage inwards - returns outward)
	£128,640.00
	

	        -    Closing inventory
	£14,400.00
	

	
	
	£127,440.00

	
	
	

	Gross Profit
	
	£128,960.00

	
	
	

	Add other Income
	
	£0.00

	Total Income
	
	£128,960.00

	
	
	

	Expenses
	
	

	Carriage outwards
	£3,280.00
	

	
	
	

	
	
	

	Depreciation( motor vehicule+computer equipment)

Electricity
	£12,570.00
	

	
	                  £2,480.00
	

	
	
	

	Insurance
	£2,720.00
	

	Ioan Interest
	£300.00
	

	

	

	

	Rent
	£23,760.00
	

	

	

	

	Telephone
	£1,620.00
	

	Wages & Salaries
	£67,440.00
	

	Total Expenses
	
	£114,170.00

	
	
	

	
	
	

	Net Profit / (Loss)
	
	£14,790.00







	Statement of Financial Position as at 31st December 2019

	
	

	
	£

	Assets
	

	Non-current assets
	

	Office equipments 
	960

	Motor vehicle
	27,230

	
	

	Current assets:
	

	Inventories
	

	Trade and other receivables
	14,400

	Prepayments
	30,700

	Bank
	640

	Total assets
	50

	
	73,980

	Capital & Liabilities 
	

	Capital
	

	Profit for the period
	48,000

	Drawings
	14,790

	
	(26,000)

	Non-current liabilities:
	36,790

	Bank loans
	

	
	8,000

	Current liabilities:
	

	Bank loans and overdrafts
	

	Accruals
	2,880

	Trade payables
	1,680

	Total capital and liabilities
	25,680

	
	75,030







[bookmark: _Toc86951195]Answer 2: Critical Assessment of the Relevance of Financial Statements to Users
[bookmark: _Toc86951196]Importance of Financial Statement
The entire financial health of a company is reflected in the financial statements as prepared by their accountants. Such reports are presented to give a valuable insight into the performance, cash flow, operations, and profit and loss of the company. importance of such financial reports is important because the shareholders of a company base their decisions on the information presented in that company's financial statements regarding their equity, liabilities, and assets (Osadchy et al., 2018). Moreover, the financial statements of business organisations are important to investors also because they need to make informed decisions before investing in the company's shares. It is necessary for them to critically analyse and evaluate the profitability, debt load, revenue, expenses, and ability to meet the long-term and short-term financial obligations. Moreover, financial statements and reports are necessary to represent the true and fair information of the company and its financial position in the market. Therefore, it should be ensured by the financial statement users that such statements follow the appropriate accounting standards and qualitative characteristics. The qualitative characteristic of financial statements are as follows:
· Relevance: Such reports and statements should contain relevant financial information only which will influence the informed decisions of their users. The financial information must be relevant for evaluating the past and present performance of the company and forecasting the future direction. 
· Understandability: The financial information which is being presented in the financial statements should be easily understood by their users and give them a comprehensive knowledge of the economic and business activities of the company (Hutadjulu and Blesia, 2016). 
· Comparability: Two financial statements must be comparable in terms of intra-firm and inter-firm. It is also requisite for the financial statements to be comparable to disclose the effect on finance brought about by the changes in accounting policies. 
· Reliability: The financial information which is presented in such financial reports and statements should be reliable, true, and fair which are free from material bias and errors.

Figure 1: Qualitative Characteristics of Financial Statements
(Source: As developed by the learner)
[bookmark: _Toc86951197]Components of Financial Statements
The different components of financial statements which should be considered by the users for evaluating the financial position of a company before making informed decisions are the balance sheet, cash flow statement, statement of profit and loss, and notes and other statements which are considered as supporting materials for further explanations (Arkan, 2016). These financial statements are prepared considering the applicable accounting standards and regulations for promoting uniformity and transparency. These financial statements portray the economic resources available to the company, the cash generation of the enterprise, and the results of different operations undertaken by the enterprise. 
[bookmark: _Toc86951198]Users and Objectives of Financial Statements
The primary objective or usage of financial statements is to provide the appropriate financial information to its users for making informed decisions. It is expected by all users of financial statements to provide the required information. Such users and their objectives of using financial statements are included below:
a) Investors: Such users are interested in assessing the risk capital and risk inherent in the returns from their investments in a specific company for which they critically assess the financial statements (Fraser et al., 2016). Also, they are concerned with financial information which helps them to critically evaluate the ability of the company to pay dividends. 
b) Employees: The employees of a business organization are also concerned about using financial statements to evaluate the profitability and stability of the company. Moreover, they are concerned about the company's ability to pay salary, employment opportunities, and retirement benefits. 
c) Lenders: Financial statements are of interest o the lenders because they can determine whether to lend to the company, the payback ability of the company, and the interest rates which they can demand from the organisation (Hyseni, 2016). If the financial statements are not analysed by the lenders, they will not be able to examine and evaluate the financial position of the company.
d) Customers: The continuance of a business organisation is of immense interest to their customers because they decide to associate with the company in the long-term for investing in their shares and equity (Akhtar and Liu, 2018). 
e) Trade Creditors and Suppliers: Creditors and suppliers are interested in the financial information of an enterprise because it enables them to determine whether the amounts which are due to them from such enterprises will be eventually paid to them. This is the primary reason for such users to critically evaluate the financial statements of a company. 

Figure 2: Users of Financial Statements
(Source: As developed by the learner)
[bookmark: _Toc86951199]Requirement of Converging towards Global Standards
Different countries have different accounting rules and regulations which should be followed by reporting enterprises while preparing and presenting their financial statements. Hence, when a particular business organisation decides to raise capital from a foreign market, then it becomes necessary for them to follow the accounting rules and regulations of that country (Kulchev, 2017). Therefore, it is requisite for international investors and analysts to compare the financial statements of a business organisation considering the applicable accounting standards for cross-border filings. This is the primary reason to apply the concepts of accounting standards in the preparation and presentation of financial reports which helps the users to obtain the required uniformity and transparency in them. Moreover, the application of accounting standards also helps the users of financial statements to compare them cross-border and make informed decisions about the degree of their involvement with the enterprise (Daniel et al., 2017). It is highly required to bring about the harmonization of financial statements across the border and within different regions to make the financial statements more comparable, reliable, transparent, adaptable, and rational. Furthermore, the applicability of accounting standards helps the accounting procedure within different countries more harmonized and systematic which reduces the discredit for applying this procedure in managing the finance of a company. 


[bookmark: _Toc86951200]Answer 3: Financial Statements of Ricardo 
[bookmark: _Toc86951201]a) Journal Entries
	Journal Entries in the books of Ricardo

	Sr No.
	Particulars
	Debit (£)
	Credit (£)

	1.
	Depreciation Expense  Fitting A/c                                
       Accumulated Depreciation fittings
(Being depreciation charge for fittings at 31 Dec 2017)
Depreciation Expense Buildings A/c
     Accumulated Depreciation buildings
(being depreciation charge for buildings at 3 Dec 2017)
	384



1,000
	

384


1,000

	2.
	Prepayment A/c      
       Rates Payments A/c
    (Being the rates prepaid for the next accounting year )

	360
	
360

	3.
	Irrecoverable debt A/c 
        Trade receivable A/c
(Being £600 as irrecoverable debt for Ricardo)
	600
	
600

	4.
	Bad Debt Adjustment A/c  
      Allowance for doubtful debts A/c

	282
	
282

	5.
	Drawing A/c                                             
      Closing Inventory
	250
	
250



[bookmark: _Toc86951202]




[bookmark: _Toc86951203]

b) Trial Balance Ricardo as on 31 December 2017






	
	        Debit
	      Credit

	
	          £
	         £

	Fittings
	7,300
	

	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
	
	482

	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
	

	Depreciations Fittings @8%
	384
	

	Depreciations Buildings @30 year
	1000
	

	Prepayment 
	360
	

	Bad Debts expenses
	282
	

	
	167,416
	167,416

	
	
	








C) Statement of profit or loss Ricardo
	Ricardo

	Statement of profit or loss 

	for the period 1 January 2017 to 31 December 2017

	
	
	

	Sales (Less return outward)
	
	£120,000.00

	Less cost of Sales:
	
	

	             Opening inventory 
	15,000
	

	        +   Purchases (+ carriage inwards - returns outward)
	£80,000.00
	

	        -    Closing inventory
	21,000
	

	
	
	£74,000.00

	
	
	

	Gross Profit
	
	£46,000.00

	
	
	

	Add other Income
	
	£0.00

	Total Income
	
	£46,000.00

	
	
	

	Expenses
	
	

	Bad Debts Expenses
	£282.00
	

	Advertising
	£4,000.00
	

	Bank Charges
	£200.00
	

	Depreciation expenses (Fittings and Buildings)
	£1,384.00
	

	Rates
	£1,440.00
	

	Wages & Salaries
	£12,000.00
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	Total Expenses
	
	

	
	
	£19,306.00

	
	
	

	Net Profit / (Loss)
	
	

	
	
	£26,694.00








	
	

	Statement of Financial Position as at 31st December 2017

	
	

	
	£

	Assets
	

	Non-current assets
	

	Land and buildings
	23,000

	Plant and Machinery
	0

	Office equipments 
	0

	Motor vehicle
	0

	Fixtures and fittings
	4,416

	
	

	Current assets:
	

	Inventories
	20,750

	Trade and other receivables
	9,400

	Prepayments
	282

	Bank
	0

	Cash and cash equivalents
	1,050

	Total assets
	58,898

	
	

	Capital & Liabilities 
	

	Capital
	19,050

	Profit for the period
	26,694

	Drawings
	(5,250)

	
	40,494

	Non-current liabilities:
	

	Bank loans
	0

	
	

	Current liabilities:
	

	Bank loans and overdrafts
	0

	Accruals
	0

	Trade payables
	18,000

	Total capital and liabilities
	58,494

	
	
















[bookmark: _Toc86951204]Answer 4: Comparison of Liquidity and Profitability
[bookmark: _Toc86951205]Comparison of Liquidity and Profitability
For analysing the finances of a company, it is requisite to analyse the two essential parameters which are the liquidity and profitability of the enterprise. These two parameters ensure the creditworthiness of the company and also determine whether the market share and market capital are following an increasing trend (Vintilă and Nenu, 2016). Therefore, it is important to compare and contrast these two elements to understand the individual relevance and applicability in evaluating the financial position of a company. 
· Considering the definition of the parameters, profitability is the margin improvements of the company. Margins are the revenue generation of the company which reflects the profitability of the company in a given financial year. Whereas liquidity is considered to be the company's ability to meet the long-term and short-term obligations which need to be paid within the given deadlines (Malik et al., 2016). 
· It should be regarded that a company that has high profitability is also liquid in characteristics which can be justified by stating that the business has invested highly in projects with returns in the future. Company accountants should consider this difference between the two parameters while making financial forecasts for the business organisation. Moreover, an organisation that does not have liquidity can become bankrupt in the short term because of the lack of liquidity and the high requirement of working capital to meet the obligation in the short run. 
· The success of the business organisation is measured by the profitability parameter and also determines the company’s performance in the stipulated market. This parameter should not be confused about the company's cash flow and cash position in the industry (Goldmann, 2017). However, liquidity is the parameter that determines the business organisation's cash flow position. It is evaluated that increasing amounts of cash is indicative of poor working capital management for the business. 
· The manner of reporting the profitability in the financial statements of the company is reflected in the profit and loss statement as the net profit. If the figure is negative then it indicates that the company is incurring losses for that period. Liquidity, on the other hand, is presented in the balance sheet under the current assets section which also includes the prepaid expenses, marketable securities, cash in hand, and at bank and inventories. 
The difference between the parameters of profitability and liquidity can be summarized in the following table:


	Profitability
	Liquidity

	1. Profitability is not considered to be a position of the company at a particular time but is for a time that reflects the company's position. 
	1. Liquidity is the position of the company for a particular time and not for the given period. 

	2. Profitability is included in the profit and loss statement of the company. 
	2. Liquidity is reflected in the balance sheet of the company (Madushanka and Jathurika, 2018). 

	3. The profitability ratios which should be calculated by the company’s financial personnel are the gross profit ratio, net profit ratio, EBITDA margin, CAGR, and EBIT margin. 
	3. The key ratios which should be calculated by the company as liquidity ratios are the quick ratio, current ratio, acid-test ratio, interest coverage ratio, and fixed coverage ratio. 

	4. The profitability parameter is considered to be more important for the company in the long term. 
	4. The liquidity parameter is considered to be important in the short term. 

	5. The financial position of the business organisation is determined by the profitability parameter in the income statement (Kusumawati and Setiawan, 2019). 
	5. the cash position of the company in the short term is determined by the liquidity parameter in the balance sheet. 

	6. The degree of generating margins of the business is determined by the profitability of the business. 
	6. The liquidity parameter is how well the company can convert the sales into cash (Panigrahi et al., 2018). 


Table 1: Comparison and Contrasting between Profitability and Liquidity
(Source: As developed by the learner)
[bookmark: _Toc86951206]Reason for Difference in Profit and Cash in Financial Statements
The financial metrics of a business namely the profit and the cash flow have a difference in the respective financial statements in which they are reflected. The investors in a company must understand the difference between cash and profit for understanding whether the organisation is profitable and investing in it will yield a higher return in the market. Moreover, understanding the difference between the two metrics will also determine whether the company will remain solvent during economic crisis periods. Considering the business owners and entrepreneurs, it is important to determine the difference between profit and cash because it helps them to make crucial decisions regarding the business and its operations to pursue further growth (Janjua et al., 2016). 
Cash is considered to be constantly increasing and decreasing in a business over a given time. Since cash flow can be negative and positive, a negative cash flow indicates that a more amount of cash is flowing out of the company and a positive cash flow indicates that increased cash is being generated by the company. profit is the revenue that is generated by a business after reducing the costs incurred from the sales of goods and services. Similar to cash flow a positive figure of the profit indicates the company is financially well off but a negative figure indicates loss for the company. There are three primary reasons for the cash and profit not being similar in the financial statement. Such reasons include the revenue being booked at the sale, capital expenditures are not included in calculating profit, and revenue being matched to expenses (Akhter, 2018). Furthermore, if the sales are fluctuating in the short run, it creates a huge difference in the cash flow of the company but the profitability will remain unchanged in the short term. 
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