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[bookmark: _Toc109731448]Introduction
The fundamentals of accounting are assisting the business owners to understand the financial situation by transmitting the essential financial data. Along with that, it has been assisting to translate the accounting fundamentals into a completely tangible report. The main scope of accounting is to make it necessary for business owners and also for beginners to be concerned about the accounting meaning. This report mainly aims the analyze financial accounting principles such as materiality, monetary, consistency, and going concerned and this report also includes the preparation of financial statements. It gives most major information that assists the organization to know its business growth, makes money, and also maintains its cash flows. Along with that it also adds the analysis and then financial data interpretation to make accurate and suitable judgments related to the business's financial position and profitability. 
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[bookmark: _Toc109731450]1. Financial Statements 
[bookmark: _Toc109731451]A. Preparation of the income statement
	In the books of Angela runs

	Income Statement 

	For the year ended 31st December 2021

	 

	Particulars 
	Amount 
	Amount 

	 

	Sales 
	 
	 £        310,423 

	Less: COGS 
	 
	 

	Opening stock 
	 £             30,222 
	 

	Add: Purchase 
	 £           214,165 
	 

	Less: Closing stock 
	-£            25,164 
	 

	Net COGS 
	 
	 £        219,223 

	Gross profit 
	 
	 £         91,200 

	Less: Operating expenses 
	 
	 

	Sundry expenses
	 £               2,250 
	 

	Rental and insurance costs
	 £             19,200 
	 

	Administration expenses
	 £               2,772 
	 

	Salaries and wages
	 £             35,804 
	 

	Bad debt
	 £                  980 
	 

	Depreciation on - 
	 
	 

	Delivery van 
	 £             10,674 
	 

	Shop fittings 
	 £               1,220 
	 

	Total operating expenses 
	 
	 £          72,900 

	EBIT 
	 
	 £         18,300 

	Less: Tax 
	 
	 £                  -   

	Net income 
	 
	 £         18,300 


Table 1: Income statement
(Source: Self-made)
Discussion
The above table possesses an estimation of its income statement of Angela that shows the financial health of its business in 2021. The main importance of income statements is it depicts the business performance of the company by reflecting the position of GP, BP, direct, and indirect income and expenditures of the business (Jurakulovna, 2021, p. 89). Therefore, the above table shows a positive net income i.e., £18,300 for Angela due to having higher revenue in comparison to the cost and expenses of a business. Hence, it is a positive indication for the company that the financial health of a business is quite impressive. This will attract a large number of investors in business for investing their money for achieving a higher return on their investments.  
[bookmark: _Toc109731452]B. Preparation of balance sheet 
	In the books of Angela runs

	Statement of Financial Position 

	For the year ended 31st December 2021

	 

	Particulars 
	Details 
	Amount 
	Amount 

	 

	Assets 
	 
	 
	 

	Fixed assets 
	 
	 
	 

	Delivery van at a cost
	 £                 35,580 
	 
	 

	Less: Depreciation 
	 £                 10,674 
	 
	 

	Net delivery van 
	 
	 £             24,906 
	 

	Shop fittings 
	 £                 12,200 
	 
	 

	Less: Depreciation 
	 £                   1,220 
	 
	 

	Net shop fittings 
	 
	 £             10,980 
	 

	Total fixed assets 
	 
	 
	 £           35,886 

	Current assets 
	 
	 
	 

	Trade Debtors
	 £                   6,860 
	 
	 

	Less: Bad debt
	 £                      980 
	 
	 

	Net debtors 
	 
	 £               5,880 
	 

	Cash at bank
	 
	 £                    82 
	 

	Closing stock 
	 
	 £             25,164 
	 

	Total current assets 
	 
	 
	 £           31,126 

	Total assets 
	 
	 
	 £            67,012 

	 

	Equity and Liabilities 
	 
	 
	 

	Non-current liabilities 
	 
	 
	 £                   -   

	Current liabilities 
	 
	 
	 

	Accumulated depreciation on the van 
	 
	 £             12,520 
	 

	Accumulated depreciation on Shop
	 
	 £               7,320 
	 

	Creditor for VAT
	 
	 £               7,729 
	 

	Trade creditors
	 
	 £             34,420 
	 

	Total current liabilities 
	 
	 
	 £           61,989 

	Total liabilities 
	 
	 
	 £            61,989 

	Equity  
	 
	 
	 

	Capital
	 
	 £               4,993 
	 

	Less: Drawings 
	 
	-£            18,270 
	 

	Net income 
	 
	 £             18,300 
	 

	Total equity 
	 
	 
	 £             5,023 

	Total equity and Liabilities 
	 
	 
	 £            67,012 


Table 2: Balance sheet 
(Source: Self-made)
Discussion
The balance sheet is also known as the statement of the financial position of a business, which depicts the combination of assets and liabilities for Angela in 2021 (Easton et al. 2018, p. 15). The main importance of the balance sheet is it depicts whether the company possesses a balance in its assets and liabilities or not. This is because the accounting equation concept has stated that the assets and liabilities of the firm must be the same for making a balance in business. In addition, the balance sheet is also showing the level of debt and equity capital in the business (Thuy et al. 2021, p. 10). Lastly, based on the above balance sheet, it has been found that optimal capital structure is not associated with the business due to having a large debt position in comparison to equity capital.  
[bookmark: _womkacsej34f][bookmark: _Toc109731453]PART 2: Critical discussion on the principles and also their importance in financial accounts
[bookmark: _Toc109731454]A. Consistency
The principle of consistency stated the organization that should maintain the same methods of accounting or also principles. Moreover, by the way of accounting periods, the financial statement users or the information are capable to make meaningful data conclusions. As per the view of (Munjal et al. 2021, p.15), The consistency principle is also used for measuring the trends in the business which is spread all over the many accounting periods. Therefore, if the organization keeps on altering the methods of accounting, it will generate confusion, and also the financial statement will not be comparable in all of the accounting periods.
The consistency principles have been used for measuring the organization’s trends and also enlarging in all over the many accounting periods. However, As mentioned by (Jasim and Raewf, 2020, p.50), if the business keeps on altering the accounting methods. The main importance of the consistency principle is that it is major for the business for both auditing and accounting view as having frequenting for the accounting principles sets. Along with that, it is the procedures that assist the accountant in recording the business transaction in the way of management. 
It is also giving the information to the shareholders and stakeholders with satisfaction that the business performance can be directed. It can be done by utilizing the tested accounting technology and tried which provides consistent outcomes. As commenced by (Avram et al. 2018, p.340), the given information accuracy can be assured as there is no alter at the time of following principle consistency. In addition, it enables the management and shareholders in the way of making better decisions about the business. 
The use of the consistency principle in the preparation and showing of financial accounts, the company entity follows the “Straight line method of depreciation” and also some time law changes, every entity must be followed the method of written down value related to the depreciation respectively. As per the view of (Ciocan, 2019, p.15), the entity has given depreciation as per the basis of the “written down value method” retrospectively. As per the basis of charge in the depreciation, it affects the profit because of the change in the depreciation method which is disclosed and also refers to the method of depreciation. Along with that, it has been needed to be changed because of the changing law that is to be disclosed in the financial statement. Thus, with the effect of that, the users or the management can able to understand easily.
[bookmark: _Toc109731455]B. Materiality
Materiality concepts is referring to the accounting that is the concept related to the material products. It should be reported accurately and suitable in the financial statement of the company. As per the information taken from (Torelli et al. 2020, p.401), the material items are thinking about the items which exclusion or inclusion outcomes majorly alters the decision-making for the users of business information. However, it is the concepts that mainly permit the provision of avoiding other accounting principles. Therefore, doing so does not giving an impact on the business's financing statement. The information has been shown in the financial statement which must be completed in the way of material aspects. Thus, with the effect of that, it is capable to show an accurate and suitable image related to the business as per the basis of GAAP. 
It is reporting all translations that are directly related to the material. It should be aimed at related to the reporting of the material transaction. They are those transactions whether omitted and can be altered in a business’s investors' analysis. As mentioned by (Flores and Garcia-Expósito, pp.5), In accounting, materially mainly refers to the impact of misstatement or omission of information in the financial statement of the company. It is more probable to the financial statement users which would have changed in its operations. Along with that the information had not happened or been misstated then the product is considered to be material. 
The material concept is utilized consequently in accounting, mainly in the following examples, 
Accounting standards applications: The company require to be applied the accounting standard’s needs. Therefore, if such in operations are immaterial to the financial statement.
Capitalization limit: The company can be charged the expenditure to expenses that would be capitalized and also deprecated all over time. As opined by (Ferrero-Ferrero et al. 2021, p.460), It happens because the expenses are so small to be worth tracking the efforts. Along with that, the capitalization would have an impact immaterial on the financial statement.
Minor transactions: The directors who have closed the books for the periods of accounting. It can be avoided for minor journal entries.
Thus, the materially permits the organization to avoid the chosen accounting standards, inside also improving the accounting operatives' efficiency. For example, the company experienced accounting errors that will need retrospective application. However, the amount is also so tiny that changing the prior financial statement will have no impact on the statement's readers. As per the view of (Kumor and Mackowiak, 2018, pp.201), another example can be made such as the controller could wait to get all invoices related to the supplier before closing the books. However, it can be elected in the palace of accrue as invoices estimate yet to get in the way of the closing book more speedily. The accrual is more likely to be insufficiency but the variances from the actual amount will be material.
[bookmark: _Toc109731456]C. Monetary unit
It is the principle that refers to the assumption that money itself is directed as the measurement unit. In addition, with all economic events and transactions are recorded in the business accounts which can be measured and expressed in the money in terms of better accuracy. As mentioned by (Almagtomeet al. 2020, p.1020), the monetary principles assist the organization to record the transaction of business which can be expressed in the way of currency. Thus, the effect of the organization cannot be recorded like non-quantifiable products as the level of employees' skills, the customers’ services quality, and also the engineering staff's ingenuity.
The assumption of the monetary unit argues that related to the currency's stability in the long run basis. As opined by (Weygandt et al. 2018), the assumption assets the transaction so that it should be recorded in the business entity business which is referring to the entities for measuring monetary products. Thus, with the effect that an inexpressible transaction is mainly related to monetary terms, it should not appear on the books of accounting since they are not assisting or essential in the way of decision-making related to the purposes of financial accounting. As commented by (Wu et al. 2019), the principles of moral principles make sure the recorded transaction is attributable related to the currency or money by using a stable currency such as the dollar. It can be done by using the principles of the monetary unit which is advantageous. Some of the necessary ways which are suing the benefits of business are mentioned below:
It makes easy comparison outcomes, at the time two organizations require to align with the business transactions. Along with that, it makes it easy to differentiate the values since, the transaction is recorded in the terms of monetary, and also easy to understand by the chart.
It makes sure the string currency is used in recording the transaction of business. As per the view of (Merciai and Schmidt, 2018), the business transaction has been used the availability and use of stable currency in the recording of the transaction. The dollar is highly suggested as stable and also available in every sight of the company. 
[bookmark: _Toc109731457]D. Going concerns
It is the major concept related to the accounting principles of the business entity. It will proceed with running its operation in the foreseeable future and also will not force and liquidate to the proceed operation for any reasons. As per the view of (Wójcik-Jurkiewicz and Karczewska, 2019), going concerns assist the organization in running daily activities and has raw materials and capital to do so. The business has the capability to pay its debt at any time during accounting periods. It is major for the “Generally Accepted Accounting Principles (GAAP)” and “International Financial Reporting Standards (IFRS)”. The going concern concept plays a major role in the assets treated and the amortization and depreciation are based on the assumption. Along with that, it will proceed to perform its operation in the near forecast value. 
The management responsibility in consent of going concerned is majorly accurate and suitable in the way of economic complexity. Along with that, it is referring to some management situations that may determine the profitability of the organization which may not be going concerned. Moreover, for example, the candidates understand that it is the management profitability to make assessment use related to the going concern basis related to the appropriate accounting. As mentioned by (Ali et al. 2019, p.10), in the way of concluding the entity is capable to proceed in the business for the foreseeable future. Moreover, management will have to make decisions or judgments on the divergent uncertain future condition or events outcomes. 
The Auditor's responsibilities, it is not referring to the responsibility of auditors to find the entity which can prepare its financial statement. Along with that it has been used as the going concern on the basis of accounting. Thus, with the effect of that, it is capable to obtain sufficient and appropriate audit evidence. This responsibility has come under the “International Standards on Auditing (ISA)” 570, which is to obtain sufficient accurate audit evidence related to the accurate management use appropriateness (Rosati et al. 2022, p.700). Along with that, it has been used on the basis of financial statement preparation and also conclusion whether the material entertaining related to the capability to proceed as the going concern. 
Using of going concern basis inappropriate
An example of this principle, is the entity has borrowed $10m which becomes immediately repayable in full 31st March 2022. The entity has already in the breach agreed bank and overdraft have refused in reviewing the bowling. As per the view of (Umar and Haron, 2021, p.10), the entity has been unsuccessful in implying with another institution of financial for re-financing the $10m borrowing and also events for the directors which will have no alternatives but to cease to the trade. Therefore, the banks have already shown that they are proceeding shortly commence to the legal continuing to force the organization to cease the sell and trading off its assets to create the funds to pay off its borrowing.
In the way of ignoring the credit rating entity and suffering from any additional decline, the directors have denied making decisions in the company’s financial statement. Along with that, it has been prepared to the financial statement for the year ended 31st March 2022 on the basis of going concerned. 
[bookmark: _ye7chaz9kpdz][bookmark: _Toc109731458]Conclusion
It can be concluded that the accounting principles to keep the records systematic to ascertain financial performance. Along with that, it is also showing the financial position related to the entity to make communication with accurate and suitable financial information for its user groups. The types of accounting principles assist the organization to set guidelines and also rules issues by the accounting standard such as IFRS and GAAP organization. Thus, with the effect of that, they can able to follow the information and also show the financial accounts books of information. These concepts have assumed that organization will remain in the organization for a long-time basis. Hence, the revenue can be deferred to the divergent period and permits the business to defer from its prepaid expenses. 
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