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Case Study
Angela’s accounting records show the following totals at her year end of 31 December 2021:
	Angela’s Accounting records at 31.12.2021
	£
	accounting item

	Sundry expenses
	2,250
	expenses, The income statement

	Delivery van at cost 
	35,580
	motor vehicle, assets

	Delivery van - accumulated depreciation at 1 January 2021
	12,520
	motor vehicle, assets

	Shop fittings at cost
	12,200
	Fixtures and fittings, assets

	Shop fittings – accumulated depreciation at 1 January 2021
	7,320
	Fixtures and fittings, assets

	Trade Debtors
	6,860
	Trade and other receivables, assets

	Rental and insurance costs
	19,200
	expenses, The income statement

	Administration expenses
	2,772
	expenses, The income statement

	Creditor for VAT
	7,729
	Trade payables, liabilities

	Capital at 1 January 2021
	4,993
	capital

	Salaries and wages
	35,804
	expenses, The income statement

	Cash at bank
	82
	bank, assets

	Drawings
	18,270
	capital

	Sales
	310,423
	The income statement

	Stock at 1 January 2021
	30,222
	opening inventory, the income statement

	Trade creditors/payables
	34,420
	Trade payables, liabilities

	Purchases 
	214,165
	The income statement

	 
	 
	 

	Notes: 
	 
	 

	 
	 
	 

	1. The stock at 31 December 2021 has been valued at
	£25,164.00
	closing inventory (the income statement); Inventories (assets)

	2. A customer has gone into liquidation and will not be able to pay their outstanding debt of 
	£980.00
	expenses, The income statement

	3. Depreciation is calculated at 30% on the reducing balance basis for the delivery van. 
	6918
	expenses, The income statement

	 4. Depreciation is calculated on the straight line basis at 10% of cost for the shop fittings. It is assumed that the shop fittings will have NIL value at the end of their ten year useful life.
	1220
	expenses, The income statement

	  5. There were no acquisitions or disposals of fixed assets during the year.
	 
	 








	#Angela shop#

	Statement of profit or loss 

	for the period 1 January 2021 to 31 December 2021

	 
	 
	£

	Sales (Less return outward)
	 
	£310,423.00

	Less cost of Sales:
	 
	 

	             Opening inventory 
	£30,222.00
	 

	        +   Purchases (+ carriage inwards - returns outward)
	£214,165.00
	 

	        -    Closing inventory
	£25,164.00
	 

	 
	 
	£219,223.00

	 
	 
	 

	Gross Profit
	 
	£91,200.00

	 
	 
	 

	Add other Income
	 
	 

	Total Income
	 
	£91,200.00

	 
	 
	 

	Expenses
	 
	 

	Rental and insurance costs
	£19,200.00
	 

	Administration expenses
	£2,772.00
	 

	Sundry expenses
	£2,250.00
	 

	Salaries and wages
	£35,804.00
	 

	Bad debt
	£980.00
	 

	Depreciation
	£8,138.00
	 

	Total Expenses
	 
	£69,144.00

	 
	 
	 

	Net Profit / (Loss)
	 
	£22,056.00

















	Statement of Financial Position as at 31st December 2021

	 
	 

	 
	£

	Assets
	 

	Non-current assets:
	 

	Land and buildings
	0

	Plant and Machinery
	0

	Office equipments 
	0

	Motor vehicle
	16,142

	Fixtures and fittings
	3,660

	 
	 

	Current assets:
	 

	Inventories
	25,164

	Trade and other receivables
	6,860

	Prepayments
	 

	Bank
	 

	Cash and cash equivalents
	 

	other assets
	35,642

	Total assets
	87,468

	 
	 

	Capital & Liabilities 
	 

	Capital
	 

	Capital
	4,993

	Profit for the period
	22,056

	Drawings
	18,270

	 
	45,319

	Non-current liabilities:
	 

	Bank loans
	 

	 
	 

	Current liabilities:
	 

	Bank loans and overdrafts
	 

	Accruals
	0

	Trade payables
	42,149

	Total capital and liabilities
	87,468










Essay

The importance of accounting principles in preparing financial statements

 The accounting principles contain a set of rules of economic conduct extending the notion of valuation from assets and financial relations to the valuation of potential, valuation of performance, valuation of prospects, etc., and only in this broadened sense the provision of I.A.S. no. 1 that "the valuation of the items included in the quarterly and annual financial statements is carried out in accordance with certain infallible principles" gives value and meaning to accounting as a system and economic model of financial management of each legal entity.
Consequently, the valuation of the positions included in the financial statements and which come from the current accounting accounts, but also the dimensioning of the elements that each of them follows daily and synthesizes periodically, must be carried out in accordance with the established accounting principles.

Some of the most fundamental accounting principles include the following: 
· Accrual principle
· Conservatism principle
· Consistency principle
· Cost principle
· Economic entity principle
· Full disclosure principle
· Going concern principle
· Matching principle
· Materiality principle
· Monetary unit principle
· Reliability principle
· Revenue recognition principle
· Time period principle (ALICIA TUOVILA, 2021)
There are a number of principles, but some of the most notable include consistency, materiality, monetary unit, accrual and going concern.

1. Going concern principle
This presupposes that the company normally continues its operation in the foreseeable future, without being unable to continue the activity or without significantly reducing it. If the entity's administrators have become aware of some elements of uncertainty related to certain events that may lead to the inability of the institution (enterprise) to continue its activity, these elements must be presented in the explanatory notes. If the financial statements are not prepared on a going concern basis, this information must be presented with explanations of how the financial reporting is prepared and the reasons for the decision that the legal entity may no longer operate. The continuity or cessation of activity must be understood in a financial sense because any "dead" institution can be kept alive by hemorrhagic financing, but, today, no one proposes such a thing.
Among the major events that could affect an entity's activity in the foreseeable future or that could significantly change the results of the activity and / or the accounting methods we list:

· listing on the stock exchange;
· entering into insolvency or dissolving it;
· division (into two or more new entities);
· merger with one or more entities (by merger or absorption);
· significant change of shareholding, object of activity or geographical area of action;
· changing the object of activity, extending or reducing it;
· initiating a strategic partnership or forming a group.

2. Consistency principle
 This is a principle of permanence of methods, according to which it is mandatory the continuity of the application of the same rules and norms regarding the evaluation, registration in accounting, and presentation of patrimonial elements and results, ensuring the comparability in time of accounting information.
Changes in accounting policy are permitted only if they are required by law, an accounting standard or result in more relevant or credible information about the company's operations. It is very important to mention in the explanatory notes any changes in accounting policies, so that users can assess: whether the new accounting policy has been chosen appropriately; the effect of the change on the reported results of the period and the actual trend of the company's results.
Changing accounting policies can be done by:

· the entity's initiative, if it results in more relevant or credible information about its operations, in which case that change must be justified in the explanatory notes;
· the decision of the competent authorities, in which case the change does not have to be justified in the explanatory notes, being imposed by amending the accounting regulations.

3. Materiality principle
 The materiality principle assumes that accounting operations for insignificant amounts can be neglected, as long as their influence in decision-making is minimal and does not mislead the users of the Financial Statements, even if a certain accounting standard is violated.
According to generally accepted accounting principles (GAAP), the stipulations of an accounting standard may be neglected if an item is insignificant. Since this definition does not give concrete specifications on how to differentiate significant information from immaterial information, the accountant or user of the Accounting Statements is put in a position to do a reasoning exercise to decide whether the transaction is significant or not.
The concept of materiality varies depending on the size of the entity. For example, for a company with annual sales of 1 billion pounds, an accounting item worth 10,000 pounds can be considered insignificant. While for a small business, which has annual sales of 50,000 pounds, the error of 10,000 pounds is significant and influences the decision-making process.

4. Monetary unit principle
 The monetary unit principle provides for the recording in accounting operations only those elements that can be quantified in terms of currency. At the same time, this principle requires us to disregard intangible assets that cannot be valued monetarily, such as the level of qualification of employees, their ingenuity or a motivational speech of the team leader.
The monetary unit principle also assumes that the value of the currency unit in which you record transactions remains relatively stable over time.
However, this principle is distorted by monetary inflation in the economies of most countries. So a pound invested 10 years ago to buy a machine is more valuable than a pound invested today. The assumption fails completely if an entity records transactions in the currency of a hyperinflationary economy. When there is hyperinflation, it is necessary to restate the company's financial statements on a regular basis. (AccountingTools, Inc., 2022)

The accounting principles aim to generate truthful, accurate, comparable, consistent and complete information for the company's information users. The accounting principles aim to generate truthful, accurate, comparable, consistent and complete information for the company's information users. It also facilitates the comparison of financial information across different companies. Accounting principles also help tax workers to detect tax fraud and taxpayer deviations from rules and laws!
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