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[bookmark: _Toc90110704]Introduction
The term accounting fundamental leads to guide the process of various accounting policies and procedures and it leads to the layout of the income statement, balance sheet, and cash flow statement. It helps to demonstrate the preparation of financial statements from scratch and it is essential for analyzing the performance of the business of Michael.
[bookmark: _Toc90110705]Task 1
[bookmark: _Toc90110706]Question 1
[bookmark: _Toc90110707](a) Description and computation of journal entries
The term journal entry is defined as a record of transactions regarding the business in the accounts of books of a particular business. It is a documented entry that consists of corrected data regarding the information which has been created in the description below of every transaction. The term journal entry is the first step for the accounting cycle as it provides detailed information regarding the business that has to be attached under every transaction. As most of the businesses use a double-entry accounting system which impacts on two accounts which is credit and debits it therefore both the account has to be shown simultaneously. The journal entry has an equal amount of debit and credit. The recordings of transactions that occurred show the specific amount as it affects whether the transaction used whether double-entry accounting system(Heng, 2019, p.622). The entry is required both great as well as the debit side to complete every entry for increase or decrease in inventory or the account payable. The term annual increases the foundation of the financial report as it is significant in providing information that has been used by other auditors to analyze the happening of events in the financial transaction and take me up at some business in future.
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Figure 1: Journal entries on additional information 
(Source: self-prepared)
In the above figure, some journal entries are created according to the additional information provided by Michael's business. The computer was purchased in the business of £14600 and on it, and accumulated depreciation has been charged 12 percent that is £1752 that recorded in the depreciation head. The firm has purchased a new plan and machinery for their business and that costs £60000 and 12 percent depreciation has been charged on the plant and machinery and reflected as £2000 respectively. From debtors of business, a bad debt amount is recovered is £1500 respectively. A 5 percent provision for the bad debt has been created on the trade receivable amount that is £1000 respectively. From the business, Mr. Michael withdraw an amount of £750 for his personal use and the amount has been cleared by the company's bank account. 
[bookmark: _Toc90110708] (b) Description and computation of trial balance
The concept of trial violence is defined as the bookkeeping of a worksheet in which the balances of all ledgers are compiled into David and credit accounts for analyzing the total amount of the business. The organization prepares the trial balance periodically to analyze the performance of the company. The general purpose of production regarding the balance in a trial form is to ensure that all the entries in the organization are presented in its bookkeeping system and following the accounting policies and procedures(Car and Tanczer, 2018, p.441). The preparation of trial balance to detect any mathematical error which can occur in the form of a double-entry accounting system. If the debit balance equals credit balance, then the ledger has followed the accounting policies and procedures. If it doesn't match then there must be some mathematical error that has to be removed. The trial balance includes debits in credit amount regarding the transaction of business for a certain period and it involves assets, liabilities, expenses, and revenues of the business.
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Figure 2: trial balance
(Source: self-prepared)
On the above figure, a trial balance has been prepared that helps to summarize all the information about Michael’s business. As per the rules of trial balance all the positions are completed. Like all the assets of the business that the managers need to record in the debit side and all the liabilities balance of the organization are recorded on the credit side. All the gains and income needs to be recorded on the credit side and all the expenses of business need to be recorded on the debit side of the trial balance. The trial balance reflects the retained earnings recorded by the firm on 01.01.19 are £10100 respectively. The amount paid by the firm for purchasing the computer is £14600 and accumulated depreciation has been charged on it is £6752 respectively. The amount of inventory recorded by the firm is £30000 and the £20000 amount is recovered from a debtor. The firm has created a provision for bad debt of £2600 for their trade receivable account. The firm faces a bad debt of £1500 in the business that is recorded on the credit side. The amount of cash present in the bank is £2500 and they have £100 as cash in hand. The recorded payable amount in the organization is reflected as £36000 respectively and the owners of the firm have invested an amount of £28000 in the business. The total amount of drawings taken part in the business by personal and official use is £10250 respectively. The amount of purchase has been recorded in the business is £160000 respectively. The total amount of revenue earned by the organization is £240000 that is recorded on the credit side of the trial balance. The wages paid by the business to their workers is £24000 and £650 is paid as payment rates. The selling and advertising expenses are recorded on the debit side as per the rules of the trial balance. The rate that has been charged is £3600 and the bank rate has been charged as £400 respectively. The closing stock is a liability in the business therefore that has been listed on the on the credit. After doing all the adjustments the debit as well as credit side of company trial balance and that becomes matched. Therefore, it is confirming that transaction that is recorded and it reflects an arithmetical accuracy in the recording transactions. 
[bookmark: _Toc90110709] (c) Description and the analysis of profit and loss as well as balance sheet
The term profit and loss are a statement of a financial part that leads to summaries the cost, revenue, and expenses that have been incurred in the specific period for analyzing the performance of the organization. Profit and loss are a form of statement which records information for analyzing the ability of the organization to generate the profit for increasing the earning revenues and decreasing the cost(Axtell et al. 2017, p.40). The statement refers to various losses and profits which helps to analyze the operation of the business from the statement of profit and loss is the one part of the financial statement which has been used by the public to solve the issues quarterly or annually along with the balance sheet as well as the statement of cash. It is significant to compare the statement for different accounting periods by changing operating cost, revenues and it helps to analyze the net earnings of the organization during the period.
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Figure 3: income statement 
(Source: self-prepared)
The actual amount of profit that has been earned by Michael's business in one year can be effectively determined by the income statement. It reflects how efficiently a firm is increasing its revenues and decreasing its expenses. As per the commutation, the total amount of sales revenue recorded by the firm is £240000 respectively. The amount of purchase and closing stock is adjusted from the opening stock for getting the cost of goods sold (COGS) value and the actual COGS reflects £160000 respectively. As a result, the amount of gross profit (GP) has been recorded is £80000 respectively. The GP can be effectively improved by reducing the value of COGS. There are some further fixed and administrative expenses paid by Michael's business that is £60852 respectively. As a result, the net profit (NP) of the business reflects £19148 respectively and the NP can be increasing by increasing the sales volume and also the firm needs to attract more new customers to its business for increasing its NP volume. 
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Figure 3: Balance sheet 
(Source: self-prepared)
The balance sheet is an important financial statement that helps provide information about the assets, equity, liability, and total debt of a business. It helps to know how much a firm owes and owns from its business and therefore, the actual financial health of a business can be effectively determined. The potential investors use the balance sheet for getting an overall idea about the financial position of a business. On the above figure, a balance sheet has been produced for Michael's business that helps to determine the liquidity position of the firm. According to the balance sheet, the total non-current asset of the business reflects £46000 and the total current assets of the firm reflect £15900 respectively. After adjusting the closing stock, cash at bank and hand the total current assets of the firm reflects £102348 respectively. On the liability side, the capital and net profit amount are adjusted with personal drawings, and the amount of non-current liabilities reflects £36898 respectively. After adjusting total current liability and non-current liability, the total liability portion of the business reflects £102348 respectively. It reflects that the firm has maintained a good amount of liquidity in its business; therefore it will help the firm to pay its obligations and dues on time. 
[bookmark: _Toc90110710]2. Critical discussion on the relevance of financial statements
Financial statement plays an important part in financial reporting and from the financial reporting financial health of a business can be effectively determined. There are different types of financial statements that are used in Michael's business. At the starting stage, all the transactions that happened in the business are recorded in the journal books. As a result, the accounting officials of Michael's business get all the relevant information about the transactions. Therefore they can be more aware of the business operations. The journal books also ensure recording accuracy and mitigate the errors of recording transactions. As all the transactions are recorded on the debit and credit side of the journal book, therefore, it reduces the chances of missing translations (Župan, Letinić, and Budimir, 2018, p.56). Although, there are some limitations of journal entries like journal entries do not provide information on a prompt basis and it is unsuitable for large volume transactions. 
Trial balance is also used on Michael's business and it helps to double-check the transactions.  In locating errors in recording transactions trial balance can play an effective role. Therefore, the accounting managers can effectively determine the location of the errors from the starting points therefore; it will provide more accurate financial statements (Gurskaya et al. 2019, p.104). It helps to reduce the chances of recording error transactions because the account needs to take the data from the ledger account and in ledger accounting double-entry accounting is followed. Although, there are certain limitations of trial balance like it does not prove that all the transactions are successfully recorded. Also, it cannot find the missing entries from the journal entries. 
An income statement is also prepared for Michael's business that helps to determine how much profit the firm earned by selling its goods or services. With the income statement, all information about the company's revenue structure can be found. Therefore, it becomes an important statement for the investors for making their investment decisions (Easton et al. 2018, p.104). In the performance evaluation, an income statement can be effectively used and can be a great tool for forecasting future income. Although, there are some limitations of the income statement like it does not provide liquidity information about the business. Also, the income statement is prepared on the basis of accounting rules, therefore; it often does not reflect the changing position of cash in the business. Therefore, it cannot be stated that when a firm is earning profit they also have a good cash position in their business. 
A balance sheet has been prepared for Michael's business that helps to reflect the liability, equity, debt, and asset position of the organization. A balance sheet helps to maintain a sustainable balance between the asset and liability portion of the firm and helps to reflect the liquidity position of a business. Therefore, the owners of the firm can effectively determine the ability of the firm in clearing its obligations and dues (Campos et al. 2021, p.1184). Although, there are some limitations to the balance sheet-like it ignores the current value of the assets. Therefore, the actual valuation of the firm cannot be reflected from the balance sheet. 
[bookmark: _Toc90110711]Conclusion
The assignment can be concluded that the analysis of the financial statement helps to determine the actual financial health of Michael's business. The firm is earning a good amount of profit from its business and maintaining a good liquidity position in the business. It has been concluded that the business has to construct the statement of cash flow in the course of accounting which outlines the inflow and outflow of cash and analyzes the difference between profits and expenses.
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