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Question 1


A) Adjustment Journal entries
	2019
	Particulars
	
	Amount
Debit
	Amount
Credit

	
	Stock-in- Trade a/c –
To Trading a/c
	
	14,400
	14,400

	
	Depreciation a/c –
To motor vehicle
To computer equipment


	
	12,570
	11,670

900

	
	Telephone expenses a/c –
To Current liabilities


	
	180
	180

	
	Current Asset a/c –
To Insurance a/c


	
	640
	640

	
	Outstanding Taxes a/c –
To Current liabilities


	
	1,500
	1500










b) Trial Balance
	Trial Balance

	Amount
	Amount

	Particulars

	Debit
	Credit

	Account Payable

	
	25,680

	Account Receivable


	30,700
	

	Carriage Inwards
	1,840
	

	Computer Equipment at cost
	4,500
	

	Carriage Outwards
	3,280
	

	Drawings
	26,00
	

	Electricity
	2,480
	

	Loan Interest
	300
	

	Provision for doubtful debt
	
	450

	Insurance
	3,360
	

	Motor Vehicle cost
	53,900
	

	Capital
	
	48,000

	Opening Inventory
	13,200
	

	Accumulated Depreciation – motor vehicle
	
	15,000

	Accumulated Depreciation – computer equipment
	
	2,640

	Petty cash
	50
	

	Bank overdraft
	
	2,880

	Wages
	67,440
	

	Rent
	23,760
	

	Sale
	
	256,400

	Telephones
	1,440
	

	Long- Term Loan
	
	8,000

	
Total

	
359,050
	
359,050









c) Trading and profit and loss a/c
	Particulars


	
	Particulars
	

	Opening
Inventory
Add: Purchase
Add: Carriage Inwards
Add: Wages
	12,200
126,800
1,840
	Sales 
By closing stock

	256,400
14,400

	
	
	
	

	
To Gross Profit
	
128,960

	
	

	

	
	
By Gross Profit 

	
128,960



	
	
	
	By Gross Profit
	128,960

	To Carriage outwards
	
	3,280
	
	

	To rent
	
	23,760
	
	

	To telephones
	1,440
	
	
	

	Add Outstanding
	180
	
	
	

	
	
	1,620

	
	

	
	
	
	
	

	To depreciation for the year Motor Vehicle
	1,167
	
	
	

	To depreciate for the year Computer equipment
	900
	12,570
	
	

	Insurance
	3,360
	

	
	

	Add Outstanding
	640
	
	
	

	

	
	4,000
	
	

	To Outstanding taxes
	
	1,500
	
	

	To Loan interest
	
	300
	
	

	To electricity
	
	2,480
	
	

	To net profit

	
	79,450
	
	





	Balance Sheet
	

	
	
	
	

	Liabilities

	
	Amount
	
	
	Amount

	Capital

	45,000
	
	
	
	

	Less Drawings
	26,000
	
	Computer equipment at cost
	4,500
	

	Less add (loss) (profit)
	79,450
	153,450
	Less Depreciation
	
	4,500

	
	
	
	Motor Vehicle
	53,900
	

	
	
	
	Less Depreciation
	
	53,900

	Accounting Payable
	
	25,680
	
	
	

	Accumulated depreciation-motor vehicle
	15,000
	
	Account Receivable
	
	30,700

	Add depreciation for the year
	11,670
	26,670
	Petty cash
	
	50

	Accumulated depreciation for the year-computer equipment
	2,640
	
	Closing stock
	
	14,440

	Add depreciation for the year
	900
	5,400
	
	
	

	Bank Outstanding

	
	2,880
	
	
	

	Long-term Loan

	
	800
	
	
	

	Outstanding Telephone

	
	180
	
	
	

	Outstanding Insurance

	
	640
	
	
	

	Outstanding Taxes

	
	1,500
	
	
	

	Provision for 
doubtful debt

	
	450
	
	
	




 



Question 2
                   Relevance of financial statement
        Analysis of the financial situation and important for any company, regardless of whether it is small or large. In order for an enterprise to function, it must carry out an activity. Any change in an activity affects the financial condition of the company, through financial analysis, managers monitor economic development. To purpose of the analysis is to see the opportunities for strengthening and development of the achieve results, for the elimination of problems and losses. 


1.What are the characteristics of a financial statement?
       The financial statements provide a lot of information about financial stability and condition. The balance sheet is the main part that provides information about the property and financial condition. It also give us information about both the previous period and the current one, so that the user can see the significant changes. For a task, financial analysis must answer the following questions: Is there enough unused resources to improve the economic results? ; How dependent is the company on customers, suppliers and creditors. ; Is there a possibility and how safe is it to pay the debts? ; What is the position of the company in the industry and what competitors does it have;. The results of the analysis attract the interest not only of the owners and the team, but also of creditors, investors and stakeholders. In view of its tasks, financial analysis is an important element of financial management and strategic management in general. For decision – making regarding the strategy and tactics of the company in financial decision.

2. Financial indicators
    The indicators for financial analysis are of two main types : 1 Absolute and 2 Relative.
The first are the Absolute Indicators, which are three: 
Financial result (profit) – Gross profit before interest and taxes.
Net profit plus depreciation
Value of capital and value of the company
      Second are the relative indicators, which can be grouped in different ways. They reflect certain areas of the company’s financial performance. Liquidity analysis, the turnover of assets, of indebtedness and profitability analysis.

3. Sources of financial analysis
     This is mainly the company’s financial statement with the main data from: balance sheet, cash flow statement, capital statement, statement of income and expenses, management of the company, The company’s reports are systematizes according to certain criteria, information about the resources already used and about the resources available so far. A review of the financial statement shows the weaknesses of the financial transactions made by the company. The information can be processed a way that helps to compile a report in support of the needs and financial work of the company. Of course, the preparation of annual financial statement, as of December 31 of the respective year, is mandatory for each enterprise regardless of its size, status and type of activity.

4. Basic methods of financial and economic analysis
   The methods of financial analysis are a system of elements and methods for a comprehensive and interconnected study of economic phenomena and processes and their determining factors in the conditions of operation of the company. The methods of financial analysis are based on the dialectical approach to the study of causal relationships and dependencies between economic processes and phenomena. The financial analysis uses extremely diverse methods, which in order to get to know them and apply the appropriate ones, according to the objectives of the analysis, can be reduced to several basic ones. The most commonly used practices for financial analysis of the company are:
    Method of comparison – it is fundamental for the financial analysis of the company. Through the method of comparison, it is possible to assess the changes in the parameters of the economic system, to find its place in space and time, to outline the trend and perspective for its development against the background of the dynamically changing economic situation.
     Grouping method- this method has a great application in the practice of financial analysis of the company. Through it, the information for the needs of the analysis is grouped according to certain features and according to certain criteria. The grouping method is widely used in the analysis of the company’s costs, composition and structure of production.
    Balance sheet method- the balance sheet method originates in the accounting methodology. It is widely used in the financial analysis of the company in the study of various balance sheet dependencies.
     Difference method- the method of differences is a modification of the method of chain substitutions. His technique is reduced  to directly establishing the influence of the studied factor as an absolute difference between the actual and basic value of its corresponding indicator.




Question 3 
a) Adjustment Journal entries
	2017
	Particulars
	
	Amount
Debit
	Amount Credit

	
	Stock-in-Trade a/c – To trading a/c
	
	21,00
	21,00

	
	Depreciation a/c To Fitting
To buildings
	
	1,584
	584
100

	
	Current Asset a/c
To rates a/c
	
	360
	360

	
	Bad debt a/c
To Trade receivable
	
	600
	600

	
	Drawing a/c
To bank a/c

	
	250
	250




b) Undated trial balance
	Total Balance
	
	

	Particulars
	Debit
	Credit

	Fittings
	730
	

	Accumulated Depreciation
	
	2,500

	Buildings
	30,000
	

	Accumulated Depreciation
	
	6,000

	Inventory Opening
	15,000
	

	Trade receivables
	10,000
	

	Allowance for doubtful debt
	
	800

	Cash in hand
	50
	

	Cash in Bank
	1,250
	

	Trade payables
	
	18,000

	Capital
	
	19,050

	Drawings
	4,750
	

	Purchases
	80,000
	

	Revenue
	
	120,000

	Wades
	12,000
	

	Advertising
	4,000
	

	Rates
	1,800
	

	Bank Charges
	200
	

	
Total
	
166,350
	
166,350





c) Profit and loss a/c and balance sheet for the year ended 2017
	Balance sheet
	
	
	
	
	

	Liabilities
	
	Amount
	Asset
	
	Amount

	Capital
	19,050
	
	
	
	

	Less Drawings
	4,750
	
	
	
	

	
	14,300
	
	Fittings
	7,300
	

	Less Drawings
	50
	14,250
	Less Depreciation
	2,500
	

	Profit
	
	26,118
	
	4,800
	

	
	
	
	Less Depreciation for the year
	384
	4,416

	
	
	
	Buildings
	30,000
	

	
	
	
	Less Depreciation
	6,000
	

	
	
	
	
	24,000
	

	
	
	
	Less Depreciation for the year
	1,000
	25,000

	Trade Payable
	
	18,000
	Trade receivable
	10,000
	

	
	
	
	Less Doubtful debts allowance
	800
	

	
	
	
	
	9,200

	

	
	
	
	Less bad debts
	600
	

	
	
	
	
	8,600

	

	
	
	
	Less Provision
	258
	8,342

	
	
	
	Cash in hand
	
	50


	
	
	
	Cash in Bank

	1,250
	

	
	
	
	Less Drawings
	250
	1000

	
	
	
	Closing inventory
	
	21,000

	
	
	
	Prepaid rate
	
	360

	
	
	
	
	
	

	Particulars

	
	Amount (DR)
	
	
	Amount (CR)

	To opening Inventory
	
	15,000
	By Revenue
	
	120,000

	To Purchases

	
	80,000
	By Closing Inventory
	
	21,000

	To depreciation on fittings
	
	384
	
	
	

	To depreciation on buildings
	
	1,000
	
	
	

	To Wages
	
	12,000
	
	
	

	To advertising
	
	4,000
	
	
	

	To rates
	1,800
	
	
	
	

	Less Prepaid
	360
	1,440
	
	
	

	To Bank Charges
	
	200
	
	
	

	To Bad debts
	
	600
	
	
	

	To provisions for bad debts
	
	258
	
	
	

	
	
	
	
	
	

	
To net profit
	
	
26,118
	
	
	

	
	
	
	
	
	

	
	
	141,000
	
	
	141,000







Question 4
                  Liquidity and Profitability
     In the company analysis there are two main parameters, and they are profitability and liquidity. These are the two important criteria for good market share, growing capital and creditworthiness. Below we will try to understand the difference and characteristics of the two parameters and how they are so important for a financial analyst.

1. Differences between Liquidity and Profitability
1.1   A key difference is that a profitable company is not always required to be liquid, this is because the company has made an investment for its future project, from which the profit will come after a significant period of time. This difference is fundamental and must be understood before we can make financial forecasts for a company. No liquid companies can go bankrupt quickly because they do not have enough liquidity and for this reason the company needs working capital to cover liabilities.
1.2   Profitability is responsible for improving the company’s margins. After the increase in the margins, the increased profitability for the financial year of the company is reflected. Profitability multiplies capital stocks and the company’s future growth. Liquidity is the company’s ability to meet obligations in the short and long term, for which the business will pay in the long run, and the current part of the debt will be paid in the short term.
1.3   The main measure of business success is Profitability, which shows how well the company has done in a given period but does not show how rich it. On the other hand, liquidity shows us what the financial position of the company is, if there is too much in the balance sheet is a sign of poor working capital management, as a results of taking an alternative price of cash that is inactive in the balance sheet.
1.4   The measure for the financial performance of the company, indicated in the statement of transactions and reported as Net Profit of income and expenses is namely Profitability.

2. What we need to know about Liquidity
2.1   A measure of business’s ability to pay its debts in a short period of time. Liquidity is shown as a percentage of what the company owes to what it owns. Through these data we can see the condition and financial stability of the company. For example, we can see current and future accounts and see if have enough money to cover expenses. It can also be understood that it is necessary to use assets or investments that are converted into money. “The easier it is to convert the asset to cash, the more liquid the asset”. For example, if a store selling collectible antiques, the owner can keep them in his inventory until he receives an accurate offer, this clearly shows that these antiques are not liquid. On the other hand, if the owner of this store owns any bonds that he can sell quickly, this investment is considered liquid. To check liquidity, the information that needs to be found is the company’s balance sheet. Assets are arranged in the order in which they are quickly converted into money. At the top of the balance sheet is always the money, which is the most liquid asset.


3. What we need to know about Profitable
3.1   For understanding the financial performance of the business, one to the most important parameters is the profitability. “ The term profitability is different from the profits earned by your business”. In order for the profit to relate to the situation, the value of the business’s output exceeds the cost of its input. The term profitability refers to the ability of a business to earn more from an investment. The main goal of any business is profitability, so that it can cope in the future and not go bankrupt. Different methods for calculating profitability include different calculation. Calculating the rate of return, making an analysis and determining the return on investment and assets are include.
3.2    Which is better, to have a high or low profit? An indicator of a successful business is the ever-increasing profits, low profits indicate problems, one of which is poor cost management. There are different types of reports that can be used to measure the profitability of a company, external users most often use the income statement. In two main areas, financial statements show the profitability of the business. First, we can see the profit in the gross margin, which is calculated on the face of the annual report. These measurements show how well the company allocates its resources and generates profits. The second one is a net income. Net income is always reported at the bottom of the report, most often this is the real sign of profitability, it shows outsiders the total amount of income that exceeds expenses for a given period.



Conclusion
   Both profitability and liquidity are important parts of the business. To avoid the demand for external assistance, working capital loan, which in part will increase business interest, the company must have sufficient funds in the management of working capital. The company must analyse the reason for the increase in low profits, this is a vital aspect of profitability, it must also consider the possibility of reducing costs.
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