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Question # 1
a) Journal Entries
	

	Date
	Particulars
	Debit
	Credit

	12/31/2019
	Cost of Goods Sold
	125600
	

	 
	Inventories
	
	125600

	(To record cost of goods sold)

	12/31/2019
	Depreciation - Motor Vehicles
	11670
	

	 
	Accumulated depreciation – motor vehicles
	
	11670

	(To record Motor Vehicles depreciation)

	12/31/2019
	Depreciation - Computer Equipment
	900
	

	 
	Accumulated depreciation – computer equipment
	
	900

	(To record Computer Equipment depreciation)

	12/31/2019
	Telephone
	180
	

	 
	Accounts Payable
	
	180

	(To record telephone expense)

	12/31/2019
	Insurance Expense
	640
	

	 
	Prepaid Insurance
	
	640

	(To record insurance expense)

	12/31/2019
	Taxes
	1500
	

	 
	Taxes Payable
	
	1500

	(To record taxes payable)










a) Updated Trial Balance
	Trial Balance as of December 31, 2019

	Accounts
	£
	£

	Accounts payable
	
	25,860

	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

	Prepaid Insurance
	2,720
	

	Motor vehicles at cost
	53,900
	

	Capital
	
	48,000

	Inventories
	14,400
	

	Accumulated depreciation – motor vehicles
	
	26,670

	Accumulated depreciation – computer equipment
	
	3,540

	Petty cash
	50
	

	Bank overdraft
	
	2,880

	Wages
	67,440
	

	Rent
	23,760
	

	Sales
	
	256,400

	Telephone
	1,620
	

	Long-term Loan
	
	8,000

	Depreciation Expense
	12,570
	

	Insurance Expense
	640
	

	Cost of Goods Sold
	125,600
	

	Taxes
	1,500
	

	Taxes Payable
	
	1,500

	Total
	373,300
	373,300



b) Financial Statements
	Sandrolia Ltd.

	Statement of Profit or Loss

	For the year ended December 31, 2019.

	 
	£
	£

	Sales
	 
	        256,400 

	Less: Cost of Goods Sold
	       125,600 
	 

	Gross Profit
	 
	        130,800 

	Operating Expenses
	 
	 

	Depreciation Expense
	         12,570 
	 

	Insurance Expense
	              640 
	 

	Carriage inward
	           1,840 
	 

	Carriage outward
	           3,280 
	 

	Telephone
	           1,620 
	 

	Electricity
	           2,480 
	 

	Wages
	         67,440 
	 

	Rent
	         23,760 
	 

	Operating Income
	 
	          17,170 

	Interest
	              300 
	 

	Taxes
	           1,500 
	 

	Net Income
	 
	          15,370 



	Sandrolia Ltd.

	Statement of Financial Position

	As of December 31, 2019.

	Assets
	£
	£

	Non-Current Assets
	 
	 

	Computer Equipment at Cost
	4,500
	 

	Accumulated Depreciation – Computer Equipment
	-3540
	 

	Motor Vehicles at Cost
	53,900
	 

	Accumulated Depreciation – Motor Vehicles
	-26,670
	28,190

	 
	
	 

	Current Assets
	 
	 

	Prepaid Insurance
	2,720
	

	Inventories
	14,400
	

	Accounts Receivable
	30,700
	

	Less: Provision for doubtful debts
	-450
	

	Petty Cash
	50
	47,420

	Total Assets
	
	75,610

	 
	
	

	Capital & Liabilities 
	
	

	Capital
	48,000
	

	Profit for the period
	15,370
	

	Drawings
	-26,000
	37,370

	 
	
	

	Non-current liabilities:
	
	

	Bank loans
	8,000
	8,000

	 
	
	

	Current liabilities:
	
	

	Bank loans and overdrafts
	2,880
	

	Taxes Payable
	1,500
	

	Trade payables
	25,860
	30,240

	Total capital and liabilities
	
	75,610



Question # 2
Financial statements give a picture of a company's financial wellness at a specific point in time, revealing information about its profitability, activities, cash flow, and general status. Investors rely on these financial statements to make sensible judgments regarding their stock investments, particularly when voting on organizational concerns. Investors have a number of methods at their discretion to conduct these equity analyses (Maverick, 2021). To make better selections, they should assess their holdings using a number of measures instead of just a little. Profitability ratios, liquidity ratios, debt ratios, efficiency ratios, and price ratios are among the indicators accessible.
Financial statements are documents that indicate a company's commercial operations and financial achievement. Financial statements must be reported regularly and annually by businesses. The regulating authorities keep an eye on the marketplaces and corporations to confirm that everyone is acting rationally and that the markets are running smoothly. Governing bodies need precise rules for producing financial statements so that stakeholders may readily examine and evaluate one firm in comparison to the other. Accounting information is significant to stakeholders because it may reveal a lot about an organization's income, costs, competitiveness, debt burden, and capacity to pay short-term and long-term financial commitments. Three primary financial statements that are used by every organization are the statement of profit and loss, the statement of financial position, and the statement of cash flows.
There are two categories of parties involved in a company or organization: insiders and outside stakeholder groups. Internal stakeholders are those who live within the organization, such as executives, workers, and members of the board. External stakeholders, on the contrary, are those who are not immediately affiliated with a firm, such as investors, consumers, and vendors. All investors want to see the return on their money invested in the company and, as a result, evaluate leadership through accounting records. Because accounting information is extremely beneficial to firms. The following are examples of how financial statements may be valuable to stakeholders:
· What are the profits or losses of the company?
· What is the amount invested in the business?
· How do assets stand up as compared to liabilities?
· How did the business finance its operations?
· Is the money being utilized efficiently?
· What are the cash flows of the company?
· What are the company’s payout trends?
· What is the company’s cost of capital? and
· Does the business have resources for financing its future growth?
Accounting statements are useful to businesses that have a strong understanding of the company, financial, and accounting operations and are ready to study them for their particular reasons, whether financially or intellectually. Aside from the internal users, who include executives, workers, and shareholders, there are many different users external to the companies. The institutional investors are the external readers of accounting records who use the financial reports to analyse a corporation's economic health. This is necessary in order for them to draw reasonable conclusions about a firm and give suggestions to their clients. The statement of financial position and statement of profit and loss are the most common types of reports that they utilize. They are sometimes interested in understanding the changes in the capital in order to help individuals in purchasing shares of a firm.
Financial intermediaries are the second most significant stakeholders in this scenario. They often include banking companies and other entities with the ability to extend credit to the previously described company. In most circumstances, these banking institutions help the companies fulfill their cash flow needs and provide debt coverage. They are just concerned with the statement of financial position (Contributor, 2020). These financial institutions make their selections based on a true image of the locations where the firm has made investments and the current context in which it exists. The financial accounts are used by the regulatory government bodies of a certain corporation for a variety of objectives. The most well-known reason is that it seeks to determine whether or not a corporation has paid adequate money in the form of taxes. It may also determine if it is in accordance with the organization's financial position or not. The chief factor is that a growing number of businesses have begun to engage in environmental initiatives under the guise of corporate social responsibility (CSR). As a result, governments have established measures to support people with their financial requirements in order to achieve their goals. Most of the time, these goals benefit the community as a whole. The government must examine an income statement and the balance statement for both of the aforementioned goals. It provides a realistic picture of the company's commercial ventures and also satisfies the necessity of determining if taxes have been paid fairly or not.
Vendors are also another group that has become quite important these days. The rationale for this is because vendors offer assistance in extending credit to the companies specified. To do so, they must first determine the solvency of the company to whom they are lending money. In most situations, these suppliers make their selections after reviewing the firm's financial statements. In rare situations, they are also concerned about the firm's cash flows and it is true that vendors fund the majority of firms these days. As a result, firms must be very attractive in order to obtain assistance from them.
A lot of businesses use their accounting information to issue credit scores to other businesses. These are referred to as credit rating agencies. They include household names such as Moody's, Standard and Poor's, etc. This is again important in determining a company's financial performance. These organizations often rely on the statement of financial position to achieve their goals. The stakeholders can develop a financial viewpoint of the firm that has been examined based on the ratings they submit.
According to the preceding analysis, the importance of utilizing financial statements as reports is that they are produced in the most organized style so that one may build a perception of an institution's financial health due to simple comparability. Internal and external stakeholders both need these statements, although the goal for internal and external users may differ depending on the user group and their interests in the company.
Question # 3
a) Journal Entries
	Journal Entries

	Date
	Particulars
	Debit
	Credit

	12/31/2017
	Cost of Goods Sold
	74,000
	

	 
	Inventories
	
	74,000

	 
	(To record cost of goods sold)

	12/31/2017
	Depreciation - Fittings
	384
	

	 
	Accumulated Depreciation – Fittings
	
	384

	 
	(To record Fittings depreciation)

	12/31/2017
	Depreciation - Buildings
	1,000
	

	 
	Accumulated Depreciation – Buildings
	
	1,000

	 
	(To record Buildings Depreciation)

	12/31/2017
	Rates Expense
	1,440
	

	 
	Rates
	
	1,440

	 
	(To record rates expense)

	12/31/2017
	Bad Debts Expense
	300
	

	 
	Trade Receivables
	
	300

	 
	(To record bad debts expense)

	12/31/2017
	Cash
	250
	

	 
	Bank loan
	
	250

	 
	(To record bank loan

	12/31/2017
	Drawings
	250
	

	 
	Cash
	
	250

	 
	(To record drawings)




b) Updated Trial Balance
	Trial Balance as of December 31, 2019

	Accounts
	£
	£

	Fittings
	7,300
	

	Accumulated depreciation – fittings at 31/12/2017
	
	2,884

	Buildings
	30,000
	

	Accumulated depreciation – buildings at 31/12/2017
	
	7,000

	Inventory at 31/12/2017
	21,000
	

	Trade receivables
	9,700
	

	Allowance for doubtful debts 31/12/2017
	
	800

	Cash in hand
	50
	

	Cash at bank
	1,250
	

	Trade payables
	
	18,000

	Capital
	
	19,050

	Drawings
	5,000
	

	Revenue
	
	120,000

	Wages
	12,000
	

	Advertising
	4,000
	

	Rates
	360
	

	Bank charges
	200
	

	Cost of Goods Sold
	74,000
	

	Depreciation - Fittings
	384
	

	Depreciation - Buildings
	1,000
	

	Rates Expense
	1,440
	

	Bad Debts Expense
	300
	

	Bank Loan
	
	250

	Total
	167,984
	167,984






c) Financial Statements
	Ricardo

	Statement of Profit or Loss

	For the year ended December 31, 2017.

	 
	£
	£

	Sales
	
	120,000

	Less: Cost of Goods Sold
	74,000
	

	Gross Profit
	
	46,000

	Operating Expenses
	
	

	Depreciation Expense
	1,384
	

	Wages
	12,000
	

	Bank Charges
	200
	

	Advertising Expense
	4,000
	

	Rates Expense
	1,440
	

	Bad Debts Expense
	300
	

	Net Income
	
	26,676



	Ricardo

	Statement of Financial Position

	As of December 31, 2017

	Assets
	£
	£

	Non-Current Assets
	
	

	Fittings
	7,300
	

	Accumulated Depreciation - Fittings
	-2884
	

	Buildings
	30,000
	

	Accumulated Depreciation – Buildings
	-7,000
	27,416

	 
	
	

	Current Assets
	
	

	Inventories
	21,000
	

	Trade Receivables
	9,700
	

	Less: Provision for doubtful debts
	-800
	

	Rates
	360
	

	Cash in Hand
	50
	

	Cash at Bank
	1,250
	31,560

	Total Assets
	
	58,976

	 
	
	

	Capital & Liabilities 
	
	

	Capital
	19,050
	

	Profit for the period
	26,676
	

	Drawings
	-5,000
	40,726

	 
	
	

	Non-current liabilities:
	
	

	Bank loans
	250
	250

	 
	
	

	Current liabilities:
	
	

	Trade Payables
	18,000
	18,000

	Total capital and liabilities
	
	58,976



Question # 4
The return on assets and cash conversion cycle is used to assess the firm's profitability and working capital management efficiency. A company should retain a constant balance of liquidity and profitability while carrying out its day-to-day operations. A business manager seeks to optimize company value by attaining a chosen balance between a company's profitability and liquidity. Many studies have found that the more a firm's working capital, the lower its profitability will be. The difference between profitability and cash flows is very important to be understood in the finance field. Profits are the leftovers after all of the company’s costs incurred in a particular period are accounted for, whereas the cash flows determine the actual movement of cash into and out of the organization during a particular period. Profit is a crucial measure of cumulative business performance, whereas cash is required to retain and run the firm efficiently on a regular basis. It is vital to note that a shortage of profit has a negative influence on the business's cash flow in the long run.
Profit is essential to the operation of the market structure. Profit in any sector serves as a sign to consumers that additional output from that sector is desired. Profits incentivize enterprises to boost output and attract new companies to enter the sector. Profit is not a greedy incentive in every firm, but it motivates businesses to develop long-term investment risk (Johnson, 2019). Businesses will not dedicate money and effort to any business activity until there is a chance of profitability. Profit drives enterprises to build innovative goods in order to reduce manufacturing costs and give better products to customers. Profit also boosts the company's business activities. Profit from the firm is reinvested to increase output or invest in new ventures. As a result, the company may continue to operate. Businesses can only be encouraged to develop their firm if they can earn profits from their activities.
Some distinctions are very evident, such as loans obtained that have no influence on the profit and loss account. Several may not be as visible, but they may be divided into three major categories: Revenue is recorded at the point of sale. When a corporation supplies a product or service, a sale is often documented on an accrual basis in the financial statements. Because clients often have a certain number of days to pay, no cash is normally transferred at the time of the transaction (Padachi, 2006). As a result, because profit is decided in part by sales, a portion of that profit represents a customer's commitment to pay. The actual movements of cash during a particular period are reflected in the statement of cash flows. The matching principle requires matching the expenses to the revenues generated. An overarching accounting principle is to align expenditures and costs to sales made over a certain period of time. The costs shown on the statement of profit or loss might not have been the ones that were really incurred during that time period. There will be many expenses that are incurred and recorded by the business has to pay these later. The profits take into account the expenses incurred but the cash flows represent the amount of money that actually went out of the company during a particular period.
Apart from that, capital expenditures do not immediately affect earnings. When a capital expenditure happens, it does not reflect on the statement of profit or loss. Only depreciation expense towards income over time, and is dependent on the expected lifetime of the acquired asset. The statement of cash flow tells a different tale since most products are bought prior to their being fully depreciated on the income statements. Indeed, in established, well-managed businesses, cash flow usually tracks net income. Receivables can be recovered on time, accounts payable can be paid on time, and capital investments may be undertaken in accordance with depreciation costs.
Nevertheless, until an organization achieves, and more significantly, is able to maintain, such a condition, any manner of calamity can occur. It is relatively simple to achieve a state of profitability in the absence of cash. It can be said to be a danger zone for businesses. It is also crucial to remember that an organization may encounter a circumstance in which it may have large cash flow but little profits. Assume a retailer who collects cash at the point of sale, the costs may be reimbursed to vendors at a later date, lulling an owner into a false feeling of security. The statement of cash flow may appear to be great as the firm grows, but if profits and costs are not well handled, the company may face difficulties in an unfavorable scenario that cannot sustain a thriving business.
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