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In the world of finance and accounting, the Income Statement or Loss and Profit Account and Balance Sheet or Statement of Financial Position play a crucial role in painting a more comprehensive image of the financial health of a company (Gofwan et al., 2022). The documents show various distinct objectives providing important insights into the performance and position of a company to its stakeholders. Here is the definition, importance, and real-life applications of both:
Income Statement
The vital document, the income statement most of the time mentioned as the statement of profit and loss. It is a dynamic financial document that shows a brief of the revenues, expenses, and net income over a certain time of a company (Batavia et al., 2022). The financial statement serves as a barometer of the profitability and operational efficiency of a company at the time of the designated timeframe.
Important of Income Statement
The following are the importance of income statement:
	Performance Evaluation
For evaluating the financial performance of a company, the income statement is a fundamental tool. All stakeholders of a company can calculate whether the company is making profits or incurring losses by comparing revenues against expenses (Gofwan et al., 2022).

	Investment Decision-Making
In the activities of a company, investors depend on income statements to assess the growth potential as well as the profitability of a company. Positive trends of revenue growth and income of the company indicate a healthy investment opportunity.

	Operational Insights
The income statement gives precious insight into the efficiency of business operations for the management team (et al., 2022). Guiding strategic decimal to enrich profitability, helps address the fields of strength as well as weakness.






Application of Financial Statement
For various financial analyses and decision-making processes, the financial statement serves as a cornerstone: Here are the main applications of the statement:
Investors use income statements to evaluate the growth prospects and viability of feasible investments (Gofwan et al., 2022).
Companies use income statements to forecast the financial state in the future and develop comprehensive budgets (Albanese et al., 2021).
Business managers and owners continuously review the income statement to assess the effectiveness of cost-control measures as well as operational strategies (Gofwan et al., 2022).
Balance Sheet
The statement of financial position also known as the balance sheet gives a clear and accurate scenario of the financial position at a specific point of time of a company (Ali et al., 2020). By offering insights into a company’s whole financial health as well as solvency, it shows the assets, liabilities, and shareholder’s equity.



	Financial Health Assessment
The balance sheet serves as a key indicator of a company's financial health and stability. By analyzing the composition of assets, liabilities, and equity, stakeholders can assess the company's ability to meet its financial obligations and sustain long-term growth (Gofwan et al., 2022).

	Liquidity and Solvency Analysis
Balance sheets help stakeholders evaluate a company's liquidity (ability to meet short-term obligations) and solvency (ability to meet long-term obligations (Zhang et al., 2021). By comparing current assets against current liabilities, stakeholders can determine the company's short-term financial viability.


	Investor Confidence
Investors and creditors rely on balance sheets to evaluate the financial strength and stability of a company before making investment or lending decisions (Jahnke et al., 2021). A healthy balance sheet with strong asset coverage and manageable debt levels instils confidence among stakeholders.




Application of the Balance Sheet
Before investing, Investors analyze balance sheets to evaluate the financial position and stability of a company (Gofwan et al., 2022).
Before extending credit or loans, creditors assess balance sheets to determine the creditworthiness and repayment capacity of a company (Warren et al., 2022).
To assess the financial resources and capital structure of a company, management teams use balance sheets (Gofwan et al., 2022).
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Smith’s Grocery
Income Statement
For the year ended 31st of December, 2023
	
	Amount 
(£)
	Amount (£)
	Amount (£)

	      Sales
	
	£160000
	

	      (-) Returns of sales
	
	£ 4000
	£ 156000

	
	
	
	

	Less: Cost of goods sold
	
	
	

	      Opening Inventory
	
	£ 3000
	

	      Cost of Purchase
	£ 95000
	
	

	      (-) Purchase return
	£ 5000
	£ 90000
	

	
	
	£ 93000
	

	      (-) Ending inventory
	
	£ 5000
	88000

	Gross profit
	
	
	£ 68000

	Less: Operating Expenses:
	
	
	

	      Rent
	£ 2500
	
	

	      (-) Prepaid rent
	£ 300
	£ 2200
	

	      Salaries
	£28000
	
	

	      (+) Accrued salaries
	£ 3000
	£ 31000
	

	      Electricity and gas expenses
	
	£ 1500
	

	      Vehicle Maintenance
	£ 800
	
	

	      (+) Accrued vehicle maintenance cost
	£ 150
	£ 950
	

	      Bad debts expense
	£ 800
	
	

	      (+) New provision for bad debts
	£ 810
	
	

	
	£ 1610
	
	

	      (-) Opening provision for bad debts
	£ 500
	£ 1110
	

	      Depreciation
	
	
	

	      furniture
	£ 1800
	
	

	      Vehicle 
	£ 3225
	£ 5025
	

	      Discounts allowed
	
	£ 700
	£ 42485

	Net operating profit
	
	
	£ 25515

	Add: Other income
	
	
	

	      Discounts received
	
	
	£ 200

	
	
	
	£ 25715

	Less: Other expenses
	
	
	

	      Interest on loan
	
	
	£ 1000

	Net profit
	
	
	£ 24715
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Smith’s Grocery
Balance sheet
For the year 31th of December, 2023
	Account Title
	Amount £
	Amount
£
	Amount
£

	Assets
	
	
	

	Fixed assets:
	
	
	

	      Furniture
	£ 15000
	
	

	      (-) Accumulated depreciation on Furniture
	£ 6800
	£ 8200
	

	      Vehicle
	£ 28500
	
	

	      (-) Accumulated depreciation on the vehicle
	£ 10225
	£ 18275
	£ 26475

	Current assets:
	
	
	

	      Bank balance
	
	£ 5000
	

	      Trade receivable
	£ 17000
	
	

	      (-) Bad debts expense
	£ 800
	
	

	
	£ 16200
	
	

	      (-) Provision for bad debts
	£ 810
	£ 15390
	

	      Closing inventory
	
	£ 5000
	

	      prepaid rent
	
	£ 300
	£ 25690

	Total assets
	
	
	£ 52165

	
	
	
	

	
	
	
	

	Total liabilities and owners’ equity
	
	

	Long-term liability:
	
	
	

	      Loan (5 years)
	
	
	£ 10000

	Current liabilities:
	
	
	

	      Trade payable
	
	£ 2300
	

	      Accrued salaries
	
	£ 3000
	

	      Vehicle maintenance cost accrued
	£ 150
	£ 5450

	Owner's Equity
	
	
	

	Capital
	
	£ 25000
	

	(+) net profit
	
	£ 24715
	

	
	
	£ 49715
	

	(-) Drawing
	
	£ 13000
	£ 36715

	Total liabilities and owners’ equity
	
	£ 52165



Note:
1) Depreciation on furniture: (£ 15000*15%) = £ 1800 [ at Straight line basis]
2) Depreciation on Vehicles: (£ 28500 - £ 7000) *15%= £ 3225 [At reducing balance basis]
3) Provision for bad debts: (£ 17000 - £ 800) *5%= £ 810
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Maria’s
General Journal
	Date
	Account Title
	L.
No.
	Debit (£) 
	Credit (£)

	2024
Feb. 02
	Cash
   Additional Capital
(contribution as additional capital)
	
	£ 700
	
£ 700

	Feb. 03
	Computer
   Cash
(purchase computer in cash)
	
	£ 1000
	
£ 1000

	Feb. 04
	Account Payable
   Bank
(Pays supplier by bank transfer)
	
	£ 800
	
£ 800

	Feb. 07
	Purchases
   Bank
(Purchase products in cash)
	
	£ 700
	
£ 700

	Feb. 09
	Bank
   Account Receivable
(Receive an A/R through the bank)
	
	£ 3000
	
£ 3000

	Feb. 11
	Additional cost
   Bank
(Pays petrol cost through debit card)
	
	£ 350

	
£ 350

	Feb. 15
	Cash
   Accounts Receivable
(Receive a cash payment from receivable)
	
	£ 2600
	
£ 2600

	Feb. 18
	Insurance expanse 
   Bank
(Insurance paid through bank)
	
	£ 450
	
£ 450

	Feb. 20
	Purchases
   Accounts Payable
(Purchase products on credit for sale)
	
	£ 1200
	
£ 1200

	Feb. 25
	Wages expense
   Cash
(Wages paid in cash)
	
	£ 800
	
£ 800

	Feb. 26
	Advertisement Cost
   Cash
(Cash paid for advertisement)
	
	£ 500
	
£ 500

	Feb. 27

	Cash
Accumulated depreciation
Loss on asset
    Van account
(Van sold in cash after depreciation and with loss)
	
	£ 8000
£ 1000
£ 6000
	


£ 15000

	Feb. 28

	Bank
  Cash
(Deposit cash in the bank)
	
	£ 6000
	
£ 6000

	Date
	Account Title
	L.
No.
	Debit (£)
	Credit (£)

	Feb. 28
	Withdraw
Cash
(Cash withdrawal from business)
	
	£ 1200
	
£ 1200
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General Ledger
Cash Account
	Date
	particular
	Ref.
	Debit (£)
	Date
	particular
	Ref.
	Credit (£)

	2024
Feb. 02
Feb. 15

Feb. 27



March 1
	
Additional Capital
Account receivable
Van



Balance B/D
	
	
£ 700
£ 2600
£ 8000



£ 11300
£ 1800
	2024
 Feb. 03
Feb. 25
Feb. 26
Feb. 28
Feb. 28
Feb. 29
	
Computer
Wages
Advertisement Cost
Bank
Withdraw
Balance C/D
	
	
£ 1000
£ 800
£ 500
£ 6000
£ 1200
£ 1800
£ 11300




 Bank Account
	Date
	particular
	Ref.
	Debit (£)
	Date
	particular
	Ref.
	Credit (£)

	2024
Feb. 9

Feb. 28



March 1
	
Account
Receivable
Cash



Balance B/D
	
	
£ 3000
£ 6000



£ 9000
£ 6700
	2024
Feb. 04
Feb. 07
Feb. 11
Feb. 18
Feb. 29
	
Accounts Payable
Purchases
Additional cost
Insurance expanse 
Balance C/D


	
	
£ 800
£ 700
£ 350
£ 450
£6700
  £ 9000





Account Receivable
	Date
	particular
	Ref.
	Debit (£)
	Date
	particular
	Ref.
	Credit (£)

	2024
Feb. 29

	
Balance C/D

	
	
£ 5600

£ 5600
	2024
Feb. 09
Feb. 15

March 1
	
Bank
Cash

Balance B/D
	

	
£ 3000
£ 2600
£ 5600
£ 5600




Account Payable
	Date
	particular
	Ref.
	Debit (£)
	Date
	particular
	Ref.
	Credit (£)

	2024
Feb. 04
Feb. 29
	
Bank
Balance C/D

	
	
£ 800
£ 400
£ 1200
	2024
Feb.20



March 1
	
Purchases



Balance B/D
	
	
£ 1200

£ 1200

 £ 400




Computer Account
	Date
	particular
	Ref.
	Debit (£)
	Date
	particular
	Ref.
	Credit (£)

	2024
Feb. 03

March 1
	
Cash

Balance B/D
	
	
£ 1000
£ 1000
£ 1000
	2024
Feb. 29
	
Balance C/D

	
	£ 1000
£ 1000




Purchases Account
	Date
	particular
	Ref.
	Debit (£)
	Date
	particular
	Ref.
	Credit (£)

	2024
Feb. 07
Feb. 20


March 1
	
Bank
Accounts Payable


Balance B/D
	

	
£ 700
£ 1200
£ 1900


£ 1900
	2024
Feb. 29
	
Balance C/D

	
	
£ 1900

£ 1900





Additional cost Account
	Date
	particular
	Ref.
	Debit (£)
	Date
	particular
	Ref.
	Credit (£)

	2024
Feb. 11

March 1
	
Bank

Balance B/D
	
	
£ 350
£ 350
£ 350
	2024
Feb. 29
	
Balance C/D

	
	
£ 350
£ 350





Insurance expenses Account
	Date
	particular
	Ref.
	Debit (£)
	Date
	particular
	Ref.
	Credit (£)

	2024
Feb. 18


March 1
	
Bank


Balance B/D
	
	
£ 450
£ 450

£ 450
	2024
Feb. 29
	
Balance C/D
	
	
£450
£ 450




Wages Account
	Date
	particular
	Ref.
	Debit (£)
	Date
	particular
	Ref.
	Credit (£)

	2024
Feb. 25


March 1
	
Cash


Balance B/D
	
	  £ 800
£ 800

£ 800
	2024
Feb. 29
	
Balance C/D
	
	
£ 800
£ 800




Advertisement Cost Account
	Date
	particular
	Ref.
	Debit (£)
	Date
	particular
	Ref.
	Credit (£)

	2024
Feb. 26

March 1
	
Cash

Balance B/D
	
	
£ 500
£ 500
£ 500
	2024
Feb. 29
	
Balance C/D
	
	
£ 500
£ 500





Van Account
	Date
	particular
	Ref.
	Debit (£)
	Date
	particular
	Ref.
	Credit (£)

	2024
Feb. 27
	
Balance B/D
	
	
£ 15000





£ 15000
	2024
Feb. 27



Feb. 29

	
Cash
Accumulate Depreciation
Loss
Balance C/D
	
	
£ 8000
£ 1000

£ 6000
£ 00

15000




Withdraw Account
	Date
	particular
	Ref.
	Debit (£)
	Date
	particular
	Ref.
	Credit (£)

	2024
Feb. 28
	
Balance C/D
	
	
£ 1200
£ 1200
	2024
Feb. 28

March 1
	
Cash

Balance B/D
	
	
£ 1200
£ 1200
£ 1200
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Maria’s
Trial balance
For the year 29th February, 2024
	No
	Particulars
	L.
NO
	Debit (£)
	Credit (£)

	1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
	Cash Account
Additional Capital
Bank Account
Account Receivable
Account Payable
Computer Account
Purchases Account
Additional cost Account
Insurance expenses Account
Wages Account
Advertisement Cost Account
Withdraw Account
Loss on asset account
Depreciation
Uncertainty account

	
	£ 3800

£ 16700


£ 1000
£ 1900
£ 350
£ 450
£ 800
£ 500

£ 6000
£ 1000
£ 2400
£ 34900

	
£ 30700

£ 600
£ 2400






£ 1200



£ 34900



Appendix
Here are the Excel Calculations
	
	Profit and Loss Account

	Account Title
	amount
	amount
	amount

	Sales
	
	160000
	

	(-) Sales return
	
	4000
	156000

	
	
	
	

	Less: Cost of goods sold
	
	
	

	Opening Inventory
	
	3000
	

	Purchase
	95000
	
	

	(-) Purchase return
	5000
	90000
	

	
	
	93000
	

	(-) Ending inventory
	
	5000
	88000

	Gross profit
	
	
	68000

	Less: Operating Expenses:
	
	
	

	Rent
	2500
	
	

	(-) Prepaid rent
	300
	2200
	

	Salaries
	28000
	
	

	(+) Accrued salaries
	3000
	31000
	

	Electricity and gas expenses
	
	1500
	

	Vehicle Maintenance
	800
	
	

	(+) Accrued vehicle maintenance cost
	150
	950
	

	New bad debts
	800
	
	

	(+) New provision for bad debts
	810
	
	

	
	1610
	
	

	(-) Opening provision for bad debts
	500
	1110
	

	Depreciation
	
	
	

	furniture
	1800
	
	

	Vehicle 
	3225
	5025
	

	Discounts allowed
	
	700
	42485

	Net operating profit
	
	
	25515

	Add: Other income
	
	
	

	Discounts received
	
	
	200

	
	
	
	25715

	Less: Other expenses
	
	
	

	Interest on loan
	
	
	1000

	Net profit
	
	
	24715



	
	Balance sheet
	
	

	Account Title
	amount
	amount
	amount

	Assets
	
	
	

	Fixed assets:
	
	
	

	Furniture
	15000
	
	

	(-) Accumulated depreciation on Furniture
	6800
	8200
	

	Vehicle
	28500
	
	

	(-) Accumulated depreciation on the vehicle
	10225
	18275
	26475

	Current assets:
	
	
	

	Bank balance
	
	5000
	

	Trade receivable
	17000
	
	

	(-) Written off bad debts
	800
	
	

	
	16200
	
	

	(-) Provision for bad debts
	810
	15390
	

	Closing inventory
	
	5000
	

	prepaid rent
	
	300
	25690

	Total assets
	
	
	52165

	
	
	
	

	Total liabilities and Owners' equity
	
	

	Long-term liability:
	
	
	

	Loan (5 years)
	
	
	10000

	Current liabilities:
	
	
	

	Trade payable
	
	2300
	

	Accrued salaries
	
	3000
	

	Vehicle maintenance cost accrued
	150
	5450

	Owner's Equity
	
	
	

	Capital
	
	25000
	

	(+) net profit
	
	24715
	

	
	
	49715
	

	(-) Drawing
	
	13000
	36715

	Total liabilities and Owners' equity
	
	52165
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The idea of “going concern” in the field of accounting refers to the assumption that a business organisation will run its operational activities for the foreseeable future regardless of the necessity or intention to liquidate or shrink significant assets’ portions. This accounting principle emphasizes financial reporting and guides how several types of companies prepare their financial statements as well as their financial health (Gofwan et al., 2022). The application where the going concern assumption impacts several prospects of accounting in practice, such as asset valuation, preparing financial statements, and decision-making. Accounts assume that the business organization will run its operations unless evidence proposes otherwise when preparing financial statements. They evaluate the ability of the company to reach its financial obligations as they come due, regarding factors like historical performance, management’s plan, and market conditions. The necessity of the accounting principle like “going concern” is universal. It gives reliable information about the financial position and performance to the stakeholders like investors, management, and creditors (Ali et al., 2020). Financial statement shows a more perfect and accurate image of the long-run viability of the company by assuming continuity. The going concern assumption influences asset valuation. By the historical cost or fair market value, the assets are calculated generally relying on whether the company expects to use or sell the assets in the general course of business. This valuation procedure ensures that the balance sheet reflects the true economic value of the assets, complying with the principle of conservation. Besides this, the accounting concept influences decision-making at both strategic levels and operational levels. Management depends on this assumption to create informed decisions about resource allocation, long-run planning, and investment opportunities (Gofwan et al., 2022). Similarly, creditors and investors utilise it to assess the creditworthiness and growth potential of the company. In the end, the going concern principle is a basic principle in the field of accounting that guides financial reporting, decision-making, and financial reporting. The application of this principle ensures the greater reliability and relevance of financial information, giving stakeholders valuable insight into the financial health and objectives of the company for the future.
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