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TASK 1. – TRIAL BALANCE; INCOME STATEMENT; BALANCE SHEET 
	General supplies Ltd
Year ended 31st Dec. 2021 

	

	

	
	Unadjusted Trial Balance
	
	A)
	Adjusted Trial Balance
	

	Accounts 
	[bookmark: _Hlk97103805]Debit   £
	 Credit £
	Accounts 
	Debit   £
	 Credit £

	Finance income 
	
	4,000
	Trade receivables
	400,000
	

	Finance expense
	16,000
	
	Opening inventory
	90,000
	

	Share capital
	
	347,900
	Machinery at cost
	120,000
	

	Bank
	
	2,000
	Buildings at cost
	750,000
	

	Opening Inventory
	90,000
	
	Prepaid Insurance expense
	1,520

	

	Machinery at cost 
	120,000
	
	Provision for depreciation- Buildings
	
	100,000+32,500=
132,500

	Buildings at cost
	750,000
	
	Provision for depreciation- Machinery
	
	25,000+30,000=
55,000

	Provision for depreciation- Buildings
	
	100,000
	Long Term loans
	
	200,000

	Provision for depreciation- Machinery 
	
	25,000
	Provision for bad debts
	
	3,000+1,000=
4,000

	Legal expense
	7,000
	
	Bank 
	
	2,000

	Heating and lighting
	10,000
	
	Trade Payables
	
	350,000+3,220=
353,220

	Long term loans
	
	200,000
	Share capital
	
	347,900

	Rent and Rates
	24,780
	
	Share premium
	
	100,000

	Insurance
	17,520
	
	Revaluation reserve
	
	100,000

	Postage and Stationery
	6,000
	
	Finance income
	
	4,000

	Share premium
	
	100,000
	Sales revenue
	
	900,000

	Sales revenue
	
	900,000
	Retained profit
	
	50,000

	Retained Profits
	
	50,000
	Finance expense 
	16,000
	

	Travelling expense
	5,000
	
	Legal expense
	7,000
	

	Motor running expense
	8,700
	
	Heating and lighting
	10,000
	

	Salaries and wages
	150,000
	
	Rent and rates 
	24,780+3220=
28,000
	

	Bad debt
	4,000
	
	Insurance
	16,000
	

	Purchases
	560,000
	
	Postage and stationery
	6,000
	

	Revaluation reserve
	
	100,000
	Travelling expense
	5,000
	

	Provision for bad debts
	
	3,000
	Motor running expenses
	8,700
	

	Taxation 
	12,900
	
	Salaries and wages
	150,000
	

	Trade receivables(debtor)
	400,000
	
	Bad debt
	4,000+1,000=
5,000
	

	Trade payables (creditor)
	
	350,000
	Purchases 
	560,000
	

	
	2,181,900
	2,181,900
	Taxation 
	12,900
	

	
	
	
	Depreciation expense- Machinery
	30,000
	

	

	
	
	Depreciation Expense -Buildings
	32,500
	

	
	
	
	
	2,248,620
	2,248,620



Figure 1: Unadjusted and Adjusted Trial Balance
(Sources: self-developed)

As it shown on the figure above, the accounts in the adjusted trial balance are with different position from in the unadjusted trial balance. It is this way because there are rules for posting into the trial balance. First should be posted assets. Second are liabilities, after that capital, drawings, revenue and expenses.  
Additional information was adjusted in the Trial balance as follows:
a) Provided Depreciation 


Buildings 5% by reducing balance - In this method, a set percentage for depreciation is subtracted from the cost in the first year. In the second and following years the same proportion is taken of the lower balance (i.e. cost less depreciation previously charged) (i.e. cost less depreciation already charged). This strategy is also known as the shrinking balance method or the reducing debit balance method.
The information, that we have from unadjusted Trial balance says: 
[bookmark: _Hlk97104169]Buildings at cost - £750, 000
Provision for depreciation – Buildings - £100,000
The depreciation calculating with reducing balance method will be: 
5% x (£750,000- £100,000) = 5% x £650,000 = £32,500 = Depreciation expense – Buildings
Provision for depreciation – Buildings = £100,000+ £32,500 = £132,500


Machinery 25% by straight line method - This method of depreciation provides for the same amount of depreciation expense for each year of the asset`s useful life.
We`ve got the following information from the unadjusted Trial Balance:
Machinery at cost – £120,000
The depreciation calculating with straight line method will be: 
25% of £120,000 = £30,000 = Depreciation expense- Machinery
Provision for depreciation- Machinery = £25,000 + £30,000= £55,000

         
 To account for the annual depreciation, debit depreciation expenses account and credit the accumulated depreciation expenses account.
	Accounts
	£ Debit
	£ Credit

	Depreciation expense
	xxxx
	

	Provision for depreciation
	
	xxxx




b) The bad debt provision was adjusted as follows:
1% of outstanding trade receivables minus provision for bad debt or it will be:
(1% of £400,000) - £3,000= £1,000- this amount should be added to the amount of Bad debt and Provision for bad debts from Figure 1. Or it will be: 
Bad debt - £4,000 + £1,000= £5,000
Provision for bad debts - £3,000 + £1,000 = £4,000 

c) Insurance has been prepaid.
 (Prepaid expenses are goods or services that a business acquires, but does not use within a particular accounting period.)
For a period of 12 months the cost of insurance is £16,000 and this is, therefore, the figure, needing to transferred to the income statement. In our Unadjusted Trial Balance have been written Insurance £17,520 and this is the amount which have been paid for the Insurance in advance. From the information above, we can calculate the prepaid expense as follow:
£17,520 - £16,000 = £1520 – Prepaid Insurance

d) Accrual in an invoice rates for three months- £3,220.
[bookmark: _Hlk97121812]From the information of figure 1 – Unadjusted Trial balance – we have Rent and Rates a/c - £24,780, and Trade payables– £350,000
Calculating will be: 
£24,780 + £3,220 = £28,000 - Rent and Rates
£350,000+ £3,220 = £353,220 – Trade payables


The double entries for accrued expenses
The relevant expense account        Debit
                                     Accruals account                       Credit

By implication, the debit entry will include the unpaid portion of the invoice in the expenditures to be deducted from profit.
Whereas the credit entry signifies a liability for the company – since the firm has used the service and now owes money for it.
e) Closing inventory was £125,000.
As we know the amount for closing inventory we can find now Cost of goods sold, that is what we need to find Gross profit.
One of the most critical applications of income statements is to compare actual outcomes to predicted results. In a trade organization, much emphasis is placed on the amount of profit generated for every £1 of sales income before expenditures are deducted.


[bookmark: _GoBack]B) Income statement:

General Supplies LTD
Income Statement
Year ended 31st Dec. 2021
	£	£
Sales                                                                                        900,000
Cost of sales
          Opening Inventory                               90,000
   Add Purchase                                             560,000  
  Less Closing Inventory                                (125,000)              
                                                                                                          (525,000)
Gross Profit                                                                               375,000
Less Operating Expenses
         Rent and Rates                                    28,000
         Postage and Stationery                        6,000
         Heating and Lighting                            10,000
         Travelling expenses                             5,000
         Motor Running expenses                     8,700
         Salaries and Wages                             150,000
         Bad debt                                               5,000
         Depreciations (32,500+30,000)            62,500
         Insurance                                              16,000
         Legal expense                                       7,000                     
                                                                                                   (298,200)
 Operating Profit                                                                         76,800
 Finance Expense                                                                      (16,000)
 Finance Income                                                                         4,000
 Profit Before Tax                                                                        64,800
 Taxation                                                                                     (12,900)
 Net Profit                                                                                     51,900   

C)    Balance sheet:                        General Supplies LTD
STATEMENT OF FINANCIAL POSITION AS AT 31ST DEC 2021
                                                £
Non-current assets
                Buildings 750,000 - 132,500                              617,500
                Machinery 120,000 – 55,000                             65,000
Current Asset 
                Inventory (closing stock)                                    125,000
                Trade receivables 400,000-4,000                      396,000
                Prepayments                                                      1,520
Total assets                                                                        1,205,020

Equity and Liabilities 
Non-current Liabilities 
               Long term loan                                                    200,000
Current Liabilities                     
               Trade payables                                                   353,220
                Bank                                                                   2,000
Equity 
               Share Capital                                                     347,900
               Share premium                                                  100,000
               Retained profit 50,000+51,900                          101,900
               Revaluation Reserve                                          100,000
Total Equity and Liabilities                                                1,205,020



            From the Information above, we can summarize, that it will be helpful for the company to focus on reducing some of its expenses that will help them to uplift the revenue position easily.



Part 2 of the assignment  
Essay
 Accounting principles- consistency, materiality, monetary unit and going concern

Introduction
          Humanity exists and uses material items on a continuous basis. Human demands are limitless and must be addressed via the creation of goods using scarce resources. To consume, individuals must make tangible items. Economic activity is the activity of individuals engaged in the ongoing reproduction of material things. Its composition is defined by a variety of business activities. Economic activity is conducted via distinct units of property, legal, organizational and managerial relations. Such entities are monitoring divisions due to the fact, that they own specific assets that must be reported. Thus, every business unit is a distinct economic system with its own set of economic processes. Financial information is primarily utilized to execute management operations in economic systems. Economic material is a collection of data, phenomena, and processes pertaining to economics, i.e. facts, phenomena, and processes pertaining to human actions in the replication of materialistic possessions. When wealth creation is witnessed and reflect, monetary reporting and information become visible. It is a collection of data on previously completed business activities, on past and present events, facts, and processes occurring inside the queries related and across the economy. Economic reporting emerges as a result of increased manufacturing output and presenting data. A prerequisite for the formation of accountability is the social division of labor and the resulting requirement for equitable distribution of material assets.
Management accounting is a collection of deliberate acts. Company reporting shows the functioning of economic rules that are unique to each civilization and is connected to business management`s demands. It supplies management with the required economic accounting data, forming the foundation for planning, predicting, evaluating and regulating the enterprise`s actions. Accounting is a subset of financial accounting. Brings financial information to the reporting economy regarding the timing, movement, and change of economic advantage and their origins in the accounting distinct units.
           Accounting`s essence
Accounting is the first economic discipline that has been formally acknowledged. Its primary characteristic is that reporting items are validated twice. Bookkeeping, is defined by a number of distinguishing characteristics, that give it the appearance of a self-contained information management and dictate its substance and character.
It can be concluded that accounting is a system which provides continuous and interconnected coverage and ability to reflect in monetarily and through specific means of economic facts, occurrences, and processes that are unique to the activity of the specific report in order to obtain the necessary reporting information for managing the activity of these units.
          Accounting rules
Numerous accounting principles exist, but we will look in more detail: consistency, materiality, monetary unit (money measurement) and going concern.
1. It might be said that going concern belongs to the group of Boundary rules. (Dyson, John R., 2010, p.25). Going concern - an accounting phrase that refers to a business that possesses the resources necessary to continue functioning forever unless and until it demonstrates otherwise. Additionally, this phrase alludes to a business's capacity to generate enough revenue to remain afloat or avoid bankruptcy. If a firm is not a going concern, it has declared bankruptcy and liquidated its assets.
Accounting professionals choose which sorts of reporting might display on financials based on going concern criteria. Organizations that continue to operate as a going concern may fail to report lengthy assets at their current or liquidation value in favor of their cost. A business continues as a going concern whenever the asset doesn't always jeopardize its capacity to operate, as when a minor business entity is closed and the staff transferred to other divisions inside the organisation.
Accounting can use going concern concepts to assess how a business should continue with asset sales, expenditure reductions, or product diversification.
To explain the concept more clearly, I will give an example with the company from the first part of the assignment.
Presuming that General Supplies Ltd's business will keep functioning for at least twelve months after the financial period ends. Assume it is preparing its account statements for the year ending December 31, 2019. Ordinarily, the assets would be valued at £100,000 by using "historical cost" method. Nevertheless, it is reported that the firm will be shut in February 2020, just two months later, so the assets would be sold for less than £15,000. In this scenario, adhering to the "going concern" idea makes no sense, and hence we might discard the historical cost concept for asset assessment purposes. At 31 December 2019, the balance sheet will reflect assets of £15,000. Refusal of the idea of a going concern seems to be an exception, not the norm. Rejection of the presumption of going concern is necessary in the following cases:
· Closing the business in the near future;
· There is a shortage of money and it is necessary to stop trade;
· The majority of businesses have to close down due to lack of money;
Depending on the circumstance, various reporting standards apply. For example, if the income reports are not produced on a "going concern" method, this information must be stated, together with the specific basis used and the reasons the organization is not considered a "going concern." If the income statement are produced on a "going concern" premise yet there are major concerns about the entity's ability to continue as a "going concern," those concerns must be reported.

2. “Monetary unit” or “money measurement” can be include in “Measurement rules”. (Dyson, 2010, p.27).
According to the “money measurement” idea, a firm should record an accounting transaction only if it can be stated in monetary terms. This indicates that financial records are oriented on quantitative data rather than qualitative data. Such that, accounting will never be able to tell you all about a firm. As a result, a significant number of things are never represented in a business's accounting records, and so never show in its income statement. For instance, accounting fails to document the following as accounting information due to its inability to be presented in monetary terms:
- Level of staff skills;
- Working conditions for employees;
- Expected value of resale of patent;
- The value of the brand;
- Durability of the goods;
- The level of customer service;
- efficiency of administrative procedures,
- The quality of management of managers;
- The likelihood of competition taking over the market with a new product;
- Adoption of new state laws that would cost the company additional costs.
Every one of the previous elements have an indirect effect on a business's financial outcomes, since they affect either revenues, costs, assets, or liabilities. For instance, if working conditions are substandard, this results in increased staff turnover, which raises employment costs. Certain individuals, believe that, the accounting reports include all of the information necessary to understand a corporation. The preceding demonstrates that this is not the case.

3. The "materiality principle" asserts that an accounting policy may be disregarded if the net effect on financial statements is insignificant enough that a user of the income statement would not be deceived. According to generally accepted accounting principles (GAAP), you are not required to comply with an accounting standard's rules if an item is inconsequential. Due to the fact, that this definition does not give definite advice on the distinction between material and immaterial information, it is required to apply judgment when determining whether a transaction is substantial.
Data is "material" if its exclusion or misrepresentation has the potential to sway users' economic choices. "Materiality" is determined by the amount of the object or inaccuracy, as well as the circumstances surrounding its absence or misrepresentation. All of that in a financial accounting statement should be considered material. That is, it should be of interest to the entity's shareholders, or those who utilize financial accounting statements - the entity's current and prospective investors and creditors. It does not have to be material to every stakeholder, but it must be material to at least one stakeholder to be included. Accounting is useless if the work required to record a transaction in a certain manner is not beneficial. (Sangster and Wood, 2017, p.98)
“Thus, if a box of paper-clip was bought it would be used up over a period of time, and this cost is used up every time someone uses a paper-clip. It is possible to record this as an expense every time a paper-clip is used but, obviously, the price of a paper- clip is so small that is not worth recording it in this fashion, nor is the entire box of paper-clips. The paper-clips is not a material item and, therefore, the box would be charged as an expense in the period when it was bought, irrespective of the fact that it could last for more than one accounting period. In other words, do not waste your time in the elaborate recording of trivial items.  Similarly, the purchase of a cheap metal ashtray would also be charged as an expense in the period when it was bought, because it is not a material item, even though it may in fact last for twenty years. A lorry would however be deemed to be a material item in most businesses, and so as will be seen in chapter 21, an attempts is made to charge each period with the cost consumed in each period of its use.” (Sangster and Wood, 2017, p.98)

According to “materiality” standards, accountants must gather, process, and offer adequate information of a material character; or else, information with little or no influence on the user's choice may be overlooked.

4. “The Consistency Concept” dictates that once an institution, or more particularly, the accountant or finance department, adopts an accounting principle or strategy for collecting and reporting data, that approach must be followed consistently going forward. This is true for all financial records' line items, including the following: Statements of cash flows; Statements of balances; Statements of profit and loss; Accounts payable/accounts receivable reports.
Utilizing an uniform accounting technique implies that financial statements and data are similar, making it simpler to identify patterns and extract reliable data.
To illustrate the Consistency Principle, consider two primary ways of accounting for inventory and cost of goods.
“First-in, First out (FIFO)”
It is a "cost flow assumption" in which the oldest inventory costs (that seem to be the lowest) are withdrawn first from balance sheet account inventory, while the most recent expenses (which are frequently the highest) stay in stock and are recorded on the accounting records. Again, using General Supplies Ltd. as an example, suppose the Ltd. had 30 units of Product A on hand at a cost of £10 per unit in January and then purchased an additional 50 units at a cost of £15 per unit. When they sell 40 units, they will record 30 sales at a price of ten and ten sales at a price of fifteen, resulting in an inventory cost of forty units at fifteen. This strategy often generates a bigger net income.
“Last-in, First-out” (LIFO)
This is a "cost flow assumption" in which the most recent expenses of items are removed from inventory first, leaving the oldest costs in place. As instance, General Supplies Ltd.`s business had 30 units of Product A on hand in January at a cost of £10 per unit and subsequently purchased an additional 50 units at a cost of £15 per unit. After company sale 40 units, they will record 40 sells at a cost of £15, leaving 10 units at a cost of £15 and 30 units at a cost of £10. Such strategy often results in a smaller net income, which may be advantageous when attempting to reduce taxes.

General Supplies Ltd. might use one of these approaches and can even switch between them on the one basis. Nevertheless, a firm cannot report on LIFO one year to save money on taxes, then switch to FIFO the next year to show a greater net income and be more appealing to investors, then returning to LIFO the following year. This makes it hard to assess financial statement patterns and conduct an adequate audit. 
There are numerous distinct benefits to adhering to the “Consistency Principle”- 
Allows for ease of third-party auditing. Indeed, auditors often decline to perform an analysis if the Consistency Principle is violated; Time-saving. Rather of attempting to learn and train in several methods, you and your accounting staff will have a single, consistent method for reporting data; Keep an eye on trends. You must be able to see patterns in your finances, and without a consistent method of reporting and documenting them, you risk missing critical information.

          Accounting's position has evolved throughout the decades. Initially, it rises in lockstep with population growth and the expansion of trade. Additionally, individuals started to evaluate when this mental activity grew and evolved in order to facilitate the development of accounting. At first, company accounting is conducted using the simplest technological methods possible, servicing a limited number of individuals who understand it. The circle of individuals who comprehend becomes wider, which complicates accounting science, accounting practice growth, and company operations. Accounting's importance has grown throughout the ages to the point where every management decision is dependent on accounting papers and data.
The rules govern the method in which reporting objects are recognized, quantified, and presented in financial statements. They have an impact on both current accounting, which generates chronological and systematic information about past business operations and their impact on the condition of reporting objects, and the process of compiling and presenting financial statement information. In this sense, the application of certain rules is not limited to the creation of a system of common indicators whose custodian is the annual financial report; rather, rules apply at every stage of the reporting process. Anglo-Saxon accounting theory does not define the concept of reporting process; rather, it defines reporting as the process of presenting information in financial statements, creating the impression that the rules apply only until the information is presented in the reports. By examining the nature of the relevant accounting standards, this concept is refuted.
On the other hand, these criteria must be considered in the present accounting report, since conformity with the financial statements would be impossible without them, inasmuch as current reporting predates their creation. Accounting standards serve a variety of purposes and present themselves in a variety of ways. On the one hand, they ensure that accounting information is comparable between reporting periods, and they facilitate communication between this financial data and the consumers of the same facts. On the other side, the regulations preclude managers from utilizing their discretionary authority. They stifle alternate methods of producing and presenting the outcomes of an activity and the financial state of the business.
Conclusion
Accounting rules were developed in response to the necessity to create a strong link between logical concepts through a system of relationships for analyzing and establishing well-established accounting procedures. They take the form of accounting standards and serve as a vehicle for implementing certain concepts and assumptions used in the preparation and presentation of financial statements. These concepts and assumptions are referred to as accounting principles, accounting concepts, and accounting conventions. Accounting standards may be interpreted broadly or narrowly. Rules may be described broadly as commonly recognized assumptions that are utilized in the creation and presentation of financial accounts. These notions, principles, and customs are used to refer to these rules. As a result, accounting principles may be characterized as broad rules that are expressed via ideas and conventions. Rules might be seen narrowly as a mechanism for adopting ideas, principles, and customs. Thus, if the concept is the overarching notion, the rule is how to apply, the concept to a particular scenario, and the standards are the conceptual content.
Attempts to compile a comprehensive corpus of accounting theory are ongoing, since accounting theory is continually evolving in response to changes in business and the changing demands of financial statement readers.
Given the wide range of defined accounting principles and the absence of a unified opinion, the following can be conditionally differentiated: accounting rules pertaining to the recognition and measurement of accounting items; accounting rules pertaining to the accounting procedures for data entry (registering) transactions, classifying, summarizing, compiling, and interpreting reports; accounting rules pertaining to the presentation of information in reports.
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