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[bookmark: _gjdgxs]Introduction
[bookmark: _30j0zll]From this report, one will get the idea of basic accounting principles and methods and a practical way of using the knowledge gained from the very course. The first part of the report, it shows the journal entries on the additional information given in the module’s assignment. Then the report depicts the trial balance and the financial statements for the year-end of Michael’s ledger accounts that have already been provided. Lastly, one will get to have a better understanding of the relevance of financial statements to its users.
[bookmark: _1fob9te]Task 2 
[bookmark: _3znysh7]Question 1. A) Completing The Journal Entries Required to Reflect the Mentioned Additional Information
A journal can be said to be an essential account that records all the budgetary transactions and arrangements of trade, to be exercised for long haul consideration of accounts and the interchange of data to other necessary bookkeeping records, like the general record. By journal, one can show the status based on an exchange’s point of date, which accounts were influenced, and the sums generally, in a double-entry bookkeeping strategy (Fellingham, 2018). Journaling is a fundamental portion of objective record-keeping and permits for brief surveys and records-transfer afterwards within the bookkeeping methods. Along with the general ledger, journals of a firm are often reviewed in the regulatory audit process (Journal Entries - Guide to Understanding Journal Entries in Accounting, 2021).

Michael’s
Journal
	Particulars 
	Debit
	Credit

	Closing Inventory
	£30,000
	

	 To Trading
	
	£30,000


(Closing inventory is recorded in the books of accounts)
	Particulars 
	Debit
	Credit

	Depreciation Expense- Plant & Machinery
	£4152
	

	 Accumulated Depreciation- Plant & Machinery
	
	£3000

	 Accumulated Depreciation- Computers
	
	£1152

	Depreciation on Computer (14600-5000)*12%
	£1152
	

	Depreciation on plant & machinery (60000/20)
	£3000
	


(Depreciated the Plant & Machinery)
	Particulars 
	Debit
	Credit

	Prepaid rent A/c 
	£650
	

	 To rent expenses account
	
	£650


(Received advance rates payment in cash)
	Particulars 
	Debit
	Credit

	Bad Debt Expense
	£1500
	

	Bad Debt Allowance 
	
	£500

	Provision to be maintained (20000*5%)
	
	£1000


(Incurred bad debt expense of total £2100)
	Particulars 
	Debit
	Credit

	Drawings A/C
	£750
	

	 Bank Account
	
	£750


(Withdrawn of money from the bank account for owner’s personal use)
[bookmark: _2et92p0]Question 1. b) Depiction of an Updated Trial Balance
By trial balance, one can understand that it is a bookkeeping method where the adjustment of all transactions during an accounting period is recorded in debit and credit columns with their sums that matches with each other (Stradling, 2015). Trial balance is planned by a firm or an organization intermittently and it is usually by the end of each accounting period of the firm so that the balances can be transferred into the next accounting period. If one wants to better understand the reason for making the trial balance then the answer would be to mathematically rectify the various transactions of a firm’s bookkeeping structure (Trial Balance - Example | Format | How to Prepare Template | Definition, 2021).
Michael’s
Trial Balance
As of December 31, 2019
	Account No.
	Particulars
	Unadjusted Balance
	Adjusted Entry
	Adjusted Balance

	
	
	Debit
	Credit
	Debit 
	Credit
	Debit 
	Credit

	1
	Retained earnings as on 1.1.19
	 
	10100
	 
	 
	 
	10100

	2
	Computers
	14600
	 
	 
	 
	14600
	 

	3
	Accumulated Depreciation on computers
	5000
	 
	1152
	 
	6152
	 

	4
	Plant & Machinery
	60000
	 
	 
	 
	60000
	 

	5
	Accumulated Depreciation on Plant & machinery
	12000
	 
	3000
	 
	15000
	 

	6
	Inventory as on 1.1.19
	30000
	 
	 
	 
	30000
	 

	7
	Trade receivables
	20000
	 
	 
	1500
	18500
	 

	8
	Allowances for doubtful debt
	 
	1600
	1500
	900
	 
	1000

	9
	Cash in hand
	100
	 
	 
	 
	100
	 

	10
	Cash in Bank
	2500
	 
	 
	750
	1750
	 

	11
	Trade Payables
	 
	36000
	 
	 
	 
	36000

	12
	Capital
	 
	28000
	 
	 
	 
	28000

	13
	Drawings
	9500
	 
	750
	 
	10250
	 

	14
	Purchases
	160000
	 
	 
	 
	160000
	 

	15
	Revenue
	 
	240000
	 
	 
	 
	240000

	16
	Wages
	24000
	 
	 
	 
	24000
	 

	17
	Advertising
	8000
	 
	 
	 
	8000
	 

	18
	Rates
	3600
	 
	 
	650
	2950
	 

	19
	Bank charges
	400
	 
	 
	 
	400
	 

	20
	Depreciation Expenses
	 
	 
	4152
	 
	4152
	 

	21
	Prepaid Rent
	 
	 
	650
	 
	650
	 

	22
	Allowance for doubtful debt expenses
	 
	900
	 
	900
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 

	Total
	332700
	332700
	7952
	7952
	336252
	336252



[bookmark: _tyjcwt]Question 1. c) Completing The Financial Statements for Michael for the Accounting Period of January 2019 to December 2019
Michael’s
Profit & Loss Statement
For the year ended on 31st December 2019
	Particulars
	Amount (in £)

	Revenue from operation
	240000

	 
	 

	Less: Cost of goods sold
	160000

	 
	 

	Less: Expenses
	 

	Wages
	24000

	Advertisement
	8000

	Rates
	2950

	Bank charges
	400

	Depreciation Expenses
	4152

	Allowances for doubtful debt expenses
	900

	 
	 

	Profit for the period
	39598


Michael’s
Balance Sheet Statement
For December 31, 2019
	Particulars
	Amount (in £)

	Assets:
	 

	Plant & Machinery
	60000

	Computers
	14600

	Inventory
	30000

	Trade receivable (20000-1000)
	17500

	Prepaid rent
	650

	Cash in hand
	100

	Cash at bank
	1750

	 
	 

	Total Assets
	124600

	Equity & Liabilities:
	 

	Capital 28000
	17550

	Less: Drawings 10250
	 

	Retained earnings (10100+38098)
	49698

	Accumulated depreciation- On computers
	6152

	Accumulated depreciation- On Plant & Machinery
	15000

	Trade payable
	36000

	 
	 

	Total Equity & Liabilities
	124600


[bookmark: _3dy6vkm]Question 2. Demonstrating A Critical Assessment of The Relevance of Financial Statements to Its Users
By financial statements, one means the construction of records that reflects the financial efforts as well as monetary activities of a certain firm (Parker, 2017). These statements mainly serve accounting and contribution purpose. Precision and assessment of the financial statements can be determined through regular analysis and audit process by the bookkeepers, government employees, and other auditing firms. One means three main statements by defining the financial statements and these are- the balance sheet statement, the profit and loss statement and the cash flow statement.
There are many ways to properly utilize the use of the financial statements. These statements tend to depict more accurate and dependable future assumptions as it takes money-related data of a firm and thus can give more accurate future predictions such as the prediction of a certain firm’s next year’s stock price. The use is usually utilized yearly by a financial analyst of a firm. Besides the firm’s analyst, a speculator, market analyst, or leaser can utilize the financial statements to evaluate a firm’s money-related prosperity and future revenue capability. 
The balance sheet is one of the financial statements which helps a person to show the overall picture of a firm’s asset, liabilities and also the equity of shareholders for a point of time (What Is a Balance Sheet?, 2021). The balance sheet can also be prepared in a summary form from which the readers can grab hold of an overall idea of a firm. The short formula of preparing this statement can be written as  From the balance sheet, a financial analyst can prepare multiple ratios which might lead to a conclusion of a firm’s support against its obligations or conclusions like whether the firm has the ability to maintain its everyday expenses. The assets showed in this statement are accounted as an arrangement of its quickness of liquidity. Again, the obligations also known as the liabilities of a firm is expressed as an arrangement such as they will be paid. Liabilities that are short-term are likely to be paid in a year as they themselves are of 1 or 2 years but long-termed ones are seemed to be paid over several years. 
The profit and loss statement again differs from the previously stated statement of financial statement. The main difference between them is the time factor they are prepared for. For the income statement, it is usually for a period of time and this period of time can be quarterly or monthly according to the choice of the financial analyst of a firm. If one wants to know the contents of this statement then they are mainly the income, expenditure and profit or loss of a particular firm (Bragg and Bragg, 2021). The formula to the statement of profit and loss can be written in short as-  So, from the equation one can get the idea of how a firm determines its profit or net profit which is essential for many future predictions and other needs. A similar firm’s revenue from the profit and loss statement can be compared with a firm that wants to achieve a competitive edge for attracting and retaining the investors. For the purpose of disclosing a firm’s financial state over a period of time generally one year of accounting period, this particular statement can be said to be a crucial money-related articulation. 
Finally, one must discuss about the cash flow statement which complements the other two financial statements. By the Cash Flow Statement (CFS), one understands the statement where the increment or diminish in cash a trade, institution, or person face is shown. When a business background person wants to have knowledge on a firm’s cash status such as the inflows and outflows, they know that this particular statement will help them utilize their purpose in the best way. CFS can be of various types to help different purposes of the employees for performing their financial analysis. The CFS permits financial specialists to have a clearer picture of how a firm’s daily activities are running and the cash flows that are coming in to run these activities and also what are the investments where the firm is investing as the cash outflow occurs. Moreover, this statement helps in gathering the knowledge of a firm’s financial standing. Although there is no particular equation to define the steps of calculating the cash flow, the CF statement holds three segments. The three components of the CFS are- operating activities, investing activities and financing activities (How to Read & Understand a Cash Flow Statement | HBS Online, 2021).
Despite the fact that a firm’s financial statements give rich data on its financial activities, they have restrictions too. These mentioned financial statements are prone to elucidation which results in financial specialist’s frequently showed endlessly distinctive convictions around a firm's overall financial achievements. For illustration, a few speculators might need stock repurchases whereas other financial specialists might incline toward to see that cash contributed to long-term resources. A firm’s level of liability can be of concern to some of the financial specialists whereas some others might suggest the firm can continue operating safely. Also, comparing with various range of periods and other competitors is a crucial side while analysing the financial statements of a firm.
One can understand the advantageous aspect of the financial statements for a firm as these statements not only helps in determining the position of a firm in the market but also predict future outcome thus helping to take necessary steps for sustainability (Know?, 2021). Various parties other than the company is sure to realize these statements need as well. The shareholders utilize these statements as they can compare the value they expect from the shares with the actual price and also when they need to form a decision on a corporate matter in the firm’s general meeting. The market where the company registers also have the advantage to maintain stability through ensuring regular publishing of quarterly or annual reports of the listed firms. The market analyst can thus better predict any future market crash beforehand by analysing the regularly updated prices. Moreover, the complexities of the trade make it vital for the administrations of a firm to be up-to-date, exact and factual data of the trade and the firm’s pecuniary position. The monetary state makes a difference in the administration in understanding the execution of the firm in comparison to the other businesses and the sector (Daniels, 2019). Providing administration with precise data empowers them to make legitimate arrangements for the companies and take adjust decisions. The lenders can also easily assess the performance of a firm through the financial statements and take the decision of whether to or not to sanction a loan to a particular firm. Besides this, employees of a firm can also make use of these statements as from analysis, they might get a proper idea of their chance of career advancement or facilities from their firm. Lastly, the government itself also benefits from the company’s financial statements as it is necessary for the taxation implementation (How to Read Financial Statements, 2021). So, it can be undoubtedly concluded that the first and foremost goal of financial statements is their relevance to their users.


[bookmark: _1t3h5sf]Conclusion
Journaling is a fundamental portion of objective record-keeping and permits for brief surveys and records-transfer afterwards within the bookkeeping methods. Another crucial topic of accounting is trial balance. If one wants to better understand the necessity for making the trial balance then the answer would be to mathematically rectify the various transactions of a firm’s bookkeeping structure. As the end balance of the sections (unadjusted balance, adjusted entry, adjusted balance) were perfectly matched in the debit and credit side, it can be said that the Michael’s trial balance has been successfully depicted in this report. Then the report computed and showed the financial statements of Michael’s for its accounting period of January to December 2019. The profit came out to be £39,598 in Michael’s statement of profit & loss and a balance of £124,600 came out in his statement of financial position. Lastly, one got to know the relevancy of financial statements and their importance from various perspectives. 
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