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[bookmark: _30j0zll]Introduction 
In order to make educated judgements regarding investing, borrowing, or operating a business, it is essential to have a thorough understanding of a company's financial performance and condition. Two of the most important financial statements in accounting, the income statement and balance sheet show a company's revenue, expenses, assets, liabilities, and shareholders' equity (Deter 2019). In order to better comprehend and assess the income statement and balance sheet, we shall explore their key features, ideas, and applications in this study. Stakeholders may get a fuller picture of a company's financial health from several angles by comparing the income statement and balance sheet. In contrast to the balance sheet, which provides a snapshot of a company's assets, liabilities, and equity as of a certain date, the income statement details the company's earnings and expenses over a specified time period (Turner 2020). These financial statements, taken as a whole, are essential for assessing a company's financial health and performance and making educated choices about financing, investing, and running a firm.

[bookmark: _1fob9te]Task 1
The income statement and balance sheet are the two most important financial statements because they reveal different but equally important aspects of a company's financial health and performance.
[bookmark: _3znysh7]Understanding of income statement 
The income statement, often known as the profit and loss statement, is a summary of a company's financial performance for a certain time period (typically a month, quarter, or year) (Drury 2021). The income statement begins with a breakdown of the company's sales and the money it brought in as a result. The cost of goods sold (COGS) and operational expenditures are then removed from the revenues to arrive at the company's net income or a net loss. COGS covers the direct costs connected with manufacturing and selling the products or services, whereas operational expenditures include indirect costs such as wages, rent, and marketing expenses. The income statement is critical for determining pricing, cost management, and revenue development plans, as well as determining the profitability of a business. An organisation's financial performance may be seen in the income statement, which details its income, expenditures, profits, and losses (Kieso, Weygandt & Warfield 2018).
Revenue: Earnings in this context refer to the money a business brings in by selling its products and services to customers.
Expenses: Costs are the money spent by a corporation to keep the wheels turning throughout a certain time frame. The cost of items sold, employee pay, rent, utilities, and marketing are all examples of costs.
Gains: Increases in a company's assets due to events outside of normal business operations, such as the sale of a long-term asset or investment, are known as gains.
Losses: Non-operating transactions, such as write-offs or investment losses, reduce a company's assets, leading to a loss.
A company's net income or loss is determined by deducting operating expenditures, other losses, and taxes from operating revenues and profits, as shown in the income statement. A company's net income is the amount of money it made, or avoided losing, during the accounting period, whereas a net loss is an amount it paid out. When gauging a business's profitability and financial health, look no further than the income statement. It is a useful tool for financial analysis since it details a company's income streams, expenses, and profits (Agburuga 2019). Stakeholders might benefit from a thorough grasp of the income statement when making choices about financing, investing, and running the company.
[bookmark: _2et92p0]Application of income statement
	Particulars 
	Amount 
	Amount
	Amount 

	Sales 
· Cost of goods sold
Beginning stock
Plus: Purchases
Available goods for sale
Minus: Ending stock 
COGS
                               Gross Profit 
Operating expenses: 
Administrative expense 
Salaries and wages 
Bad debt 
Rental and Insurance cost
Depreciation
Van (71160-25040)*30/100
Shop fittings (24400*10/100)

Operating expenses 
                                       Operating income 
Other income and expenses 
Sundry expense 
	

60,444
428,330










13,836
2,440

	



488774
(50328)



5,544
71,608
1,960
38,400



16,276

	620,846





(438446)
182,400









(133,788)
48,612

(4500)


	Net income
	
	
	44112



[bookmark: _tyjcwt]Understanding of balance sheet 
The balance sheet, or statement of financial status, is a snapshot of a company's financial health as of a certain date. Assets, liabilities, and owners' equity make up the three components of a balance sheet (Chambers 2019). The assets of a corporation include its money, accounts receivable, inventory, and buildings. Accounts payable, loans, and tax obligations are examples of liabilities. If you subtract all of a company's obligations from its total assets, the amount left over is its equity. Investors, creditors, and other stakeholders may get valuable insight into a company's capacity to produce cash flows, manage risks, and build value by analysing the balance sheet (Wolk, Dodd & Tearney 2020). The assets, liabilities, and equity of a business are listed in the balance sheet, which follows a standard format.
Assets: A company's assets are the things it has or controls that may be sold for money in the future. The term "assets" is used to describe things like money, accounts receivable, inventories, physical assets like buildings and machinery, and financial assets like stocks and bonds (Romney & Steinbart 2018).
Liabilities: Obligations owed to other parties are called liabilities, and they may be thought of as claims on a company's assets. Accounts payable, loan repayments, and note repayments are all forms of liabilities (Osho 2021).
Equity: When a company's obligations are subtracted from its assets, what's left over is its equity. Common stock retained profits, and extra paid-in capital is all components of a company's capitalisation, which represents the ownership interest of the company's shareholders.
According to the accounting equation, which forms the basis of the balance sheet, assets must equal liabilities plus equity. Consequently, the entire value of the assets must always match the total value of the liabilities and equity for the balance sheet to be in balance.
Investors, creditors, and management may all get valuable insight into a company's financial health by perusing the balance sheet. It is a crucial component of financial analysis since it shows how liquid, solvent, and flexible a firm is financial (Osho 2021). All parties involved in a company's operations might benefit from familiarity with the balance sheet when making choices regarding financing, investing, and management.
[bookmark: _3dy6vkm]Application of balance sheet
	Particulars 
	Amount 
	Amount 
	Amount 

	Assets
Fixed asset
Van
Accumulated Depreciation

Shop fittings 
Accumulated Depreciation 

Current  Asset
Trade received 
· Bad debts

Cash at bank
Ending stock

Total asset

Owner’s equity and Liability

Capital on 1st January 
Plus: Net income  
Minus: Drawings

Current Liability:
Vat due
Trade payable
Uncertain account 
Total Owner’s equity and Liability
	

71,160
(38,876)

24,400
(17,080)


13,720
(1,960)
	



32,284


7,320



11,760
164
50328





9986
44112
(36540)


15548
68840
	







39,604





62252
101,856






17558


84388
90
101946



Income statements and balance sheets provide two perspectives on a company's financial health and performance. An organisation's financial inflows and outflows may be better understood by reviewing the income statement, while the balance sheet can provide a snapshot of the organisation's assets, liabilities, and shareholder's equity as of a certain date (Osho 2021). The income statement details a firm's revenue and expenditures over a specified period of time, whereas the balance sheet provides a snapshot of the firm's assets, liabilities, and shareholder's equity as of a certain date. When taken as a whole, financial statements provide investors, lenders, and business owners with a clear picture of a company's financial health and performance.

[bookmark: _1t3h5sf]Task 2
[bookmark: _4d34og8]Understanding of T account and trial balance  
T accounts, or ledger accounts, are a graphical depiction of an account's financial transactions. Both debit and credit transactions may take place on this account (Deter 2019). Debit transactions are recorded on the left side of the balance sheet, whereas credit transactions are recorded on the right. Debits and credits are shown directly under the account title in a 'T' account. Before entering a transaction into the ledger, it is necessary to ascertain which accounts are impacted and how much money changed hands. After the determination of the accounts and quantities, the 'T' accounts are revised for each account. The transaction is recorded on the debit side of the T account if the account is being debited, and on the credit side of the T account if the account is being credited (Mostyn 2017). The transaction date, the transaction description, and any relevant reference numbers should also be included in the entry.
The process of creating a trial balance in the ledger begins once all journal entries have been recorded. Accounts from the general ledger are enumerated in the trial balance, with debit amounts in one column and credit amounts in another. The accounting equation (Assets = Liabilities + Equity) requires that the total of debits equal the total of credits, and the trial balance is used to verify this (Mwange & Chansa 2022). Inconsistencies in the trial balance suggest that either certain transactions were forgotten or that the ledger entries themselves were incorrect. As the financial statements are relied upon by many parties to make educated judgements about the company, the trial balance plays a crucial role in ensuring the correctness of those statements. Accounting problems, such as multiple entries or inaccurate balances, might be uncovered in this way as well. A company's financial records and the credibility of its financial statements may both be safeguarded by the use of 'T' accounts and the construction of a trial balance.
[bookmark: _2s8eyo1]Application of T account and trial balance  
Bank Account
	Date
	Debit (£)
	Credit (£)
	Balance (£)

	1-Apr
	10,000
	
	10,000

	2-Apr
	
	450
	9,550

	3-Apr
	
	4,400
	5,150

	7-Apr
	
	800
	4,350

	9-Apr
	2,000
	
	6,350

	11-Apr
	
	120
	6,230

	15-Apr
	1,800
	
	8,030

	18-Apr
	
	750
	7,280

	30-Apr
	
	2,100
	5,180



Capital Account
	Date
	Debit (£)
	Credit (£)
	Balance (£)

	1-Apr
	40,000
	
	40,000



Van Account
	Date
	Debit (£)
	Credit (£)
	Balance (£)

	1-Apr
	25,000
	
	25,000



Receivables Account
	Date
	Debit (£)
	Credit (£)
	Balance (£)

	1-Apr
	17,000
	
	17,000

	9-Apr
	
	2,000
	19,000

	15-Apr
	
	1,800
	20,800

	21-Apr
	1,900
	
	22,700



Payables Account
	Date
	Debit (£)
	Credit (£)
	Balance (£)

	1-Apr
	
	12,000
	12,000

	3-Apr
	4,400
	
	7,600

	20-Apr
	
	
	7,600



Expense Account - Advertising
	Date
	Debit (£)
	Credit (£)
	Balance (£)

	2-Apr
	450
	
	450



Expense Account - Petrol
	Date
	Debit (£)
	Credit (£)
	Balance (£)

	11-Apr
	120
	
	120



Expense Account - Insurance
	Date
	Debit (£)
	Credit (£)
	Balance (£)

	18-Apr
	750 
	
	750



Purchase account
	Date
	Debit (£)
	Credit (£)
	Balance (£)

	20-Apr
	2,500 
	
	

	30-Apr
	2,100
	
	4,600




[bookmark: _17dp8vu]Trial balance
	Account Name
	Debit (£)
	Credit (£)

	Bank
	5,180
	

	Capital
	
	40,000

	Van
	25,000
	

	Receivables
	22,700
	

	Payables
	
	7600

	Advertising Expense
	450
	

	Petrol Expense
	120
	

	Insurance Expense
	7,50
	

	Purchase 
	4,600
	

	
	
	47,600

	Uncertain account
	
	11,200

	Total
	58800
	58,800





[bookmark: _3rdcrjn]Task 3
Depreciation is the idea of spreading out the expense of a non-current asset over the course of its useful life as it is used in the creation of income-producing activities. Non-current assets are long-term investments that are anticipated to provide economic advantages for more than one accounting period, such as machinery, equipment, buildings, or cars (Deter 2019). To keep the business's productivity level high, these assets must be replaced or enhanced since they have a finite useful life and ultimately deteriorate.
The matching principle, which mandates that costs be recorded in the same accounting period as the income they contributed to, is applied via depreciation. Instead of deducting the whole cost in the year of purchase, a firm may spread the cost of an asset across the time periods during which it generates income by depreciating it. This aids in more equally distributing the asset's cost across the course of its useful life, which leads to a more precise assessment of the company's profitability during each accounting period (Agburuga 2019).
Several approaches, including straight-line, declining balance, and units of production, may be used to compute depreciation. The straight-line technique, which divides the asset's cost by its anticipated useful life to get the yearly depreciation expenditure, is the simplest and most often used method (Mwange & Chansa 2022).
In order to monitor the complete amount of depreciation charged against the cost of the asset since its acquisition, the accounting for depreciation entails establishing a contra-asset account called cumulative depreciation. The asset's initial cost less its total cumulative depreciation is used to determine its net book value. For instance, the equipment in the prior example's net book value would be £6,000 (£10,000 - £4,000) if it had accrued depreciation of £4,000 after two years of service (Mwange & Chansa 2022).
For a number of reasons, firms must be obligated to depreciate their non-current assets. First of all, it makes sure that the financial statements of the company accurately represent the real economic worth of its assets, allowing stakeholders to make defensible judgements regarding the company's financial standing and potential for growth. Second, it makes sure the company distributes the asset's cost across its useful life rather than deducting the whole cost in the year of purchase, which enhances the accuracy of the company's financial statements. Last but not least, it makes sure that the company makes plans and budgets for the replacement or upgrading of non-current assets in the future, which may support the business's expansion and profitability while also maintaining its productive capacity.


[bookmark: _26in1rg]Conclusion
In conclusion, the income statement and the balance sheet are key financial statements that give insight into a company's financial performance and position. To be able to make educated choices regarding investing, borrowing money, or running a company, it is vital to have a thorough understanding of the components, ideas, and applications included within these statements. Investors, lenders, and managers may acquire a better knowledge of a company's financial health and development potential by doing an analysis of the company's revenue, spending, assets, and liabilities. As a result, it is essential to have a good grasp of the income statement and the balance sheet and to utilise this information to make educated financial choices.
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