Accounting fundamentals



Accounting fundamentals
Student Name: Raducu Voinic
Student ID:

Executive Summary
This report covered various core factors involved with the accounting process and various steps within the process. It showcases the importance of financial statements by preparing financial statements based on the information provided. It also prepares ledgers and trial balance using the financial information. It also discusses the core conventions with focus on the 'going concern' convention along with its implications on the accounting process.
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[bookmark: _Toc159277748]Introduction 
The following report will discuss the accounting fundamentals of two different types of businesses owned by two persons named Smith and Maria respectively. In addition, the below context will in focus in preparing two statements for Smith’s Grocery which will include statement of profit and loss as well as statement of financial positions. Also, it will prepare conduct journals entries for the small café and pancake business of Maria. Along with that, there will be ledger accounts and obviously trial balance in the following section. The report will be wrapped with the discussion on the concept, importance and implications of the going concern concept of accounting.
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Income statement of Smiths Grocery
For the year ended 31st December 2023
	Particulars
	Amt(£)
	Amt(£)2
	Amt(£)3

	Sales
	
	160000
	

	Less: Sales Return
	
	4000
	156000

	Cost of Sales
	
	
	

	Opening inventory
	
	3000
	

	Add: Discount Received
	
	200
	

	Add: Purchase (95000 - 5000)
	
	90000
	

	Less: Closing inventory
	
	5000
	98200

	Gross Profit
	
	
	57800

	Less: Expenses
	
	
	

	Discount Allowed 
	
	700
	

	Opening Provision for Bad debt
	
	500
	

	Allowance for bad debt
	
	810
	

	Bad Debt
	800
	
	

	Less: Provision for Bad debt
	-500
	300
	

	Salary
	28000
	
	

	Add: Salary Accrued
	3000
	31000
	

	Rent
	2500
	
	

	Less: prepaid
	-300
	2200
	

	Interest on Loan
	
	1000
	

	Vehicle maintenance
	800
	
	

	Add: Outstanding
	150
	950
	

	Electricity and gas expense
	
	1500
	

	Depreciation on Vehicle
	
	3225
	

	Depreciation on Furniture
	
	1800
	43985

	Net Profit
	
	
	13815


Interpretation
Definition: The income statement of Smiths Grocery has been accumulated above by which the net profitability of this firm can be understood (Accountingtools, 2023). The cost of sales of the business of Smith contained various factors which included an opening balance of the inventory, the addition of received discount, the inclusion of purchase as well as the deduction of Smiths Grocery's closing inventory value 
Illustration: According to the evaluation made above in this table, it has been detected the total sales of Smiths Grocery in 2023 was £160000. After deducting the return inward value from the total revenue of the company became £156000. Adjusting all the numbers the result has been computed as £98200 which has been subtracted from £156000 (Skousen, 2024). It has resulted in gross profit for the firm that is £57800 which has signified that the business of Smiths needs to control its expenses as the value of its expenses is comparatively much heavier than the gross profit. Here several expenses have been subtracted from the gross profit of the business such as discount allowed, bad debt, interest on loan, rent, salary, electricity and gas expenses and so on. 
Recommendation: As per the evaluation several adjustments have also been made that included additions and deductions of provision for bad debt, outstanding charges as well as prepaid respectively. After completing the overall evaluation, it has been up monitored that the net profit of the mentioned grocery business of Smiths in Birmingham is £13815 which is apparently low. Although it is a profit the volume of it has not been projected as expected which indicates that the company is doing its business in a moderate manner. However, in order to embrace growth and expand within a short period, Smiths Grocery is required to pay firmer and keener attention to its operational activities to cultivate dense profitability.
Balance sheet of Smiths Grocery
For the year ended 31st December 2023
	Particulars
	Amt(£)
	Amt(£)2
	Amt(£)3

	Equity and Liabilities
	
	
	

	Equity
	
	
	

	Capital
	
	25000
	

	Add: Profit
	
	13815
	

	Less: Drawings
	
	-13000
	25815

	Non-Current Liability
	
	
	

	Loan
	
	
	10000

	Current Liability
	
	
	

	Outstanding Vehicle maintenance
	
	
	150

	Rent Prepaid
	
	
	300

	Trade Payable
	
	
	2300

	Total Equity and Liabilities
	
	
	38565

	Assets
	
	
	

	Non-Current Assets
	
	
	

	Vehicle
	28500
	
	

	Less: Accumulated depreciation
	-7000
	
	

	Less: Depreciation
	-3225
	18275
	

	Furniture
	15000
	
	

	less: Accumulated Depreciation
	-5000
	
	

	Less: Depreciation
	-1800
	8200
	26475

	Current Assets
	
	
	

	Trade Receivables
	17000
	
	

	Less: Provision For Bad Debt (300+810)
	-1110
	
	

	Less: Bad Debt
	-800
	15090
	

	Inventory
	
	5000
	

	Bank Overdraft (5000-13000)
	
	-8000
	12090

	Total Assets
	
	
	38565


Interpretation 
Definition: A balance sheet is referred to as another variety of financial statement just like an income statement. However, the statement of profit and loss is an important document yet not as important as the balance sheet. Another name for this particular piece of financial report is a statement of the financial position of a business (Accountingtools, 2023). Thus, it is clearly defined by this name that the true and final potential valuation of a company can be disclosed by revealing its balance sheet to its users. In addition to the context of Smiths' business, its balance sheet has been portrayed above. Apparently, in order to illustrate the overall findings of this specific financial statement of Smiths Grocery, it can be started thoroughly and consecutively.
Illustration: The capital of the business Smiths has been accumulated as £25000 with which £13815 net profits from its income statement and £13000 drawings have been added and subtracted respectively. It resulted in £25815 which was the calculation of the enquiry portion in the liability part of the balance sheet. Starting from here, the part has explored non-current liabilities and current liabilities of the firm. The current liabilities of the business have been acknowledged as £10000 which was only the value of the loan (Blondeel et al., 2024). On the other hand, the current liabilities of Smiths Grocery involved vehicle maintenance, trade payable and prepaid value of its rent. Summation of all of these liability values, an estimation of £38565 has been fostered as total liabilities and equity of the mentioned company. Conversely, the assets side of the balance sheet of Smiths contained both current and non-current resources or assets. Deducting provisional debts, and depreciation as well as adjusting bank overdraft with inventory, this financial position reflector has computed the same value, £38565. 
Recommendation: Therefore, as per the overall study it has been understood that the respective grocery business needs to adjust its liability sides; otherwise, the business will take much time to reach its organisational goal and meet its intentions. In order to boost Smiths' asset possession, the reduction in its liability section can definitely play a significant role as then the company will be financially more flourished and comparatively stronger now.
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	Cash A/c

	Particulars
	Amt(£)
	Particulars2
	Amt(£)2

	To Capital A/c
	700
	By Balance B/d
	2000

	To Computer A/c
	1000
	By Wages A/c
	800

	To Receivable A/c
	2000
	By Advertisement A/c
	500

	To Van A/c
	14000
	By Loss on sale of Assets
	7000

	To Depreciation A/c
	1000
	By Bank A/c
	6000

	
	
	By Drawings A/c
	1200

	
	
	By Balance C/d
	1200

	
	18700
	
	18700



	Bank A/c

	Particulars
	Amt(£)
	Particulars2
	Amt(£)2

	To Creditors A/c
	800
	By Balance B/d
	10000

	To Purchases A/c
	700
	By Expense A/c
	300

	To Receivable A/c
	3000
	By Insurance A/c
	500

	To Cash A/c
	6000
	
	

	By Balance C/d
	300
	
	

	
	10800
	
	10800



	Capital A/c

	Particulars
	Amt(£)
	Particulars2
	Amt(£)2

	To Balance B/d
	30000
	To Cash
	700

	
	
	By Balance C/d
	29300

	
	30000
	
	30000



	Computer A/c

	Particulars
	Amt(£)
	Particulars2
	Amt(£)2

	To Balance C/d
	1000
	By Cash A/c
	1000

	
	1000
	
	1000



	Creditors A/c

	Particulars
	Amt(£)
	Particulars2
	Amt(£)2

	To Purchases A/c
	1200
	By Bank A/c
	800

	
	
	By Balance C/d
	400

	
	1200
	
	1200



	Purchase A/c

	Particulars
	Amt(£)
	Particulars2
	Amt(£)2

	To Balance C/d
	1900
	By Bank A/c
	700

	
	
	By Creditors A/c
	1200

	
	1900
	
	1900



	Recievable A/c

	Particulars
	Amt(£)
	Particulars2
	Amt(£)2

	To Sales
	2400
	By Balance B/d
	5000

	To Balance C/d
	8200
	By Bank A/c
	3000

	
	
	By Cash
	2600

	
	10600
	
	10600



	Insurance A/c

	Particulars
	Amt(£)
	Particulars2
	Amt(£)2

	To Bank A/c
	450
	By Balance C/d
	450

	
	450
	
	450



	Wages A/c

	Particulars
	Amt(£)
	Particulars2
	Amt(£)2

	To Cash A/c
	800
	By Balance C/d
	800

	
	800
	
	800



	Advertisement A/c

	Particulars
	Amt(£)
	Particulars2
	Amt(£)2

	To Cash A/c
	500
	By Balance C/d
	500

	
	500
	
	500



	Loss on Sales of Assets A/c

	Particulars
	Amt(£)
	Particulars2
	Amt(£)2

	To Van A/c
	14000
	By Cash A/c
	8000

	To Depreciation A/c
	1000
	By Balance C/d
	7000

	
	15000
	
	15000



	Van A/c

	Particulars
	Amt(£)
	Particulars2
	Amt(£)2

	To Balance B/d
	15000
	By Cash
	8000

	
	
	By Loss on Sale of Assets
	7000

	
	15000
	
	15000



	Drawings A/c

	Particulars
	Amt(£)
	Particulars2
	Amt(£)2

	To Cash A/c
	1200
	By Balance C/d
	1200

	
	1200
	
	1200



	Payable A/c

	Particulars
	Amt(£)
	Particulars2
	Amt(£)2

	To Balance B/d
	2000
	By Balance C/d
	2000

	
	2000
	
	2000



	Expense A/c

	Particulars
	Amt(£)
	Particulars2
	Amt(£)2

	To Bank A/c
	350
	By Balance C/d
	350

	
	350
	
	350



	Sales A/c

	Particulars
	Amt(£)
	Particulars2
	Amt(£)2

	To Balance C/d
	2400
	By Receivables A/c
	2400

	
	2400
	
	2400



	Depreciation A/c

	Particulars
	Amt(£)
	Particulars2
	Amt(£)2

	To Balance C/d
	1000
	By Cash A/c
	1000

	
	1000
	
	1000



	Trial Balance
	
	

	Particulars
	Amt(£)
	Amt(£)2

	Capital
	
	29300

	Sales
	
	2400

	Drawings
	
	1200

	Bank
	3000
	

	Cash
	1200
	

	Creditors
	
	400

	Purchase
	1900
	

	Receivable
	8200
	

	Insurance
	
	450

	Wages
	800
	

	Advertisement
	500
	

	Loss on Sale of Assets
	7000
	

	Van
	15000
	

	Drawings
	
	1200

	Payable
	
	2000

	Expenses
	350
	

	Depreciation
	
	1000

	
	37950
	37950
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Accounting standards and accounting fundamentals contain different frameworks as well as different principles such as going concern, full disclosure, business entity and materiality. Basically, these principles are known as accounting conventions which help the organisations to maintain ethical accounting practices (Accountingtools, 2023). The going concern concept is a terminology within the accounting functions that refers to an assistance for the companies to cultivate and occupy resources until the financial evidences are provided to the contrary. Following this particular concept properly can help each business entity to avoid the path of becoming bankrupt by generating sufficient revenue. 
Going concern concept is a mandatory matter to be paid attention to by the organisational bodies in order to improve their accountability. This particular convention of accounting can be able to help these business figures to use their assets and resources efficiently. This way the companies will not need to liquidate anything, precisely, any equipment (Ramirez and Zicari, 2024). Instead, the allocation as well as the utilisation of the sources inside those business bodies can become smarter and wiser. The accounting professionals or precisely, the accountants of each company concrete on employing the going concern principles. This way, it can be possible to determine the right way for the business to sale its assets, reduce the expenses and shift to other products. 
The concept of going concern convention is able to make sure that the statements of finance of every company are consistently organised within a specific time period. Other than that, following this particular accounting concept or convention the companies’ accountants can make their statements comparable. It can help the users to make comparison with other organisations’ performances and make aided decisions (Hopt, 2024). Also, another significance caried by this accounting principles is to make the financial statement accurate and relevant so that the users may encounter transparency in these documents. 

[bookmark: _Toc159277752]Conclusion 
Smith’s Grocery is small grocery vending shop in Birmingham where the business of Maria is also situated. Her business is connected to the products such as pancakes and services like cafés-kinds. The following report has illustrated the financial statements of the grocery selling company of Smith in which income statement and balance sheet have been involved included. Going concern concept has been elaborated in the below report as well that has been acknowledged as an important principle of accounting.
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