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The financial statement is the structural procedure of keeping a record of the financial events for any certain period and enlisting in the financial statement to explain the financial events to the respective stakeholders (Harrison et al, 2014). The financial statement is the core tool to assess the position and state of any given business organisation in any specific period (Weil et al, 2013). Financial accounts and statements are significant for every stakeholder including managers, employees and investors because as per the result of the financial position of any company and the trend of the financial practice, the performance of any company is assessed (Horngren et al, 2012). There are certain rules and principles of financial accounting so that the accountant can meaningfully and logically record the financial statement by which, the company can compare the financial statement with one year with other periods. There is discussed the implications of those principles.
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General Supplies Ltd
Unadjusted Trial Balance
As of 31 December 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
	
	100,000

	Provision for Depreciation – Machinery
	
	25,000

	Legal expenses
	7,000
	

	Heating and Lighting
	10,000
	

	Long Term Loans
	
	200,000

	Rent and Rates
	24,780
	

	Insurance
	17,520
	

	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
	
	3,000

	Taxation
	12,900
	

	Trade Receivables (debtors)
	400,000
	

	Trade Payables (creditors)
	
	350,000

	
	2,181,900
	2,181,900
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a. Here is given the adjusted entries first:
	Date
	Title 
	Ref
	Debit
	Credit

	31 December 2021
	Depreciation Expense
           Provision for Depreciation - Buildings         
           Provision for Depreciation – Machinery
	
	67500
	
37500

30000

	31 December 2021
	Bad debt
       Bad debt provision
	
	4000
	
4000

	31 December 2021
	Insurance Expense
                  Insurance Expense
	
	1520
	
1520

	31 December 2021
	Rent and rates
             Accrued Rent and Rates
	
	3220
	
3220

	31 December 2021
	Inventory
                     Purchases
	
	35,000
	
35,000
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General Supplies Ltd
Adjusted Trial Balance
As of 31 December 2021
	
	Debit (£)
	Credit (£)

	Finance Income
	
	4,000

	Finance expense
	16,000
	

	Insurance Expense
	1,520
	

	Share Capital
	
	347,900

	Bank
	
	2,000

	Inventory
	125000
	

	Machinery at cost
	120,000
	

	Buildings at cost
	750,000
	

	Provision for Depreciation - Buildings
	
	137500

	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
	8,000
	

	Purchases 
	525,000
	

	Revaluation Reserve
	
	100,000

	Provision for bad debts
	
	7,000

	Taxation
	12,900
	

	Trade Receivables (debtors)
	400,000
	

	Trade Payables (creditors)
	
	350,000

	Depreciation expense
	67500
	

	Accrued rent and rates
	
	3,220

	
	2,256,620
	2,256,620
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General Supplies Ltd
Income statement
For December 31, 2021
	Statement
	Amount
	Amount

	Revenue
Total sales revenue
Less: Purchases
Gross profit
Less: Operating expense
Legal expense
Heating and Lighting
Rent and Rates
Insurance Expense
Postage and Stationery
Travelling Expenses
Motor Running Expenses
Salaries and Wages
Depreciation expense
Bad Debt

Less: Total operating expense
Total operating profit
Financial expense
Financial Income
Profit before taxation
Taxation
Net profit
	
900,000
(525,000)


7,000
10,000
28,000
1,520
6,000
5,000
8,700
150,000
67500
8,000




	


375000












(291,720)
83,280
(16,000)
4,000
71,280
(12,900)
58,380





[bookmark: _Toc97027334]Balance sheet
General Supplies Ltd
Balance sheet
On 31st December 2021
	Statement
	Amount

	Non-current assets
Building
Machinery at cost

Current assets
Inventory
Insurance
Trade Receivables (debtors)

Total assets

Equity and liabilities
Non-current liabilities
Long Term Loans
Current liabilities
Bank
Trade Payables (creditors)
Accrued rent and rates
Equity
Share capital
Share Premium
Retained Profits
Revaluation Reserve
Net profit
Total liabilities and shareholders’ equity
	
750,000
120,000


125000
16,000
400,000
541000
1082000



200,000

2,000
350,000
3,220

347,900
100,000
50,000
100,000
58,380
1,211,500
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Accounting principles are the structured and defined set of guidelines that are to be followed and implemented while preparing the financial statements for a business entity recoding economic and monetary data (Horngren et al, 2012). Several international accounting boards including Financial Accounting Standard Board are concerned and issue the accounting principles based on the realistic implementation. There are several principles of accounting which are:
· Consistency principle
· Materiality principle
· Monetary unit
· Cost principle
· Going concern principle
· Revenue recognition principle
· Time period principle
Source: (Scott, 2015)
Consistency principle
Consistency principle is a set of practices in accounting where the accountant must keep sequence and consistency of same method and procedures of reporting financial events and analysing those events in every period (Accounting Principles, 2022). This means an accountant must apply the same method of recording financial events that the accountant used to do in the previous period. In this approach, the financial statements are produced in the same method in every period for which, the organisation can compare and relate the result of the financial statement of a certain period with other periods (Scott, 2015).  Also, external users need to understand the result of financial statements and the data in any certain period, and for this reason, there needs to keep consistency in doing accounting activities like recording financial events, explaining them and making financial statements from the data (Edwards, 2013). For example, there are several methods to calculate and manage the inventory amount in any period like LIFO, FIFO and Weighted Average Method. If any company apply the LIFO method in year A and the next period, if the company apply the FIFO method, the readers and the stakeholders will get wrong assumptions about the company's financial status. Also, the result of the financial statement of year A cannot be compared with the financial statement of the next year as the method is not the same in both periods.
Materiality principle
Materiality principle is the accounting standard that tells that any amount of financial event, which is very tiny in comparison to other financial events and if the financial event has no impact on the result of the income statement, that result can be ignored (Bragg and Bragg, 2022). A financial market authority and security exchange authority recommended to the accountant that if the financial event is at least 5% of the total assets, the event can be enlisted in the financial statement (Bragg and Bragg, 2022). If any financial event is very tiny compared to the amount of the figures of the financial statements, there will be less meaning of the financial event regarding the result of the financial statement. the concept of the materiality principle varies as per the company size, amount of the transactions and the net asset value of the company. 
For example, in any company, there are several types of operating expenses including machinery and stationery expenses. Also, the company usually enlists the financial events in million pound figures in the financial statements. In any operation, if an employee of the company buys a £50 amount of stationary for the operation of the company if the total lifespan of the stationary is six months, the stationary expense of each month would be so tiny that it would impact little or would not impact any of the results of the financial statement. rather if the company accumulate the total amount of stationary for a period and enlist it in the financial statement, it would be meaningful.
Monetary Unit
This principle states that a company should enlist only those events to the financial statement which have literal financial value or which can be expressed and explained in the financial value, otherwise, the event cannot be enlisted in the financial statement and would not be meaningful to the financial statement (Bragg and Bragg, 2022). the event or item must be countable and quantifiable in value. The quantifiable item like the value of any asset or the amount of any product is countable and has financial meaning and implications. There is no financial meaning or implications of the skills of the employees, the speech or promise by the employee or manager or others to others (Edwards, 2013). These all things cannot be included in the financial statement as a financial event.
Cost principle
The cost principle is the concept of the accounting standards that tells that any assets or any transaction must be enlisted and recorded in the initial price or value of the asset or transaction (Indeed Career Guide, 2022). The value of the asset or any quantifiable stuff may have the financial implication of increase or decrease over time as for the application of interest or depreciation amount and nonetheless, the amount of any asset or the financial value of any asset must be enlisted in the original value in the financial statement (Porter and Norton, 2016). An asset of a company is depreciated periodically by a certain amount but while referring to the value of the asset in any financial statement or explanation, the focus should be poured on the actual or initial cost of the asset value (Beatty and Liao, 2014). The cost principle always stays alike. This principle mainly follows the historical price principle or it is stated as the historical price principle. The historical price principle tells that whatever the current value or the price of any asset in the market, the asset must be enlisted in the original price that the asset was bought at (Porter and Norton, 2016). 
For example, company A bought an amount of furniture ten years ago from a furniture shop which was bought at £10,000. The company must report the price of the furniture in the amount that the furniture was bought at even if the value or the price of the same furniture is £20,000. Also, the depreciation must be calculated on the price at which, the company bought the furniture. If the company calculate the depreciation amount based on the current market price of the furniture, it will be principally wrong according to the principle of accounting. The financial result and outcome from the financial statement will also show wrong data and results.
Going concern principle
The principle of going concerned in accounting tells that the company or the business entity is assumed to carry on its business activities eternally (Investopedia, 2022). That means a business organisation will not be dissolved shortly or the organisation is in a good state with which, the company can run its business in a flourishing manner (Investopedia, 2022). Also, this means that the business organisation will not forcefully stop its operation suddenly. This is a principle of accounting because, in a financial statement, there are enlisted several types of long-term and current assets and liabilities (Porter and Norton, 2016). All of the transactions are categorised as short-term or long-term based on the nature and amount of the transaction (Narayanaswamy, 2017). If the business organisation is not assumed to run for an unlimited period, there is the limitation of the life cycle of business organisation which means there will be no value of the difference between long-term and short-term assets and liabilities.
A business entity is assumed to carry on its business operation for an unlimited time unless there is any significant information that the business entity will dissolve itself for any significant reason in a certain future period (Narayanaswamy, 2017). For example, if a business organisation faces the case of bankruptcy in any period for which, the organisation needs to close down its operation by vanishing its entities, the non-current assets that the business organisation has will be liquidated which means there will be no non-current asset (Edmonds et al, 2013). This creates a big vulnerability for the stakeholders of the financial accounting where the meaning of the result of the financial statement will vanish. There are some implications and evaluation of the signals and symptoms of the business entity to be bankrupt or unable to carry on its regular activities. These implications are the negative influx of profit for several consecutive and consistent periods, no suppliers to buy the raw product from or the denials by the suppliers to supply the goods, any legal action against the business organisation (Edmonds et al, 2013). In that case, the financial statement shows the non-current asset as the current asset while dissolving the assets as for bankruptcy or the dissolving of the business.
Revenue recognition principle
This principle of accounting state that any business entity should report only those financial or monetary transaction which has been occurred or which have a valid reason and a meaning to be included in the financial statement as a transaction (Bragg and Bragg, 2022). The principle focuses on the actual existence of the assets and goods that have been bought by justifying the actual financial event. There is always uncertainty that any financial event will occur in the future as per the commitment of the external parties (Harrison et al, 2014). for example. If any business entity gives the wages in advance to the employees and enlists that financial event as the paid expense, this will be wrong and will give the wrong financial result in the financial statement. the prepaid wages to the employees are the current assets for the company (Bragg and Bragg, 2022). And the company has the right to utilise that asset by making the employees work for the organisation in the future against prepaid wages for the period of wages paid. After doing the work as per the number of wages and the period, the prepaid wages or the current asset will expire and the amount will be counted as the gained or paid wages, not prepaid wages (Harrison et al, 2014). If the company recorded the prepaid wages as the paid wages and enlisted them in the operating expense of the income statement rather than showing in the balance sheet as the current asset, the organisation will incur a substantial amount of loss as the company will have no basis to utilise the prepaid amount of wages (Edwards, 2013). As per this principle of revenue recognition, there are two bases of accounting and the first one is accrual basis and the second one is the cash basis. As per the accrual basis, the accountant enlists any sale without receiving any cash as the account receivable and recognise the amount as the revenue and profit when the actual amount of price is paid. as per cash basis, the amount of revenue is recognised only when the company receive the revenue in cash. Unless and until cash is received, the revenue is not recognised.
Time period principle
Time period principle is the accounting principle that tells that any company should enlist financial events keeping consistency in setting the period or the company should keep the record of every financial meaningful event by maintaining a certain period (Bragg and Bragg, 2022). The period can be monthly, quarterly, half-yearly or yearly (Beatty and Liao, 2014). The company should follow that duration only which is being followed from the past practice of keeping records in an amount of period. Also, the concept states that the company must mention the specific time period and date while preparing the financial statement for any certain period (Edmonds et al, 2013). In preparing the financial statement, the amount of period must be the same for all the periods. For example, if a company prepares a financial statement within a certain time of every year keeping the equal time period, the company must prepare all the financial statements in the future keeping one year as the setting of preparing of financial statement. Otherwise, the data will be incomparable which will be meaningless and difficult for the company to assess the company’s growth. Also, this will breach the consistency principle of accounting.
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Any financial account is maintained within a certain time period to prepare a financial statement for the company so that the management and the stakeholder can compare the data of the past with the present (Porter and Norton, 2016). This will give the stakeholders to assess the firm's position and the probable action to be taken to keep the business operations going on. To accurately and meaningfully find the result of financial statements so that the experts, management and the stakeholder can take an accurate decision, there needs some principles and procedures to be firm and abide by to keep the result of the financial statement meaningful. This will make the stakeholders take better decisions for the company (Narayanaswamy, 2017). Otherwise, there will be the bizarre appearance of the data and input system in the financial statement which will create confusion and complexity in the mind of the management and stakeholders to understand the data. And for this reason, the financial standard board has set some guidelines which are called principles that will help to give accurate meaningful financial data.
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The structural technique of keeping track of financial events for any given time and enrolling in the financial statement to explain the financial events to the various stakeholders is known as the financial statement. The financial statement is the most important instrument for determining the status and state of any corporate organization at any given time. Financial reports and statements are important for all stakeholders, including managers, employees, and investors, because the success of any firm is evaluated based on its financial condition and financial practice trends. Financial accounting follows specific rules and principles for the accountant to record the financial statement clearly and logically so that the organization may compare the financial statements.


[bookmark: _Toc97027338]References
Beatty, A. and Liao, S., 2014. Financial accounting in the banking industry: A review of the empirical literature. Journal of Accounting and Economics, 58(2-3), pp.339-383.
Bragg, S. and Bragg, S., 2022. Materiality principle definition — AccountingTools. [online] AccountingTools. Available at: <https://www.accountingtools.com/articles/the-materiality principle#:~:text=The%20materiality%20principle%20states%20that,statements%20would%20not%20be%20misled.> [Accessed 28 February 2022].
Edmonds, T.P., McNair, F.M., Olds, P.R. and Milam, E.E., 2013. Fundamental financial accounting concepts. New York, NY: McGraw-Hill Irwin.
Edwards, J., 2013. A history of financial accounting (RLE Accounting). Routledge.
Harrison Jr, W.T., Horngren, C.T. and Thomas, C.W., 2014. Financial accounting. Pearson Education.
Horngren, C., Harrison, W., Oliver, S., Best, P., Fraser, D. and Tan, R., 2012. Financial accounting. Pearson Higher Education AU.
Narayanaswamy, R., 2017. Financial accounting: a managerial perspective. PHI Learning Pvt. Ltd.
Porter, G.A. and Norton, C.L., 2016. Financial accounting: The impact on decision-makers. Cengage Learning.
Scott, W.R., 2015. Financial Accounting Theory Seventh Edition. United States: Canada Cataloguing.
Weil, R.L., Schipper, K. and Francis, J., 2013. Financial accounting: an introduction to concepts, methods and uses. Cengage Learning.
