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Question 1
The question requires one to make adjusting entries on the current trial balance so that the adjusted trial balance reflects on an accrual accounting basis. For the business to reflect the actual balances, it must adjust all its expenses to be for the current year, as reflected in the income statement. Depreciation and telephone expenses have been adjusted accordingly. Balance sheet items such as inventory accounts payable and prepayments have also been adjusted.
Journal entries to reflect additional information
Amounts are in Euros
(i) Dr: Opening Inventory(COGS)       			13,200
       Cr:   Inventory                                                      	13,200
Dr:  Inventory                                  			14,400
      Cr: Closing Inventory (COGS)                               	14,400
(ii) Dr: Depreciation                              			12,570
      Cr:  Accumulated depreciation (Motor vehicle)          11,670
      Cr:  Accumulated depreciation (Computer)                900
(iii) Dr: Telephone                                  			180
      Cr:     Accounts Payable                                    	180
(iv) Dr:  Prepaid Insurance                     			 640
      Cr:    Insurance expense                              	 	 640
(v) Dr: Tax expense                                   			 1,500
      Cr: Accounts Payable                                            	 1,500

a) Updated Trial balance

Sandrolia Ltd
Updated trial balance
As at 31st December 2019
 								Dr			Cr                                                                                 Motor vehicle at cost 						53,900
Computer equipment at cost					4,500
Accounts receivables						30,700
Prepayments							640
Inventory							14,400
Drawings							26,000		
Petty cash							50
Accounts payable									27,360
Capital											48,000
Bank overdraft										2,880
Sales									                      256,400
Purchases							126,800
Accumulated depreciation (Motor vehicles)						26,670
Accumulated depreciation (Computer equipment)				3,540
Cost of goods sold									1,200
Wages								67,440
Rent								23,760
Telephone							1,620
Taxes								1,500
Depreciation							12,570
Carriage inwards						1,840
Carriage outwards						3,280
Insurance							2,720
Electricity							2,480
Interest expense						300
TOTALS			                     373,968		      373,698              

b) Financial statements

Sandrolia Ltd 
Statement of comprehensive income 
For the year ended 31st December 2019

Sales								256,400
Less: Carriage outwards					(3,280)
Net Sales							253,120

Opening Inventory				13,200
Add: Purchases				123,800
Less: Closing Inventory			(14,400)
Cost of goods sold						(125,600)

Gross Profit							127,520

Overheads
Wages						67,440
Rent						23,760
Telephone					1,620
Taxes						1,500
Carriage inwards				1,840
Insurance					2,720
Electricity			`		2,480
Interest expense				300
Depreciation					12,570
Total expenses						 (114,230)

Net Profit							     13,290
 
Sandrolia Ltd. 
Statement of financial position 
As at 31st December 2019
Non-current assets
Motor Vehicle			27,230
Computer equipment		960
Total Fixed assets						28,190
Current assets
Petty cash			50
Prepayments			640
Accounts receivable		30,700
Inventory			14,400
Total current assets						 45,790
TOTAL ASSETS						73,980
Financed by:
Capital								48,000
Drawings							(26,000)
Allowance for bad debts					 450
Net Profit							13,290
Current Liabilities
Accounts payable		27,360
Bank overdraft			2,880
Total current liabilities						30,240
Non- current liabilities
Long term loan							8,000
TOTAL CAPITAL & LIABILITIES					73,980	


Question 2
Assessment of the relevance of financial statements to users 
A business’s financial statement comprises of the statement of comprehensive income, also known as the profit and loss statement. This one shows the revenues and expenses of a business and the resulting profit or loss. A balance sheet, also known as a statement of financial position, contains the assets owned by the firm tallied against its equity and liabilities that fund the business. The statement of changes in equity shows how equity changed throughout the transacting period and if any dividends are to be paid. Others include a statement of cash flow that shows how cash moved in and out of business, fixed asset schedule showing all the non-current assets and their respective depreciation and notes supporting all the details in the financial statements 
Financial statements are crucial as they contain significant information in regard to the financial ability/health about a business (Abdulshakour 2020). It is good to first understand the users of financial statements before looking into the relevance of the statements to the users. This will help us have a clear picture of why they are necessary and in what ways.
First, we have the management of a company or a business. They need financial statements to assess the profitability, cash flows, and liquidity of the business. This will help them in making financial decisions that are crucial in the operations of the business. An example of such a decision is assessing whether the business has made enough profits to pay shareholders dividends or retain the money and invest in new ventures. Management is also able to know which aspects of the business have a higher return on investment than others and focus on such areas or strive to improve the other areas (Bragg, 2020).
Customers are other users of financial statements. Before customers transact business with an organization, they review the performance of a business to assess whether they can trust it to be their supplier especially for big contracts
Financial statements are also relevant to the government. Businesses should file their taxes annually and pay installment tax in the current year of doing business. To determine the right amount of tax payable, it is important to keep up to date financial statements recording the profit or loss for the current financial year and losses carried forward from the previous years to be set off against the current year.
Companies that trade in the securities exchange need to keep financial statements. Investment analysts usually assess these statements looking at the current price to earnings ratio per share, dividend payout ratio, and other related information for different companies and recommend them to their clients.
Investors looking forward to investing their money into a business’s capital need financial statements to assess the liquidity. They would not want to go in blindly and lose their money; hence financial statements play a significant role in ensuring investors get the correct view of the business before investing with them.
Banks and other lending institutions require financial statements to assess whether a business is worth lending to avoid unprecedented losses resulting from the business going into debt and being unable to fulfill its financial obligations to the bank. They have to estimate from the business’s cash flow the ability to pay for the loan and interest charges when they are due. 
To increase transparency and accountability of financial statements to the end-users accounting standard have been set internationally to ensure financial information is presented uniformly with a particular aspect of objectivity depending on the accounting method used. Some businesses prefer the accrual basis where they recognize revenue on offering services and recognizing expenses once they are incurred. In contrast, the cash accounting method only recognizes revenue once cash has been received, and expenses are recognized only when they are paid for. If financial statements were reported haphazardly with no clear guidelines, then users would have a hard time assessing businesses, and this would result in a loophole. Also, it makes auditing easier (Osadchy et al., 2018).
A single transparent business language in the form of accounting standards is very crucial to users of financial statements. Some common accounting standards include international financial reporting standards (IFRS). It ensures financial statements are recognized internationally to be transparent, efficient, and of high quality to suit financial markets in the world. Since users of financial information such as investors may want to invest in international markets, it enables them to make informed decisions by reducing the information asymmetry between the capitalists and people who have their money. Thus the management of a company is held accountable to financial information it provides out there to its users. 


Question 3
a) Journal entries to reflect additional information
Adjusting journal entries on the trial balance need to be made so that the adjusted trial balance reflects on an accrual accounting basis. Adjusted expenses include income statement entries such as depreciation, bad debts, and rates to reflect the expense for the current year and adjust to prepayments since part of the rates have not been incurred yet. Balance sheet items include prepayments, accounts receivable, inventory, and drawings.
Amounts are in Euros
(i) Dr: Opening Inventory(COGS)       15,000
       Cr:   Inventory                                                      15,000
Dr:  Inventory                                  21,000
      Cr: Closing Inventory (COGS)                               21,000
(ii) Dr: Depreciation                              1,104
      Cr:  Accumulated depreciation (Building)              1,000
      Cr:  Accumulated depreciation (Fittings)                104
(iii) Dr: Prepaid rates                                360
      Cr:     Rates                                                             360
(iv) Dr:  Bad debts                                     900
      Cr:    Accounts receivable                                       600
	Cr:     Allowance for doubtful debts		          300
(v) Dr:  Drawings                                  250
      Cr:  Bank       		                                           250

Ricardo
Updated trial balance
As at 31st December 2019
 								Dr			Cr                                                                                 Fittings								7,300
Buildings							30,500
Accounts receivables						9,400
Prepayments							360
Inventory							21,000
Drawings							5,000		
Cash in hand							50
Cash at bank							1,000
Accounts payable									18,000
Capital											19,050
Allowance for doubtful debts								1,100
Revenue								                      120,000
Purchases							80,000
Accumulated depreciation – Fittings							2,604
Accumulated depreciation – Buildings						7,000
Cost of goods sold									6,000
Wages								12,000
Advertising							4,000
Rates								1,400
Bank charges							200
Depreciation							1,104
Bad debts							900
TOTALS			                     173,754	                    173,754

Ricardo
Statement of comprehensive income 
For the year ended 31st December 2019

Sales								120,000

Opening Inventory				15,000
Purchases					80000
Less: Closing Inventory			(21,000)
Cost of goods sold						(174,000)

Gross Profit							 46,000

Overheads
Wages						12,000
Advertising					 4,000
Rates						 1,440
Bank charges					 200
Bad debts					 900
Depreciation					1,104
Total expenses						  (19,664)

Net Profit							     26,356
Ricardo
Statement of financial position 
As at 31st December 2019
Non-current assets
Fittings				4,696
Buildings			23,000
Total Fixed assets						27,696
Current assets
Cash in hand			50
Cash at bank			1,000
Prepayments			360
Trade receivable		9,400
Inventory			21,000
Total current assets						 31,810
TOTAL ASSETS						59,506
Financed by:
Capital								19,050
Drawings							(5,000)
Provision for debts						 1,100
Net Profit							26,356
Current Liabilities
Accounts payable						18,000
TOTAL CAPITAL & LIABILITIES				59,506 


Question 4
Compare and contrast liquidity and profitability
To understand liquidity and profitability, it is crucial to look at two main aspects; profits and cash flow. Profits show the difference between the revenue and expenses of a business and are usually shown in the income statement; hence one can tell how sustainable business is.
Cash flow assesses the ability of the business to pay for its expenditures and investments. Cash at the end of the year shown in the statement of cash flow is as a result of cash at the beginning of the year plus cash received in the year less cash used up for the accounting period. It is crucial for the operations, investing, and financing activities of the business.  
When a company has positive cash flow, it indicates the business assets in liquid form are growing. It can thus settle all its liabilities and still pay the shareholders money invested in the business. Negative cash flow, on the other hand, shows that the liquid assets of a business are decreasing (Berríos, 2013).
Profit being the surplus money a business has made, it forms the basis for taxation. There are different types of profits, and each is significant in its way. Gross profits result from sales less cost of goods sold while net profit is the final profit after expenses have been deducted. Both types of profit offer business analysts insight on business in regards to the performance of a company in comparison to the performance of previous years. A business’s profitability is said to be good if the profit margins are substantially improving. The more the profits, the bigger the retained earnings account improves, assuming the business does not invest in new ventures for the period. Management needs to understand this vital aspect of maintaining sufficient cash flows to ensure businesses remain afloat and are not declared bankrupt. 
A significant reason why profits and cash amounts may differ is the accounting method used. Accrual accounting, which is commonly used, will report revenues even when money has not been received. This, for instance, will lead to a business reporting a profit from its sales, yet in the cash flow, there is no money received hence a lesser amount. Prepaid expenses would also result in the same. Money has left the business, but the expense has not been incurred. The cash basis is not a better alternative. In case a sale is made, and the money has not been received, it will show that the business made a loss, which in actual fact is not the case.
A business can be making large profits but still have negative cash flow. This could be a result of either supplier failing to pay in due time, making considerable investments to earn future revenues for the business, especially for businesses that are starting, spending on prepayments such as insurance, financing a loan, or spending on consumables.
Cash flows form the basis of liquidity. Positive cash flows indicate that a firm is liquid and can thus meet its short term obligations. In the short term aspect cash flow is more important to a business than profits since it will be able to pay its suppliers and employees in a good time.  This presents a case of poor classical liquidity as management is unable to maintain sufficient cash flows. Many businesses are declared bankrupt because of failure to have sufficient liquidity, even when they are making large profits (Berríos, 2013).
Liquidity is also measured by how good the assets of a business are and how fast they can be converted into liquid cash in a period of an accounting year without having to lose their value.
The current ratio is used to measure the liquidity of a business. A business will be better for liquid if it concentrates on assets that are short term with low risks hence low profits. The formula to obtain the ratio is gotten from dividing the current assets by the capital liabilities. The minimum acceptable ratio is usually one. This symbolizes zero working capital as current assets less current liabilities will result in zero. To be on the better side, the current ratio should exceed one to show that there is some working capital surplus. If the current ratio is less than one, then the business is not liquid enough. It shows negative working capital, which displays the business is having financial constraints. Lenders assess the working capital of business before granting them credit facilities; thus, it is necessary for a business to maintain its cash flows (Osadchy et al., 2018).
A business’s profitability is measured by the return it gets from its assets and equity. Return on assets and return on equity commonly abbreviated as ROA and ROE, respectively. Return on equity shows investors how well management handles capital from shareholders. The profitability of a firm is positively but not perfectly correlated to its survival; thus, a business can survive while making losses for a short period of time, but in the long run, it needs to make profits for it to survive. 
In conclusion, cash flow is significant, businesses require liquidity, and it is essential for the short term survival of a business. A business needs to meet its current obligations so that it can invest in the future. In the long term, profits are essential for running and survival of business since liquidity, in the long run, can only be achieved when a business is making profits. 
Liquidity and profitability are very vital aspects of business survival, and business managers need to understand the critical components of each very well and use them to their advantage.
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