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Income Statement:

	Data
	31.12.2021

	Revenue
	

	Sales revenue
	£310423

	Cash at bank
	£82

	Total revenue and gains
	£310505

	
	

	Expenses
	

	Sundry expenses
	£2250

	Rental and Insurance
	£19200

	Salaries and wages
	£35804

	Administration expenses
	£2772

	Purchases
	£214165

	Total expenses
	£274191

	
	

	Net Profit (Loss)
	£36314












Balance sheet:

	Data
	31.12.2021

	Assets
	

	Delivery Van + Depreciation
	£24906

	Stock (01. Jan 2021 to 31. Dec. 2021)
	£25164

	Trade Debtors
	£7840

	Shop fittings + Depreciation
	£10980

	Total Assets
	£68890

	
	

	Liabilities
	

	Creditor for VAT
	£7729

	Trade creditors/ payables
	£34420

	Drawings
	£18270

	Other long-term liabilities
	£8471

	Total Liabilities
	£68890

	
	

	BALANCE
	£0






Accounting describes the collecting process of financial information. The accounting record and report different company’s data – cash flows, financial performance, and financial transactions. That acts provide clear and coherent information for partners, customers and investors.
The correct accounting practice is essential and important part of all companies. Keeping systematic records of the information, updating records, consistency helps shareholders and stakeholders to compare current and previous data for the company. The important decisions are made by the company's managers and owner/s based on the accounting information. This accounting information could be used by the Inspector of Taxes also.
To keep and provide that important information, the accountants follow standards and concepts. Wood (2004) describes that the accounting standards called Statements of Standard Accounting Practice are formed by the Accounting Standards Committee. The Accounting Standards Board replaced the ASC. The ASB also created accounting standards, this time called Financial Reporting Standards (FRSs). Both standards are compulsory.
The Financial statement are the income statement, the cash flow statement, the balance sheet, and the statement of retained earnings. Their reliability is improved by the accounting standards and concepts. The main accounting principles followed by the accountants are: 

Separate entity principle. The accountant accounting all business entities separately. The financial transaction of the owners, businesses, and related businesses is regarded separately. That makes the business financial performance measurable.  

Going concern principle. This fundamental principle is only applicable if the company continues to operate.  (Mott , 2012, p. 14) “When preparing financial statements, the assumption is made of continuity; that the business is ‘going concern’”. In liquidation the buildings may valuated higher then stocks, work in progress and the equipment. The assets may be valuated different amounts during the liquidation.  


Money measurement principle. Mott (2012) present: “Money is the means of adding transactions together , which is only possible when we can express transactions in money term.” Using this argument, accountants do not apply the internally generated reputation to the asset list.
Only monetarily measured transactions can be recorded by accountants. As a result, the accounting reports and statements cannot provide the complete information about the company. The information provided by the accounting and financial statements does not cover the full information searched by the potential buyers, investors or customers.  (Wood, 2004, p. 524) “Some people think that accounting and financial statements tell you everything you want to know about a business. The above shows that this is not true.” 

Dual aspect concept. Mott (2012) notes that the dual aspect concept is known also as double entry bookkeeping. The name is given by the method used for recording the transactions.  (Mott , 2012, p. 14) “It refers to the dual aspects of recording financial transactions.”
The accountant records what the company gives and what the company receives in two different ledger accounts.  (Mott , 2012, p. 14) “By this is meant that every transaction is recorded twice, in two different ledger accounts, recognizing the giving and receiving aspects separately.” Double entry bookkeeping records credit transactions and cash transactions. They can appear at different time. That transactions are recorded as debits or credits.


Realization principle. (Mott , 2012, p. 14) “The realization concept adopts the former timing, so we place a sale in the month the goods and services are delivered to the customer, regardless of when the cash is received.”

Most business sales are done on credit. Based on this principle, the sales(services or goods) are counted when they are transferred to the client, independent the currency is or not transferred.

Matching concept. (Mott , 2012, p. 14) “This principles requires accountants to match the cost of sales against the value of those same sales in the same time period when determining the profit or loss.”. 
According to Mott(2012) We should match the costs whit sales where that can be done. In a manner of balanced and methodical the costs should be recognized also. This part of the matching principle is connected with the depreciation. Two category of expenses are recognizable - Product costs and Period costs. Periodic cost cannot be connected to the stocks and sales, but the product expenses can.

Accrual principle.
  According to Mott (2012) the accrual concept and realization concept are essential to the business. This principles provide accurately measuring of the achievement over short period. The inclusion of expenses in the income statement and expenses for the given date, regardless of the period in which the expenses were incurred, is mandatory.

 

Capital and revenue expenditure. The short-term business expenditures are revenue costs.  The business's revenue expenditures come into being usually  immediately or within a year. Examples for revenue expenditures could be  - maintenance costs, the subscription payments on development software, new desk stationery, rent, utilities, and office supplies etc. Business investment to acquire assets. Examples of capital expenditures: price of properties and land purchased, initiative or license, furniture, vehicles, and equipment etc.
 (Mott , 2012, p. 15) “The expenditure that is consumed and has no value remaining is charged to the profit and loss account as revenue expenditure and matched against revenue or income. Some expenditure, however, lasts for many accounting periods.” Mott (2021) present the equipment and buildings as an examples. Mark that items as capital expenses and recorded in the balance sheet.
 
Depreciation principle. “Depreciation is the process of reducing the value in the balance sheet by transferring part of it to the profit and loss account each period. Hence capital expenditure becomes revenue expenditure bit by over the asset’s expected lifetime.” (Mott , 2012, p. 15) According to Mott (2012), depreciation can be calculated using two methods- the reducing balance and the straight-line method. Using the second method the amount of depreciation is equal for each period “The method reduce the value of the machine by the same amount each year” (Mott , 2012, p. 31)
Mott (2012) notes that the reducing balance method decrease the depreciation each year. The biggest amount of depreciation is in first year. “The method charges a smaller amount of depreciation year after year. This is because a fixed percentage is applied to the falling value each year” (Mott , 2012, p. 31) 
Historical cost principle. According to Mott (2012) the assets and liabilities of the business must be register and account at their acquisition price. The assets must be record in the balance sheet for the price paid for them. Usually the inflation is ignored by the accountants. For the financial statement they prefer to use the stability of money. The security oh what stock, products, land etc. cost is preferable then subjective valuation of the things. The exceptions could be made for some items. From time to time lands and buildings could be revalued. The historical cost principle is relevant to the liabilities also. They are accounted in the balance sheet. 
Objectivity principle. Mott (2012) notes that the objective preparation of a financial report is not always possible and achievable. This is because a number of elements require judgement, and this is not always achievable. According to Wood (2004), the objective method is one in which everyone agrees and accepts a value based on facts and supported by evidence. This leads to its acceptance and understanding.
Materiality principle. According to Mott (2012) this principle could be used to disallow another principle’s clarification. Example: Small quantity of letterheads, pens and paper, envelops, etc. can be counted and not included in the stocks at the end of each period. The accountant can count them as sales expenditure on purchase. Wood (2004) notes that all in the financial statement should be material. “it should be of interest to the stakeholders, those people who make use of financial accounting statements.” (Wood, 2004, p. 528). The companies accept different inner rules to decide what is material and this judgement  depend of the company. “There is no law that lays down what should be” (Wood, 2004, p. 528).
Consistency concept. Wood (2004) notes that the companies should use only one method to record the items. This method may be different for different companies. The method should be used for each accounting period. Companies may not follow the same method for the rest of their existence. It is possible to be changed, although, that could lead to mistakes and lack of information. 
“The consistency concept says that when a business has once fixed a method for the accounting treatment of an item, it will enter all similar items that follow in exactly the same way.” (Wood, 2004, p. 15)
Prudence concept. According to Wood (2004) the accountants‘s judgment was used to determine uncertain profits or losses. When valuing assets and liabilities, caution must be exercised. They should not be valued too high (for assets) or too low (for liabilities). They should not be valued too high (for assets) or too low (for liabilities). It is the responsibility of the accountant to provide correct facts about the business to the interested parties. “concept requires that the financial statements are ‘neutral’. That is, that neither gains nor losses should be over- or under-stated.” (Wood, 2004, p. 526)
Can be noted some advantages and disadvantages of accounting principles. Advantages- The Separate entity principle contribute for more clarity in preparing the accounting statements. Consistency concept could be advantage if the company uses the same accounting treatment every time. In this way, the reports will be understandable and easy to analize from the management and stakeholder or shareholders. Disadvantages- The money measurement principle does not provide information about: has the company bad or good managers; are there problems with the personal, etc.; If the firm use different method each year, this can lead to low investor interest. Accounting for a profit in one period, but subsequently the products are returned, is an example of a disadvantage in the prudence principle.
In conclusion Mott (2012) notes that balance sheet, profit and loss, and cash flow statements consist path of or all accounting concepts. All the information needs to be found and then distributed and recorded in the relevant statement. According to Wood (2004) the information processed and presented in the statements is objective and concise. It is these principles that contribute to the achievement of this result, some of which are accepted as ‘fundamental principles’.
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