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[bookmark: _Toc110953623]Introduction
Accounting has an important role in all business organisations irrespective of their size and nature. It is important for social enterprises, entrepreneurial ventures as well as SMEs and multinational corporations. Accounting is a compulsory activity that every business organisation has to perform. However, to ensure that accounting has been performed within business organisations efficiently, it is important to know the fundamentals of accounting. This study is going to conduct a detailed and in-depth discussion on accounting fundamentals. It is going to prepare the final accounts of a company named General Supplies Ltd based on its trial balance and additional information available, which is a fundamental element of accounting in every business. On the contrary, the study will be discussing about accounting principles, which are a fundamental requirement for business organisations to prepare and present their financial accounts. The relevance of each of these principles is going to be evaluated in detail.

[bookmark: _Toc110953624]Question 1
[bookmark: _Toc110953625]a) Adjust the Trial Balance to take account of the additional information.
The trial balance is a commonly used worksheet that is used for bookkeeping purposes in a business organisation. According to Simanjuntak et al. (2022), in a trial balance, the balance of all ledger accounts is combined into debit account column and credit account column. Any sort of disagreement between the debit column and credit column indicates the presence of either an error or the occurrence of any kind of financial fraud within an organisation. The trial balance is prepared within business organisations on a periodical basis. In the section below, the adjusted trial balance for the organisation General Supplies Ltd has been prepared –
In the books of General Supplies Ltd
Trial Balance as on 31st December, 2021
	Sl. No.
	Details
	Amount 
(Debit Column)
	Amount 
(Credit Column)

	1. 
	Finance income
	
	£ 4000

	2. 
	Finance expense
	£ 16000
	

	3. 
	Share capital
	
	£ 347900

	4. 
	Bank
	
	£ 2000

	5. 
	Opening inventory
	£ 90000
	

	6. 
	Machinery at cost
	£ 120000
	

	7. 
	Buildings at cost
	£ 750000
	

	8. 
	Provision for Depreciation - Buildings
	
	£ 100000

	9. 
	Provision for Depreciation - Machinery
	
	£ 25000

	10. 
	Legal expenses
	£ 7000
	

	11. 
	Heating and lighting
	£ 10000
	

	12. 
	Long-term loans
	
	£ 200000

	13. 
	Rent and rates
	£ 24780
	

	14. 
	Insurance
	£ 16000
	

	15. 
	Postage and stationery
	£ 6000
	

	16. 
	Share premium
	
	£ 100000

	17. 
	Sales revenue
	
	£ 900000

	18. 
	Retained profits
	
	£ 50000

	19. 
	Travelling expenses
	£ 5000
	

	20. 
	Motor running expenses
	£ 8700
	

	21. 
	Salaries and wages
	£ 150000
	

	22. 
	Bad debt
	£ 4000
	

	23. 
	Purchases
	£ 560000
	

	24. 
	Revaluation reserve
	
	£ 100000

	25. 
	Provision for bad debts
	
	£ 6930

	26. 
	Taxation
	£ 12900
	

	27. 
	Trade receivables (debtors)
	£ 400000
	

	28. 
	Trade payables (creditors)
	
	£ 350000

	29. 
	Prepaid expenses 
	£ 1520
	

	30. 
	Accrued expenses 
	
	£ 3220

	31. 
	Depreciation on Buildings for the year ended 31.12.2021
	
	£ 32500

	32. 
	Depreciation on Machinery for the year ended 31.12.2021
	
	£ 30000

	33. 
	Closing stock
	£ 125000
	

	34. 
	Net profit earned as on 31.12.2021
	
	£ 48970

	35. 
	Suspense account
	
	£ 6380

	
	Total
	£ 2306900
	£ 2306900



[bookmark: _Toc110953626]b) Prepare an Income Statement. 
An income statement is one of the primarily prepared financial statements in business entities. According to Bragg and Bragg (2022), an income statement indicates the profit and loss that a business entity has earned or incurred over a timeframe. It shows how profitable a business entity has been during a given reporting period. In the section below, the income statement for the organisation General Supplies Ltd has been prepared –
In the books of General Supplies Ltd
Income Statement for the year ended 31st December, 2021
	Items
	Amount
	Amount

	Sales revenue
	
	£ 900000

	Add: Other income
	
	

	Finance income
	
	£ 4000

	
	
	£ 904000

	Less: Cost of Sales
	
	

	Opening stock
	£ 90000
	

	Purchases
	£ 560000
	

	Closing stock
	£ 125000
	£ 525000

	Gross profit
	
	£ 379000

	Less: Operating costs and expenses
	
	

	Legal expenses
	£ 7000
	

	Heating and lighting
	£ 10000
	

	Rent and rates
	£ 24780
	

	Insurance
	£ 16000
	

	Postage and stationery
	£ 6000
	

	Depreciation on Buildings
	£ 32500
	

	Depreciation on Machinery 
	£ 30000
	

	Travelling expenses
	£ 5000
	

	Motor running expenses
	£ 8700
	

	Salaries and wages
	£ 150000
	

	Bad debt
	£ 4000
	

	Provision for bad debts
	£ 3930
	

	Accrued expenses
	£ 3220
	

	
	
	£ 301130

	Profit before interests and taxes (PBIT)
	
	£ 77870

	Less: Finance expenses
	
	£ 16000

	Profit before taxes (PBT)
	
	£ 61870

	Less: Taxation
	
	£ 12900

	Profit after taxes (PAT)
	
	£ 48970



Working Notes:
1. Cost of Sales
= Opening stock + Purchases – Closing stock
= 90000 + 560000 – 1250000
= 525000
2. Insurance
= Insurance expense for the year ended 31.12.2021 – Insurance expense paid in advance
= 17520 – 1520
= 16000
3. Depreciation on Buildings
 = (Buildings at original cost – Accumulated depreciation on buildings) * 5 / 100
= (750000 – 100000) * 5 / 100
= 32500
4. Depreciation on Machinery
= Machinery at original cost * 25 / 100
= 120000 * 25 / 100
= 30000
5. Provision for bad debts
= (Trade receivables – Bad debts – Provision for bad debts) * 1 / 100
= (400000 – 4000 – 3000) * 1 / 100
= 3930
6. Accrued expenses
= Invoice for rates for three months ending 31st December 2021 not yet been paid and not entered into the accounting records
= 3220
7. Operating costs and expenses
= Legal expenses + Heating and lighting + Rent and rates + Insurance + Postage and stationery + Depreciation on Buildings + Depreciation on Machinery + Travelling expenses + Motor running expenses + Salaries and wages + Bad debts + Provision for bad debts + Accrued expenses 
= 7000 + 10000 + 24780 + 16000 + 6000 + 32500 + 30000 + 5000 + 8700 + 150000 + 4000 + 3930 + 3220
= 301130
[bookmark: _Toc110953627]c) Prepare a Balance Sheet (Statement of Financial Position). 
A balance sheet is the type of financial statement, which displays the total assets of a company and the manner in which its assets are financed through either equity or debt (Corporate Finance Institute, 2022). It provides a snapshot of the financial position of a business organisation. Another name for the balance sheet is the statement of financial position. In the section below, the statement of financial position for the organisation General Supplies Ltd has been prepared –
In the books of General Supplies Ltd
Balance Sheet (Statement of Financial Position) as on 31st December, 2021
	Items
	Amount
	Amount

	ASSETS
	
	

	I. Non-Current Assets
	
	

	Machinery at cost
	£ 120000
	

	Provision for Depreciation - Machinery
	£ 25000
	

	Depreciation on Machinery for the year ended 31.12.2021
	£ 30000
	£ 65000

	Buildings at cost
	£ 750000
	

	Provision for Depreciation - Buildings
	£ 100000
	

	Depreciation on Buildings for the year ended 31.12.2021
	£ 32500
	£ 617500

	Total non-current assets
	
	£ 682500

	II. Current Assets
	
	

	Bank
	
	£ 2000

	Trade receivables (or debtors)
	£ 400000
	

	Bad debts
	£ 4000
	

	Provision for bad debts
	£ 6930
	£ 389070

	Prepaid expenses
	
	£ 1520

	Closing stock
	
	£ 125000

	Total current assets
	
	£ 517590

	
	
	

	Total Assets (Non-Current Assets + Current Assets)
	
	£ 1200090

	LIABILITIES AND SHAREHOLDERS' FUNDS
	
	

	I. Non-Current Liabilities
	
	

	Long-term loans
	
	£ 200000

	Total non-current liabilities
	
	£ 200000

	II. Current Liabilities
	
	

	Trade payables (or creditors)
	
	£ 350000

	Accrued expenses
	
	£ 3220

	Total current liabilities
	
	£ 353220

	III. Shareholders' Funds
	
	

	Share capital
	
	£ 347900

	Share premium
	
	£ 100000

	Retained profits
	
	£ 98970

	Revaluation reserves
	
	£ 100000

	Total shareholders' funds 
	
	£ 646870

	
	
	

	Total Liabilities and Shareholders' Funds (Non-Current Liabilities + Non-Current Liabilities + Total Shareholders' Funds)
	
	£ 1200090



Working Notes:
1. Machinery
= Machinery – Provision for Depreciation – Depreciation on Machinery for the year ended 31.12.2021
= 120000 – 25000 – 30000
= 65000
2. Buildings
= Buildings – Provision for Depreciation – Depreciation on Buildings for the year ended 31.12.2021
= 750000 – 100000 – 32500
= 617500
3. Trade receivables (or debtors)
= Trade receivables (or debtors) – Bad debts – Provision for bad debts
= 400000 – 4000 – 6930 
= 389070
4. Prepaid expenses
= Premium on insurance paid in advance 
= 17520 – 16000 
= 1520
5. Accrued expenses
= Invoice for rates for three months ending 31st December 2021 not yet been paid and not entered into the accounting records
= 3220
6. Retained profits
= Retained profits carried forward from previous year + Net profit achieved at the end of 31.12.2021
= 50000 + 48970
= 98970

[bookmark: _Toc110953628]Question 2
[bookmark: _Toc110953629]There are several accounting principles which include, consistency, materiality, monetary unit and going concern. You are required to critically discuss these principles and their relevant to the preparation and presentation of financial accounts.
The preparation of the financial accounts of an organisation is one of the primary or fundamental tasks for its accountants. However, to prepare and present the financial accounts of an organisation, the primary requirement is the adoption and compliance with accounting principles. As stated by LaBuda (2022), accounting principles can be defined as the different types of rules as well as benchmarks, which are present in the field of accounting, which businesses must follow when reporting their financial performance. These principles provide a guideline at the primary level about how business organisations must be recording their revenues as well as their expenses. The presence of accounting principles make it easy for financial statement users in examining the financial data that a company publishes or presents through standardisation of the methods and terms that accountants must be using. Presentation of a true as well as fair view of the financial statements of a business organisation is the main objective behind the presence of accounting principles.
However, accounting principles can be divided or categorised into different types. All these principles have an individual along with important role in preparing and presenting the financial accounts of a business organisation. The following is a discussion and evaluation of a few primary principles of accounting and the relevance of these principles in preparing and presenting financial accounts –
Consistency principle
According to Lyngstadaas and Berg (2016), the consistency principle is the principle present in accounting, which mentions that once a company has adopted an accounting method or principle, it must continue following it consistently in the future. It mentions that a company must be changing its accounting method or principle if there is a new version available for accounting methods or principles, which can be improving its reported financial results. The principle also mentions that during the preparation of the financial statements of a company, any sort of change or modification that is made in the accounting methods or principles adopted must be documented. 
This documentation must be done in the notes that accompany the financial statements of a company (Georgescu and Mateş, 2017). There is great relevance of this principle in financial statement or financial accounts preparation. This is because the adoption of the consistency principle of accounting is beneficial for reporting the financial results of a company from one period to another one are comparable in nature. It is also relevant for auditors to ensure that accounting data is correctly disclosed in financial statements. Moreover, it helps accountants and managers in preparing the financial accounts of a company without any confusion while reducing the time as well as the cost spent on the preparation of financial accounts. 
Materiality principle
According to Lai et al. (2017), the materiality principle is a sort of accounting principle or standard, which mentions that accountants must be collecting, processing and providing sufficient information of material nature in financial statements. It also states that information that has a little amount of effect or influence on the decisions of financial statement users can be ignored from being disclosed in the financial statements of a company. In simple words, the materiality principle states that all significant financial information of a company, which can be swaying the opinion of financial statement users, must be included in financial statements.
All financial accounts prepared and presented by companies to their stakeholders have a direct influence on stakeholder decision-making. For example, the information disclosed in the financial accounts of companies has a direct influence on the decisions of investors. The adoption of the materiality principle of accounting acts as a medium through which companies can ensure that the material information that can be influencing a stakeholders’ decision are disclosed in their financial statements (Giorgino et al., 2017). Moreover, the principle is relevant for determining the information that must be included and the information that must be excluded from the financial reports and statements of business organisations.
Monetary unit principle 
The monetary unit principle is a principle in accounting, which mentions that only those transactions and events are recorded in the books of accounts of a business, which can be expressed in monetary terms (Weygandt et al., 2018). It states that any sort of information, which cannot be expressed in monetary terms is useless for the purpose of financial accounting. Due to this, these transactions or terms should not be records in the books of accounts of a company. The monetary unit principle is the most effective and suitable basis to record, communicate and analyse financial data based on which rational decisions can be made in companies.
According to Fridson and Alvarez (2022), the importance and relevance of the monetary unit principle in financial statement preparation is the ability of this principle in measuring business transactions in money. It is able to measure the transactions of a business entity in terms of money without any drastic fluctuation in the current values in the short-term. The adoption of the principle ensures that the financial accounts of a company do not deceive the users of financial statements. This is the relevance of the adoption of the monetary unit principle in the preparation of the financial statements or financial accounts of a business entity.
Going concern principle 
As stated by Lapițkaia (2022), the going concern principle is the assumption on the fact that a business entity is going to remain in business for the foreseeable future. It is one of the fundamental principles of accounting. The principle assumes that during and beyond the upcoming fiscal period, a business entity will be completing its present plans, using its existing assets while continuing to meet all its financial obligations. However, this means that a business entity is not going to be forced for halting operations and liquidating assets in the near term. In case if there is an adoption of the going concern principle in a company, a few assets and expenses might be deferred in its financial reports.
There is an increasing relevance of this principle in the preparation as well as presentation of the financial accounts of a company (Effiong and Ekpoese, 2020). This is because without the adoption of the going concern principle, companies cannot perform prepaid or accrued expenses. The adoption of the principle allows businesses in deferring some of their prepaid expenses to accounting periods in the future instead of recognising them all at once. Moreover, it is one of the key assumptions under GAAP (Generally Accepted Accounting Principles) and determines how financial statements are created, affect the approval of loans and influence the stock prices of a listed company. All these elements of the going concern principle help in financial accounts preparation.

[bookmark: _Toc110953630]Conclusion
Therefore, from this study, it can be concluded that accounting has an important role in every business organisation. The trial balance, the income statement and the statement of financial position could be identified as the three fundamental financial statements that are prepared in business organisations. On the other hand, the importance of accounting principles in an organisation and its accounting activities could be identified. The consistency principle, the materiality principle, the monetary unit principle and the going concern principle could be determined as the four main types of principles present in the branch of accounting. Besides this, the role and relevance of each of these accounting principles in preparing as well as presenting financial accounts of business organisations could be analysed.
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