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Relevance of Accounting Information
Question 1
i. Journal entries
	
	
	Journal entries

	
	

	
	Particulars
	Dr
	Cr

	ii
	Depreciation account
	4152
	

	
	Accumulated depreciation on plant and machinery
	
	3000

	
	Accumulated depreciation on computers
	
	1152

	
	Depreciation on computers, (146000-5000) *12%=1152
Depreciation on plant and machinery= (6000/20) =3000
	
	

	
	
	
	

	iii
	Prepaid rent account
	650
	

	
	To rent expenses account.
	
	650

	
	
	
	

	iv
	Bad debt account
	1500
	

	
	Allowances for doubtful debt
	
	1500

	
	Provision to be maintained at 5%= (20000*5%) =1000
	
	

	
	
	
	

	v
	Drawing’s account 
	750
	

	
	Bank
	
	750

	
	
	
	




						MICHAEL 
ii. Trial balance
						As at 31st December 2019
				Adjustments				Adjusted trial balance 

	
	
	
	
	
	
	
	

	Particulars
	Debit
	credit
	debit
	credit
	debit
	credit

	Retained earnings as at 1.1.2019
	
	10100
	
	
	
	10100

	Computers
	14600
	
	
	
	14600
	

	Accumulated depreciation on computers
	5000
	
	1152
	
	6152
	

	Plant and machinery
	60000
	
	
	
	60000
	

	Accumulated depreciation on plant and machinery
	12000
	
	3000
	
	15000
	

	Inventory as at 1.1.2019
	30000
	
	
	
	30000
	

	Trade receivable
	20000
	
	
	1500
	18500
	

	Allowances for doubtful debt
	
	1600
	1500
	900
	
	1000

	Cash in hand
	100
	
	
	
	100
	

	Cash at bank
	2500
	
	
	750
	1750
	

	Trade payables
	
	3600
	
	
	
	3600

	capital
	
	28000
	
	
	
	28000

	drawings
	9500
	
	750
	
	10250
	

	purchases
	160000
	
	
	
	160000
	

	revenues
	
	240000
	
	
	
	240000

	wages
	24000
	
	
	
	24000
	

	advertisement
	8000
	
	
	
	8000
	

	rates
	3600
	
	
	650
	2950
	

	Bank charges
	400
	
	
	
	400
	

	Depreciation expenses
	
	
	4152
	
	4152
	

	Prepaid rent
	
	
	650
	
	650
	

	Allowances for doubtful debts
	
	900
	
	900
	
	

	TOTALS
	332700
	332700
	7952
	7952
	336252
	336252





Question 2
The primary objective of financial reporting is to provide the required information to the users of the financial statements concerning the state of operation of a particular firm or business. Therefore, the information given in the financial statement should be much relevant to the users targeted. Relevance in the business financial statement refers to how the info assists the users in the decision-making process. Excellent and relevant information should have confirmatory value and a predictive value to help the users compare the past, current, and predicted future state of the business. Confirmatory value in the information provided shows the Company's operations that took place in the past.
In contrast, the predictive value shows the possible future events to take place in the business. Additionally, relevant information should also include adjustments that were not covered in the past reports. By providing the corrections on the words, the final user of the account may change his/her decision. Timeliness is also a good aspect for the financial report information to be relevant to the user, determined by how fast the information is available. According to Chandra et al. (2021), Company should provide information early enough to help it compete with other business information. For instance, if a company offers its financial statement report one year after its accounting period, the users of the financial information would find it hard to acknowledge how the Company is operating in the current period.
Financial information reports should also contain a comparability aspect: the degree to which accounting policies and standards are consistently applied from one accounting period to another. Comparable financial information enables the users to make discerning conclusions concerning the firm's performance over the period. Additionally, comparability in financial information also helps the users compare the Company's financial statements with those of other companies. Qualitative comparable accounting information is also vital for the internal decision-making process within the firm by the management to invest. Financial statement information reports should also have a high degree of understandability to the users.
The information presented by financial statements should be relevant to a stakeholder who plays a critical role in the business's operations. Stakeholders in a company include the lenders, shareholders, customers, creditors, employees, government, and the community where it operates from. Management of a business is obligated to prepare an annual report of great significance to the company shareholders. Shareholders of the corporation each own a considerable stake in the Company informed of shares, and they are highly interested to know the prices of their Company's share every day. However, the Company's worth of shares is never included in the financial statements, and therefore, it is mentioned on the supplementary information for the shareholders and other interested groups. Shareholders of a business are also interested in knowing the Company's profits and the percentage of the dividends paid following the shares they own, Chandra et al. (, 2021). However, the current financial report prepared by the Company should not be used by the company shareholders to make their final decision about the performance of the business.
Generally, the statement of the financial position and the statement of financial performance show if the Company can make cash flows in the future. Therefore, one can know if the business is on either quitting concern or going concern Faccia, A. et al. (2019). Based on the relevance of the information provided, the business shareholders can make favorable decisions to inject more money into the business or withdraw their shares. Additionally, the relevance of financial information is so significant to the lenders to who the Company owes money. Lenders of the business are not involved in the direct operations of the business. Still, they are interested to know how the business is performing because they expect to be paid back the principal and interests. Therefore, business lenders are majorly interested in analyzing the Company's past financial statements and the present ones to investigate the Company's liquidity and comfortably pay back their loans owned. The relevance of information presented on these statements is significant because when the data is misleading, the lenders are vulnerable to lend to companies that cannot pay back their loans. Finally, lead to additional charges like payments to debt collectors or permanently writing off the amount owed to them. Creditors of the business are also interested in accessing relevant information because they have provided goods and services on credit. Therefore, they expect their payment within the agreed period Faccia, at. et al. (2019). When the management presents misleading information to the creditors, the creditors unknowingly release their goods to a company that will finally fail to honor their obligation and lose their money.
Information relevance is too essential to the employees of a company. Employees work for the Company, and in return, they are compensated in salaries and wages. The employees rely on the information presented on the Company's financial statements to determine if the Company is performing well or poorly performing. When the employees find the Company is not performing well, they are likely to take a prudent decision to either voluntarily withdraw from the Company or make decisions that they deem fit for them.  According to Oberholster et al (2017), the relevance of financial statements is so critical to the government. The government is a crucial stakeholder in the Company's operations. The government and the state are interested in the earnings generated by the business for taxation. Accountants of companies often engage in dubious ways of cooking the accounting statements to pay low tax as required. Several mechanisms exist which of lowering the Company's earnings. These mechanisms are; increasing the expenses than the actual ones, reporting the low revenues that the actual ones, and even reducing the value ending inventory so that the Company can report the low value of profit or even present losses in their financial statements. Therefore, accountants of a business should consider presenting relevant information so that the government can make accurate decisions on the correct amount of tax to be collected on their businesses. 
Consumers of the Company's products and services require information relevant to making the appropriate decisions. Most business consumers are interested in buying the products at reduced prices. Consumers tend to focus on how the business has established adequate accounting controls, which result in reduced production costs. Reduction in production cost is a crucial benefit to the consumers as the majority of the businesses reduce the prices, they charge their customers. Availability of relevant information to the consumers plays a pivotal role to them as they use the information availed to them to make decisions that favor them. The stock exchange market, to is relying on the relevance of information presented by companies. The stock market operators act as a watchdog to the Company's investors. If the information submitted to them is inaccurate, they will likely lure the corporate investors that the Company's affairs are good, which may be wrong from reality. Finally, the community to which the business operates depends on the relevance of information presented on the Company's financial statements Oberholster et al. (2017). Since the majority of the companies are engaged in corporate social responsibilities activities, the society where it operates from analyses the financial status of the Company presented on the financial statements to determine if the Company can use within their locality in the foreseeable future or chances is limited for the Company to operate in their area. The community is greatly impressed to be associated with Company's which are doing well financially. They have assured the projects initiated by the same companies will be completed as scheduled.
Relevant accounting information is essential for an organization focusing on raising debt for future growth. The potential creditors check financial statements to see whether the Company Is in a good liquidity state to pay back its debt. Additionally, the budding creditors also prevent the growth opportunity accompanied by choosing the amount of debt and interest rate on debt. For instance, if an investor wants to venture into a business similar to that of Michael (whose financial information is provided above), he/ she evaluates the Company's past performance, current performance, future strategies, and growth opportunities. According to Sumaryati, A. et al. (2020), relevance in financial information is entirely justified by some key statistical aspects in financial reports; they include the Company's past and current earnings per share to know the trends used and forecast the future of the business. The potential investor also considers the deviations in net cash over the years to be aware of the amount of income and capital the Company is converting into liquid assets or money. Financial ratios analysis is also vital information to be provided in financial reports, especially the debt ratios like interest coverage ratio, which is essential for the potential and current creditors to evaluate the credit level of the Company. Accounting information should also include the depreciation and an amortization schedule of the assets to assess the future cumulative helpful life of the purchase. Analysis of the related business risk factors is also a requirement of accounting information relevance because it helps the potential investors to take the required precautionary actions before venturing into the business. Information on risk analysis enables the investor and the management to evaluate and make decisions for the Company's development opportunities. Business risk analysis indicates the Company's potential to generate enough revenue to cater to all the operational expenses of the business.
In conclusion, organizations are required to provide financial information to the general users that are correct and prompt regarding the Company. The financial information users ought to get updated information with all the disclosures mentioned above to understand the relevant information. Users of the financial report can finally decide on the organization's future prediction. The degree of information relevance is critical to each user of the financial information because they largely depend on the information presented to make economic decisions. Therefore, regulators should draft rules to prohibit accountants from submitting information that is not relevant as it negatively impacts the users. 
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image1.emf
Assets

£

Plant and Machinery 60,000

computers 14,600

Current assets:

Inventories 30,000

trade receivable

17,500

Prepayments 650

cash in hand 100

Bank 1,750

Total assets

124,600

Capital & Liabilities 

Capital 17,750

retained earnings(10100+38098) 49,698

less Drawings (10250)

Non-current liabilities:

accumulated depreciation

on plant and machinery 15,000

on computers 6,152

current liabilities

Trade payables 36,000

Total capital and liabilities

124,600

Statement of Financial Position as at 31st December 2019
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The Income statement

		MICHAEL

		Statement of profit or loss 

		as at  31 December 2019



		revenues				£240,000.00

		Less cost of Sales:

		             Opening inventory 		£30,000.00

		        +   Purchases (+ carriage inwards - returns outward)		£160,000.00

		        -    Closing inventory		£30,000.00

						£160,000.00



		Gross Profit				£80,000.00









		Expenses

		Wages 		£24,000.00

		Advertising		£8,000.00

		rates		£2,950.00

		bank charges		£400.00

		depreciation		£4,152.00

		allowance for debt expense		£900.00







		Total Expenses				£40,402.00





		Net Profit / (Loss)				£39,598.00
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		Statement of Financial Position as at 31st December 2019









		Assets		£

		Plant and Machinery		60,000

		computers		14,600



		Current assets:

		Inventories		30,000

		trade receivable		17,500

		Prepayments		650

		cash in hand		100

		Bank		1,750

		Total assets		124,600







		Capital & Liabilities 

		Capital		17,750

		retained earnings(10100+38098)		49,698

		less Drawings (10250)



		Non-current liabilities:

		accumulated depreciation

		on plant and machinery		15,000

		on computers		6,152

		current liabilities

		Trade payables		36,000

		Total capital and liabilities		124,600










