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[bookmark: _Toc87529383]Introduction 
The accounting system has helped in making establishment of financial transactions. The financial transaction has been used to keep the record of economical value in business. It has further established the value in making estimation. The study has conducted an overview of financial statements and transactions and also recorded accounting transactions.    
[bookmark: _Toc87529384]1.) Introduction to accounting 
Introduction to accounting indicates the financial position of a firm during a year. It is helpful for the Managing to ensure a proper balance between in the books of accounts. The purpose of preparing the accounting is to identify the financial health and to estimate whether the business has enough capability for future expansion. The main purpose of accounting is to maintain reliability in the books. It is also prepared by the management for maintaining accounting standards set up by IFRS (Fera et al. 2018, p.1). There are certain objectives of producing a financial statement such as providing information of the business enterprise along with its users. There are several uses of accounting statements such as preparation of budgets or analysing the availability of funds for future investments. It is also useful for tracking the expenses and the movement of funds during an official term. The motive of accounting is to record the transactions, make future decisions, and many more. The Accounting information provides a detailed report of the position achieved by the firm. It is also used for comparing the performance with business in the same industry. The statement includes P/L account cash flow value and other accounts. 
[bookmark: _Toc87529385]2.) Income and expenses 
Income is considered as the earnings which are generated by the business after deducting the value of certain expenses. A business can generate income with the help of the sales of goods or other assets. On the other hand, expenditure is the amount of money spent by the management after making a purchase till the sale of assets. This is the summary of all items that are helping to generate income and for what the firm has paid bills in the business. Therefore, it becomes helpful for a business to identify how much amount of cash they are spending in respect to their earnings. It is effective in finding the surplus and deficit money that is coming out from the business in an accounting year (Gomez, 2019, p.25). In managing the cash flow effectively, the income and expenditure play an effective role. It helps to reduce the gap between the receipts and income of a business so the firm can always have a sufficient amount of cash in its hand for fulfilling its objectives and goals. In the income and expenditure accounting, the debit side is the side of expense and the credit side is the side of income. Any income and expenses related to the current period are recorded in this statement. 
[bookmark: _Toc87529386]3.) Asset, capital, and liability 
Assets, capital, and liabilities are the entries that are recorded in the accounting books. Assets indicate the resources which are used by a business during a year. There are several entries that are recorded under the assets side such as stocks, motor vehicles, receivables, properties, and many more. Assets are used for several purposes such as paying off financial debt and are also used for business purposes. It is the resource that indicates the strength of the firm. It is considered to be important in a business to perform operations and to generate profit (Robson et al. 2017, p.35). In other words, it can be said that an asset is used for uplifting the financial position of a business during a year. On the other hand, capital is the sum of money that is invested by the owner to operate the business. The role of capital in a business is to help introductions and also to create wealth for the firm. Capital is essential as it is used to purchase assets, raw materials, and many more items required during the operations. Moreover, it is also used for starting a business and to top up the need for funds during start-up. Liabilities is a sum of money that is undertaken by the business for the operations and it is still unpaid. Liability is observed to play an important role in a firm for financing the operations (Ariana et al. 2018, p.450). It is often undertaken by the companies for expansion projects or to invest in projects. 
[bookmark: _Toc87529387]4.) Balancing the books and trial balance 
Balancing the book is the final stage that is performed by the management during the preparation of the statements. It indicates whether the books of accounts have been performed accurately or not. There are certain ways that can be used by the management to match the books of accounts such as using the final statement. The final statement indicates whether there is any sort of financial error or not. Balancing the book also refers to whether the debit side of the statement is matched or not with the credit sides (Monte‐Mor et al. 2018, p.175). There are several ways that the business can match their books such as maintaining a proper record of payable and receivable. The books can also be matched with the help of the property codes of cash flows and expenses receipts. Therefore, it can be said that matching the books of accounts indicates whether the company has generated profit or losses during the year. It is an important aspect for every business to manage their bookkeeping. 
[bookmark: _Toc87529388]Trial balance is prepared for analysing the matching concepts of bookkeeping. It is prepared by the business for identifying whether both the entries have been recorded correctly or not. It is also prepared for inputting the entries related to income and liabilities, assets, and expenses during a year. 
[bookmark: _Toc87529389]Task 1: Mandy’s business
[bookmark: _Toc87529390]Mandy’s Ledger:

	Dr
	Bank a/c
	Cr

	
	£
	
	£

	Opening Balance
	10000
	Dianne
	58000

	capital
	10000
	Delivery Van
	24000

	Paid by cheques(Zenith)
	90000
	Balance c/d
	34000

	cash
	6000
	
	

	
	
	
	

	
	116000
	
	82000

	12/31/2019 Balance b/d
	34000
	
	



	Dr
	Capital
	Cr

	
	£
	
	£

	
	 
	
	40000

	
	 
	bank
	10000

	
	 
	
	

	balance c/d
	50000
	
	



	Dr
	Cash
	Cr

	
	£
	
	£

	Balance
	2000
	cash purchases
	30000

	Rental Income
	2500
	part payment (computers)
	4000

	cash sales
	40000
	Office expenses
	18000

	Zenith
	14000
	Bank
	6000

	
	 
	balance b/d
	500

	
	58500
	
	58500

	12/31/2019 Balance b/d
	500
	
	



	Dr
	Diane (Creditor)
	Cr

	
	£
	
	£

	Cheques
	58000
	balance
	4000

	balance c/d
	6000
	Goods
	60000

	
	64000
	
	64000

	12/31/2019 Balance b/d
	6000



	Dr
	Zenith (debrot)
	Cr

	
	£
	
	£

	Opening balance
	12000
	paid in checks
	90000

	Goods
	100000
	paid in cash
	14000

	
	 
	balance c/d
	8000

	
	112000
	
	104000

	balance b/d
	8000
	
	




	Dr
	Furniture
	Cr

	
	£
	
	£

	opening balance
	20000
	balance 
	20000

	balance c/d
	20000
	
	



	Dr
	Rent (income)
	Cr

	
	£
	
	£

	balance c/d
	2500
	Rental income
	2500

	balance b/d
	2500
	
	



	Dr
	Omar (creditor)
	Cr

	
	£
	
	£

	part payment (computers)
	4000
	Computers
	7000

	balance c/d
	3000
	
	

	
	7000
	
	7000

	
	
	balance c/d
	3000



	Dr
	Purchase
	Cr

	
	£
	
	£

	Diane
	60000
	
	

	Cash purchases
	30000
	
	

	Computers (Omar)
	7000
	balance b/d
	97000

	
	97000
	
	97000

	balance b/d
	97000
	
	

	Dr
	Zenith (debrot)
	Cr

	
	£
	
	£

	Opening balance
	12000
	paid in checks
	90000

	Goods
	100000
	paid in cash
	14000

	
	 
	balance c/d
	8000

	
	112000
	
	104000

	balance b/d
	8000
	
	

	
	
	
	

	Dr
	Office expences
	Cr

	
	£
	
	£

	Cash
	18000
	balance b/d
	18000

	balance b/d
	18000
	
	

	Dr
	Delivery Van
	Cr

	
	£
	
	£

	Cheque
	24000
	
	



[bookmark: _Toc87529391]Trial balance
	
	
	debit
	credit

	
	
	£
	£

	bank
	
	34000
	

	cash
	
	500
	

	Diane
	
	
	6000

	capital
	
	
	50000

	sales
	
	
	140000

	rental income
	
	
	2500

	furniture
	
	20000
	

	Omar
	
	
	3000

	purchases
	
	97000
	

	Zenith
	
	8000
	

	Delivery van
	
	24000
	

	Office expences
	
	18000
	

	
	
	
	

	
	
	201500
	201500



[bookmark: _Toc87529392]Task 2: Producing an essay 
[bookmark: _Toc87529393]1.) Producing the reports for Michael’s ledger account 
[bookmark: _Toc87529394]a.) Journal entries for the additional information 
[image: ]
Figure 1: Journal translation 
(Source: self-developed)
The journal entries have been prepared for the additional information provided for the business of Michael’s limited. There are certain accounting entries that have been posted in the journal book such as depreciation, bad debts, and even drawings. According to the additional adjustment, it can be identified that the depreciation on computers has been made on the basis of reducing balance at 12%. Furthermore, bad debt of £1500 has been recognized by the business which is unrecoverable. The owner has taken a drawing of £750 for his personal use from the bank account that has also been recorded in the Journal book. 
[bookmark: _Toc87529395]b.) Drawing updated trial balance 
[image: ]
Figure 2: Trial balance 
(Source: self-developed)
The updated trial balance has been created for the business by undertaking the additional adjustments. From the have a be made it can be identified that the total balance in both debit and credit that has been recognized at £351602. The motive of preparing the trial balance to balance the entries present on both the debit and credit sides. This statement is also used for identifying any sort of mathematical error in presenting the financial statement. 
[bookmark: _Toc87529396]c.) Financial statement and position 
[image: ]
[image: ]
Figure 3: Financial statement 
(Source: self-prepared)
The financial statement has been created to identify the income and expenditure of a business. According to the above calculation, it can be seen that the value of gross income for Michael is showing a balance of £56000 during the year. The business has generated a revenue of £240000 and has a closing stock balance of £30000. There are certain expenses that have also been made by the business and have been recorded in the statement such as advertisement, bad debts and even many more. The total net profit of the business has been evaluated at £19148 after adjusting all the expenses during the year. 
A financial statement has a certain purpose such as to provide information regarding it and the profitability position achieved during a year. It also provides a wide range of information related to the enterprise (Dewi et al. 2019, p.1373). Furthermore, it is used by the business for making economic decisions and to provide vast knowledge to its users. From the above calculation, it can be stated that the business has a good ability in generating profit after adjusting its expenses. 
[image: ]
Figure 4: statement of position 
(Source: self-developed)
The balance sheet is a useful statement that is prepared by a business for analysing the final position of the items. According to the above calculation, it can be identified that the business is having a capital balance of £28000 in which the value of net profit has been included of £19148. The business is observed to be having a final position of £85348 on both sides of the account. This indicates that the financial position is indicating an accurate figure at the end of the year. There is certain depreciation that has been deducted from sides such as computers and plants and machinery. Furthermore, the value of provision has also been eliminated from accounts receivable. The business also has retained earnings of £10100 which is recorded as seen in the books of account. 
[bookmark: _Toc87529397]2.) Critical assessment of the relevancy of the financial statement to the user
The financial statement is used in a business to determine its profitability position during a year. It is prepared to analyse the current performance of the company and to make necessary business decisions. The statement is also used to identify the effectiveness of working capital and the movement of cash flow during a year. The financial statement is used for providing information of the current health and performance of the enterprise to its users. It is important as it contains several information related to Investments, projects, profitability, liquidity, and even many more. It is helpful for the investors to analyse the performance of a business in order to make future investments in it. There are certain users that are identified and are considered under the main uses of financial statements. These users are the government, investors, customers, suppliers, and even various stakeholders. 
The management uses the financial statement for analysing the profitability condition and to make financial decisions easily. The government uses the financial statement for analysing whether the management is paying yearly tax or not (Omidi et al. 2019, p.25). The government also uses this statement for analysing the jurisdiction of a company and whether they are following the rules and regulations. Investors are known to be the most important users who use these statements for estimating the performance of their investments. Investors eagerly wait for the financial statement to analyse whether to make future investments or not. On the other hand, suppliers use the financial statement for making decisions related to providing future credit or not. The customer uses a statement for understanding whether the company has the financial ability to provide goods and services in the future or not. 
It provides diagnostic information about the health of the business by undertaking several books of accounts. There are certain objectives of producing a financial statement such as providing information of the business enterprise to its users. Moreover, it also has certain objectives of measuring the financial strength and stability achieved during a year. A financial statement is also used for understanding the economy and resources used by the business. It provides brief information about the earning ability of a business. 
There are certain disadvantages as well of using the financial statement by the users. A financial statement is only useful to identify the performance of a specific period. Therefore, a business can show a huge profit in a certain year due to excessive sales to attract investors. However, the sales might deflate due to steep competition in the market. The financial statement is not comparable with other companies as several companies use different accounting practices (Jurakulovna, 2021, p.89). Moreover, there are certain companies that ignore the inflation rate that creates fraud in their financial practices. 
[bookmark: _Toc87529398]Conclusion 
This assessment can be ended by the importance of accounting fundamentals that have been used to develop financial reports. Accounting fundamentals are useful for businesses in analysing their stability and performance during a year. There are several financial statements that have been prepared in order to evaluate the current performance of the business. Therefore, it can be concluded that financial statements are helpful for the users in understanding business activities. It is also beneficial for the business to report the financial result and even to highlight the area of investments. 
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