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Executive Summary 
The report helps to know about the importance of financial statements for the Michael’s business. In the journal entries not only transactions are recorded by details information about the transaction can also be mentioned there so the auditors and owners can cross-check all the information. The total value both debit and credit side of the trial balance shows £351602 after adding both sides’ figures. The actual net profit earned by the business is £19148. The balance sheet will help the firm to maintain a balance between the assets and liabilities of the business. It helps to measure the growth of the business by comparing the previous year’s balance sheets.
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[bookmark: _Toc75948989]Introduction 
Accounting in a business plays an important role and takes the business towards its desired goal. With the help of accounting the profitability, expenditure of the business can be determined. It provides all information related to the investors, creditors of the firm. The accounting fundamentals help in recording transactions, analysing, summarizing, and reporting.  In this study, the additional journal entries are made according to Michael’s business transactions. The trial balance, profit & loss account, and balance sheet of the firm have been presented here.  
[bookmark: _Toc75948990]Task 2
[bookmark: _Toc75948991]1. a. Journal entries 
In accounting journal entries are considered as the foundation of preparing financial reports. The auditor of Michael’s business gets important information about the business transaction by analysing the financial reports better (Schultz and Tropmann-Frick, 2020, p.57). All the daily transactions in the business are recorded by the journal entries so no transactions get missed while recording. It reduces the chances of error in recording transactions and prepares a book that records all the transactions with the specified dates. In the journal entries not only transactions are recorded by details information about the transaction can also be mentioned there so the auditors and owners can cross-check all the information. All the transactions are entire as debit and credit nature so it provides a mathematical accuracy in recording transactions. It is useful to keep the ledger accounts small and tidy because it records all important details while recording (Župan et al. 2018, p.55). Meanwhile, if the trial balance is not matching then the owners can go back to the journal entries and cross-check all the transactions again. 
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Table 1: Journal Entries 
(Source:self-developed)
Analysing the above table helps to summarize the journal entries with the additional information for Michael’s business. The firm purchased a computer for the business that cost £14600 and the accumulated depreciation charged on the computer is £1752 that is 12 percent of the total computer value. The amount spent by the firm for purchasing new plants and machinery was £60000 and the depreciation charged on it is £2000 that is 12 percent of the total plant and machinery value. The amount of bad debt recovered by the business that is credited in the receivable account is £1500 respectively. The firm also makes a provision for paying their bad debts of £1000 that is 5 percent of the trade receivable amount. Mr. Michael also withdraws £750 amount for any personal use therefore, the amount has been cleared by bank account. 
[bookmark: _Toc75948992]1. b. Trial Balance 
Trial balance helps to locate errors from the starting of the financial reports. This is an effective tool for checking arithmetic accuracy while posting the ledger. It ensures that the correct amount is recorded in the books so while preparing the balance sheet the owners can get details about the actual financial condition (UDEH, 2017, p.57). This helps to assist in the making further important accounts like P&L, balance sheet, and cash flow for every accounting period. It also helps to rectify errors by balancing the debit side and the credit side of the trial balance. It is useful for competitive analysis the Michael firm can compare their performance with the current year and previous year trial balance. Therefore, it will help them to rectify their errors and improving their business. The auditors also get help for the trial balance to locate the entries in the original books of account (Ioachim et al. 2017, p.372). After making a comparison the managers can prepare their budget according to the financial needs and improve their profitability in the business. 
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Table 2: Trial Balance 
(Source:self-developed)
Analysing the above table helps to summarize the trial balance with the business information. The retain earnings earned by Michael’s business is £10100 on 01.01.19. Computer purchase by the firm of a total amount of £14600 and depreciation charred on it is £6752 respectively. The firm needs some extra plant and machinery for that they have paid £60000 and depreciation charged on it is £14000 respectively that is total 12 percent. The inventory amount recorded by the business is £30000. An amount of £20000 was resided by the business from their debtors. From this trade receivable amount, a provision has been made of £2600 for facing the bad debts in business. The actual amount of bad debt record by the business is £1500. The amount of cash in hand record in the firm is £100 and the amount of cash at the bank was £2500 respectively. While doing the business the total amount of trade payable recorded by the firm was £36000. The capital invested by the owner at the string was £28000 respectively. The total drawings made by the business for its officials as well as personal use are £10250. The total amount of purchase made by the business was £160000 and the total amount of revenue earned by the firm while doing its business was £240000 respectively. The total amount of payment rates paid by Mr. Michael is £650 and wages paid to the workers is £24000. The firm also paid an advertising expense of £8000 for selling their products and getting competitive advantages. The total amount of rates and bank charges paid by the firm is £3600 and £400 respectively. The total value of closing stocks recorded in the business is £30000 and both debit and credit side of the trial balance shows £351602 after adding both sides figures. 
[bookmark: _Toc75948993]1. c. financial statements
Profit and loss account 
P&L statement shows the real strength of the Michael business and shows its earning power for a particular time period. This is very important in the decision-making process and shows a clear picture of the profitability of the business. The actual income earns by the firm by selling its products can be determined with the help of this account (GUŢĂ, 2017, p.56). The investors can make their investment decision by analysing the P&L account because it shows the accurate financial health of the organization. The ability to earn profit by using its resources can be determined with the help of this account. It is very effective for calculating the actual cost of sales for any product so the managers can find ways of reducing costs and maximize their profit percentage. 
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Table 3: P&L account
(Source:self-developed)
Analysing the above table helps to summarize the P&L account of Michael’s business.  The statement is prepared on 31st December 2019 and total sales were recorded by the firm £240000 respectively. The cost of sales is subtracted from the sales amount after the gross profit of the business received. The opening amount of inventory recorded in the business is £30000 and the total purchase amount of £160000 is added with it. The closing inventory is subtracted of £30000 and the total cost of sales shows £160000 respectively. The gross profit revealed after the deduction is £80000. After that, all expenses need to be subtracted from the gross profit. The total amount paid by the business for its advertisement expense is £8000. The amount of rates provided by the firm during this period is £3600 and bank charge shows £400 respectively. The total amount of accumulated depreciation paid by the firm on the computer is £6752. The total amount of accumulated depreciation paid by the firm on the plant and machinery shows £14000. The firm also creates a provision for its bad debt for the amount of £2600. The actual bad debt record by the business is £1500 and the total amount of wages paid by the firm during this period is £24000 respectively. The total cost of the expenses shows £60852 respectively. After deducting all these expenses from the gross profit the actual net profit earned by the business is £19148. 
Balance sheet 
The balance sheet is an important statement for the stakeholders, inventors, and creditors to analyse the financial health of the Michael business. It helps to measure the growth of the business by comparing the previous year’s balance sheets. The owner can take a loan from the bank by showing the balance sheet of the business. It will help them to collect more investments for their business. Therefore, they can use that money for different purposes of its business. It is a useful statement to create a sustainable balance between the assets and liabilities of the firm. It shows how effectively the firm controls its liabilities and increases their assets while doing business.
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Table 4: Balance sheet
(Source:self-developed)
Analysing the above table helps to summarize the balance sheet of Michael’s business. A balance sheet was produced on 31st December 2019. In the noncurrent assets the firm has recorded cost of computer £14600 and after deducting depreciation of  £6752 on it total amount of computer shows  £7848 respectively. The plant and machinery purchased with the amount of £60000 and after paying depreciation of £14000 total amount shows for plant and machinery are £46000 respectively. In the current asset part, the total amount of receivable amount recorded by the business is £20000. A provision is made of £2600 for handling the bad debt. The actual amount of bad debt faced by the firm is £1500 respectively. The amount of cash in hand and cash at a bank in the business are £100 and £2500 respectively. The amount of closing stock present in the business is £30000. After adding all these values total asset of the business shows £102348 respectively. In the capital and liability portion, the total capital of the firm shows £28000. The amount of net profit earned in the last period is £19148 and from that total drawings in the business are subtracted and the total amount shows £36898 respectively. In the current liability, the part trade payable recorded by the business is £36000 and £29450 added with it. After adding all these values the total liability of the business shows £102348 respectively.
[bookmark: _Toc75948994]2. Primary objectives of financial reporting
The financial reports play an important part in analysing the financial growth of the Michael business. In the initial stage, all the transactions are recorded through the journal entries. The auditor of Michael’s business gets important information about the business transaction by analysing the financial reports better (Calotă et al. 2020, p.80). It ensures that all the transactions are recorded correctly and reduces the chances of missing transactions. In the journal entries not only transactions are recorded but detailed information about the transaction can also be mentioned there so the auditors and owners can cross-check all the information. The trial balance is also important for mitigating the chances of wrong calculation. It ensures that the correct amount is recorded in the books so while preparing the balance sheet the owners can get details about the actual financial condition. This helps to assist in the making of further important accounts like P&L, balance sheet, and cash flow for every accounting period. The balance sheet will help the firm to maintain a balance between the assets and liabilities of the business (Gurskaya et al. 2017, p.185). It helps to measure the growth of the business by comparing the previous year’s balance sheets. The owner can take a loan from the bank by showing the balance sheet of the business. The P&L account helps to get the actual income of the business so the owner and investors can get a clear view of the organization.  It shows how effectively the firm generates profit in their business and reduces their expenses.
[bookmark: _Toc75948995]Conclusion
The study can be concluded that financial reports play an important role for running a successful business. The journal entries can be helpful for the Michael business for recording their daily transactions. The trial balance helps to maintain arithmetic accuracy in their business so it reduces the chances of miscalculation. The gross profit earned by the business is £80000 and after deducting all the expenses net profit earned by the business shows £19148. It helps to analyze how effectively the firm generates profit in its business. The balance sheet of the firm shows how much the firm owns and owes from the business. The total assets and liabilities of the business show £102348 respectively. Therefore the investors and creditors can create their minds resending their investments in this company.
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Michael's business

Statement of profit and loss
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