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Two out of the four financial statements—the income statement and balance sheet—are unquestionably the most crucial. The financial results of an entity's financial transactions throughout the course of an accounting period are shown in the income statement. The financial position of a business entity is represented by the sums of the entity's assets and liabilities at a specific point in time in a balance sheet, on the other hand. The balance sheet and income statement of "Angela," a business entity, have been prepared in the first half of this assignment to indicate her financial activities and economic position for the year ending on December 31, 2021.
The consistency, going concern, materiality, and monetary unit are the four important accounting concepts that are covered in detail in the second half of the assignment. According to the standards, the definitions, justifications, significance, benefits, and drawbacks of the principles have been explored.
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	Angela

	Income Statement

	 For the year ending 31st December 2021

	Items
	₤
	₤

	Sales
	 
	310423

	Less: Cost of Goods Sold
	 
	 

	Purchases
	214,165
	 

	 
	 
	214,165

	Gross Profit
	 
	96,258

	Less: Operating Costs
	 
	 

	Administration expenses
	2,772
	 

	Rental and insurance costs
	19,200
	 

	Salaries and wages
	35,804
	 

	Bad Debt Expense
	980
	 

	Depreciation Expense- Delivery Van
	6,918
	 

	Depreciation Expense- Shop Fittings
	1,220
	 

	 
	 
	66,894

	Operating Profit
	 
	29,364

	Less: Unrealized Holding Loss
	5058
	 

	Sundry Expenses
	2,250
	 

	 
	 
	7,308

	Net Profit
	 
	22,056






	Angela

	Balance Sheet

	 For the year ending 31st December 2021

	Items
	₤
	₤
	₤

	Assets
	 
	 
	 

	Delivery van at cost
	35,580
	 
	 

	less: Accumulated Depreciation
	19438
	 
	 

	 
	 
	16,142
	 

	Shop fittings at cost
	12,200
	 
	 

	less: Accumulated Depreciation
	8540
	 
	 

	 
	 
	3,660
	 

	Stock
	 
	25,164
	 

	Trade Debtors
	6,860
	 
	 

	Less: Bad debt Expense
	980
	 
	 

	 
	 
	5,880
	 

	Cash at bank
	 
	82
	 

	Total Assets
	 
	 
	50,928

	Liabilities and Owner's Equity
	 
	 
	 

	Owner's Capital
	 
	4,993
	 

	Add: Net Profit
	 
	22,056
	 

	 
	 
	27,049
	 

	Less: Drawings
	 
	18,270
	 

	 
	 
	 
	8,779

	Trade creditors/payables
	 
	34,420
	 

	Creditor for VAT
	 
	7,729
	 

	 
	 
	 
	42,149

	Total Liabilities and Owner's Equity
	 
	 
	50,928
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Explanation
The belief that all financial or monetary dealings are connected to and carried out in the context of business. Money is involved in all economic and financial activities. A strong foundation for comparing firms is provided by financial data and accounting indicators. Accounting is the study of financial transactions.
GAAP presupposes that the dollar is an accurate and practical unit for all enterprises. accessible as well. On global exchange markets, every currency changes hands at a different rate. It's simple to change US dollars and British pounds into euros, pesos, or yen.
FASB does not acknowledge the impact of inflation on financial reporting. This primarily results from low US inflation. If the US economy alters and inflation rates go close to those of South Africa and Brazil, which experienced hyperinflation, the FASB may alter SFAC No. 5.
Objective
The assumption's goal is to make it possible for the accounting process to measure economic occurrences numerically.
Importance
· A monetary unit must be used to record each transaction that takes place within a corporation. The major justification for this is that, over time, the monetary unit makes a considerable contribution to upholding stability.
· One of the recognized currency systems, like US dollars, must be used to record every transaction that takes place within a company. The reason for this is that the monetary system ultimately promotes stability. The only transactions and activities that should be recorded in an organization's accounts are those that can be measured in monetary terms. An event or transaction shouldn't be recorded in the company's books of accounts if it cannot be measured in monetary terms.

Criticisms 
Although the monetary unit assumption tends to make accounting easier to understand, there may be times when it causes problems. The monetary unit assumption can cause a few issues when a company manages its books of accounts, such as the following:
· One of the issues with the monetary unit assumption is that when recording, it has the disadvantage of ignoring the effects of inflation. As was seen in the prior example, even in 2019, official records still display the original purchase price of a parcel of land as $50,000, which was paid in 1992. Although there has been a noticeable change in the dollar's ability to buy goods and services since 1992, this is not taken into account in the monetary unit assumption. 
· This assumption may also mislead or fool individuals who are looking at financial records from the outside. Another problem with it is this. For instance, XYZ Limited is the owner of $350,000 worth of land. Given that $50,000 of the declared amount is dated from 1992, it's possible that it's not $350,000 right now.
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Explanation
The consistency in accounting principle states that unless there is a good reason to diverge, an organization should follow the same procedure and strategy for related occurrences.
A range of accounting ideas must frequently be used by an accountant to manage challenges (e.g., depreciation on fixed assets, valuation of stock, etc.). This idea underlines the need for accountants to follow a single process. Consistency in strategy is crucial because changes might have an impact on a company's profitability. Future modifications are still conceivable, though. Any reasonable change that enhances accounting is permissible, but it must be disclosed.
Objective
The main objective of putting this idea into practice is to ensure that a person's performance may be assessed and assessed on the same criteria from year to year. For instance, the financial statements for the two years won't be comparable if a company depreciates its motor vehicles using the straight-line approach in 2015 but converts to the falling balance method in 2016. This is due to how exact the straight-line approach is.
Importance
When reporting financial statements, auditors are concerned about whether their clients follow the consistency principle. Financial statements allow creditors and investors to evaluate performance over time (Kawugana and Faruna, 2019). With the management of the client, many auditors discuss the consistency of the financial reports. An auditor may decline to render an opinion if a client's financial statements fail to uphold the consistency principle. Overstating sales and profits is avoided by management according to the consistency principle. Without a consistency standard, management might simply falsify annual financial reports to portray success as being higher than it actually is. Instead of using double-declining balance, it can use straight-line depreciation to increase earnings in the first few years. The consistency principle is not being followed when a company's activities remain constant but its earnings increase abruptly. Users of financial statements should be alarmed and look into this. A company's financial statements won't be trustworthy or comparable if it doesn't disclose and explain any violations of the consistency principle.
Advantages
· By implementing the same procedures and policies, accounting firm managers will become accustomed to the process. They will be able to carry out financial reporting duties on a regular basis after receiving initial instruction.
· Staff inefficiency and training expenses would increase if accounting standards and procedures were frequently changed.
· The consistency principle will be applied consistently to a company's financial accounts. A company's financial and operational success over time could be compared by creditors, investors, managers, and other stakeholders.
· If a company's financial statements violate the consistency principle and lack proper disclosures or a convincing reason, the majority of auditors won't pass judgment on them.
· The consistency principle ensures that staff members consistently utilize the same accounting procedures, preventing the need for retraining. Process familiarity improves employee productivity (Ameen, Ahmed and Abd Hafez, 2018).
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The going concern concept states that businesses should be seen as if they will last forever or long enough to accomplish their objectives (Sterling, 2021). Going concern assumes that businesses will last a long time and won't close or be sold soon. Going-concern businesses are expected to endure. Going concerns aren't businesses that will soon close.
GAAP emphasizes the notion of a going concern. Without the going concern assumption, businesses could not prepay or accrue expenses. If we don't assume that businesses would operate, why would we prepay or accumulate? It's possible that the business won't be there for very long.
Assets are a going concern's contribution to GAAP. In order to depreciate and amortize assets, businesses must continue to run. Assets are provided at historical costs as a result of the going concern assumption. A liquidation strategy is more appropriate if we disregard the going concern and assume the company could go out of business in a year. The definition of assets would change from current and long-term to current only.
Some businesses fail and shut down. The financial statements should make this clear if the company's finances indicate that the going concern assumption cannot be upheld (the company may file for bankruptcy).
Advantages
Going concern has several advantages, but a few of the more important ones are as follows:
· During the early years, businesses invest a sizable amount in fixed assets as part of their expenditure for immediate demands. However, the benefits of the assets are spread out throughout the course of the year (generally over a year). The running concern acknowledges the recording of such expense during the asset's lifetime. 
· The concept permits the split of assets and liabilities into short-term, long-term (often lasting more than a year), and 12-month periods. It encourages confidence in a business' potential to endure into the future.
· The concept of "going concern" serves as the basis for recording income or profits over the applicable period of time. 

Disadvantages
There are some limitations of this concept:
· Cost rather than market value is used to construct financial reporting. The financial records would be revised if an organization had to liquidate its assets. New values and cost-based ones can diverge significantly.
· The business may experience difficulties with going concern due to evolving laws. It would hasten the recording of financial transactions.
· Going-concern financial statements are created if the company is closing. This might give erroneous information to stakeholders, misleading them.
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Explanation
According to the materiality hypothesis, financial information is significant if it causes a reasonable person to modify their opinion (Kumor and Mackowiak, 2018). The financial statements should cover every key piece of financial information that might have an impact on a user's choice.
What is material is determined by size and importance. It was impossible for financial data from one corporation to have any significance for another. This is evident when comparing small and large businesses. Due to its size and revenue, a large firm may not have many expenses. Does data from financial statements have any significance? Materiality makes an effort to react. If not, it shouldn't be disclosed in the financial statements of the company. Both qualitative and quantitative elements are often used to define the importance of financial information. Professionals have the knowledge and the judgment to determine what is material.
Objective
The materiality concept's background might be used to support the auditors' conclusions. The auditors must publish a report outlining a true and accurate representation of the company's financial statements. As a result, it will be simple for an auditor to reach a just judgment utilizing pertinent data.

Importance
A corporation may view information as irrelevant if a transaction's financial worth is sufficiently low or if its nature is enough unimportant to the company's core operations. If it is less time-consuming or less expensive to do so, a firm may choose to utilize a different way of accounting for the transaction than that suggested by accounting principles in this situation. The cutoff point could change over time, and the materiality standard for one company might not match that of another.
Advantages
· The idea of materiality aids users in understanding significant commercial transactions. Due to the fact that the shareholders' and investors' money is involved in the company, they have a right to information regarding important issues so they may continue to feel confident that their money is secure.
· Since full disclosure rules only apply to important transactions, it is not required to keep track of every action.
Disadvantages
· Judgment errors can happen. Making judgments can be challenging since an object might be relevant to one person but unimportant to another.
· Reporting significant transactions could be time- and labor-intensive.
· It can be necessary—and expensive for small businesses—to hire a specialist to ascertain whether a transaction is material or inconsequential.
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When creating financial accounts for any corporate entity, the four accounting concepts that were just discussed are extremely important. In this world, every procedure must adhere to certain norms and rules. The accounting procedure is the same. Without principles, different companies would record and process their transactions in various ways, which would seriously impair the comparability of financial information and the capacity to make sound financial decisions. Both the entities and the investors would experience severe challenges as a result.
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