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[bookmark: _Toc2036922598]Introduction
Accounting concepts and principles are important for a business to operate and maintain its stability by creating a detailed framework and reporting mechanisms. The first task is about the formation of a financial statement and the statement of the financial position of a business. This task is based on a grocery shop's financial transactions that ended on 31st Dec 2023. The second task focuses on a business ledger “T accounts” and still balances. The third task focuses on the “going concern” concept of accounting principles. 

[bookmark: _Toc1115903955]Task -1
[bookmark: _Toc1854023075]a. Income statement 
Smiths’ Grocery
Income statement
For the year ended Dec 31st 2023
(money indicator British pounds- £)
Sales 160,000
Less: Sales returns (4,000)
Less: Discounts allowed (700)
Net Sales 155,300
Cost of Goods Sold:
Opening Inventory 3,000
Add: Purchases 93,000
Less: Purchase returns (5,000)
Less: Discounts Received (200)
Less: Closing Inventory (5,000)
Cost of Goods Sold 87,800
Gross Profit 67,500
Operating Expenses:
Salaries 31,000
Rent 2,800
Electricity and Gas Expense 1,500
Vehicle Maintenance 950
Total Operating Expenses 35,650
Operating profit 31,850
Depreciation Expense – Furniture (1,800)
Depreciation Expense – Vehicles (3,225)
Bad debts (850) 
Interest Expense (1,000)
Net Profit before Tax 24,975
[bookmark: _Toc246990754]Explanation
Smiths” Grocery is a single proprietorship business run By Mr. Smith. The income statement of the business is included by following the proper accounting standards as per IAS. The period of the statement ended on Dec 31st, 2023. The business reported a sales of £160,0000, which indicates a good selling ratio for the business. The sales returns are also £4,000, which is smaller than the sales ratio, indicating good customer satisfaction (Frampton and Robilliard, 2020). The store also gave a discount of £700. In the ending month, the net total of the store was £ 155,300. The opening inventory for the business was £3,000 which was soon replenished by £93,000 in goods, the purchases returns were £5,000 and a discount of £200 was given by the seller. The closing inventory for the business was £5,000 which indicates that the sales were substantially fair and the business was to make a profit. The total costs of goods sold were £87,800, which led to a gross profit of £67,5000. The cost of goods sold comes from the storing of the product, maintenance, advertisements and additional rates for the selling process which leads to a lesser profit, and the profit is recognised after deducting the operating costs (Ruell, 2019). The next segment of the financial statement is a comprehensive analysis of the operating costs, which includes the salaries of the hired workforce, the renting of the shop locations, utilities needed to maintain the business and the expenses to ship the products that are meant to be sold (Weygandt et al., 2018). The salaries disbursed are the highest among all the expenses and it is £31,000. The rent for the grocery shop is relatively low and only comes at £2,800. Utilities like gas expenses and electricity expenses were at only £ 1,500. The vehicle maintenance cost was the lowest and it was only £950. The total operating cost of the business was £35,650. After adjusting the expenses the operating profit for the business comes to £31,850. The last part of the statement focuses on the depreciation part, which refers to two types of depreciation, one depreciation of furniture which is £1,800 and the depreciation of vehicles which is 3,225. A bad debt expense of £850 and an interest expense of £1000 are also stated. The financial statement of the business concludes with a £24,975 net profit before tax, which means the business is a growing and profitable venture as the profit rate is high (Bauerle, 2018). The income statement has given a good picture for the investors and willing contributors to the business's capability and future possibilities. 


[bookmark: _Toc338550778]b. Balance sheet
Balance Sheet (Statement of Financial Position)
Of
Smiths’ Grocery
as of 31st December 2023:
Assets
	Current Assets:

	Trade Receivables
	16,200

	Inventory
	5,000

	Bank Balance
	5,000

	Prepaid Rent
	300

	Total Current Assets
	26,500



	Non-Current Assets:

	Furniture
	15,000

	Vehicle at Cost
	28,500

	Total Non-Current Assets
	43,500



Total Assets 70,000

Liabilities and Equity
	Current Liabilities

	Trade Payables
	2,300

	Vehicle maintenance
	150

	Provision for Bad Debts
	550

	Accumulated Depreciation- Furniture
	6800

	Accumulated Depreciation- vehicles
	10,225

	Salaries Accrued
	3,000

	Total Current Liabilities
	23,025



	Non-Current Liabilities:

	Loan (five years) 
	10,000

	Total Non-Current Liabilities
	10,000


Total Liabilities 33,025
Equity:
	Capital
	25,000

	Add: Net Profit Before Tax
	24,975

	Less: Drawings 
	(13,000)

	Total Equity
	36,975



Total Liabilities and Equity 70,000
[bookmark: _Toc1772688328]Explanation:
A statement of financial position is one of the most reliable accounting elements that give the user an idea of how a business is operating, how it is managing its assets, how much amount of liability or equity it holds in the form of numbers and gives a general idea of the business (Label, 2018). The current asset section of the business shows that the amount of trade receivable is an amount of £16,200. This amount is the largest portion of the account and proves that the business deals mostly in receivables, which can be quite challenging in times of economic crisis. The inventory of the business is at £5,000 and the bank balance of the business is £5,000. The prepaid rent is £300, which can be beneficial in the upcoming operating periods. The total current asset of the business is at an amount of £26,500.
The non-current section is the assets that are mainly long-term and don’t usually be converted easily (Shields, 2017). The account is mostly copies of furniture and vehicles at cost. The amount of furniture is £15,000 and the vehicles are £28,500. These assets can be used in the long term and an essential for the business to operate. The total asset of the business comes at £70,000
The next part of the statement is the liabilities and the equity part. These are mainly comprised of the payables, debts, depreciation and expenses. The business has an amount of trade payables of £2,300. This indicates a good management capability as low debts mean more liquidity (Morgan, 2019). The vehicle maintenance was at £150. The bad debts were also lower and at £550. The depreciation part holds the depreciation of furniture and vehicles which are £6,800 and £10,225 respectively. The salaries are kept on hold and at £ 3,000. the non-current liabilities are the liabilities that are to be paid in the future and hold greater stakes for the business (Shields, 2020). The total loan of the business is £ 10,000. And the total liabilities for the business are £33,025
The equity section is for the stakeholders and the amount of capital for the business is £25,000. The net profit that was generated by the business was £25,975 which was mainly achieved by selling goods and services. The owner has drawn £ 13,000 resulting in decreasing the equity to £36,975. The total liabilities and equity of the business in £70,000. The statement has shown that the business is a growing one. In the asset section, we can see that the business has 37.86% of current assets. Among this value, the trade receivables hold 23.14% which is the majority. The inventory is 7.143% which may indicate a declining stock of products. The bank balance of the business is 7.143%. The rent is the lowest of all the current assets and is only 0.43%. The non-current assets comprise the majority percentage and is 62.14%. The non-current assets are comprised of vehicle and furniture assets. Which are respectively 40.72% and 21.43%. This indicates a picture of the liquidity of the business. Higher liquidity means that the company can quickly convert into cash equivalents which is not the case for this business.  The higher ratio of non-current assets means the company's liquidity is lower and may face difficulties in times of liquidation. The business's liabilities and equity part shows a better picture of the debts and expenses. The business has a ratio of 32.89% current liabilities, which are the liabilities that are to be paid first in times of liquidation. The trade payables comprise only 3.29% of the total current liabilities. The vehicle maintenance was only 0.22% of the whole sum. Provision for bad debts was only 0.22%, which indicates better customer management. The depreciation comprises a large portion sitting at 24.32% among which vehicle depreciation was 14.61% and furniture depreciation was 9.72%. The salaries of the workers were 4.29% and accrued in the reporting period. The non-current liabilities of the business hold 14.3% which is wholly of bank loans. The liabilities section of the business in total goes around 47.2%. The equity section of the business shows a positive perspective as 52.8% is captured solely by this section. The manor contributor is the capital which is 35.72% of the whole sum and the drawings done by the owner are 18.57% compared to the equity. The drawings have a great impact on the quantity as it reduces it and the taxes also reduce the sum.
 


[bookmark: _Toc1965894398]Task-2
[bookmark: _Toc1482349845]Necessary T accounts for Marias’ business:
Capital
	
	Debit 
	Credit

	1 Feb-Opening 
	
	30000

	2 Feb (contribution of capital)
	
	700

	Balance
	
	30,700


Van
	
	Debit 
	Credit

	1 Feb-Opening 
	15000
	

	27 Feb( sale of asset)
	
	8000

	27 Feb ( loss )
	
	6000

	27 Feb( Depreciation)
	
	1000

	Balance
	0
	


Bank
	
	Debit 
	Credit

	1 Feb- Opening 
	10,000
	

	7 Feb (purchase of product)
	
	700

	9 Feb (payment received)
	3000
	

	11 Feb (petrol Expense)
	
	350

	18 Feb (payment of insurance)
	
	450

	28 Feb (deposit cash) 
	6000
	

	Balance
	17500
	


Cash
	
	Debit 
	Credit

	1 Feb- Opening 
	2,000
	

	2 Feb (contribution of capital)
	700
	

	3 Feb (purchase of equipment)
	
	1,000

	4 Feb- (payable)
	
	800

	15 Feb ( cash received)
	2,600
	

	25 Feb wages expense)
	
	800

	26 Feb (advertisement expense)
	
	500

	27 Feb( sale of asset)
	8,000
	

	28 Feb ( cash deposited to bank)
	
	6,000

	28 Feb ( drawings)
	
	1200

	Balance
	3,000
	


Receivables
	
	Debit 
	Credit

	1 Feb-Opening 
	5,000
	

	9 Feb (payment received)
	
	3,000

	15 Feb ( cash received)
	
	2,600

	21 Feb ( sales)
	2,400
	

	Balance
	
	1,800


Payables:
	
	Debit 
	Credit

	1 Feb-Opening 
	
	2,000

	4 Feb (payables)
	800
	

	20 Feb ( purchase on credit)
	
	1,200

	Balance
	
	2,400


Petrol expense:
	
	Debit 
	Credit

	1 Feb-Opening 
	
	0

	28 Feb 
	350
	

	Balance
	350
	


Computer
	
	Debit 
	Credit

	1 Feb-Opening 
	0
	

	3 Feb ( computer purchase)
	1,000
	

	Balance
	1,000
	


Inventory 
	
	Debit 
	Credit

	1 Feb-Opening 
	0
	

	7 Feb (purchase of products)
	700
	

	20 Feb (purchase of products)
	1,200
	

	Balance
	1,900
	


Drawings
	
	Debit 
	Credit

	1 Feb-Opening 
	0
	

	18 Feb (bank)
	350
	

	28 Feb (cash)
	1,200
	

	Balance
	1,550
	



[bookmark: _Toc681440625]Trial Balance for Marias’ Business
	Accounts 
	Debit
	Credit

	Capital
	
	30,700

	Computer
	1,000
	

	Bank Balance
	17,600
	

	Cash
	3,000
	

	Receivables
	1,800
	

	Payables
	
	2.400

	Inventory
	1,900
	

	Depreciation
	1,000
	

	Loss 
	6,000
	

	Wages 
	800
	

	Advertisement expense
	500
	

	Petrol expense
	350
	

	Drawings
	1,550
	

	Prepaid insurances
	450
	

	Total
	35,500
	35,500



[bookmark: _Toc1540139167]Explanation:
A trial balance is an important accounting mechanism to find errors in accounting methods in the double entry systems for a business or a business (Miller-Nobles et al., 2018). The trial balance of the marina business gives us detailed step-by-step business initiatives and investments in the business of the owner. The capital was £30,000 on the opening which was changed to £30,700 for the investment of the owner. The business has now only a computer as an equipment asset which is worth £1,000. The business has a liquid cash of £3,000 and the majority of the cash is secured in a bank which is £17,600. The business also has an amount of £1,800 in cash receivables. This amount shows a positive picture where the owner or manager has a strong sense of security and likes to hold the cash equivalents in safe deposits for better security and management (Hussey, 2014).
The payables of the business are also low at £2,400. The inventory for the business is staying at £1,900 which was mainly stocked at credits. The expenses include advertisements for the business, wages for the employees and petrol expenses for the business which are respectively £500, £800 and £350. The expenses are relatively half of the sales and indicate a fair profit (Ising, 2014). The substantial shift in the balances came from the sale of the van for £15,000. The book value of the van was £14,000 and was sold for £8,000. The depreciation of the equipment was £1000 and the loss on sale was £6,000. This brings a significant change in the balances of the accounts and by far the highest amount traded (Kolitz, 2017). The prepaid insurance for the business was £450.


[bookmark: _Toc693812924]Task 3
[bookmark: _Toc564578982]The Going Concern Assumption: A Cornerstone of Accounting
The “going concern” assumption is one of the fundamental principles of accounting that is based on the evaluation and presentation of financial and accounting statements. The theory suggests that an entity will go on operating in the upcoming future instead of liquidating or ceasing its operations (Kieso et al., 2013). The assumption is to signify the implications for accountants to measure and report financial elements.
[bookmark: _Toc470504081]The Concept:
The going concern assumption refers to the entity's ongoing activities generating revenue and covering its expenses (Nobes, 2014). If somehow the entity's operations are terminated, the value of its assets and liabilities would be different values from their ongoing values (Brodersen and Pysh, 2016). 
Application:
Asset evaluation: The value of assets is measured typically on their future economic benefits under the assumption of continued operations (Kieso et al., 2013). This assumption is solely based on the performance of the entity and its capabilities.
Depreciation: depreciation signifies the wear and expense of assets due to their usage over their entire lifespan (Boyd, 2018).
Recognition of Liability: Liabilities like Long-term debts will be presented on their present values and reflect future expectations (Barrow and Kelly, 2015).
Importance:
The going concern assumption plays a crucial role in:
The usefulness of financial statements: the assumption allows the users to interpret based on the continued operations, which leads to more strategic and informed decision-making (Barrow and Kelly, 2015).
 Investors and creditors:  investors and creditors rely heavily on the entity's viability on long-term and potential return on investments (Brodersen and Pysh, 2016).
Efficiency:  The assumption promotes efficiency in resource allocation by providing a framework of asset evaluation and liability-based reporting mechanisms.
However, the going concern assumption is not an absolute method when there’s substantial doubt about the entity's ability in future operations. The assumption cannot always show the bigger picture and may require future adjustments to practices and disclosures (Barrow and Kelly, 2015). The changes should be done based on different factors like market value, face value and other economic factors that can alter the course of a business entity.
In conclusion, the “going concern” assumption is a critical cornerstone for accounting practices that have shaped a new way of perspective assets and their related entities. It may help the investors in making well-thought decisions but it’s important to recognise that it’s after all an assumption and can change anytime.


[bookmark: _Toc1869454514]Conclusion
The assignment was a three-layered test of the understanding of accounting concepts and fundamentals. The first task has given the experience of general T accounts, the ledger entries and the construction of trial balances. Task two was based on a sole proprietorship business that required to construction of final accounts from a trial balance and adjusting the requirements by incorporating it in the trial balance. The third task was an essay about the “going concern” concept of accounting fundamentals which can give the user the assumption capabilities.
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