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[bookmark: _Toc96337808]Introduction
This report will have two parts and among them the first part will show an adjusted trial balance, an income statement and a balance sheet of General Suppliers Ltd at the year end of 2021. An adjusted trial balance is a list of all company accounts that will show on the financial statements once year-end adjusting journal entries have been completed. Then, an income statement of General Suppliers Ltd. will be shown which indicates that the company has a net profit of £56,900. An income statement is referred to a financial statement in which a firm reports its income and expenses for a certain time period, usually a quarter or fiscal year. It can be used to assess a company's operational success, such as profit margins or burn rate. Finally, the balance sheet of the company will be shown which reveals the overall financial position of General Suppliers Ltd. The second part will discuss about the basic accounting principles including consistency principle, materiality principle, monetary unit principle and going concern principle and their relevance to the preparation and presentation of financial accounts. Consistency principle says that if a company chooses a particular accounting method or principle for a year, it must follow it consistently throughout the following years. Materiality principle says that a company can ignore an accounting standard if doing so has a very little impact on the company’s financial statements. Monetary principle says that a company should record only those transactions that can be measurable in monetary terms. The transactions which can’t be expressed in monetary terms should not be included in the company’s financial records. Going concern principle says that an entity will be in its business in near future. In other words, an entity won’t be forced to stop its operations or sell its assets in near future. 
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[bookmark: _Toc96337810]An adjusted trial balance, an income statement and a balance sheet of General Suppliers Ltd. at the year end of 2021
An adjusted trial balance is a list of all company accounts that will show on the financial statements once year-end adjusting journal entries have been completed. The fifth and last phase in the accounting cycle before publishing financial statements is to prepare an adjusted trial balance. An adjusted trial balance has the same format as an unadjusted trial balance. 
General Supplies Ltd.
Adjusted Trial balance
For the year End of 2021
	
	Debit (£)
	Credit (£)

	Finance Income
	
	4,000

	Finance expense
	16,000
	

	Share Capital
	
	347,900

	Bank
	
	2,000

	Opening Inventory
	90,000
	

	Machinery at cost
	120,000
	

	Buildings at cost
	750,000
	

	Provision for Depreciation - Buildings
	
	132,500

	Provision for Depreciation – Machinery
	
	55,000

	Legal expenses
	7,000
	

	Heating and Lighting
	10,000
	

	Long Term Loans
	
	200,000

	Rent and Rates
	28,000
	

	Insurance
	16,000
	

	Postage and Stationery
	6,000
	

	Share Premium
	
	100,000

	Sales Revenue
	
	900,000

	Retained Profits
	
	50,000

	Travelling Expenses
	5,000
	

	Motor Running Expenses
	8,700
	

	Salaries and Wages
	150,000
	

	Bad Debt
	4,000
	

	Purchases 
	560,000
	

	Revaluation Reserve
	
	100,000

	Provision for bad debts
	
	4,000

	Taxation
	12,900
	

	Trade Receivables (debtors)
	400,000
	

	Trade Payables (creditors)
	
	350,000

	Uncertain balance
	55,800
	

	Total
	2,239,400
	2,239,400


b) An income statement is referred to a financial statement in which a firm reports its income and expenses for a certain time period, usually a quarter or fiscal year. It can be used to assess a company's operational success, such as profit margins or burn rate.
An income statement summarizes a company's income, expenses, and profits for a certain time period, usually a quarter or fiscal year. Income statements are created by businesses for managers, investors, auditors, lenders, vendors, and any other interested parties (Godfrey et al., 2010). 

General Supplies Ltd.
Income Statement
For the year End of 2021

	Particulars
	£
	£
	£

	Sales
	
	
	900,000

	Less: Cost of goods sold
	
	
	

	Opening inventory
	
	90,000
	

	Purchase
	
	560,000
	

	(-) Closing Inventory
	
	(125,000)
	(525,000)

	Gross Profit
	
	
	375,000

	Less: Operating expenses
	
	
	

	Depreciation
	
	62500
	

	Legal expenses
	
	7000
	

	Heating and lighting
	
	10000
	

	Rents and rates
	24,780
	
	

	Add: Accrual
	3220
	28000
	

	Insurance
	17520
	
	

	(-) Advanced
	(1520)
	16000
	

	Postage
	
	6000
	

	Travelling expenses
	
	5000
	

	Motor running expenses
	
	8700
	

	Salaries and wages
	
	150,000
	

	Bad Debt
	4000
	
	

	(-) Bad debt provision
	4000
	0
	

	Total Operating expenses
	
	
	(293,200)

	Operating profit
	
	
	81,800

	Add: Finance income
	
	
	4000

	Less: Finance Expenses
	
	
	(16000)

	Earning before Tax
	
	
	69,800

	Less: Taxation
	
	
	(12,900)

	Net profit
	
	
	56,900




c) A balance sheet is a financial statement that summarizes a company's assets, liabilities, including shareholders' equity at a specific point in time (Dechow et al., 2011). It can be used to assess a company's working capital, assets, and the proportion of its capitalization that is debt vs equity.
General Supplies Ltd.
Statement of Financial Position
For the year End of 2021

	Particulars
	£
	£
	£

	Assets
	
	
	

	Current Asset
	
	
	

	Closing inventory 
	
	125,000
	

	Trade receivables
	
	400,000
	

	Advanced insurance payment
	
	1520
	

	Fixed asset
	
	
	

	Building
	750,000
	
	

	(-) Accumulated depreciation
	132500
	617,500
	

	/Machinery
	120,000
	
	

	(-) Accumulated depreciation
	(55,000)
	65,000
	

	Total Asset
	
	
	1,209,020

	Liabilities and Equity
	
	
	

	Liabilities:
	
	
	

	Bank overdraft
	
	2000
	

	Accrual rates
	
	3220
	

	Trade payable
	
	350,000
	

	Long term Loan
	
	200,000
	

	Total Liabilities
	
	
	

	Equity:
	
	
	

	Provision for bad debt
	
	1000
	

	Revaluation reserve
	
	100,000
	

	Share premium
	
	100,000
	

	Retained profit
	50,000
	
	

	(+) Net Profit
	56,900
	106,900
	

	Share capital
	
	347,900
	

	Total Equity and liability
	
	
	1,209,020
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[bookmark: _Toc96337812]Accounting principles and their relevant to the preparation and presentation of financial accounts
Accounting principles refer to the rules and regulations followed by organizations while recording financial transactions and they are regarded as the basis of accounting standards which improve the quality of financial statements of companies (Maheshwari et al., 2021). It makes the financial statements of a company reliable, consistent and comparable to other company’s financial statements. It also helps investors to make their investment decision about the company by providing extra information. Above all, accounting principles make the financial statements transparent and stop financial fraud by dishonest employees. There are some basic accounting principles and among them- consistency, materiality, monetary unit and going concern principles are most important. A critical discussion about them and their relevance to the preparation and presentation of financial accounts are given below:
Consistency Principle: Consistency principle says that if a company chooses a particular accounting method or principle for a year, it must follow it consistently throughout the following years (Warfield, Weygandt and Kieso, 2007). The main purpose of consistency principle is to ensure the application of same accounting methods from one accounting period to another. An accountant can use different accounting methods while preparing financial statements but this principle requires applying the same method in all periods. But it doesn’t mean that a company has to follow the same accounting method forever. Rather, a company is allowed to change its accounting method if the new accounting method would be able to improve the quality of its financial statements. For doing this, accountants have to disclose the reasons and its future effects in details on the company’s financial statements as footnotes. The main advantage of consistency principle is that it makes comparisons very easy. If a company follows different accounting methods at different periods, comparison of its periodic performance would be difficult. On the other hand, comparison will be impossible between peer companies, if they follow different accounting methods. Accounting inspires to follow the consistency principle in order to reduce the manipulation in preparing financial statements and makes the statements comparable (Mitra, 2007). For example, to record inventory, a company, ABC Ltd., can use either LIFO method or FIFO method. The accountants of ABC Ltd. decided to follow FIFO method for the year 2021. So, the company has to follow this same method in 2022 and upcoming fiscal years. At any point, if the accountants would feel the need to change this method, they would have to include the reason and its future effects on the financial statements in advance. On the other hand, if company X follows cash accounting and company Y follows accrual accounting, the financial statements of these companies can’t be possible to compare.   Same accounting principle shapes the financial statements in a same structures and so that investors, shareholders, creditors and other suppliers can easily compare them from period to period (Needles, Powers and Crosson, 2013). If accountants follow the same methods in all period, they would be familiar with the method and that consequently leads to a reduction of cost and time for the company. Besides, this consistency principle has a special importance to auditors as they have to compare their client’s financial performance and that’s why they always want that their clients use the consistency principle. Most of the cases, auditors refuse to give opinion about companies which don’t follow the consistency principle (Baumgardner, 2020). 

Materiality Principle: Materiality principle says that a company can ignore an accounting standard if doing so has a very little impact on the company’s financial statements (Wild et al., 2007). That means a company can omit an item while preparing its financial statements, if the omission would not mislead the users. Sometimes, applying a rule could be very difficult and time-consuming but if it would be ignored, there would be no difference in the result. In this case, accountants can ignore this rule. Materiality principle deals with the size, nature and relevance of transactions on a company’s financial statements. And the purpose of this principle is to provide the accurate information to the users of financial statements to make the correct decision (Nobes, 2005). A transaction is said to be material if its omission has an impact on the decision making of the users of financial statements. On the other hand, a transaction is said to be immaterial if its omission does not have any effect on the decision making process. IFRS considers a transaction material, if the omission of this transaction could mislead the decision makers (Bradbury and Schröder, 2012). On the other hand, US GAAP requires showing transactions separately if they have value over 5% of the company’s total assets (Martin, 2009). But in case of preparing income statement, even a small item is considered to be material, if it could make the positive net income to negative. Items which can change a company’s ratios are also considered as material regardless of their size. The definition of materiality also varies for small and big companies. For example, ABC Ltd. is a giant multi-national company and XYZ Ltd. is a small local company. For ABC Ltd., a £1 million transaction could be immaterial comparing with its daily activities, On the other hand, for XYZ Ltd., a £1 million transaction could be material and even could be higher of its one month income. Auditors are very concerned about their client’s application of materiality principle. And so, before deciding whether an item is material or immaterial, accountants discuss with their auditors. So, there would be no difficulty in time of auditing. To be material, an item must be measurable in monetary units and must be a lawful transaction (Shim et al., 2015). Any illegal transaction is considered to be immaterial. 

Monetary Unit Principle: Monetary principle says that a company should record only those transactions that can be measurable in monetary terms (Freeman, 2020). The transactions which can’t be expressed in monetary terms should not be included in the company’s financial records. Item, such as- the death of the company’s manager, the retirement of a skilled employee, the productivity of the employees, level of customer satisfaction can’t be measured at currency and thus they should not be included in the financial statements (Bragg, 2010). As another example, the CEO of ABC Ltd. gives a lecture in front of employees monthly in order to motivate them. The value of this lecture can’t be measured in terms of currency and that’s why ABC Ltd. can’t record this in its accounting books. Thus, only quantifiable events are recorded in a company’s financial statements and non-quantifiable events are ignored. Monetary unit principle says that whenever a transaction occurs, a company converts them into cash and then records them into its accounting books. This principle also requires the amount in which an event is recorded must be stable over time. That means monetary unit principle allows the companies to ignore the effect of inflation. For example, XYZ Ltd. purchased a machine for £10,000 on 2018. Now in 2022, this machine has a value of £12,000 because of inflation. But monetary unit principle requires the amount to be same and so the company has to ignore this inflation. But this won’t be unrealistic if an economy faces hyperinflation and then accountants need to adjust the financial statements continuously according to the economy situation. This principle is accepted all over the world though it has two big problems. One has already stated-that it forces companies to ignore the effect of inflation. The other one includes the treatment of non-quantifiable events. Many non-quantifiable events might be the core events of a company but only because they can’t be expressed at currency, companies have to omit these events (Hermanson, Edwards and Maher, 2011). For example, the management team of PQR Ltd. is its core asset as they are very skilled compared to its competitors. But their contribution can’t be measured at currency and that’s why the company can’t recognize its contribution to its success.

Going Concern Principle: Going concern principle says that an entity will be in its business in near future (Quattrone, 2009). In other words, an entity won’t be forced to stop its operations or sell its assets in near future. It also tells the users of financial statements that the company will be in operations until it fulfills all of its commitments and obligations. It also indicates the financial stability of a company, its revenue to fight with bankruptcy chances. It states that a company has enough resources to carry its operations indefinitely till some contrary events take place (Weygandt, Warfield and Kieso, 2001). Going concern principle makes companies able to apply accrued principle and the principle of prepaid expenses. This principle justifies the recognition of expenses in later accounting periods as the entity will continue its operations in foreseeable future. It also permits the deferment of assets on a company’s balance sheet. For example, ABC Ltd. is a going concern and so the accountants can defer its fixed assets to later accounting periods at current value. ABC Ltd. would be a going concern if it would have ability to continue its operations despite selling its assets.  If ABC Ltd. has to close one of its branches, it can re-appoint those employees in another branch and continues as a going concern. Auditors check an entity’s ability to be a going concern in near future by analyzing different terms, including- negative trend in operational activities, loan defaults, legal actions against the entity etc (Dechow et al., 2011). An entity is not a going concern means that it went to bankrupt and all of its assets were forced to liquidate. For example, after 1990s bubble burst, many dot-coms are not considered as going concerns. There are some red-flags which indicate that a company is no longer a going concern. For example, a company does not generally include the value of its long-term assets on its balance sheet. If a company does so, that means it is planning to sell its assets because it is unable to pay its obligations without selling them. On the other hand, if a company purchases assets in times of liquidations, it might plan to sell them in later periods (Godfrey et al., 2010).
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Conclusion
The first part of this report showed the adjusted trial balance, an income statement and a balance sheet of General Suppliers Ltd. at the year end of 2021. The income statement showed that the company has a profitable condition as it has a net profit of £56,900. The balance sheet indicated that the company held a healthy financial position at the end of the financial year. The second part discussed about the basic accounting principles, such as- consistency, materiality, monetary unit and going concern principle and their applications in preparing and presenting financial accounts. Accounting principles refer to the rules and regulations followed by organizations while recording financial transactions. They are regarded as the basis of accounting standards which improve the quality of financial statements of companies. The proper use of those principles makes the financial statements transparent and reduces accounting frauds.
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