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[bookmark: _Toc75412837]Introduction
The essay is about the completion of journal entries, trial balance, and some financial statements. Journal entries will help to know the input debit and credit method with proper explanation. Trial balance is made with the demonstration of the ledger in the debit and credit system (Accountingverse.com, 2018). The financial statements help evaluate the organisation of profit-loss and make an investment soon. Accounting deals with the relevance of financial information to its users by keeping the primary objective of financial reporting related to the business (Persson, 2018). Moreover, the essay will give a complete insight into these accounting things to boost the maximum profit earning in a company.

[bookmark: _Toc75412838]Task 2
[bookmark: _Toc75412839]1) a)
Journal entries mean the detailed transaction that is happening regularly in a business. The main thing to put the information in the Journal entries is to understand what items the organisation is collecting and what things it is distributing (Schultz, 2020). Similarly, Michael's ledger account gives a complete insight into the business transaction if put in the Journal entries. In addition, the organisation has some additional information that helps the business transaction a proper analysis to complete the Journal entries.
The additional information reveals that the inventory value on 31st December 2019, was  £30,000. So the particulars in the Journal entries profit and loss is debit and closing stock of the inventory is credit. It helps to record the closing stock of the year.
The accumulated depreciation of the computer at the beginning of the year was £5,000. But the additional information stated that the computers need to depreciate at 12%. As a result, the purchase price of the computers was £14,600. 
So, the depreciation= ( Purchase value - Salvage value)
= £(14,600 - 5,000)
= £ 9,600
Now, the depreciation expense = £ (9,600* 12%) = £ 1, 152
Thus, the depreciation expense is debit and accumulated depreciation is credit in the Journal entries. 


Again, the purchase price of the Plant & Machinery is £ 60,000. The useful life of the item is 20-year life. 
Therefore, the depreciation expense of the Plant & Machinery = £ ( 60,000/2)
= £ 3,000
Depreciation expense of the Plant & Machinery is debit, and accumulated depreciation of this item is credit with the record of depreciation expense of the year.
In the additional information, the rates for the next accounting period is £ 650, and it is debit. The prepaid rate of the payment of the year is credit.
 The allowance for doubtful accounts is £ 1,500, which is a debt, and it is irrecoverable. So, it is on the debit side. The trade receivables for getting accounts receivable write off is credit with £ 1,500.
The bad debts with the recession period of the economy needed to pay 5% of the allowance, which stands £ 825 as a debit side. The allowance for these doubtful accounts is on the credit side.
Michael took £750 from the bank as cash for his reason, and this drawing from the bank is on the debit side, and cash of the bank is on the credit side, in the recording of the withdrawal for personal use.
.

The Journal entries required to reflect the above additional information are completed below: 
	                                                            Journal Entries

	Date
	                           Particulars
	Debit (£)
	   Credit (£)

	1
	Profit & Loss
	30,000
	

	
	Closing Stock
	
	30,000

	                          (Recording closing stock of the year)

	2.1
	Depreciation Expense- Computers
	1,152
	

	
	Accumulated Depreciation
	
	1,152

	                          (Recording depreciation expense of the year)   

	2.2
	Depreciation Expense- Plant & Machinery
	3,000
	

	
	Accumulated Depreciation
	
	3,000

	                          (Recording depreciation expense of the year)

	3
	Rates
	650
	

	
	Prepaid Rates
	
	650

	                         (Recording payments of the year)

	4.1
	Allowance for doubtful accounts
	1,500
	

	
	Trade Receivables
	
	1,500

	                         (Recording A/R write off) 

	4.2
	Bad debts
	825
	

	
	Allowance for doubtful accounts
	
	825

	                         (Recording allowance for doubtful accounts)

	5
	Drawings 
	750
	

	
	Cash - Bank
	
	750

	                        (Recording cash withdrawn from bank due to personal use)





1) b) 
Trial balance is formulated with the accuracy of the mathematics in the ledger without any error (Deno, 2019). It is structured precisely to give both debit and credit exact values (Dubblish, 2020). It is required to formulate a ledger to put the value accurately in the Trial balance. It will provide a complete insight to Michael that how much is involved in the debtor side and how much is remaining on the creditor side. The Journal entries from 1(a) will assist a bit to formulate the ledger account to make the Trial balance visible. The ledger account with the formation of debtor and creditor is given below: 

	Dr(£)                                                  Cash ( Debtor)                                                        Cr (£)

	  Cash in hand   A/C                            100                                  
	




	Dr(£)                                                  Bank ( Debtor)                                                      Cr (£)

	  Cash at Bank   A/C                         1,750                                  
	




	Dr(£)                                                Inventory( Debtor)                                                    Cr (£)

	   Inventory     A/C                          30,000                                  
	




	Dr(£)                                            Receivable( Debtor)                                                     Cr (£)

	 Trade Receivable    A/C                30,000                                  
	




	Dr(£)                                  Allowance ( Creditor)                                                            Cr (£)

	       
	Allowance for doubtful A/C                         925




	Dr(£)                 A/C                      Payment ( Debtor)                                                      Cr (£)

	  Prepaid Rates                                650    
	




	Dr(£)                                            Computer ( Debtor)                                                      Cr (£)

	  Computer   A/C                              14,600    
	




	Dr(£)                                            Computer ( Creditor)                                                    Cr (£)

	
	Accumulated Depreciation                      6,152




	Dr(£)                                            Plant & Machinery( Debtor)                                         Cr (£)

	Plant & Machinery   A/C                  60,000
	




	Dr(£)                                            Plant & Machinery( Creditor)                                       Cr (£)

	
	Accumulated Depreciation                      15,000




	Dr(£)                                                         Payable ( Creditor)                                          Cr (£)

	
	Trades Payable A/C                                 36,000




	Dr(£)                                                         Capital ( Creditor)                                            Cr (£)

	
	Capital A/C                                              28,000




	Dr(£)                                                         Earnings ( Creditor)                                        Cr (£)

	
	Retained Earnings A/C                           10,100




	Dr(£)                                                        Withdrawn( Debtor)                                          Cr (£)

	Drawings A/C                                10,250
	




	Dr(£)                                                        Purchase( Debtor)                                          Cr (£)

	Purchase A/C                                160,000
	




	Dr(£)                                                       Revenue ( Creditor)                                          Cr (£)

	
	Revenue A/C                                        240,000




	Dr(£)                                                       Wages ( Debtor)                                              Cr (£)

	Cash A/C                                     240,000
	




	Dr(£)                                                       Advertisement ( Debtor)                                   Cr (£)

	Cash A/C                                         8,000
	




	Dr(£)                                                       Rates ( Debtor)                                                 Cr (£)

	Cash A/C                                         2,950
	




	Dr(£)                                                       Charges ( Debtor)                                            Cr (£)

	Bank A/C                                            400
	




	Dr(£)                                               Expense- Computer ( Debtor)                                  Cr (£)

	Depreciation  A/C                              1,152
	




	Dr(£)                                    Expense- Plant & Machinery( Debtor)                                Cr (£)

	Depreciation  A/C                              3,000
	




	Dr(£)                                                    Debts( Debtor)                                                      Cr (£)

	Bad Debts A/C                                      825
	


The updated Trial Balance is drawn below from the accuracy of ledger: 
	                                                                 Trial Balance 

	                                                            December 31, 2019

	                              Particulars 
	 Debit (£)
	   Credit (£)

	Cash in hand
	   100
	

	Cash at Bank
	1,750
	

	Inventory
	30,000
	

	Trade Receivables
	18,500
	

	Allowance for doubtful accounts
	
	              925

	Prepaid Rates
	     650
	

	Computers
	14,600
	

	Accumulated Depreciation- Computer
	
	           6,152

	Plant & Machinery
	60,000
	

	Accumulated Depreciation-Plant & Machinery
	
	         15,000

	Trade Payables
	
	         36,000

	Capital
	
	         28,000

	Retained Earnings
	
	         10,100

	Drawings
	10,250
	

	Purchases
	        160,000
	

	Revenue
	
	      240,000

	Wages
	24,000
	

	Advertising
	  8,000
	

	Rates
	  2,950
	

	Banks Charges
	     400
	

	Depreciation Expense- Computer
	  1,152
	

	Depreciation Expense- Plant & Machinery
	  3,000
	

	Bad Debts
	     825
	

	
	
	

	Total
	        336,177
	        336,177



[bookmark: _Toc75412840]1) c) 
The financial statements evaluate the organisation's financial performance and help to find out any error that is hindering to make the desired profit (Dalimunthe, 2021). Similarly, the financial statement Michael states about the workings of the record in his organisation. 
First, it states the profit and loss statement to bring out the net income of Michael. The revenue is £ 240,000. Then, the gross profit is calculated from the revenue and cost of goods cold. The cost of goods sold consists of a summation of the beginning inventory, purchases, and deduction of ending inventory. The gross profit results in £ 80,000 from the deduction of revenue and cost of goods sold. The expenses incurred in the balance are added and then subtracted from the gross profit, where the total expenses are £ 40,327. The net income is £ 39,673 from the analysation of total expenses and gross profit.
Then, it states the Financial Position of Michael for the year ending 31st December, 2019. The total assets need to be equal to the total liabilities and owner's equity. The total assets consist of current assets and non-current assets (Faccia, 2019). The current assets of Michael are cash in hand, cash at the bank, trade receivable, inventory, and prepaid rates. The allowance for doubtful accounts needs to subtract from this due to the creditor portion. The summation of the current assets results in £ 50,750. 
Again, the non-current assets consist of long-lasting items like computers and Plant & Machinery. It is to be noted that the depreciation expense of each item of the non-current asset is deducted and sum with a total of £ 8,448 and £ 45,000, respectively.
Therefore, the total assets stand at £ 103,523.
Liabilities consist here only current liabilities with trade payables account, and it is £ 36,000. The owner's equity consists of capital, retained earnings, and additionally net income. But the drawings need to deduct from it as Michael withdrew the cash from the bank due to personal reason. Then, the total owner's equity stands at £ 67,523. After the total liabilities and owner's equity summation, it stands at £ 103,523, which is equal to the total assets.




The Statement of Profit or Loss for Michael for the year ending 31st December 2019 is given below:
	                                                    Profit and Loss Statement

	                                          For the year ending 31st December, 2019

	                            Particulars
	    Debit (£)
	   Credit (£)

	Revenue
	
	     240,000

	Costs of Goods Sold: 
	      
	

	Beginning Inventory
	      30,000
	

	Add: Purchases
	    160,000
	

	Less: Ending Inventory
	      30,000
	     160,000

	
	
	

	Gross Profit
	
	       80,000

	
	
	

	Expenses:
	
	

	Wages
	     24,000  
	

	Advertising
	       8,000
	

	Rates
	       2,950
	

	Bank Charges
	          400
	

	Depreciation Expense- Computers
	       1,152
	

	Depreciation Expense- Plant & Machinery
	       3,000
	

	Bad debts
	          825
	

	Total Expenses
	
	       40,327 

	
	
	

	Net Income
	
	       39,673





The Statement of Financial Position for Michael for the year ending 31st December, 2019 is given below:
	                                                 Statement of Financial Position

	                                            For the year ending 31st December, 2019

	                            Particulars
	    Debit (£)
	   Credit (£)

	Assets
	
	

	Current Assets:
	
	

	Cash in Hand
	            100
	     

	Cash at Bank
	         1,750
	

	Trade Receivables
	       18,500 
	

	Allowance for doubtful accounts
	           (925)
	

	Inventory
	       30,000
	

	Prepaid Rates
	            650
	

	Total Current Assets
	
	      50,750

	
	
	

	Non-Current Assets:
	
	

	Computers
	       14,600
	

	Accumulated Depreciation- Computers
	        (6,152)
	        8,448

	Plant & Machinery
	       60,000
	  

	Accumulated Depreciation- Plant & Machinery
	      (15,000)
	      45,000

	
	
	

	Total Assets
	
	     103,523

	
	
	

	Liabilities & Owner’s Equity
	        
	

	Current Liabilities:
	    
	

	Trade Payables
	       
	       36,000

	
	
	

	Owner’s Equity:
	       
	

	Capital
	       28,000
	

	Retained Earnings
	       10,100
	

	Add: Net Income
	       39,673
	

	Less: Drawings
	      (10,250)
	 

	Total Owner’s Equity
	
	       67,523

	
	
	

	Total Liabilities & Owner’s Equity
	
	      103,523




Therefore, the Statement of Profit or Loss and Statement of Financial position, for Michael for the year ending 31st December 2019 are completed above.


[bookmark: _Toc75412841]2) 
A critical assessment of the relevance of financial statements to its users is presented below: 
The users related to the financial information of any entity involved both as external and internal (Accountingverse.com., 2018). The external part of the entity refers as they are not part of the management or involved with the function of the administration. But the internal of the entity means they are part of the management and applied directly to put action in the entity.
The Financial Institutions, government, creditors, potential investors are part of the external users and play a pivotal role in the entity being outside of the management (Small Business - Chron.com., 2020).The internal users are shareholders, management, employees etc., in the Entity (Your Business, 2017).
The potential investors make the fundamental analysis for the financial data and information to decide whether to invest it or not in the entity (Uniassignment.com., 2019). But the analysis firmly depends on the financial statement of the entity. If it is strong, the investors are keen to invest.
The Financial Institutions involve checking any amount given by the third party to the entity that gets approval or repaid. The creditors need to understand and know about the amount which will be given to the entity as repaid or not. The government has to know about the entity's condition as to whether they are maintaining the statutes or not. 
The amount will be back on investment or not; the shareholders need to analyse it before the investment. The public will differentiate one entity from another based on the financial statements preparations, which help them know with performance, strength, and financial position.
This is a critical assessment of the relevance of financial statements to its users.


[bookmark: _Toc75412842]Conclusion 
Accounting framework with Journal entries, Trial balance, and statement of financial statements help demonstrate the organisation's activity, which is now visible in the case of Michael. Proper analysis helps to run the business smoothly and new investments are possible. The user service allows everyone to know about the financial statements and apply them in the business.
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