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[bookmark: _Toc107782120]Introduction
Accounting is a systematic process of recording the financial transactions of a business. Summarizing, analyzing and reporting are the steps of the systematic process (Weygandt et al, 2019). In this report, the application of accounting rules and regulations has been shown. In the first part, an income statement and a balance sheet have been prepared based on the given information where some accounting principles have been applied. After that, the discussions on different accounting principles have been done along with their relevance to the preparation and presentation of financial accounts. The described accounting principles are consistency principles, materiality principle, monetary unit principle and going concern principle. Almost all the listed organisations use these principles while preparing their financial statements. So, these principles cannot be ignored because of the comparison purpose. 


[bookmark: _Toc107782121]1. Preparation of Financial Statements 
[bookmark: _Toc107782122]a)Preparation of Income statement 
An income statement is a financial statement that discloses the income and expenses of a business. It also shows whether a business is incurring losses or making a profit for a given period. The financial performance of a business can be understood from the income statement (Zeff, 2016). The income statement of Angela is shown below-

Angela
Income Statement
For the year ended 31st December 2021
	Particulars
	£
	£

	Sales
	 
	310423

	Stock at 1 January 2021
	30222
	 

	Add Purchases
	214165
	 

	Less Stock at 31st December
	25164
	 

	Costs of Goods Sold
	 
	219223

	Gross Profit
	 
	91200

	Operating Expenses
	 
	 

	Sundry Expenses
	 
	2250

	Depreciation Expenses
	 
	 

	Delivery Van
	6918
	 

	Shop Fittings
	1220
	8138

	Rental and Insurance Cost
	 
	19200

	Bad debt expense
	 
	980

	Administration expenses
	 
	2772

	Salaries and Wages
	 
	35804

	Total Operating Expenses
	 
	69144

	Net Profit
	 
	22056




[bookmark: _Toc107782123]b)Preparation of statement of Balance Sheet 
The balance sheet is the financial statement that shows the amounts of assets, liabilities and shareholders’ equity of a business organisation.  It shows the financial position of a business (Zeff, 2015). The balance sheet of angela is shown below-
Angela
Balance Sheet
For the year ended 31st December 2021
	Particulars
	£
	£
	£

	Total Assets
	 
	 
	 

	Current Assets
	 
	 
	 

	Trade debtors
	6860
	 
	 

	Less Bad debts
	980
	5880
	 

	Cash at bank 
	 
	82
	 

	Stock at 31st December
	 
	25164
	 

	Total Current Assets
	 
	 
	31126

	Fixed Assets
	 
	 
	 

	Delivery Van at Cost
	35580
	 
	 

	Less Accumulated Depreciation
	19438
	16142
	 

	Shop fittings at Cost
	12200
	 
	 

	Less Accumulated Depreciation
	8540
	3660
	 

	Total Fixed Assets
	 
	 
	19802

	Total Assets
	 
	 
	50928

	Total Liabilities and Owner's Capital
	 
	 
	 

	Current Liabilities
	 
	 
	 

	Creditor for VAT
	 
	7729
	 

	Trade creditors
	 
	34420
	 

	Total Liabilities
	 
	 
	42149

	Owner's Capital
	 
	 
	 

	Capital at 1 January 2021
	 
	4993
	 

	Less Drawings
	 
	18270
	 

	Add Net Profit
	 
	22056
	8779

	Total Liabilities and Owner's Capital
	 
	 
	50928




[bookmark: _Toc107782124]2. Discussions on Different Accounting Principles and their Relevance to the Preparation and Presentation of Financial Accounts
Accounting is the process of measuring, processing and communicating financial and non-financial information to the interested parties. The goal of accounting is to record and report the financial transactions, financial performance and cash flows of the business. For this purpose, different types of accounting principles, rules and standards are used. These improve the reliability of the financial statements of a business (Sahaf, 2018). The financial statements like income statements, statements of financial position, statements of cash flows and the notes to the financial statements need to be reliable, transparent and accurate. That’s why accountants must follow the rules, regulations and practices. To make the financial statements complete, comparable and consistent, these accounting principles must be followed (Choi, and Young, 2015). The accounting principles help businesses to mitigate accounting fraud by identifying the accounting red flags and increasing transparency. The conventional accounting principles followed by businesses all over the world are described below along with their relevance to the preparation and presentation of financial accounts-
Consistency Principle
The consistency principle is a principle that an accounting method will be used consistently in future accounting periods. The consistency principle of accounting states that once a manager adopts an accounting method to use in recordkeeping, he must stick to following the method consistently throughout future accounting periods (Oyewo, Vo, and Akinsanmi, 2021). It is such a principle that requires a company to use the same accounting practices, principles, methods and procedures from one accounting period to another. Businesses listed under GAAP are required to follow the consistency principles well. Auditors are concerned about the use of the consistency principle by their clients (Borker, 2016). The consistency principle helps to compare the financial results of different organisations from period to period. Sometimes the managers violate the consistency principles in order to manipulate the financial results. According to the consistency principle, one business cannot use different accounting methods for the same asset class for different periods. If there is any valid reason for using different methods in different periods, that must be disclosed in the financial statements of the business (Diep, Giang, and Van Minh, 2017). 
The consistency in the accounting method is very important because the financial statements of a business of different periods are of similar structure. The managers, creditors, bankers, and stakeholders find the financial statements comparable over different financial years. Besides, a consistent method is cost-efficient and less time-consuming. The accountants need only the initial training for using the method. No intermediary training is needed if the consistency principle is used (Rutherford, 2016).
But there is flexibility that if any business wants to make any change in the accounting method, it must disclose the reasons. These changes are explained in the footnote of the financial statements. This increases the transparency and reliability of the business. Thus the reputation of the business increases. For example, if a business chooses to use the cash basis for accounting purposes, it should continue to use cash-based accounting for future periods according to the consistency principle. If the business chooses to use accrual basis accounting, it should continue to do so. In the same way, if a company starts using the FIFO method for inventory record keeping, it should not use the LIFO method without any logical reason (Flood, 2015).
The accountants are motivated to use a consistent accounting method to prevent manipulation in the financial statements. So, it can be said that the consistency method is relevant to the preparation and presentation of the financial accounts of businesses all over the world.
Materiality Principle
The materiality principle states that a business is allowed to violate another accounting principle if the amount related to the principle is so small that it hardly affects the financial results and the financial statements don’t become misleading. The materiality principle suggests the accountants follow the generally accepted accounting principles except in the situation where there is no difference if the accountants ignore the rules (Stafievskaya et al, 2016). If the difference is significant, the financial results become misleading. According to the materiality principle, if any principle is not followed consistently, the net result of the related account does not significantly affect it. As a result, the financial statements are not impaired. So, the materiality principle of accounting says that if the amount of the transaction seems to be immaterial for the business, the business need not treat the transaction in the same way as the material transactions (Thabit, and Abbas, 2017). 
For example, a chair of a business costing £10 is an asset which has a useful life of 10 years. According to the matching principle, the chair should be recorded as an asset in the statement of financial position of the business and then it should be depreciated over the useful life of the chair. So, the annual depreciation expense for the chair will be £1 which will be shown in the income statement. But the materiality principle understands that the amount of the cost of the chair is negligible and the depreciation expenses for the chair are more negligible. Besides, it is more complex to show this negligible amount in different statements over several periods. That’s why; the cost of the chair should be expensed in the income statement of the business in the first year. 
So, it can be said that the materiality principle is relevant to the preparation and the presentation of the financial accounts of a business. But the users should be careful while applying the materiality principle in the accounting method because the determination of the material or significant amount requires professional judgment. The reason is that £1000 may be immaterial for a multinational company but may be a significant or material amount for a sole proprietorship business. In this case, the application of the materiality principle may create misleading results (Burger, and Middelberg, 2018). 
Monetary Unit Principle
Money is treated as a unit of measurement. The monetary unit principle of accounting states that accountants should record only those business transactions that can be converted and expressed in monetary terms. All transactions of a business are measured in monetary units and are recorded in the financial books or accounting books. Without the application of the monetary unit principle, the modern bookkeeping system would be invalid (Ruppel, 2017). So, in the preparation and the presentation of financial statements, the monetary unit principle is relevant. 
A monetary unit assumes that the value of the currency remains stable over time. But in the inflationary economic system in the world, the assumption of the monetary unit principle is not suitable and reliable because a unit of the currency earned 15 years ago is not similar to the value of a unit of the currency earned today. The reason is that the purchasing power of the unit of currency has decreased. So, in a hyperinflationary situation, the amount of assets needs to be adjusted regularly to get rid of the limitation of the monetary unit principle (Zeff, 2015). Sometimes, the principle brings complexities when it cannot be possible to express some valuable items in monetary terms. 
Due to the monetary unit principle of accounting, many unquantifiable items which are valuable to the business cannot be recorded in the accounting books. The items include the quality of customer service, employee skill, the ingenuity of the engineering staff, valuable speech given by the CEO that increases the efficiency of the employees etc (Hermason, Edwards, and Maher, 2016). 
The monetary unit principle is a principle that is universally recognised to communicate financial information. So, it is necessary to comply with the monetary unit principle while recording the financial activities of the business in the financial statements (Al Karaawy, and Al Baaj, 2018). 
Going Concern Principle
According to the going concern principle, it is assumed that an entity will continue its operations for the foreseeable future periods. In other term, the entity will not liquidate its business operations and assets. It is a fundamental principle of accounting. The principle assumes that the business will complete its current plans by using its current assets and meeting its business obligations during and beyond the upcoming fiscal period (Singleton-Green, 2016). The going concern principle is also known as the continuing concern principle. It is an assumption that a business will continue to earn income, use assets and meet liabilities at least in the next coming year. A going concern principle allows the accountants to defer the prepaid expenses (Mamić-Sačer, 2015). 
Going concern principle has value in determining the value of the assets. If a business has to liquidate its operation in a hurry, it cannot sell the assets at their full value or at the optimal selling price. As a result, the company has to sell the assets or business units at a lower cost which decreases the value of the business in the absence of the going concern principle of accounting (Hajimoradkhani, and Zare Ahan Panjeh, 2021). So, the going concern principle is relevant to the preparation and the presentation of the financial accounts of a business. 
But the auditors may have a question regarding the going concern principle of a business if the auditor finds negative trends in the operating results, denial of trade credit by the suppliers of the company, loan defaults by the company, legal proceedings against the company, declining market share, inability to get a loan, low current ratio etc. These doubtful transactions may hamper the going concern principle of a business entity. The Securities and Exchange Commission requires the auditors to disclose the going concern status of the business in the financial statements of a publicly traded company (Sahaf, 2018). The same rule is applicable to private companies also. The auditor needs to disclose the information in the audit report. Due to the doubt or absence of the going concern principle, a business may face different challenges. For example, a business may find that the investors of the company are withdrawing their investments; the business may find that its creditworthiness has declined. Sometimes, the business may need to liquidate its operations early due to the non-cooperation of the related parties (Oyewo, Vo, and Akinsanmi, 2021).
So, it can be said that the going concern principle is one of the most useful and essential principles which are used in the accounting process of businesses. From the above discussion, it is clear that this principle affects financial statements greatly. So, the principle is relevant to the preparation and the presentation of the financial accounts of a business. 
Uses of Software in Accounting
With the expansion of the business, the financial data gets more complex. The management of business accounts becomes prone to errors, time-consuming and confusing in spreadsheets. These problems have been solved by using accounting software. Using accounting software, financial reports can be auto-generated. Accounting software can be used in invoicing and billing, online payments, expense tracking, bank reconciliation, project management, inventory management, tax compliance etc (Borker, 2016). All these tasks have been easier than before. The popular accounting software is Oracle Netsuite, Fresh Books, Zoho Books, GoDaddy, Xero, Melio etc. 


[bookmark: _Toc107782125]Conclusion
Accounting is the process of measuring, processing and communicating financial and non-financial information to the interested parties. The goal of accounting is to record and report the financial transactions, financial performance and cash flows of the business. To make the financial statements complete, comparable and consistent, some conventional accounting principles must be followed. Some of the principles are consistency principle, Materiality principle, Monetary Unit Principle, Going Concern Principle etc. The consistency principle of accounting states that once a manager adopts an accounting method to use in recordkeeping, he must stick to following the method consistently throughout future accounting periods. The materiality principle states that a business is allowed to violate another accounting principle if the amount related to the principle is so small that it hardly affects the financial results and the financial statements don’t become misleading. The monetary unit principle of accounting states that accountants should record only those business transactions that can be converted and expressed in monetary terms. The going concern principle assumes that the business will complete its current plans by using its current assets and meeting its business obligations during and beyond the upcoming fiscal period. The tasks of accounting have been easier to be done with the use of different accounting software. 


[bookmark: _Toc107782126]References
Al Karaawy, N.A.A. and Al Baaj, Q.M.A., 2018. The impact of international taxation systems variations on the application of financial accounting principles. Academy of Accounting and Financial Studies Journal, 22(2), pp.1-11.
Borker, D.R., 2016. Global management accounting principles and the worldwide proliferation of IFRS. The Business & Management Review, 7(3), p.258.
Burger, A.B. and Middelberg, S.L., 2018. An evaluation of Global Management Accounting Principles in the sustainability of a South African mechanised piggery. Journal of Economic and Financial Sciences, 11(1), pp.1-9.
Choi, Y.S. and Young, S., 2015. Transitory earnings components and the two faces of non‐generally accepted accounting principles earnings. Accounting & Finance, 55(1), pp.75-103.
Diep, D.N., Giang, D.H. and Van Minh, N., 2017. Quantum Gauss-Jordan elimination and simulation of accounting principles on quantum computers. International Journal of Theoretical Physics, 56(6), pp.1948-1960.
Flood, J.M., 2015. Wiley GAAP 2016: Interpretation and application of generally accepted accounting principles. John Wiley & Sons.
Hermason, R., Edwards, J. and Maher, M., 2016. Accounting Principles: Managerial Accounting.
Mamić-Sačer, I., 2015. The regulatory framework of accounting and accounting standard-setting bodies in the European Union member states. Financial theory and practice, 39(4), pp.393-410.
Ruppel, W., 2017. Wiley GAAP for Governments 2017: Interpretation and Application of Generally Accepted Accounting Principles for State and Local Governments. John Wiley & Sons.
Rutherford, B.A., 2016. Articulating accounting principles: Classical accounting theory as the pursuit of “explanation by embodiment”. Journal of Applied Accounting Research.
Sahaf, M.A., 2018. Management Accounting: Principles & Practice. Vikas Publishing House.
Singleton-Green, B., 2016. Discussion of “articulating accounting principles: Classical accounting theory as the pursuit of ‘explanation by embodiment’”. Journal of Applied Accounting Research.
for accounting risks. The Social Sciences (Pakistan), 11(8), pp.1776-1779.
Weygandt, J.J., Kieso, D.E., Kimmel, P.D., Trenholm, B., Warren, V. and Novak, L., 2019. Accounting Principles, Volume 2. John Wiley & Sons.
Zeff, S.A., 2015. Funds statements: The Accounting Principles Board was twice behind the curve. Accounting Historians Journal, 42(2), pp.91-102.
Zeff, S.A., 2015. The Wheat Study on establishment of accounting principles (1971–72): A historical study. Journal of Accounting and Public Policy, 34(2), pp.146-174.

