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Introduction:
Accounting within business organization’s refers to the process of identifying, measuring, recording and communicating the financial and non-financial information of an entity to facilitate the informed decision making of the intended users (Cole, 2019). Accounting can be divided into two major branches including financial accounting and management accounting where financial accounting primarily focuses on the external users of the financial information and management accounting focuses on the internal users of the financial information. Financial accounting produces a different report to meet the information requirement of different external users to ensure the stewardship of the management of the entity. However, such a report also meet the information requirement of the internal users of the entity to some extent as well. This essay will produce different financial accounting reports using appropriate tools, techniques and principles of financial accounting. A critical assessment of the relevance of financial statements to its users will be provided as well.   

1. Financial statements:
a) Journal entries:
	Michael

	Adjusting Journal Entries

	Date
	Particulars
	Ref
	 Debit 
	 Credit 

	31-Dec-19
	Depreciation expense…...............................Dr
	ii
	                  1,152.00 
	 

	
	Accumulated depreciation (Computer)….......Cr
	
	 
	                  1,152.00 

	
	(To reflect the depreciation expense of computer)
	
	 
	 

	31-Dec-19
	Depreciation expense…...............................Dr
	ii
	                  3,000.00 
	 

	
	Accumulated depreciation (Plant & Machinery…………………………………. Cr
	
	 
	                  3,000.00 

	
	(To reflect the depreciation expense of Plant & Machinery)
	
	 
	 

	31-Dec-19
	Advance rates payment…................................................Dr
	iii
	                     650.00 
	 

	
	Rates account…........................................Cr
	
	 
	                     650.00 

	
	(To adjust advance rates payment)
	
	 
	 

	31-Dec-19
	Allowance for doubtful debt.....................Dr
	iv
	                  1,500.00 
	 

	
	Trade receivable…....................................Cr
	
	 
	                  1,500.00 

	
	(To adjust the irrecoverable debt amount)
	
	 
	 

	31-Dec-19
	Bad debt…......................................................Dr
	iv
	                     925.00 
	 

	
	Allowance for doubtful debt...........................Cr
	
	 
	                     925.00 

	
	(To reflect the allowance for doubtful debt)
	
	 
	 

	31-Dec-19
	Drawings…...................................................Dr
	v
	                     750.00 
	 

	
	Bank account….............................................Cr
	
	 
	                     750.00 

	
	(To reflect the drawings from bank account)
	
	 
	 

	Total
	                  7,977.00 
	                  7,977.00 





b) Updated Trial balance:
	Michael

	Trial Balance (Updated)

	31-Dec-19

	SL No.
	Particulars
	Amount (£)

	
	
	Existing 
	Adjustment 
	Updated 

	
	
	Debit
	Credit
	Debit
	Credit
	Debit
	Credit

	1
	Retained earnings (01/01/2019)
	 
	   10,100.00 
	 
	 
	               -   
	   10,100.00 

	2
	Computers
	   14,600.00 
	 
	 
	 
	   14,600.00 
	               -   

	3
	Accumulated depreciation (Computers)
	 
	     5,000.00 
	 
	 1,152.00 
	 
	     6,152.00 

	4
	Plant & Machinery
	   60,000.00 
	 
	 
	 
	   60,000.00 
	               -   

	5
	Accumulated depreciation (Plant & Machinery)
	 
	   12,000.00 
	 
	 3,000.00 
	 
	   15,000.00 

	6
	Depreciation expense 
	 
	 
	 4,152.00 
	 
	     4,152.00 
	 

	7
	Inventory 
	   30,000.00 
	 
	           -   
	 
	   30,000.00 
	 

	8
	Trade receivables 
	   20,000.00 
	 
	 
	1500
	   18,500.00 
	 

	9
	Allowance for doubtful debts
	 
	     1,600.00 
	 1,500.00 
	    925.00 
	 
	     1,025.00 

	10
	Bad debt
	 
	 
	    925.00 
	 
	        925.00 
	 

	11
	Cash in hand 
	        100.00 
	 
	 
	 
	        100.00 
	               -   

	12
	Cash at bank 
	     2,500.00 
	 
	 
	    750.00 
	     1,750.00 
	 

	13
	Trade payables 
	 
	   36,000.00 
	 
	 
	               -   
	   36,000.00 

	14
	Capital 
	 
	   28,000.00 
	 
	 
	               -   
	   28,000.00 

	15
	Drawings 
	     9,500.00 
	 
	    750.00 
	 
	   10,250.00 
	 

	16
	Purchases 
	 160,000.00 
	 
	 
	 
	 160,000.00 
	               -   

	17
	Revenue 
	 
	 240,000.00 
	 
	 
	               -   
	 240,000.00 

	18
	Wages 
	   24,000.00 
	 
	 
	 
	   24,000.00 
	               -   

	19
	Advertising 
	     8,000.00 
	 
	 
	 
	     8,000.00 
	               -   

	20
	Rates 
	     3,600.00 
	 
	 
	    650.00 
	     2,950.00 
	 

	21
	Advance rates payments
	 
	 
	    650.00 
	 
	        650.00 
	 

	22
	Bank charges 
	        400.00 
	 
	 
	 
	        400.00 
	               -   

	Total
	 332,700.00 
	 332,700.00 
	 7,977.00 
	 7,977.00 
	 336,277.00 
	 336,277.00 


		


c) Financial statements:
	Michael

	Statement of Profit or Loss 

	For the year ended on 31 December 2019

	Particulars 
	 Amount (£) 
	 Amount (£) 

	Revenue 
	
	            240,000.00 

	Less: Cost of goods sold
	
	 

	Opening inventory 
	              30,000.00 
	 

	Add: Purchase
	            160,000.00 
	 

	Less: Closing inventory 
	             (30,000.00)
	 

	 
	
	           (160,000.00)

	Gross profit 
	
	              80,000.00 

	Less: Expenses 
	
	 

	Wages
	              24,000.00 
	 

	Advertising 
	                8,000.00 
	 

	Rates 
	                2,950.00 
	 

	Bank charges 
	                   400.00 
	 

	Depreciation expense 
	                4,152.00 
	 

	Bad debt
	                   925.00 
	 

	 
	
	             (40,427.00)

	Net profit for the period (31 December 2019)
	 
	              39,573.00 





	Michael

	Statement of Financial Position as at 31 December 2019

	Particulars 
	Note 
	 Amount (£) 
	 Amount (£) 

	Non-current assets:
	 
	 
	 

	Computers
	Note-1
	                    8,448.00 
	 

	Plant & Machinery
	Note-2
	                  45,000.00 
	 

	Total non-current assets
	 
	 
	                  53,448.00 

	Current assets:
	 
	 
	 

	Inventory 
	 
	                  30,000.00 
	 

	Trade receivables 
	Note-3
	                  17,475.00 
	 

	Cash in hand 
	 
	                       100.00 
	 

	Cash at bank 
	 
	                    1,750.00 
	 

	Advance rates payments
	 
	                       650.00 
	 

	Total current assets
	 
	 
	                  49,975.00 

	 
	 
	 
	                 103,423.00 

	Capital account:
	 
	 
	 

	Capital 
	 
	 
	                  28,000.00 

	Retained earnings (01/01/2019)
	 
	                  10,100.00 
	 

	Add: Net profit for the year
	 
	                  39,573.00 
	 

	Retained earnings (31/12/2019)
	 
	 
	                  49,673.00 

	 
	 
	 
	                  77,673.00 

	Less: Drawings
	 
	 
	                 (10,250.00)

	 
	 
	 
	                  67,423.00 

	Non-current liabilities:
	 
	 
	                              -   

	Current liabilities:
	 
	 
	 

	Trade payables 
	 
	 
	                  36,000.00 

	Total non-current liabilities 
	 
	 
	                  36,000.00 

	Total equity & liabilities 
	 
	 
	                 103,423.00 




	Note-1

	Particulars 
	 Amount (£) 

	Computers
	               14,600.00 

	Less: Accumulated depreciation (Computers)
	               (6,152.00)

	Computers (net)
	                 8,448.00 

	




	

	
	

	Note-2

	Particulars 
	 Amount (£) 

	Plant & Machinery
	               60,000.00 

	Less: Accumulated depreciation (Plant & Machinery)
	             (15,000.00)

	Computers (net)
	               45,000.00 

	
	

	
	

	
	

	Note-3

	Particulars 
	 Amount (£) 

	Trade receivables 
	               18,500.00 

	Less: Allowance for doubtful debts
	               (1,025.00)

	Computers (net)
	               17,475.00 



2. Critical assessment of the relevance of financial statements to its users: Financial statements play an important role in the decision-making of the external stakeholders of an entity. The external stakeholders generally do not have access to the internal financial, on-financial and operating information of an entity. Therefore, the financial statements are usually prepared to provide sufficient information to the external stakeholders to enable them to evaluate the financial performance and position of an entity based on which they can make their decisions. The financial statements include different segments two of which are the statement of profit or loss and the statement of financial position of an entity. The statement of profit or loss is concerned with the reporting of the financial performance of the entity for a specific period whereas the statement of financial position is concerned with the financial position of an entity on a particular date. Both of these statements offer relevant information to the intended users of the financial information to facilitate their decision making. According to Powers and Needles (2018), the financial statements help different users such as management, investors, financial analyst to predict and forecast the future financial performance and position of an entity by comparing the past and current performance of the entity. Helmkamp and Imdieke (2016) stated the business entity principle of the accounting illustrates that the owners are separate from the entity and in large organisations, the owners generally do not participate in the day-to-day management of the organisations which make the owners unaware of the operating and financial performance of such organisations. Therefore, the financial statements enable the owners/shareholders to have access to the information related to the financial performance and position of the entity using which they can assess how effectively and efficiently the entity has performed for the concerned period. This also enables the owners/shareholders to assess the effectiveness and efficiency of the management of the entity who are running the business. Drake and Thornock (2017) opined that the financial statements help the users to assess the financial strengths of the entity to make their investment decisions. However, there are financial statements that do not offer any qualitative information regarding the entity’s performance and financial position which can have a significant impact on the assessment of an entity’s financial performance and position for the concerned period (Ruch and Taylor, 2017). For example, in the historical cost principle, the non-current assets are reported at historical cost ignoring the present quality and value of the asset which is a major limitation of the financial statement. Moreover, the statement of profit or loss only reflects the past performance of the entity which means that the decision making based on past performance might lead to erroneous decision making for the owners.  
The financial statements are also relevant for the management of the entity as the financial statements offer a summarised version of the financial performance and position of the entity in a standard and comparable format this allows the management to compare the entity’s performance with the performance of competitors and industry as a whole which can facilitate the strategic decision making for the entity as well (Cerepak and Taylor., 2017). The financial statements also enable the management to convey the information related to the entity’s policies and procedures regarding the accounting treatment of different financial components of the entity to different third parties of the entity. Moreover, the financial statements offer the management to communicate their effectiveness and efficiency to different stakeholders of the entity. Thus, the management can justify their actions and decision making in the entity to run the day-to-day activities of the company. However, Benston (2017) stated that the financial statements provide limited information to the management and do not serve the operating decision-making of the management. The author illustrated that the management generally requires detailed information on the operation, cost, production, sales, marketing etc. which is not offered by the financial statements. As a result, the financial statements add little to no value to the operating decision making of the management of the entity. 
Drake and Thornock (2017) stated that the financial statements act as a guide for the lenders and creditors of an entity to decide whether to provide finances to the entity. These parties are also the external users of financial information of the entity having a vital role in the financing of the entity. Using the financial statements they can evaluate the profitability, liquidity, solvency and other financial aspects of the entity which may assist them to make their decisions regarding whether to provide funding to the entity. However, Cole (2019) opined that the financial statements are based on different assumptions and judgments of the management which are influenced by the personal attributes of the management. Therefore, the resulting financial statements might lead to inappropriate decision-making by the lenders and creditors if such assumptions and judgements are not appropriate for the circumstances, industry and the entity. Though the convention of conservatism offers some protection from such inappropriate assumptions and judgements, the users should be careful regarding such issues while making decisions (Ruch and Taylor, 2017). 
The financial statements are relevant to the employees of the entity as well. Bacal (2017) stated that the performance bonus of the employees often depends on how well the entity has performed as a whole. That is the size of the profit earned for a particular period, percentage of increase in sales, percentage of cost saves without compromising the quality and sales volume are taken into account while deciding on the performance bonus of the employees. The financial statements help the employees to avail information related to the mentioned areas to assess whether to expect any bonus for a particular period. Moreover, the employees can get an understanding of the entity’s ability to continue as a going concern by evaluating the financial statements based on which the employees can make their career decisions as well. While applying for a job position in a particular entity, the employees may evaluate the financial statements of such entity to decide whether to apply for such a job. However, the financial statements often contain technical terms and references assessment of which require sound knowledge in the accounting field (Benston, 2017). But many employees lack the skills and knowledge to interpret the information presented in the financial statements. Therefore, the benefits of the financial statements remain highly concentrated among the employees who have relevant skills and knowledge to use the information to explore the advantage. 
The financial statements are essential to the government and regulatory authority for a different purpose. Helmkamp and Imdieke (2016) illustrated that the government and regulatory authorities collect tax and regulatory duties on the income generated by the business entity. Without financial statements, they will not be able to determine the taxable income and thus will not be able to collect the tax and regulatory duties properly. The financial statements allow the government to have access to the financial information such as revenue, expenses, assets and liabilities based on which they can determine the taxable income of the entity. They can also monitor the overall financial performance of an industry by evaluating the financial statements of different entities within an industry. This can be used by the government to formulate appropriate policies and regulatory guidelines to regulate the industry and control the economic performance of the nation as a whole. However, it has been found on numerous occasions that business entities often manipulate their financial statements to evade tax (Lipatov, 2018). Therefore, the government and regulatory authorities frequently introduce new policies, rules and regulations to discourage such behaviour of the entities.  
According to Helmkamp and Imdieke (2016), business entities are social enterprises having certain responsibilities and duties towards society. Different groups, individuals, public entities etc. are therefore interested in the financial performance and position of the entity. The general-purpose financial statements that are published for the stakeholders are the only windows to get such information regarding an entity. Therefore, different groups, individuals and public entities such as trade unions, economists, financial analysts, trade associations and research scholars can have access to the financial information of an entity to serve their purpose. 
Conclusion: The stakeholders of an entity need the information to made different decisions related to the entity. Financial accounting enables the stakeholders to make an informed decision by providing financial information in a structured format to the stakeholders. The stakeholders such as owners/shareholders, lenders, creditors, employees, society and government are mostly relying on the financial statements published by the entity to meet their information need. However, there are certain limitations of the financial statements as illustrated above. The stakeholders and users of the financial statements are advised to be aware of such limitations while making decisions based on the information presented in the financial statements. 
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