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1. The Bookkeeper of General Supplies Ltd has presented you with the following trial balance for the 12 months ended 31 December 2021
a. Adjust the Trial Balance to take account of the additional information.                                               
b. Prepare an Income Statement.
c. Prepare a Balance Sheet (Statement of Financial Position).    
2. There are several accounting principles which include, consistency, materiality, monetary unit and going concern. You are required to critically discuss these principles and their relevant to the preparation and presentation of financial accounts                          
Essay on Accounting fundamentals
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	Debit (£)
	Credit (£)

	Provision for bad debts - adjustment
	1000
	 

	Provision for bad debts
	 
	1000

	Deprecation Building
	32500
	 

	Provision for Depreciation - Buildings
	 
	32,500

	Deprecation Machinery
	23750
	 

	Provision for Depreciation – Machinery
	 
	23750

	Prepaid insurance
	1520
	 

	Insurance
	 
	1,520

	Rates
	3,220
	 

	Rates payable
	 
	3220
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	Debit (£)
	Credit (£)

	Finance Income
	 
	4,000

	Finance expense
	16,000
	 

	Share Capital
	 
	347,900

	Bank
	 
	2,000

	Opening Inventory
	90,000
	 

	Machinery at cost
	120,000
	 

	Buildings at cost
	750,000
	 

	Provision for Depreciation - Buildings
	 
	132,500

	Provision for Depreciation – Machinery
	 
	48,750

	Deprication Building
	32500
	 

	Deprication Machinery
	23750
	 

	Legal expenses
	7,000
	 

	Heating and Lighting
	10,000
	 

	Long Term Loans
	 
	200,000

	Rent and Rates
	28,000
	 

	Insurance
	16,000
	 

	Insurance Prepayment
	1,520
	 

	Postage and Stationery
	6,000
	 

	Share Premium
	 
	100,000

	Sales Revenue
	 
	900,000

	Retained Profits
	 
	50,000

	Travelling Expenses
	5,000
	 

	Motor Running Expenses
	8,700
	 

	Salaries and Wages
	150,000
	 

	Bad Debt
	4,000
	 

	Purchases 
	560,000
	 

	Revaluation Reserve
	 
	100,000

	Provision for bad debts - adjustment
	1000
	 

	Provision for bad debts
	 
	4,000

	Taxation
	12,900
	 

	Trade Receivables (debtors)
	400,000
	 

	Trade Payables (creditors)
	 
	350,000

	Rates payable
	 
	3220

	 
	2,242,370
	2,242,370
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	REVENUE

	
	
	£
	£

	NET SALES
	
	
	900,000

	
	Cost of Goods Sales
	
	

	
	Opening Inventory
	90000
	

	
	Purchases 
	560000
	

	
	Closing Inventory
	125000
	

	TOTAL COST OF GOODS SALES 
	
	
	525000

	GROSS PROFIT
	 
	 
	375,000

	
	Finance Income
	
	4000

	TOTAL REVENUE
	 
	 
	379,000

	
	
	
	

	OPERATION EXPENCES

	
	
	£
	£

	Heating and Lighting
	
	
	10000

	Rent and Rates
	
	
	28000

	Insurance
	
	
	16000

	Postage and Stationery
	
	
	6000

	Travelling Expenses
	
	
	5000

	Motor Running Expenses
	
	
	8700

	Salaries and Wages
	
	
	150000

	Taxation
	
	
	12900

	Deprication Building
	
	
	32500

	Deprication Machinery
	
	
	23750

	Legal expenses
	
	
	7000

	
	
	
	

	TOTAL OPERATING EXPENSES
	 
	 
	299,850

	
	
	
	

	Finance expense
	
	
	16000

	Bad Debt
	
	
	4000

	
	
	
	

	TOTAL EXPENCES
	 
	 
	319,850

	
	
	
	

	NET PROFIT
	 
	 
	59,150
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	ASSETS

	
	
	

	NON-CURRENT ASSETS
	
	

	
	Machinery 
	71,250

	
	Buildings 
	617,500

	
	
	

	
	TOTAL NON-CURRENT ASSETS
	688,750

	
	
	

	CURRENT ASSETS
	
	

	
	
	

	
	
	

	
	Trade Receivables
	400000

	
	Insurance Prepayment
	1520

	
	Closing Inventory
	125000

	
	TOTAL CURRENT ASSETS
	526520

	
	
	

	TOTAL ASSETS
	 
	1,215,270

	
	
	

	Liabilities and Shareholders’ Equity

	
	
	

	NON-CURRENT LIABILITIES
	
	

	
	Long Term Loans
	200000

	
	TOTAL NON-CURRENT LIABILITIES
	200000

	CURRENT LIABILITIES
	
	

	
	Bank
	2000

	
	Rates payable
	3220

	
	Trade Payables
	350000

	
	TOTAL CURRENT LIABILITIES
	355220

	SHAREHOLDERS’ EQUITY
	
	

	
	Share Premium
	100000

	
	Share Capital
	347900

	
	Retained Profits
	50000

	
	Revaluation Reserve
	100000

	
	TOTAL SHAREHOLDERS’ EQUITY
	597,900

	
	
	

	TOTAL Liabilities and Shareholders’ Equity
	1,153,120
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Accounting principles are derived from accounting practice as defined and classified in accounting theory or accounting legislation according to economic development, social environment and social status of the accounting profession in different countries. In some countries, there are no accounting standards, but they are widely used in practice. They are also applied in the preparation of accounting policies by all companies, regardless of their scope of activity, size, organizational structure and technological characteristics.
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Accounting principles are essentially certain rules, standards and regulations on accounting, which, on the one hand, are relatively independent and unambiguous, and, on the other hand, contain techniques and alternative ways of interpretation. Their consideration and observance are essential in the formulation of the company's accounting policy.
In the literature, there are different interpretations of the definition and classification of accounting principles. The most commonly used accounting principles are: the accrual principle, the entity principle, the going concern principle, the accrual principle, the monetary valuation principle, the historical cost principle, the principle of substantive priority in the form of, the principle of comparability between income and expenses, the principle of double reflection (ambiguity), the principle of materiality, the principle of prudence, the principle of maintaining the possibility of accounting policy from the previous period (stability), the independence of individual reporting periods and the value relationship between the opening and closing balance sheets, the principle of documentary justification.
The accrual principle states that income and expenses arising from transactions and events are accrued when they occur, regardless of when cash or cash equivalents are received or paid and are included in the financial statements for the period to which they relate. This principle allows for a better assessment and presentation of the financial position of companies. It contrasts with the "cash reporting" principle, under which income and expenses are recognized and included in the financial statements for the period when cash or cash equivalents are received or paid.
From an accounting perspective, the entity principle requires that the assets and the operations and processes of the entity be distinguished and reported separately as a separate economic entity from those of its owner as an individual or legal entity. This principle is essential for defining the object of accounting, especially in cases where an individual is the owner of a private company.
The going concern principle is a key assumption in International Financial Reporting Standards and a fundamental accounting principle. Under this principle, the entity is a going concern and will remain so for the foreseeable future. The entity does not intend or need to dissolve or significantly reduce the scope of its activities – otherwise, liquidation or another similar accounting basis should be applied in preparing the financial statements. If the financial position of the entity is such that it intends to significantly reduce the scope of its activities or be liquidated, then this fact, based largely on accounting information, must be disclosed.
The principle of periodicity states that the entire economic life of the company should be divided into artificial periods (months, quarters, years) for which information must be disclosed regularly in the form of financial statements. In this way, internal and external users will receive information about the company's assets and its financial performance for the specified period. According to the Accounting Act, the reporting period is a calendar year. Comparable accounting information may be provided for different entities or reporting periods. As a reporting system, accounting uses all reporting measures - physical, labour, monetary and combined - in monitoring, recording and reporting assets and business processes and operations.
The principle of historical cost refers to the time of valuation of the elements of the company's assets. Historical cost is the amount at which assets, equity, liabilities, revenues, and expenses are measured and recorded at acquisition or inception. It may be the cost of acquisition, cost or fair value or other value by applicable accounting standards. The historical cost is maintained as an "information value basis" on which all subsequent revaluations of assets and liabilities are made from the date of their acquisition to the date of their retirement.
The advantage of content over form is another principle of accounting. According to this principle, transactions and events are accounted for according to their economic content, nature and financial reality, rather than formally according to their legal form. The principle of comparability of income and expenses requires that costs incurred in connection with a particular transaction or activity be recognised in the financial result for the period in which the entity benefits from them and that income be recognised for the period in which the costs are recognised. their receipt.
The principle of double reflection (ambiguity) is the logical basis of the two main accounting methods - the double-entry method and the balance sheet method. It is axiomatic in accounting and states that any specific business transaction results in equal changes in two elements of the assets of the business and this is recorded in one account in debit and another account in credit with the same amount.
Another accounting principle is the materiality principle. According to it, accounting should contain subjective judgements about the materiality, significance and usefulness of certain information. It should not be too fragmentary, the result of a great deal of human labour but with little effect. The information should not be too voluminous, so as not to overlook details that are relevant to the company's activities. The precautionary principle is essentially the assessment and consideration of perceived risks and expected potential rewards in the accounting treatment of business transactions to achieve an effective financial result.
The precautionary principle is also enshrined in the provisions of Directive 2013/34 / EU but about the recognition and measurement of items in the annual and consolidated financial statements. According to the precautionary principle, if there are two acceptable alternatives for the valuation and recognition of an item, the one that results in a lower net result and/or a lower asset value must be chosen.
The expectation of accountants in applying the principle is to be objective and impartial and to anticipate, report and disclose potential holdings but not profits. Understatement of assets or overstatement of liabilities in a given period often leads to overstatement of the financial results of the activity in later periods. The application of the precautionary principle aims to limit the risk of distortion of information about the financial position and performance of the company in the financial statements, which could lead to inappropriate management decisions.
The principle of retaining the accounting principles from the previous period as far as possible (stability) aims primarily at achieving comparability of accounting data and indicators in the different reporting periods. This is important to be able to make a correct comparison between income and expenses, assets and liabilities, profits and fish in different reporting periods for the needs of management. If different accounting policies are used in different reporting periods for depreciation, valuation of assets and liabilities, recognition of income and expenses, etc., such a comparative parallel is not correct and complicates the forecasting and management of the business. The principle of independence of the individual reporting periods and the value relationship between the opening and closing balance sheet, according to which each reporting period is accounted for independently, regardless of its objective relationship with the previous and next reporting period, as the financial statements at the beginning of the current reporting period must match the data at the end of the previous reporting period.
The principle of documentary evidence of business transactions and facts is the basis for accounting as a prerequisite without which accounting in companies is not possible. Compliance with the listed principles of accounting guarantees the normatively regulated qualities of the accounting information produced. These are the qualitative characteristics of useful information specified in the Conceptual Framework for Financial Reporting in the following two groups: basic and utility enhancing. They can help determine which of the two possible types should be used to represent a phenomenon if both are considered relevant and provide a reliable representation.
Materiality and aggregation - each material group of similar items must be presented separately in the financial statements, and immaterial items or immaterial amounts must be presented separately,
Offsetting - offsetting between assets and liabilities or income and expenses is not permitted unless it is permitted or not required by an applicable accounting standard,
Frequency of reporting - at least once a year the entity must present a complete set of financial statements (including comparative information). If the end of the entity's reporting period changes and the financial statements are presented for a period longer or shorter than one year, the entity must disclose the following information in addition to the reporting period to which the financial statements relate: a longer or shorter reporting period and the fact that the amounts presented in the financial statements are not fully comparable,
Disclosure of comparative information - the entity discloses information used for comparison and analysis in the financial statements for the current period for all amounts in prior period financial statements unless an applicable accounting standard permits or requires otherwise. An entity shall include comparative information in textual and descriptive form when appropriate to enhance understanding of the current period financial statements.
Order of presentation - the presentation and classification of items in the financial statements shall be retained in subsequent periods, except in the following two cases: A different presentation or classification is more appropriate given the criteria for the selection and application of accounting policies.
Accounting policies, changes in accounting estimates and errors resulting from significant changes such as in the entity's operations or the review of the financial statements and other applicable accounting standards require a change in the supply. In addition to the principles, the statutory requirements for the establishment and maintenance of the accounting system should also be considered in the preparation of the accounting policy. These are the requirements:
- Comprehensive chronological record of accounting transactions,
- maintenance of systematic accounting registers to summarise accounting information, opened at the beginning of the reporting period and closed at the end of the period
- The maintenance of synthetic and analytical accounting records and the equality and relationship between them.
- interim and annual closing of accounting registers and preparation of the turnover statement
- Changes in accounting entries through the preparation of adjusting entries application of an individual chart of accounts, including in cases when specialized software is used for accounting.
The accounting system requirements under consideration are mandatory and generally applicable to all companies. In this sense, they can be called external requirements or environmental requirements. However, there are also specific requirements for the organisation of accounting within a particular company, which are the subject of the individual accounting policy developed and implemented. They can be referred to as internal constraints.
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The quest for global accounting harmonisation involves the idea of unifying the accounting principles applied in practice by clearly defining them in the accounting rules of the different countries. The aim is to achieve continuity and universality in the perception of accounting information as it plays a key role in the management and investment decisions. The development of accounting policy in the company should be organised by the principles embodied in accounting regulations and generally accepted in accounting practice.
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