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	Journal entries

	date 
	Account name 
	Debit 
	Credit 

	30-Dec-19
	Depreciation expenses (computer)
	 £     1,152.00 
	 

	 
	Accumulate depreciation (computer 
	 
	 £     1,152.00 

	 
	Charing depreciation on the computer on reducing balance method
	 
	 

	 
	 
	 
	 

	30-Dec-19
	Depreciation expenses (P&M)
	 £     3,000.00 
	 

	 
	Accumulate Depreciation (P&M) 
	 
	 £     3,000.00 

	 
	Depreciation charged on P&M on SLM basis. 
	 
	 

	 
	 
	 
	 

	30-Dec-19
	Prepaid Rates 
	 £       650.00 
	 

	 
	Rates 
	 
	 £       650.00 

	 
	rates relating to the coming year is adjusted
	 
	 

	 
	 
	 
	 

	30-Dec-19
	allowance for doubtful debts 
	 £     1,500.00 
	 

	 
	Accounts Receivable 
	 
	 £     1,500.00 

	 
	adjusting the accounts receivable for the irrecoverable amounts 
	 
	 

	 
	 
	 
	 

	30-Dec-19
	Bad debts expenses 
	 £       825.00 
	 

	 
	Provision for bad and doubtful debts 
	 
	 £       825.00 

	 
	creating provision for bad and doubtful debts 
	 
	 

	 
	 
	 
	 

	30-Dec-19
	Drawings 
	 £       750.00 
	 

	 
	bank 
	 
	 £       750.00 

	 
	Cash is withdrawn for personal consumption.
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	Trail balance

	Accounts 
	Debit 
	Credit 

	Retained earnings as at 1/1/2019
	 
	 £   10,100.00 

	Computers
	 £   14,600.00 
	 

	Accumulated depreciation - Computers at 01/01/2019
	 
	 £     6,152.00 

	Plant & Machinery
	 £   60,000.00 
	 

	Accumulated depreciation – Plant & Machinery at 01/01/2019
	 
	 £   15,000.00 

	Inventory at 01/01/2017
	 £   30,000.00 
	 

	Trade receivables
	 £   18,500.00 
	 

	Allowance for doubtful debts 01/01/2019
	 
	 £       925.00 

	Cash in hand
	 £       100.00 
	 

	Prepaid rates 
	 £       650.00 
	 

	Cash at bank
	 £     1,750.00 
	 

	Trade payables
	 
	 £   36,000.00 

	Capital
	 
	 £   28,000.00 

	Drawings
	 £   10,250.00 
	 

	Purchases
	 £1,60,000.00 
	 

	Revenue
	 
	 £2,40,000.00 

	Wages
	 £   24,000.00 
	 

	Advertising
	 £     8,000.00 
	 

	Rates
	 £     2,950.00 
	 

	Bank charges
	 £       400.00 
	 

	Depreciation on computer 
	 £     1,152.00 
	 

	Depreciation on P&M
	 £     3,000.00 
	 

	bad debt expenses 
	 £       825.00 
	 

	 
	 £3,36,177.00 
	 £3,36,177.00 
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Statement of Profit and Loss
	Michael’s

	Statement of profit or loss 

	for the period 1 January 2018 to 31 December 2019

	
	
	

	SALES (LESS RETURN OUTWARD)
	
	£2,40,000.00

	Less cost of Sales:
	
	

	             Opening inventory 
	£30,000.00
	

	        +   Purchases (+ carriage inwards - returns outward)
	£1,60,000.00
	

	        -    Closing inventory
	£30,000.00
	

	
	
	£1,60,000.00

	
	
	

	Gross Profit
	
	£80,000.00

	
	
	

	Add other Income
	
	

	Total Income
	
	£80,000.00

	
	
	

	Expenses
	
	

	Wages
	£24,000.00
	

	Advertising
	£8,000.00
	

	Rates
	£2,950.00
	

	Bank charges
	£400.00
	

	Depreciation on computer 
	£1,152.00
	

	Depreciation on P&M
	£3,000.00
	

	bad debt expenses 
	£825.00
	

	 
	
	

	 
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	Total Expenses
	
	£40,327.00

	
	
	

	
	
	

	Net Profit / (Loss)
	
	£39,673.00



Statement of Financial Position 
	Statement of Financial Position as at 31st December 2017

	
	

	
	£

	Assets
	

	Non-current assets
	

	Land and buildings
	0

	Plant and Machinery
	45,000

	Computer 
	8,448

	Motor vehicle
	0

	Fixtures and fittings
	0

	
	

	Current assets:
	

	Inventories
	30,000

	Trade and other receivables
	17,575

	Prepayments
	650

	Bank
	1,750

	Cash and cash equivalents
	100

	Total assets
	1,03,523

	
	

	Capital & Liabilities 
	

	Capital
	38,100

	Profit for the period
	39,673

	Drawings
	(10,250)

	
	67,523

	Non-current liabilities:
	

	Bank loans
	

	
	

	Current liabilities:
	

	Bank loans and overdrafts
	

	Accruals
	

	Trade payables
	36,000

	Total capital and liabilities
	1,03,523
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Financial statements and their users: Financial statements are the recorded statements that provide information about a company's performance (Osadchy et al., 2018). The statements include income statement, cash flow statement and balance sheet. These statements are being audited by government entities, auditing firms, accountants, etc. The users of financial statements are the company itself, its competitors, its employees, rating firms, etc.
Critical assessment of the relevance of financial statements to its users
The financial statement user is that investors, suppliers, and others may hold a significant position over the company, but it can not take part in the day-to-day business activities. Therefore its entire decision regarding the investment or business depends upon the financial statements. The financial statements are designed in such a way so that they can be read and compared with other companies for evaluation purpose. The correct reporting of the financial statement can be done by applying all accounting standards and principal while preparing the representations. There is no manipulation in the data or reporting, such as claiming expenses that have not been paid, inflating profits and revenues, and others.
The income statement discloses the profit and loss of a company. The investors and the managers use the income statement to gauge the profit and loss of the company. In addition, the stakeholders can use the balance sheet to assess the company's debt, assets valuation, availability of cash, etc. Such information can be beneficial for the future growth of the company. Finally, the cash flow statements are used to measure the liquidity of a company. 
As per the International Accounting Standard Board (IASB), the financial statements provide valuable data about a company that can make various economic decisions (Sutopo et al., 2018). The financial statements provide an overview of a company's financial health for some time. The shareholders use such information to generate thoughts and decision about their investments in the company's equity. The shareholders use the numbers given in the financial statements and convert them into ratios that can analyse the company's condition (Fenyves et al., 2018). The financial statements provide opportunities to the prospective investors about the viability of investing in the company. For example, the profits disclosed by a company might indicate the chances of payment of dividend. A volatile profit projected by the company will be a risk indicator that is beneficial for the investor to make decisions about the investment. The bank issues loan by assessing the ability of the company to repay such loans. In order to assess the company's ability to repay loans, the bank uses the financial statements to assess the company's profits, leverage, etc. Banks make decisions based on the asset valuation and liquidity position of the company (Nurdiniah and Pradika 2017). If the bank finds that the company has been accumulating debt and its investment is mainly financed by debt, the bank will not risk granting loans to the company. The banking regulators use the balance sheet to detect the fraudulent practices undertaken by a company to manipulate the public. Even the stock market regulators track companies by analysing the financial statements to track any misleading practices that the company can use to mislead the retail investors. 
It is a known fact that a company's ability to manufacture goods is based on its term with the suppliers. The supplier often provides materials to a company on credit. However, companies sometimes fail to pay back the credit, which can create problems for the suppliers. Hence the suppliers gauge the company's creditworthiness which means it estimates the number of goods which can be supplied to the company on credit (Harymawan and Nurillah 2017). The suppliers set their terms and conditions for credit as per the company's financial health. Every company has competitors specific to the industry it caters to. A company's performance will profoundly impact the subsequent strategies adopted by a competitor company to generate profit or perform better as a whole. The competitors use financial statements to compare the profitability, efficiency, etc., which impacts the company's overall strategy.
The government uses the financial statements to check whether the company is complying with the terms and conditions and the accounting policies to record transactions. Any dispute in the financial statement intentionally done can be subjected to legal actions undertaken by the government toward the company. The government is cautious about the tax paid by the company to them. Hence, it uses the statements to check the correctness of the tax return being paid by the company. For example, if a company has made a mistake in filing a tax return or has intentionally paid incorrect taxes, it will be penalised by the government. The government analyses the economic progress of different sectors in the economy via the analysis of the financial statements of different companies. The employees of a company are its essential asset. The employees are concerned about their job security. The financial statements disclose the profitability of a company. If a company has been disclosing losses continuously for years after years, then there are chances that the employees’ salary can be cut (Aswar, 2020). Even the company can consider downsizing if the financial health of the company is continuously deteriorating. The employee gauges their job security by analysing the financial statements of the company. If a company is performing very well and its profits have been rising continuously, then there are chances that the employees might receive remuneration and bonuses. The income statement disclosed the profits of the company. The employees can evaluate the company's profits and expect whether they will receive a bonus or not. Finally, in general, the public can be interested in the company's performance, which can be assessed through its statements, and the company's effect on the environment, society, etc., can also be understood by the general public.
Finally, it can be said that the financial statements are significant for its users as it provides all kinds of information about the company's financial health that they can use to take up decisions regarding investments, regulations, and overall future projections for the company. Therefore, all three statements, which comprise the company's financial statements, can be used for different purposes as per the needs of the users. 
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