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Prepare an Income Statement 

	Income Statement

	For the year ended 31 December 2021

	Sales
	 
	 £    310,423 

	Less: Cost of goods sold
	 
	 

	Beginning inventory
	 £      30,222 
	 

	Add: Purchases
	 £    214,165 
	 

	Less: Ending inventory
	 £      25,164 
	 £    219,223 

	Gross profit
	 
	 £      91,200 

	Other expenses
	 
	 

	Administration expenses
	 £        2,772 
	 

	Salaries and wages
	 £      35,804 
	 

	Rental and insurance costs
	 £      19,200 
	 

	Sundry expenses
	 £        2,250 
	 

	Bad debt expense
	 £           980 
	 

	Depreciation expenses
	 £        8,138 
	 

	Total other expenses
	 
	 £      69,144 

	Net income
	 
	 £      22,056 



Workings:
1. Depreciation for 2021
Delivery van
Depreciation expense 		= cost – accumulated depreciation) *rate
= (35,580 – 12520) *30%
= £6,918
Shop fittings
Depreciation expense 	= cost*rate
= 12,200*10%
= £1,220
Total depreciation expense for 2021 = 6918 + 1220 = £8,130











Prepare a Balance Sheet (Statement of Financial Position)

	Balance Sheet

	As At 31 December 2021

	ASSETS
	 
	 
	 

	Current assets
	 
	 
	 

	Cash at bank
	 
	 £             82 
	 

	Trade debtors
	 
	 £        5,880 
	 

	Stock
	 
	 £      25,164 
	 

	Total current assets
	 
	 
	 £      31,126 

	 
	 
	 
	 

	Non-current assets
	 
	 
	 

	Delivery van
	 £      35,580 
	 
	 

	Less: Accumulated depreciation
	 £      19,438 
	 £      16,142 
	 

	Shop Fittings
	 £      12,200 
	 
	 

	Less: Accumulated depreciation
	 £        8,540 
	 £        3,660 
	 

	Total non-current assets
	 
	 
	 £      19,802 

	Total assets
	 
	 
	 £      50,928 

	 
	 
	 
	 

	LIABILITIES & EQUITY
	 
	 
	 

	Current liabilities
	 
	 
	 

	Trade creditors/payables
	 
	 £      34,420 
	 

	Creditor for VAT
	 
	 £        7,729 
	 

	Total current liabilities
	 
	 
	 £      42,149 

	 
	 
	 
	 

	Stockholders' Equity
	 
	 
	 

	Capital at 1 January 2021
	 
	 £        4,993 
	 

	Add: Net income
	 
	 £      22,056 
	 

	Less: drawings
	 
	 £      18,270 
	 

	Total stockholders' equity
	 
	 
	 £        8,779 

	Total liabilities & Equity
	 
	 
	 £      50,928 



Workings:
1. Trade debtors 
Trade debtors 	= original trade debtors – bad debt
= 6,860 – 980 
= £5,880
1. Accumulated depreciation
Delivery van
Accumulated depreciation = 12,520 + 6,918 = £19,438
Shop fittings
Accumulated depreciation = 7,320 + 1,220 = £8,540





















Principles of Financial Accounting

Accounting principles are set rules and standards that organizations must follow when preparing, reporting, and presenting financial information. Novel accounting rules have been generated and implemented in different companies – and these rules can vary depending on the management and company policies. They are the major backbone of financial accounting (Weygandt et al., 2019). This paper discusses the basic accounting principles that are universal and applicable in financial accounting and their relevance.
1. Accrual Principle
The principle requires that all accounting transactions need to be recorded during the accounting period when such transactions happened instead of the duration when there are certain cash flows linked to them (Weygandt et al., 2019). This is a major accounting principle and is associated with accruals. In any financial reporting, it is a requirement that all the figures reflect what actually occurred during the accounting period and no delay or acceleration should be done as this can impact the outcome. For instance, if the principle is ignored, there is a possibility of recording an expense only when payment is made and thus some details can miss.
2. Consistency Principle
The consistency principle requires that the accounting department or bookkeeper should apply the same accounting methods and principles throughout the accounting years (Weygandt et al., 2019). In this way, it enhances the verification of the information by independent observers who can obtain similar results by applying the same method or principles. The principle is relevant in that it enables the comparison of financial information over successive accounting periods or years (Weygandt et al., 2019). At the same time, flaws or accounting errors can be detected by analyzing variation in the results or deviation from the projections earlier made during the accounting period.
3. Conservatism Principle
The principle requires that liabilities and expenses should be recorded as soon as possible while the assets and revenues can only be recorded when there is assurance that they will be experienced (Sahaf, 2018). The principle may result in lower reported profits because the assets and revenue can delay. This principle is relevant in that it provides the investors an opportunity to decide whether to invest in the company based on the reported profit. At the same time, it protects the company from misstating its financial performance by recording assets and revenue that may not be realized and hence is important in enabling visibility of the company’s financial performance.
4. Materiality Principle
 The principle states that all the transactions in the company should be entered into the financial accounting records to enable accurate decision-making by an individual analyzing the company’s financial statements (Sahaf, 2018). This implies that even the small transactions incurred in the company should be recorded for reporting purposes. Materiality is relevant to the preparation of the income, profit, and loss account and assists in balancing the balance sheet. Without the consideration of the materiality principle, some assets or liabilities can be misrepresented and thus can impact the balance sheet because of the unrecorded transactions. Thus, there is a need to disclose all elements that are material in the financial report.
5. Principle of Monetary Unit
This principle demands that the accounting officer should only enter the transactions that can be quantified in terms of currency units (Sahaf, 2018). For example, it is possible to record the price of an asset (i.e., a chair) rather than the quality of such an asset. The principle implies that money remains the common denominator of all transactions (Weygandt et al., 2019). This is important in that it relieves the accounting department's excessive task of estimating the value of liabilities and assets and also is significant in the computation of the total assets and liabilities.
6. Going Concerned
Going concerned is another fundamental concept of the financial accounting process. The concept assumes that the company will maintain its operations and transactions for foreseeable future (Weygandt et al., 2019). The principle is relevant in that it provides accounting officers the discretion of delaying the recording of certain expenses such as depreciation to later times. Nonetheless, all expenses should be recognized at once, and no delay is encouraged. Furthermore, Weygandt et al. (2019) argued that if a company is not going concerned, “… the carrying amount will not be relevant” (p.33). Therefore, going concerned is important in enhancing the relevance of the carrying amount in the financial reports.
7. Full Disclosure Principle
Full disclosure demands that the company should disclose all its financial accounts and transaction as required by the law (Weygandt et al., 2019). Any information that is likely to impact the understanding of the audience must be included in the financial. The disclosure principle is important for accountability and transparency and also for the taxation purpose by the government (Sahaf, 2018). The information presented in the financial reports should mirror the actual transactions, including minor details that the public need to access. The information is also valuable for investors to make the right decision before engaging the company in any investment ventures.
8. Revenue Recognition Principle
The revenue recognition concept argues that revenue should be recorded only once it has been received, and not when any related cash has been realized (Weygandt et al., 2019). For example, the revenue can be recorded once the company has successfully delivered goods or services to the customer, and the customer has reneged its payment. On the other hand, when there is no evidence that the customer can pay for the goods, such revenue should not be recorded. Such a principle is essential in preventing the company from falsifying its revenue to attract investors or please the stakeholders for personal gains such as promotion.
9. Principle of Reliability
The principle states that only transactions that have proof should be entered in accounting books (Sahaf, 2018). For instance, the invoice from the customer is reliable evidence that an expense has been incurred and thus should be recorded. This concept is relevant, especially to the auditors who normally require evidence that supports all the transactions in the company (Sahaf, 2018). Auditors can verify the transactions and also check whether the figures presented in the financial accounting reports match the evidence presented in transaction documents such as invoices and receipts. Additionally, reliability is important when correcting for omission or commission errors.
10. Matching Principle
The matching principle is a fundamental element of accrual accounting. The concept states that organizations and accounting personnel should match the related expenses and revenues during a certain accounting period (Flood, 2015). According to Flood (2015), the matching principle is relevant in the preparation and presentation of financial information because it provided “…. The best measure of gross profit” 1(p.326). For example, if a company remits a commission of 5%, and realizes a profit of $50,000 at the end of the transaction period (December), it would pay $2,500 in January and record it as an expense for the financial year. Therefore, matching is necessary in enabling the reliability of the balance sheet.
11. Time-Period Principle
The period concept state that accountants should divide a business’s economic life into the artificial period and report financial transactions during those times consistently (Weygandt et al., 2019). This is the most obvious principle adopted by all businesses as they report the financial accounting information at the end of every accounting period. In most cases, the accounting period is divided into quarterly. Each quarter will report the financial transaction for that period. At the end of the financial period – usually a year, a consolidated financial statement that carries the information for the transaction quarters is prepared for a summary purpose. Additionally, the period principle is relevant when comparing the financial performance during a particular year and for successive years.
12. Principle of Economic Entity
This principle argues for the separation of the business owners from the business itself as unrelated units. In this case, the personal transaction is separated from that of the business during financial recording and reporting (Weygandt et al., 2019). For example, if the owner of the business makes a financial transaction that is unrelated to the business, such transactions are not recorded in the business’s accounting books. The principle is relevant in preventing the mixing of assets and liabilities from different entities that can cause problems during auditing.
13. Cost Principle
This principle argues that accountants should only record equity investments, assets, and liabilities at their initial acquisition cost (Flood, 2015). Thus, if accountants entered a revaluation value of the assets and liabilities when a partner withdraws can go against the cost principle. For example, if the purchase value of a machine was $250,000 and revaluation cost $125,000, the initial purchase value is entered and not the later value. Nonetheless, the principle is becoming outdated as some accountants and auditors are considering recording the fair value and not the acquisition cost. The depreciation and appreciation can be treated as new transactions.
14. Accountability Principle
The responsibility of an accounting officer is to keep the financial information of the business transparent, clear, and true (Weygandt et al., 2019). The accounting officer needs to ensure that financial information recorded and presented to the public is a true reflection of the actual transaction. This principle is important in that it prevents the auditors and accounting officers from falsifying information such as total assets and revenue in the company. Additionally, accountability supports the principle of revenue recognition, accruals, and reliability (Sahaf, 2018). Therefore, these principles are applicable as the basic foundation of all financial accounting preparations and reporting.
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