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[bookmark: _heading=h.gjdgxs]Introduction
Accounting fundamentals refer to the analysis of journal, ledger, and trial balance for preparing financial statements accurately. There is a direct relationship between the accounting fundamentals and the financial statements including profit & loss statement, balance sheet, and cash flow statement. The current study has made an analysis of the fundamentals of financial accounting theoretically and practically. The theoretical analysis of financial accounting concepts has been done in task 1 and the practical problem analysis has been done in task 2. The importance of journal entries, trial balance, and profit & loss statements has been evaluated from the overall study. 
[bookmark: _heading=h.30j0zll]TASK 1
[bookmark: _heading=h.1fob9te]1.Introduction to the Financial Accounting
As opined by Porter and Norton,(2017, p.25), financial accounting has been considered as the branch of accounting that focuses on the recording of financial transactions of a business. In order to identify the profit or loss of a business at the end of a financial accounting period, financial accounting has a significant role. The financial accounting report has been communicated to the stakeholders for ensuring the transparency of the business performance. Based on the view of Setiyawati and Doktoralina,(2019, p.2089), financial accounting has been considered as a process of recording financial statements systematically. In this context, it can be stated that key financial statements of a business organization consisting of profit and loss statements, balance sheets, and cash flow statements. In order to enhance the decision-making process of the top-level management, financial accounting is essential. The top-level management of a business focuses on long-term strategic planning based on the results of the financial report. Furthermore, the legal requirements of a business have been identified easily based on the financial reports (Kausar and Lennox, 2017, p.921). Hence, financial accounting identifies the actual performance of an entity for a particular time. Investors can take decisions regarding investment based on the financial reports. Hence, it is clear from the overall discussion that financial accounting is important for ensuring the strategic business development of an organization in the competitive business world. The double-entry bookkeeping system has been considered in the recording of financial transactions and it helps to identify which accounts are affected as a result of transactions. In the modern era of globalization, financial transactions can be classified into two categories including monetary and non-monetary. The financial accounting system only focuses on the financial transactions of a business. Financial statements are the overall summary of financial transactions from which the accounting policy of a particular entity can be recognized. 
[bookmark: _heading=h.3znysh7]2.Expenditure and Income
As stated by Profir, (2017, p.49), the income and expenditure account is the overview of the financial performance of a business entity for a particular period. This account provides the overall business expenses and income within a specific time. If the expenses are exceeded the income of the business entity, the same is called loss and if the income has been exceeded the expenses, the same is considered as profit. In the case of non-profit organizations, the expenditure and income account has been created and on the other hand, in the case of profit-making organizations, the profit and loss account has been created. As depicted by Persson and Fafatas,(2018, p.59), the analysis of profit and loss of an entity is important for identifying whether the organization has performed well or not. Hence, income and expenditure are crucial for ensuring the evaluation of business performance. Based on the view of Naoum and Papanastasopoulos,(2021, p.2930), the income and expenditure have been created for finding out deficit or surplus within a particular accounting period. As opined by Williams and Dobelman,(2017, p.161), continuous monitoring of expenses and income against the agreed budget is one of the key objectives in the case of the financial management process. Ideally, income and expenditure are needed to be matched within a particular time and if transactions are not recorded properly, it reveals the wrong financial performance. As asserted by Ives, (2020, p.1473), financial performance analysis is one of the important activities of business analysis and this has been done from the profit and loss statement evaluation. The financial performance of a financial year helps the management to prepare plans for the next year. 
[bookmark: _heading=h.2et92p0]3. Asset, Liability, and Capital
Assets: According to the view of Heipertz et al.,(2017, p.21), the asset has been considered as a resource that has an economic value that is owned by an organization or corporation. The ultimate objective of assets is to generate income in the future. Continuing in the same vein, Pushkala et al.,(2017, p.51), have stated that an asset is a resource that has economic value to a company or an individual. Assets in business can be classified into two categories including fixed assets and current assets. Furthermore, assets can be classified into two categories including tangible and intangible assets. For instance, goodwill has been considered as the intangible fixed asset of a company. 
Liability: In the accounting or business world, liability has been considered as something a company owes. It has been considered as the sum of money or obligation of a business entity. As asserted by Ehnts, (2019, p.243), liability has been considered as legally binding obligations that are payable to another person or entity. In other words, it can be stated that liability is something that is used to give up the economic value of a company. Liability is arisen from past transactions of an organization or business and the increase in liability ensures that the financial position of a company has deteriorated. 
Capital: According to the view of Yanget al.,(2017, p.575), capital has been considered as a financial asset that is required to a business for producing goods or services. It includes cash and other non-cash items which have been used for generating revenue for a particular business. Based on the view of Choi et al.,(2019, p.413), capital has been considered as wealth that is generated through investment. According to nature, capital can be classified into different categories including fixed capital, working capital, human capital, and so on. Furthermore, capital can be social and cultural that has been used in organizational development. In the case of a partnership business, capital can be invested by different partners. 
(Capital= Total Assets- Total Outside Liabilities + Current Liabilities) 
[bookmark: _heading=h.tyjcwt]4. Balancing of Accounts and Trial Balance
As opined by Bagdasaryan, (2019, p.113), balancing of accounts has been considered as a process through which the debit side and credit side of accounts are balanced. Based on the rules of the double-entry system, it can be stated that each transaction must have two effects debit and credit. The adjustment of entries in the accounts is necessary for ensuring that the business transactions are properly recorded. Each transaction of a business has been recorded on both sides of the ledger accounts. As asserted by Gurskaya et al., (2019, p.109), the balancing of transactions has been considered as a process of totalling two sides and identifying the differences in the account. 
As mentioned by Dewi et al.,(2019, p.1381), the trial balance is an accounting worksheet that is used by a business for identifying the accuracy of transactions recorded in the books of accounts. It is a sheet recording of ledger account balances and both sides of the trial balance are always equal. In the case of difference in any side, the suspense account has been considered to make both sides equal for the initial stage. Subsequently, the suspense account is verified whether transactions are properly recorded or not. 
[bookmark: _heading=h.3dy6vkm]TASK 2
[bookmark: _heading=h.1t3h5sf]2.1Accounting Practical
[bookmark: _heading=h.4d34og8]1. Journal Entries
	Date
	Particulars
	Debit
	Credit

	1
	Closing Inventory A/c.........................................................................            Dr.
 To Trade Payable A/c
(Being the Closing Inventory has been recorded)

	30000
	

30000

	2
	Depreciation A/c....................................................................Dr
To Accumulated Depreciation A/c
(Being the Depreciation has been charged and same has been transferred to the accumulated depreciation account)
	4752
	

4752

	3
	Accumulated Depreciation A/c ................................................Dr
To Profit and Loss A/c
(Being the depreciation has been charged to profit and loss account)
	4752
	
4752

	4
	Rates Expenses A/c....................................................................Dr
                               To Prepaid Rates Expenses A/c
(Being the prepaid rates expenses adjusted)
	650
	
650

	5
	Bad Debt A/c.............................................................................Dr
To Trade Receivable A/c
(Being 1500 GBP trade receivable is irrecoverable)
	1500
	
1500

	6
	Allowance for doubtful debts A/c...............................................Dr
To Trade Receivable A/c
(being 5% Allowance on doubtful debts charged)
	925
	
925

	7
	Drawings A/c...............................................................Dr
To Bank A/c
(Being the cash withdrawal from bank for personal purposes)
	750
	
750



Notes: 
· As the amount of 1500 GBP is fully irrecoverable, the same has been considered as bad debt
· Amount that has been withdrawn from the bank has been considered drawings and same has been recorded in the journal
· Allowances on receivable has been created by 5% on 18500 (after deducting the bad debt amount
· Prepaid rates expenses of 650 GBP would be deducted from the rates
· The closing inventory amount is 30000 GBP and the same has affected the trade payable of the organization
· The accumulated depreciation for year consists of depreciation on computer and Plant & Machinery
[bookmark: _heading=h.2s8eyo1]2. Trial Balance
	Debit
	Amount
	Credit
	Amount

	Computers
	 £        14,600 
	Accumulated Depreciation
	 £          6,752 

	Plant and Machinery
	 £        60,000 
	Accumulated Depreciation
	 £        15,000 

	Closing Inventory 
	 £        30,000 
	Trade Payable
	 £        66,000 

	Trade Receivables
	 £        20,000 
	Capital 
	 £        28,000 

	Cash In hand
	 £             100 
	Revenue
	 £      237,575

	Cash At Bank 
	 £          1,750 
	Retained Earnings
	 £        10,100 

	Purchase
	 £      160,000 
	 
	 

	Wages
	 £        24,000 
	 
	 

	Advertising
	 £          8,000 
	 
	 

	Rates
	 £          2,950 
	 
	 

	Bank Charges
	 £             400 
	 
	 

	Suspense 
	 £        22,600 
	 
	 

	Depreciation
	 £          4,752 
	 
	 

	Bad debt 
	 £          1,500 
	 
	 

	Drawings
	 £        10,250 
	 
	 

	Allowances for doubtful debts
	 £          2,525 
	 
	 

	Total
	 £      363,427 
	 Total 
	 £      363,427 



[bookmark: _heading=h.17dp8vu]3. Profit and Loss Account
	By Closing Inventory
	 £                 30,000 

	By Sales
	 £               237,575 

	 
	 £               267,575 

	Less:
	 

	To Opening Inventory
	 £                 30,000 

	To Purchase 
	 £               160,000 

	Gross Profit
	 £                 77,575 

	Less:
	 

	Depreciation On Computer
	 £                   1,752 

	Depreciation on Plant Machinery
	 £                   3,000 

	Bad Debt
	 £                   1,500 

	Allowance Receivable
	 £                      925 

	 
	 £                 70,398 

	Add: Prepaid Rates
	 £                      650 

	Net Profit
	 £                 71,048 



The above Profit and Loss statement reveals that the gross profit of the organization for the year ended 2019 is 77575 GBP and after deducting all expenses the net profit amount has been computed 71048 GBP. Depreciation on computer has been charged 12% per aunumn and the depreciation on plant & machinery has been charged on straight line method basis. The bad debt amount has been considered 1500 GBP and the allowance receivable is 5% on 18500 GBP = 925 GBP. The closing inventory of the company has been considered 30000 GBP. 
[bookmark: _heading=h.3rdcrjn]2.2 Relevance of financial statements to the users
As depicted by Pushkala et al.,(2017, p.49), financial statements help a business entity to enhance the organization's productivity based on enhancing decisions. Stakeholders including shareholders, debenture holders, creditors need financial information for ensuring the business decision-making process. Shareholders make their decisions of further investment based on the result of a particular time. The cash flow statement helps to find out the actual cash inflow of a business in a specific financial year. On the other hand, the profit of an entity includes cash and non-cash items. Creditors need the information of financial statements for identifying the liquidity position of the company. Hence, various stakeholders need different anatomies of information for enhancing the decisions in the competitive market. As opined by Choi et al.,(2019, p.411), financial reporting has been done based on rules and regulations of accounting (IFRS) to ensure that investors can understand statements easily. The ultimate objective of financial statements is to present the right information for the stakeholders and maintaining the transparency of the business. As asserted by Yi, et al.,(2021, p.6218), financial statement analysis is essential for developing the quality of performance based on the existing performance evaluation. Furthermore, the government needs the financial information of a company to identify whether the organization pays the right amount of tax or not. 
[bookmark: _heading=h.26in1rg]Conclusion
[bookmark: _heading=h.lnxbz9]The overall discussion in above reveals that financial statements are important for enhancing the strategic decisions of the business. Furthermore, stakeholders can adopt the right decision at the right time. Basic journals and other books of accounts help an entity to prepare the financial statements accurately which ensures the transparency of the business operations. In order to enhance stakeholder management, the relevance of financial statements cannot be denied.
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