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[bookmark: _Toc75520634]Introduction 
There is an initial role of accounting in running a successful business. It helps to manage the income and expenditure effectively and provide all financial information about the business to the government, inventors, and creditors of the firm.  In the accounting fundamental recording of transactions, summarizing, analyzing, reporting is basically done. In this study, journal entries, trial balance, P&L account, and balance sheet has been produced according to the transactions of Michael business. 
[bookmark: _Toc75520635]Task 1
[bookmark: _Toc75520636]1. Introduction of financial accounting 
Financial accounting is a major and initial part of a business that helps to track the financial transitions of the business. It helps in the fund collection process and ensures that the firm uses those funds wisely to fulfil its goals and objectives in its business. Financial accounting is also helpful for the investors and creditors to get information about the financial health of the business. In this study, the basic parts of financial accounting like income and expenditure, assets, liabilities, and capital of a business have been explained.  The purpose of using balancing accounts and trial balance also has been explained in this study. 
[bookmark: _Toc75520637]2. Income and expenditure 
Income 
The amount of money earned from selling its products or services in the market is called the income or revenue of the business. From the selling price of the goods after deducting all the expenses regarding the product like its production expense, advertisement expense the net income of the business revealed. The income can be generated from wages or salaries also but in business, income is earned by selling goods above the production cost of the product (Maffra et al. 2020, p.56). With generating income in the business a firm cannot survive for a long-term period and cannot increase their sales volume in the business. 
Expenditure 
The amount of money spent by an organization for their business purposes is called as expenditure of the business. In the budgetary process, the expenditure are critically evaluated. When the expenditure of the business increase then it reduce the percentage of profit get decrease and when the expenditure gets decease then it increases the percentage of profit in the business. While producing a product some expense bare by the firm that is called production expense and for advertising of the product, the cost bare by the firm is called administrative expense (Madadian et al. 2021, p.20). In the process of marinating expenditure preparing a budget can be helpful for the business because without getting control over the expenditure a firm cannot maximize its profit percentage. 
[bookmark: _Toc75520638]3. Assets, liabilities, and capital 
Assets 
The assets are the resources a company has and by using them they get future benefits. In the balance of a business, assets are recorded, and when the value of the assets increases in the balance sheet it gives benefits to the organization. The assets are a very useful thing in a business because when the firm faces any kind of financial crisis then they can convert their assets into cash and solve their financial problems (KOSOV et al. 2021, p.3475). It helps to generate revenue in the organization and increase the valuation of the business. When the market value of the firm increases then it helps to attract more investors and creditors towards the business.
Liabilities 
The amount of money a firm owes in its business is called the liability of the organization. Liabilities can settle down in business by giving back loan and payables amounts and by generating profit in the business (Haji and Ghazali, 2018,p.56). This is a legally blinded obligation for paying to another entity. There are two types of liability present in a business, one is current liabilities and the other one is non-current liabilities. Current liabilities are for short-term periods for example accounts payable, short-term debt. On the other hand, the non-current liabilities recorded long-term payables in the business for example debenture, long-term loans. 
Capital 
All the resources a firm has in its business-like factory, machinery that provides benefits to the owner of the firm in its business is called capital. Having money in the business is a part of the capital that helps to improve the production and investment procedure in the business (Conti, 2021, p.56). A firm has some daily requirement in its business and capital of the firm ensures that there is no shortage of funds and resources the firm face while it’s business. 
[bookmark: _Toc75520639]4. Accounts balancing and trial balance 
Accounts balancing 
The total amount of assets and liabilities owed by a business during a period is measured in a balancing account. It is also known as the net worth of the firm when there is a positive figure that comes after subtracting all payables and liabilities from the total assets (O’Shaughnessy et al. 2020, p.5). This is an important portion for knowing the actual financial health of the organization so the investors can invest their money risk-free in the business. In shorts, it shows how much amount the firm owns and owes from its business. Additionally, with the help of a balance sheet, the managers can evaluate the liquidity, efficiency, profitability, and leverage of the business (Bogatyrev, 2018, p.56).. Marinating a balance between the assets and liability is important for a business otherwise the liability portion can go out of hand and increase the number of bad debts in the business.  
Trial balance 
Trail balance is a bookkeeping process that helps to balance the entire ledger that comes in the debit and credit side and make them equal. A firm prepares a trial balance at the end of the reporting period year (Pillay and Njenga, 2021, p.5). The main purpose of the trial balance is to ensure all entries are properly recorded and leaders are balanced properly. It is helpful to detect any calculation or arithmetic faults during recording transactions. Trial balance also takes an effective part in making important financial statements for the business like balance sheet, cash flow, and P&L account. This is an important statement for comparing the current year’s financial position and the previous year’s financial position for making important decisions for the growth of the business. 
[bookmark: _Toc75520640]Task 2 
[bookmark: _Toc75520641]1. a. Journal entries 
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Table 1: Journal entries 
(Source: Self-developed)
The reflection of the above table helps to produce the journal entries of Michael’s business. The repainted earnings earned by the business is £10100 and the amount is credited to the bank account on 1.1.2019. The firm needs a computer for recording the transactions in the business; therefore, they buy a computer amount of £14600. The payment for the computer was made in cash on 1.1.2019. The amount of accumulated depreciation paid on the computer by the business is £5000 and the payment is made in cash on 1.1.2019. On the same date, the firm purchased a plant and machinery for its business and for that they have paid £60000 through the bank. The amount paid by the firm for accumulated depreciation on plant and machinery is £12000 and the amount is cleared by cash. An amount of £20000 was recovered in the business from the debtors on 1.1.2019 and the amount was received in cash. An allowance is provided to the debtor in cash of £1600. The amount of trade payable in the business was £36000 and the amount is provided through the bank. The owner of the firm invests cash of £28000 that will be considered as capital investment for the business. There are drawings recorded for the official purpose of the business of the amount of £9500. Wages and advertisement costs are provided by the firm in cash of £24000 and 8000 respectively. The bank charges £400 for the advertisement cost of the product. The firm also provides £3600 in cash for the rates. There is another drawing recorded by the business for personal purposes of £750 respectively. 
[bookmark: _Toc75520642]B. trial balance
[image: ]
Table 2: Trial Balance
(Source: Self-developed)
The above table helps to reflect the trial balance of Michael’s company. The retained earnings earned by the business are £10100 recorded on the debit side of the trial balance. The amount paid by the business for purchasing a computer and its depreciation is £14600 and £17000 respectively. The amount of plant and machinery purchase in the business is £60000 after deducting the depreciation the peasant value of plant and machinery shows £43000. The receivable amount from debtors and bad debt amount recorded in the trial balance is £20000 and £1600 respectively. Payment done by the firm to their creditors is £36000. The owner invests £28000 as the capital of the business. Total drawing made by the business for personal and official purposes is £10250 respectively. The wages paid to the workers is £24000 and the firm also paid an advertisement expense of £8000 for selling their product. The bank charge paid by the business is £400 and the total amount of rates paid is £3600 respectively. The total cash balance recorded after maintaining double-entry bookkeeping is £127050 and the balance in the bank shows £86300. After adding both debit and credit side of the trial balance both sides show the result of £216700 respectively.
[bookmark: _Toc75520643]C. profit and loss and balance sheet 
P&L a/c
[image: ]

Table 3: P&L a/c
(Source: Self-developed)
The above table helps to analyze the income statement of the Michael company. The opening stock recorded in the business is £30000 and the total purchase made by the business during 2019 is £160000. The amount of sales recorded in the business for this period is £240000 and the closing stock balance shows £30000 respectively.  After adjusting both sides the total gross profit of the business shows £80000. There is some expense related to the sales record in the business those are depreciation on computer and plant and machinery is £5000 and £12000 respectively. The amount of doubtful debt recorded in the business is £1600 and the drawing made for the official purpose is  £9500.  The wages and advertisement expense provided by the business is  £24000 and  £8000 respectively. The rates and bank charge paid by the firm is £2950 and £400 respectively. The bad debt record in the business is £1500 and after adding all this expense total net profit of the business shows £16550.
Balance sheet
[image: ]
Table 4: Balance sheet
(Source: Self-developed)
The above table helps to analyze the balance sheet of Michael’s company. The net profit transferred from the P&L account is £16550 and the total capital of the business was £28000 respectively. The drawings amount £9500 are deducted from the net profit. The amount of trade payable in the business is £36000 and retained earning paid is £10100 respectively. After adding the liability part total liability of the business shows £193550. On the assets side, all the assets are recorded after deducting depreciation from it and the total balance of the assets side shows £193550. 
[bookmark: _Toc75520644]2. Critical assessment for financial statements to the users
There are several types of financial statements and all have their different purposes. Financial statements play a very important role in managing a directing a business. The basic and first step of the financial step is making journal entries for every transaction that will reduce the chances of missing any records (Akyüz, 2021, p.235). The second thing is preparing ledgers that help to record all the transactions with their proper valuation. After completing the ledger trial balance needs to be prepared that helps to reduce the chances of arithmetic mistakes in the transaction. After that income statement is produce that helps to know about the egress profit and net profit earn from the business. This is useful to know about the financial ability of the business like how efficiently the firm generates profit. The next step is preparing a balance sheet, it helps to understand how much the company owns and how much the company owes from its business (Yang et al. 2017, p.575). It helps to maintain a good balance between the assets and liability side of the business. 
[bookmark: _Toc75520645]Conclusion 
The study can be concluded that financial accounting plays an important role in the growth of the Michael business. From the selling price of the goods after deducting all the expenses regarding the product like its production expense, advertisement expense the net income of the business revealed.  Having money in the business is a part of the capital that helps to improve the production and investment procedure in the business. The income statement of the firm helps to detect its net profit in the business that is £16650. The total balance in the balance sheet of the Michael business shows an amount of £193550.
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Michael Company

Trial Balance

Particulars Amount £ (Debit)  Amount £ (Credit)
Retained earning 10100

Computer 14600

Accumulated depreciation on computer and plant 17000

Plant and machinery 43000
Trade receivable 20000

Allowance for debt 1600

To trade payable 36000
capital 28000

Drawing 10250
Wages 24000

Advertisement 8000

Bank Charges 200
Rates 3600

cash 127050
Bank 86300

Suspense A/c 3500

Total 216700 216700
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Michael Company

Trading, Profit and loss statement
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Balance sheet as on 31st December 2019|
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less: drawings
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14600
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20000
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Michael Company

1.1.2019

1.1.2019

1.1.2019

Journal Entries
Particulars

Retained earnings A/c Dr
To bank A/c
[Being the retained earning has been created]

Computer A/c Dr.
To cash A/c
[Being the computed is purchased by cash]

Accumulated depreciation on computer A/c Dr
Tocash A/c
[Being the depreciation is accumulated]

Plant and machinery A/c Dr
o bank A/c
[Being the plant and machinery has been purchased]

Accumulated depreciation on P/M Afc Dr.
To cash A/c
[Being the expenses has been paid as of depreciation]

Trade receivable A/c Dr
Tocash A/c
[Being the amount has been received from debtors]

Amount £
(Debit)

10100

14600

5000

60000

12000

20000

Amount £
(Credit)

10100

14600

5000

50000

12000

20000
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1.1.2019 Allowance for debt A/c Dr
To cash A/c
[Being the amount has been provided for allowance]

Bank A/c Dr
To trade payable A/c
[Being the amount has been paid to creditors]

CashAfc Dr
o capital A/c
[Being the amount has beeninvested in business]

Drawing Afc Dr.
Tocash A/c

[Being the amount has been drawn for official
purpose]

1600

35000

28000

8500

1600

35000

28000

500
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Wages A/c Dr
To cash Afc
[Being the amount paid as wages to employees]

Advertisement A/c Dr
To Cash Afc
[Being the amount paid as advertisement]

Bank Charges A/c Dr
To cash Afc
[Being the cash has been paid for advertisement]

Rates A/c Dr
To cash Afc
[Being the amount has been paid for rates]

Drawing A/c Dr
To cash A/c

[Being the amount has been withdrawn for personal
use]

Total

24000

5000

3500

750

233550

24000

5000

3500

750

232800






