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1.a) Income Statement

Statement of profit or loss
for the period 1 January 2021 to 31 December 2021
	
	Amount (£)

	Revenue
	 

	Sales
	310,423

	Less: COGS 
	219,223

	 
	

	Gross Profit 
	91,200

	 
	

	Expenses 
	

	Sundry expenses 
	2,250

	Rental and insurance cost 
	19,200

	Administration expenses 
	2,772

	Salaries and wages 
	35,804

	Bad debts 
	980

	Total expenses 
	61,006

	 
	

	Net Profit 
	30,194


















1.b) Balance Sheet

Statement of Financial Position as at 31st December 2021
	
	 £

	Assets
	

	Current Assets
	 

	Cash 
	82

	Inventory 
	25,164

	Trade Receivables (6860)
	 

	Less: Bad debts (980)
	5,880

	 
	31,126

	Non-current Assets 
	 

	Shop fittings (12200)
	 

	Less: Depreciation (1220)
	 

	Less: Accumulated depreciation (7320)
	3,660

	Delivery van (35580)
	 

	Less: Depreciation (6918)
	 

	Less: Accumulated depreciation (12520)
	16,142

	 
	19,802

	Total Assets 
	50,928

	 
	 

	Equity and Liability 
	 

	Current liability 
	 

	Creditors for VAT
	7,729

	Trade Payables 
	34,420

	 
	42,149

	Equity and Shareholders 
	 

	Share capital (4993)
	 

	Add: Profit (22056)
	 

	Less: Drawings (18270)
	8,779

	Total Liability 
	50,928











2.) Essay on Accounting Fundamentals
The 14 main accounting principals

Accounting can be compared to the immune system for any companies. It helps businesses to correct poor practices and to avoid bankruptcy. Additionally, a strong accounting system can assist organisations in finding methods to grow despite challenging economic conditions. The foundations of ethical accounting procedures are accounting principles. They support firms in keeping accurate records and lowering the possibility of financial recording errors. This essay will examine the 14 key accounting principals and their relevance to the preparation and presentation of financial accounts.

Accrual Principle
According to the accrual principle, all accounting transactions must be documented at the relevant accounting periods. These are typically the times when the transactions actually take place rather than when money is transferred into a business' account. Some examples of accrual principle are recording income when invoicing a customer, instead of when the client pays; recording salaries in the period they were earned, instead of when they are paid. I consider this as a crucial principle because it avoids accounting information from being affected by cash flow and helps financial statements accurately reflect what occurred during specific accounting time periods.

Conservatism Principle
According to the conservatism principle, businesses and accountants should immediately report both expenses and liabilities. Additionally, it specifies that assets and revenues should only be documented when you are certain they will materialise. There are several advantages of this principle, and they are clear to understand. The conservatism principle helps businesses be cautious with their spending by recognising any expenses or obligations promptly. It also stops firms from recording revenue that they haven't already received, which could mislead shareholders.

Consistency Principle
Despite being rather abstract, the consistency principle is crucial for standard accounting procedures. It instructs accountants to continue using any accounting principle or procedure they initially used as long as they don't have a concept or procedure that is clearly better. This rule is intended to stop businesses from unnecessarily moving between several accounting methods or treatments for their transactions. This facilitates the tracking of what transpired with a certain company's financial paperwork by audits or other accountants.

Cost Principle
According to the cost principle, companies should only register their assets, stock holdings, and liabilities at the initial purchase prices. Nowadays, some companies choose to modify assets and liabilities in accordance with fair valuations rather than adhering to this approach. The cost principle places a strong emphasis on keeping a record that accurately reflects the cost. The problem is that this principal might affect the balance sheet. The biggest issue in dealing with the appreciation of fixed assets is when the value at the time of acquisition differs from the current value. It becomes applicable when we are considering depreciation and how it affects the company.

Economic Entity Principle
Any business transactions must to be maintained apart from those of its owners or other businesses, according to the economic entity principle. It stops owners from inadvertently combining their personal earnings and outgoings with those of their small businesses. Additionally, it prohibits the mixing of assets and liabilities among several commercial companies, which may be extremely problematic in the event of an audit. The economic entity principle is particularly important when companies are just being set up because that is when owners are most prone to mix their personal and corporate funds. After a business starts to expand, it's common for a skilled accountant to be required to filter through earlier transactions and eliminate those that should be more correctly related to the owners.

Full Disclosure Principle
As per the full disclosure concept, companies and their accountants should disclose all information essential to comprehend financial statements with those statements. In other words, financial records should not require other documents for clarification in order to be understood. Both recent transactions and upcoming occurrences that depend on third parties can be included, this will help the business to be transparent. In the event of an external audit, this avoids misunderstanding both within the company and for customers.

Going Concern Principle
Compared to the other principles, the going concern principle is more of a philosophical statement. It enables accountants and business owners to act as though the company will continue to operate for a reasonable amount of time. Practically speaking, this enables businesses to postpone the identification of some costs, like as depreciation, until they are expected to take impact or come up. This stops businesses from including expenses that will likely not be applicable for a number of years when making business choices. This principal also describes a business' capacity to generate sufficient revenue to stay afloat or avert bankruptcy. If a company is not a going concern, it has filed for bankruptcy and its assets were liquidated.

Matching Principle
As per the straightforward matching principle, all expenses that are connected to revenue should be recorded at the same time as the associated revenue. Matching principal states that companies should include inventory and cost of goods expenses when they record revenue from the sale of retail inventory items, for instance. This assists businesses in adhering to the previously mentioned accrual principal and assists in preventing errors relating to earnings and operating expenses.

Materiality Principle
The accounting concept known as the materiality principle is focused on the size, kind, and importance of transactions reported in financial statements. The materiality principle's purpose is to give the accountant direction while they create the financial statements. The most crucial factor is ensuring that shareholders and investors have access to information that is adequate for them to make the best choice. Compared to the other principles, materiality principle is quite vague however, it's critical to retain transparency and ensure that the company's accountants can collaborate freely.

Monetary Unit Principle
According to the monetary unit principle, companies should only keep track of transactions that can be precisely expressed in terms of currencies or units of value. This keeps things grounded in actual, precise numbers and stops companies from overestimating the worth of their assets and liabilities. As per this principal, a business cannot track non-quantifiable factors such as employee skill levels, customer service standards, or their team's inventiveness. Variations in the value of money and lack of understanding of qualitative elements, such as the ability of management and the increase of competition, can lead to issues.

Objectivity Principle
The objectivity principle states that any accounting data should be as accurate and truthful as possible. Personal judgments, intuitions or speculative thoughts about the future of the business, should not ever be considered or used as official statistics. Additionally, whenever feasible, accounting data should be backed up by proper, solid evidence. Receipts, invoices, vouchers, and balance sheets are examples of financial proof. In order for executives and shareholders to make wise business decisions, objective perspectives are crucial. The advantage of this principal is company's record of financial transactions impartial and reliable. The disadvantage of objectivity principal is that it takes a lot of time to gather the necessary documents and proofs. The management has to spend more time carefully recording all data, this has an impact on how a business operates on a daily basis. 

Reliability Principle
The main point of reliability principle is to ensure that all transactions, business activities and events are recorded in the financial statements reliably and accurately. If information can be investigated, validated, and verifiably proved with physical evidence, it is classed as reliable. This is essential for auditors. Usually there are two causes of unreliable information – deliberate dishonesty and incompetency. Both can be prevented by internal controls or by hiring accounting firms to complete an audit.

Revenue Recognition Principle
Revenue should not be recorded when the relevant cash is received but when it has been earned, according to the revenue recognition principle. This stops companies from disclosing earnings and sales when it's too early to confirm that the money will get into the business's accounts. When there is a question about whether a client will make payment, the seller should make an allowance for doubtful accounts in the amount by which it is anticipated that the customer would pay. If there is a good chance that no payment will be made, the business shouldn't record any revenue until the payment has been made.

Time Period Principle
The final main accounting principal is time period principle. According to this principal, companies should endeavour to disclose the outcome of their activities over a predetermined and standardised period. Usually, the time period is either monthly, quarterly, or annually. To produce financial statements that can be compared to the results reported for previous years, the business has to report information for the same time periods with a high degree of consistency.

The above accounting principles are the rules that businesses must adhere to when financial statements are being created. Principles-based accounting makes it easier to analyse financial data by standardizing the methods that accountants must use. Also, it offers flexibility, but it is more challenging to adopt and implement.
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