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[bookmark: _Toc92103301]1. Michale’s Firm Ledger
Journal entries are the primary book of accounts where the daya to day transactions are recorded. From the journal entries the Ledger books are made which is considered as the main book of accounts (Walker, 2016). According to the given information of Michels additional information, some journal entries are made below:
a) Journal entries of additional information:
	Date
	Description
	Led. Ref
	Dr.
	Cr.

	i
	Depreciation ..Dr
    Accumulated depreciation-computer …Cr
(Depreciation on computer has been determined 15%)
	
	1,752
	
1752

	
	Depreciation ..Dr
    Accumulated depreciation-Plant …Cr
(Depreciation on plant and equipment has been determined)
	
	3000
	
3000

	ii
	Advance Rates payment… Dr
                          Rates payment ….Cr
(Advance rate payment has been discovered)
	
	650
	
650

	
	Bad debt….Dr
                      Accounts receivables ..Cr
(Bad debt has been ocurred 1500)
	
	1500
	
1500

	
	Allowance for doubtful accounts ..Dr
                          Accounts receivable ..Cr
( 5% allowance for bad debt has been recognised on the remaining accounts receivables)
	
	925
	
925

	
	Drawings …Dr
                           Bank…Cr
(Michale has withdrawn 750 from bank for personal use)
	
	750
	
750



b) According to the additional information of Michales business happening in 2019, a adjusted trial balance has been showed below:
Michale’s Updated Trial Balance
For the year end 2019
	Serial
	Particulars
	Dr.
	Cr.

	
	Retained earnings (1.01.10)
	
	10,100

	
	Computer
	12,848
	

	
	Accumulated depreciation-Com
	
	6752

	
	Plant and machinery
	60,000
	

	
	Accumulated depreciation-Plant and machinery
	
	15000

	
	Inventory (31.12.2019)
	30,000
	

	
	Trade Receivables
	18500
	

	
	Allowance for doubtful debts (31.12.2019)
	
	1025

	
	Cash in hand
	100
	

	
	Cash in bank
	1750
	

	
	Trade payables
	
	36,000

	
	Capital
	
	28,000

	
	Drawings
	10,250
	

	
	Purchase
	160,000
	

	
	Revenue
	
	240,000

	
	Wages
	24,000
	

	
	Advertising
	8,000
	

	
	Rates
	2950
	

	
	Bank charges
	400
	

	
	Advanced rate payments
	650
	

	
	Total
	329,448
	336,877



c) Statement of profit and loss is known as the income statement where all of the revenues and expenses are calculated and determined the gross profit, operating profit and net profit. Before constructing the statement of financial position, statement of profit and loss is made in order to determine the profitability of the company (Weygandt et al., 2019). In Michale’s firm, the profitability has been determined below through constructing the statement of profit and loss:
Michale’s Statement of profit or loss
For the year end 2019
	Particulars
	
	
	

	Revenue:
	
	
	240,000

	Less: Cost of goods sold
	
	
	

	Beginning Inventory
	30,000
	
	

	(+) Purchase
	160,000
	
	

	(-) Ending Inventory
	(30,000)
	
	(160,000)

	Gross Profit
	
	
	80,000

	Less: Operational expenses
	
	
	

	Wages
	
	24000
	

	Advertising
	
	8000
	

	Rates payment
	3600
	
	

	(-) Advance rates payment
	(650)
	2950
	

	Bank Charge
	
	400
	

	Bad Debts
	1500
	
	

	(-) Allowance for bad debt
	1600
	0
	

	Depreciation 
	
	4752
	(40,102)

	Net Income
	
	
	39,898



Here the gross profit has be determined 80,000 which reflects the amount that has gained by Michales firm after deducting the cost of goods sold. Then after deducting the operational expenses which are not directly relevant to production of goods are deducted from the gross profit in order to determined operating profit (Drury, 2013). As there is no financial cost and taxes, the operating profit can be considered as Net profit. For the year end 2019, Michales Net profit has been determined 39,898
Statement of financial position is a must require financial statement in which how much asset, equity and liability a company have can be determined (Weil, Schipper and Francis, 2013). In a statement of financial position the asset is classified by current asset and non- current asset, current liabilities and non-current liabilities and the amount of total aseet as well as total equity and liabilities will be always same (Schroeder, Clark and Cathey, 2019). The statement of financial position for the year end 2019, has been presented with necessary adjustments according to the additional information:
Michale’s
Statement of financial Position
For the year end 2019
	Particulars
	£
	£
	£

	Current Assets
	
	
	

	Cash in hand
	
	100
	

	Cash in bank
	2500
	
	

	(-) Drawings
	750
	1750
	

	Trades receivables
	20,000
	
	

	(-) Bad debt
	(1500)
	18,500
	

	Allowance for bad debt
	1600
	
	

	(-) Bad debt
	(1500)
	
	

	(+) New allowance
	925
	1025
	

	Advance rates payments
	
	650
	

	Inventory
	
	30000
	

	Total current asset
	
	52,052
	

	Non- current asset
	
	
	

	Computer
	14600
	
	

	Accumulated depreciation
	(6752)
	7,848
	

	Plant and equipment
	60,000
	
	

	Accumulated depreciation 
	(15000)
	45,000
	

	Total non-current asset
	
	52848
	

	Total assets
	
	
	104,900

	
	
	
	

	Non-current Liability
	
	
	

	Trade payable
	
	36000
	

	Total Liabilities
	
	36000
	

	Owners equity
	
	
	

	Capital
	28,000
	
	

	(-) Drawings
	(10,250)
	19,002
	

	Retained earnings
	10,100
	
	

	(+) Net profit
	39,898
	49,898
	

	Total liabilities and equities
	
	
	104,900



As the requirement the amount of total asset of Michale’s firm has been equal to their equity and liabilities which is 104,900. In the year 2019, the firm has been able to gain 39,898 as net profit which is assumed to go to retained earnings as there is no allocation of dividend. In liabilities section there is only one sector of liabilities which is trade payable. Accumulated depreciation on computer and plant and equipment are contra assets which are recognised against the relative assets such as computers and plant and equipment (Rankin, 2012).

[bookmark: _Toc92103302]2. Relevance of Financial Statement
Shareholders might use a variety of techniques to perform these equity analyses. To make better selections, they must assess their stocks using a multitude of measurements rather than just a few. Profitability ratios, liquidity ratios, debt ratios, efficiency ratios, and price ratios are some of the indicators accessible (Smith, 2019).
Financial statements are the financial documents that indicate a company's commercial activities and financial performance. The United States Securities and Exchange Commission requires companies to submit their financial statements on a quarterly and annual basis (SEC). 
1.Balance Sheet: The balance sheet displays a company's assets (what it owns), liabilities (what it owes), and stockholders' equity (or ownership) at any given time (Dechow, 2011).
2. Income Statement: The income statement reflects the revenue generated from sales, as well as the operating expenses incurred in generating that revenue, as well as other costs, such as taxes and interest expense on any debt on the balance sheet (Hopwood, 2010). 
3. Cash Flow Statement: The cash flow statement (CFS) measures the cash created for a period, including all transactions that added to or withdrew from cash. Cash flow is significant because it reveals how much cash is available to meet short-term obligations, invest in the company, or pay dividends to shareholders. Dividends are often monetary payments made to shareholders as a reward for investing in the company (Warren et al., 2012).

4. Financial Ratios: Financial ratios assist investors in sorting through the massive amount of financial data presented by corporations. A ratio is just a measure used to help assess data and create valuable comparisons with other firms and reporting periods (Godfrey et al., 2010).
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Conclusion
The significance and relevance of the financial statements in Mandy’s and Michle’s firm can be understood by the concept of financial accounting in small firm. According to IFRS and GAAP, each business institution is required to prepare financial statement at the year end.
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