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Adjusted Trial Balance
	[bookmark: _Hlk97305146]
	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
	

	Depreciation for Buildings
	32,500
	

	Depreciation for Machinery
	30,000
	

	Provision for Depreciation - Buildings
	
	132,500

	Provision for Depreciation – Machinery
	
	55,000

	Legal expenses
	7,000
	

	Heating and Lighting
	10,000
	

	Long Term Loans
	
	200,000

	Rent and Rates
	28,000
	

	Rates accrual
	
	3,220

	Insurance
	16,000
	

	Prepaid Insurance 
	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
	5,000
	

	Purchases 
	560,000
	

	Revaluation Reserve
	
	100,000

	Provision for bad debts
	
	4,000

	Taxation
	12,900
	

	Trade Receivables (debtors)
	400,000
	

	Trade Payables (creditors)
	
	350,000

	
	2,248,620
	2,248,620








Method of calculations
a. Depreciation
Buildings (750,000 – 100,000) x 5% = 32,500 (new entry on debit) Then add to provisions on credit.
 Machinery 120,000 x 25% = 30,000 (new entry on debit) Then add to provisions on credit.

b. Bad debt
(1%×400000)-3000=1000 Then we add 1000 on Bad Debt debit side and Provisions on credit.

c. Prepaid insurance
17520-16000 = 1520 Then we add to a new entry on debit side.

d. In this case we open a new entry called Rates Accrual and credit it by 3,220 and debit Rent and Rates for the same amount. 


e. Since opening inventory and purchases are present in the trial balance a new entry for closing inventory is not required and cannot be present.




Generals Supplies Ltd.
Income Statement for year ending 31st December 2021

SALES                                                                                                                        900,000
Cost of sales
Opening Inventory                                      90,000
Purchases                                                   560,000
Closing Inventory                                       (125,000)                                     (525,000)
Gross profit                                                                                                               375,000

EXPENSES
Deducted Operating Expenses
Rent and Rates                                         28,000
Motor Running Expense                           8,700
Salaries and Wages                                 150,000
Insurance                                                  16,000
Postage and Stationery                             6,000
Heating and Lightning                               10,000
Bad debt                                                    5,000
Depreciation                                              62,500
Traveling Expenses                                   5,000
Legal Expenses                                         7,000                                           (298,200)
Operating Profit                                                                                                         76,800

Finance expense                                                                                                        (16,000)
Finance Income                                                                                                            4,000
Profit before tax                                                                                                          64,800

Taxation                                                                                                                       (12,900)


Net Profit                                                                                                                     51,900





Generals Supplies Ltd.
Balance Sheet for year ending 31st December 2021

ASSETS
Non-current assets
Buildings                                                           617,500
Machinery                                                         65,000
Current Assets
Closing inventory                                              125,000
Trade Receivables                                            396,000
Prepaid Insurance                                             1,520
Total Assets                                                                1,205,020


LIABILITIES
Non-current Liabilities
Long-term Loans                                              200,000
Current Liabilities
Trade Payables                                                350,000
Rates Accrual                                                   3,220
Bank                                                                  2,000
Total Liabilities                                                           555,220
EQUITY
Share Capital                                                   347,900
Share Premium                                                100,000
Revaluation Reserve                                        100,000
Retained Profits                                                101,900
Total equity                                                                  649,800

Total Liabilities + Total Equity                                   1,205,020




Accounting principles and their importance to the preparation and presentation of financial accounts







Introduction

As a general exposition, accounting as a process, is defined as the procedure in which an individual records the financial transactions of a company or business. But to express it in so few words, would be detrimental, since the process of accounting is a complex and debated topic among economists. According to (Berkowitz and Rampell, 2002), one of those debates consists of how an accountant undertakes his role as an authenticator of financial statements and marks rules versus principles as a crucial element. They emphasize how accountants rely predominantly on rules in order to bypass the responsibility of enacting judgment and thus turn a blind eye to the intention or spirit of the law.
In this paper I intend to classify and define some key accounting principles, and in doing so relate their importance in the preparation of financial accounts. 







Accounting principles: defining and classifying  


Before we begin, it’s important to give some context into what accounting principles are and how we can identify them. 
Accounting principles are a set of regulations that dictates how an organization conducts in regards to preparing financial documents. Although specific to certain countries, there are a number of principles that are accepted worldwide and remain consistent. In such, we have GAAP, and acronym which stands for generally accepted accounting principles. 
To elaborate, Bragg states the following:
Generally accepted accounting principles (GAAP) are concerned with the measurement of economic activity, the time when such measurements are to be made and recorded, the disclosures regarding this activity and the preparation and presentation of summarized economic information in the form of financial statements.
                                                                                                                      
                                                                                                                      (Bragg, 2010, p.1)

Therefore, we can state that the purpose of these principles is mainly to maintain consistency across the board and facilitate the evaluation of financial documents. 

We can classify accounting principles intro two main categories:
· Recognition principles (empirical standards that determine the assessment of elements within the accounting circuit).
· Disclosure principles (qualitative based entries without which financial statements would lack important relevant information).
According to the same (Bragg, 2010), disclosure principles supplement recognition principles by overstepping empirical data and clarifying suppositions.
 
 




Accounting principles: individual examples and relevancy to financial accounts


In an attempt to better understand the different principles involved and commonly used in the accounting process, we will enumerate a number of them and give insight into how and why they are relevant.

1. Consistency
In order to have continuity in our work, we will start by talking about consistency and the role it has when applying accounting standards.
As argued by (WÜSTEMANN and WÜSTEMANN, 2010), a consistent use of accounting standards must be used in order to facilitate and purposely steer the process without allowing the use of personal judgement in decision making. 
In such, we circle back to the Rules Vs. Principles dilemma, and could say that only in the absence of proper accounting standards we should use judgement-based decisions. 
That being said, we must underline the fact that it’s incorrect to state one is better than the other, since their benefits are relative and circumstantially. 
For instance, while rules-based accounting is more conducive to coherent practices and alleviating ambiguity which can lead to lawsuits, principles-based accounting gives individuals more space for manoeuvring within the financial statements by using own judgement and practices to reach desired outcome. 
Tweedie (2002, 2007, cited in WÜSTEMANN and WÜSTEMANN, 2010) states that, recently we have seen a shift within the IASB (International accounting standard board) from a rules-based to a principle-based accounting and in doing so, facilitating the use of personal judgement.


2. Going Concern
This principle can best be defined as, a presumption an auditor makes in regards to the predicted future a company has on the market, more specific that said company will continue to conduct business. 
According to (Holzmann and Munter, 2015), in order to diminish doubt from the equation, an assessment should be made taking into account qualitative and quantitative information including current funds and assets or possible contingencies.
Thus, we again reference the importance of recognition and disclosure principles mentioned earlier and emphasize the correlation between the two. 
If the assessment concluded that a company is not sustainable from a financial standpoint, a plan for alleviating risk will be enacted, with said company being required to offload assets or reduce expenditure in order to create cash flow.
‘’The mitigating effect of management’s plans can overcome a substantial doubt conclusion only if it is probable the plans can be effectively implemented’’ (Holzmann and Muller, 2015, p.75).


3. Monetary Unit
This principle is used in the recording of financial transactions and states that only those transactions that are quantifiable and able to be calculated in monetary terms, should be recorded. We can exemplify by saying it’s feasible to record an asset worth (a vehicle) but not feasible to record unmeasurable ones like workers skills.
This principle simplifies accounting by attributing consistency in terms of unified and stable currency upon which the records are presented and assessed. Simultaneously, it does have some drawbacks since it doesn’t take into account inflation. So, as per the above example, let’s assume that inflation has risen in recent years in the automotive market due to shortages of vehicles. A car purchased in 2015 for 10,000£ will still be recorded as such in 2022 even though its price has risen in the last 7 years. 
Due to the sizeable number of accounts an auditor needs to record, a common practice is to sample them in order to obtain an estimation of the cumulative errors.
In order to do that, the monetary unit sampling system is used (MUS) where each monetary unit has a probability of being sampled based on their respective recorded amount (Higgins and Nandram, 2009). 
This practice is easier to apply for the auditor since it disregards the classification of groups within the body of accounts. 


4. Materiality
This principle states that all relevant information with substantial impact on a financial statement must be disclosed to a user of said statements in order to prevent disingenuous reports. In such, we could say that materiality is an exception to disclosure but one that must be assessed properly and with transparency.
In order to determine what is considered relevant or irrelevant information, besides personal judgement, auditors use a base concept called the 5% rule. This dictates that anything below this threshold is regarded as having insignificant impact and can be overlooked. Although a widely used concept, this is not to be regarded as an enforcing rule but more of a guideline for auditors in enacting judgement.
To elaborate, (Johnson, 2005, p.12) states the following ‘’So long as the practitioner is aware that it is merely a starting point and not in any way a rule to be relied upon for final assessment, it is a useful tool’’.
Materiality is based predominantly on quantitative estimates since the qualitative side is more complex and harder to asses. 


5. Conservatism 
This principle can be defined as the prioritization and acknowledgment of expenses and liabilities over revenues and assets, in preparation of financial statements.
Bliss (1924, cited in Shroff, Venkataraman and Zhang, 2011, p.215) uses the following aphorism to capture the essence “anticipate no profits, but anticipate all losses”.
In such, the auditor takes a cautious approach in disclosing profits or gains a company may accrue until those said profits are certain and reliable. 
Conservatism has been used utilized in accounting practices for a long time and has greatly influenced the process, and in doing that attracted criticism from regulators and academics. Because of the aforementioned disproportional approach conservatism has on loss and gain, the notion has risen that ‘’ understatement in the current period can lead to overstatement of earnings in future periods by causing an understatement of future expenses’’ (Watts, 2003, p.208). 
Regardless of criticism, conservatism as a principle of accounting, has benefits in the form of subduing or containing the managements forecast of revenue, managing and measuring risk and in itself is a more flexible method of approach since it encourages the personal use of judgement. 
Simultaneously, this principle implies some negative aspects as well. The use of conservatism diminishes the future value of a company by observing the accrual of debt before the accrual of revenue.  In such, that particular organization will always appear to be at a loss despite future incoming revenue it may have. To exemplify, the future income from selling an asset will not be recorded until the transaction is made and currency has been wired. We can then observe the contrasting duality of conservatism and its effects on the preparations of financial statements.


Conclusion


For many years, accounting principles have been present and instrumental in the shaping and moulding of the accounting mechanism. These principles have seen changes throughout time, been debated among economists and still are to this day. Even though in present time, through the likes of GAAP, we have a consensus of which principles are to be implemented and used, there is still controversy on how to deploy them and most importantly when it’s appropriate to do so. In this paper we have observed how certain principles pertain to the numerical side of the process, whilst some have a more judgement-based characteristics. We can then emphasize that in order to maintain a level of transparency and accuracy within the financial account’s recordings, we must use both quantitative and qualitative standards and equally important, do it in a correct and consistent manner.     











  












References

· Berkowitz, A. and Rampell, R., 2002. ‘The Accounting Debate rules vs principles’. [online] StuDocu. Available at: https://www.studocu.com/en-gb/document/university-of-leeds/financial-reporting-and-regulation/the-accounting-debate-rules-vs-principles/3003092
 
· Bragg, S.M. (2010). ‘Wiley Gaap 2011: interpretation and application of generally accepted accounting’. Hoboken, Nj: Wiley.

· Higgins, H.N. and Nandram, B. (2009) ‘Monetary unit sampling: Improving estimation of the total audit error’, Advances in accounting, Vol.25 No.2, pp. 174–182.

· Holzmann, O.J. and Munter, P. (2015) ‘Going-Concern Reporting Now an Accounting Requirement’, The Journal of corporate accounting & finance, Vol.26 No.2, pp. 73–77.

· Johnson, S.D. (2005) ‘The 5% rule and materiality’, Journal of accountancy, Vol.200 No.2, p.12.

· Shroff, P.K., Venkataraman, R. and Zhang, S. (2013) ‘The Conservatism Principle and the Asymmetric Timeliness of Earnings: An Event-Based Approach’, Contemporary accounting research, Vol.30 No.1, pp. 215–241.

·   Watts, R.L. (2003) ‘Conservatism in Accounting Part I: Explanations and Implications’, Accounting horizons, Vol.17 No.3, pp. 207–221.

· WÜSTEMANN, J. and WÜSTEMANN, S. (2010). ‘Why Consistency of Accounting Standards Matters: A Contribution to the Rules-Versus-Principles Debate in Financial Reporting’. Abacus, Vol.46 No.1, pp.1–27.






