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	Income statement
Years ended 31 December 2021

	Particulars
	Amount
	 

	Sales
	 
	 £ 3,10,423.00 

	Less: Cost of sales
	 
	 

	Opening stock
	 £      30,222.00 
	 

	Add: Purchase
	 £ 2,14,165.00 
	 

	Less: Closing stock
	 £      25,164.00 
	 £ 2,19,223.00 

	Gross profit
	 
	 £      91,200.00 

	Less: Operational expenses
	 
	 

	Rental and insurance costs 
	 £      19,200.00 
	 

	Administration expenses 
	 £        2,772.00 
	 

	Salaries and wages 
	 £      35,804.00 
	 

	Sundry expenses 
	 £        2,250.00 
	 

	Bad debt1
	 £            980.00 
	 £      61,006.00 

	Net income
	 
	 £      30,194.00 



Note 1
The customer failed to pay the amount of 980 GBP that’s why it is considered a bad debt.
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	Balance sheet
As of 31 December 2021

	Assets
	 
	 

	Current assets
	 
	 

	Trade Debtors4
	 £        5,880.00 
	 

	Cash at bank 
	 £              82.00 
	 

	Closing stock
	 £      25,164.00 
	 

	Total current assets
	 
	 £      31,126.00 

	
	
	

	Non-current assets
	 
	 

	Delivery van2
	 £      23,060.00 
	 

	Shop fittings3
	 £        4,880.00 
	 

	Total non-current assets
	 
	 £      27,940.00 

	Total assets
	 
	 £      59,066.00 

	 
	 
	 

	Liabilities and equities
	 
	 

	Current liabilities
	 
	 

	Trade creditors (34420+7729)
	 £      42,149.00
	 

	Total current liabilities
	 
	 £      42,149.00 

	
	
	

	Non-current liabilities
	 
	 £                     -   

	
	
	

	Equity
	 
	 

	Capital
	 £        4,993.00 
	 

	Add: Net income
	 £      30,194.00 
	 

	Less: Drawings
	 £      18,270.00 
	 

	Total equity
	 
	 £      16,917.00 

	
	
	

	Total liabilities and equities
	 
	 £      59,066.00 



Note 2
	Delivery van at a cost
	£ 35580

	Less: accumulated depreciation
	£ 12520

	Delivery van
	£ 23060



Note 3
	Shop fittings at cost
	£ 12200

	Less: accumulated depreciation
	£ 7320

	Delivery van
	£ 4880



Note 4
	Trade Debtors
	£ 6860

	Less: Bad debts
	£ 980

	Debtors
	£ 5880
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The accounting principles are known as a form of rules and regulations that a company needs to follow when they are reporting financial information to the stakeholders (Penman, 2016). There is a range of accounting principles that have been developed to maintain uniformity in the prepared financial statements of the companies. There are mainly five basic accounting principles that are used commonly by the companies and below is the discussion of each principle has been done:
Consistency: It is a form of accounting principle that is related to the remaining constant in terms of following the accounting method. In other words, this accounting principle state that once a company adopt an accounting method then it should continue to follow it consistently in the coming years’ accounting periods (Luu, and Stocker, 2018). There should be changes in the accounting principle or method only in the case when there is a new version to improve the financial results. The reason behind employing this accounting principle is that if the company fails to follow it, then the financial results of the company will differ compared to the past years and this might create complexity to understand the financial statement. Also, may occur the problem of comparing the financial statement of the past years. 
In addition, the auditors especially want that the companies should follow the consistency principle so that the outcomes presented in the financial statement can be compared year to year. the auditors might refuse to give their opinion about the financial statements of a company if they do not follow this principle (Lorenzo, and Sixto, 2018). Usually, this principle is ignored by the management of the companies to show the wrong information in the financial statements like more revenues or profits. An example of this accounting principle is that if an educational firm uses a particular grading system to present the result of the students then they should use a similar system in the coming years.  
Relevance to the financial statements and presentation 
The relevance of this accounting principle is that it ensures that the financial data of a particular firm or entity can be compared with the other companies and this becomes possible for the external stakeholders like investors, and creditors to take important decisions. In addition, the implementation of this accounting principle makes the financial statements of a company uniform and trustworthy for the external shareholder (Bellantuono, Pontrandolfo, and Scozzi, 2018). Also, this principle enables the shareholders can make a comparative study of the previous years’ financial statements in the form of trend analysis. It becomes possible because if a company follows a common process of accounting then the management will find that easier to compare the financial statements of the past financial years effectively. Hence, this is important for the companies to follow this accounting principle in the process of the preparation of the financial statements as it ensures that there has been uniformity. The company that doesn’t follow this principle are not trusted by the external parties because they are considered fewer trusty firms due to a lack of consistency.
Materiality: According to this principle, it can be stated that an accounting standard can be ignored in the case when its net effect of ignoring puts a small impact on the financial statements which a user of the statements will not be misled (Lai, Melloni, and Stacchezzini, 2017). Under the GAAP, there is a provision that the company is not needed to implement the provisions of an accounting standard in the case when an item is under the category of immaterial. This description is not enough to understand the concept of the materiality principle. 
As per the suggestion of the securities and exchange commission, for the presentation objective, 5% of the total assets need to be separately disclosed in the statement of the financial position. Though too lower items need to be considered as a material. For example, if a small item will have affected the net income to the net loss, then this needs to be considered as material. In this case, this will not matter how small it can be (Giorgino, Supino, and Barnabè, 201). Likewise, a transaction will be taken as material if its involvement in the financial statement will change a ratio effectively to make a company out of compliance. This concept changes as per the size of the company. for example, a big multinational company can consider a 1 GBP million transaction to be immaterial about its total activity but for a small company, this amount can be considered material because this can affect the entire profits and revenues. Hence this can be stated that there has been a difference in the impact of the material principle as per the size of the company.
This principle becomes more crucial in the case when there is a need to decide whether a transaction needs to be recorded as a part of the closing procedure because reducing some transactions significantly eliminates the amount of time needed to issue the financial reports. Hence, in this case, it is important to consult with the auditors that which transactions need to be considered material or immaterial. 
Relevance to the financial statements and presentation 
This accounting principle has significant relevance to financial statements and presentations. This is so because considering a financial transaction as material or immaterial can affect the net income or revenues (Chen, and Tsay, 2017). As stated in the above example in that considering amount of 1 GBP million as material or immaterial can affect both small and larger companies in two different manners. Thus, in this case, the companies need to consider this principle as one of the effective aspects because any sort of error in selecting a transaction as a material or immaterial can affect the financial outcomes.
Monetary unit: it is one of the simplest accounting principles that states the companies are needed to record only those business transactions which can be expressed in the form of currency or any money (Accounting tools, 2022). Hence a firm cannot record those items that cannot be measured in the form of currency or money. An example of such items is the skill level of the employees, quality of the customer service and relation between the customer and company etc. Apart from this, a company cannot record the monetary value of those items that are related to the valuable speech given to the employees regarding the engagement in the innovative operations and activities. 
In addition, the monetary unit principle assumes that the value of a unit of currency in that the company record the transaction remains constant or stable during the period. Though, the given sum of the particular currency inflation in most economies, such an assumption is not accurate (Accounting tools, 2022). This can be understood by the example that a dollar invested to purchase assets 10 years ago is value greater than the dollar invested in the current time. this is so because the purchasing power of the dollar will drop in the coming years. This assumption declines totally in the case when a company records the financial transactions in the currency of a hyperinflationary economy. 
At the current time, FASB is not needed that the firms to identify the inflation in the financial statements. There is a range of causes but the USA has joyed the lower inflation rate for the past few years (Accounting tools, 2022). In the case when the economy of the USA changes and the rate of inflation turns more hyperinflationary likewise to the other nations such as Brazil, South Africa etc. 
This principle is not linked with the inflation rates during a particular period. This operates more with the efficiency to measure transactions in terms of money without the larger changes in the currency values in the short period. Under this principle, it does not matter in which currency it is long as this remains stable and can be compared to the other nation’s currencies.
Relevance to the financial statements and presentation 
This principle is a part of GAAP and it offers an effective base for the recording and presentation of financial transactions. This principle enables the companies to make a comparative study of their financial performance with the other firms that use the same common currencies. Apart from this, such a principle becomes more reliable and important for the companies that have more branches or subsidiary companies (Accounting tools, 2022). It is so because they should use the common currency in the preparation of the financial statements of both parent and subsidiary companies. The rationale behind this is that by using a similar currency, the companies will be able to compare the financial statements effectively.  Apart from this, if a company has two branches in UK and USA and if the main company is located in the UK and this is necessary for the subsidiary company to convert the $ into the GBP at the time of consolidation. Implementing this principle will give uniformity. Also, both subsidiary and parent companies should consider only those transactions that can be measured in the form of monetary values. 
Going concern principle: It is a principle or assumption that a company will stay in the business for the future period. In other words, this principle state that a company will not be forced to stop the operations and activities in the assets in the near period (Krasnov, and Kozmenkova, 2017). By using this principle, the accountant is validated in deferring the identification of the particular expenses till the end of the period when the company will be in business and effectively using the assets. 
In the context of business entities, this principle is very important and crucial as per the GAAP and IFRS. It plays a key role in the aspect of treatment of the assets. The concept of depreciation and amortization is based on the theory that the company will continue to perform its operations and activities in the coming year or the aspect of the next 12 months (Daniela, and Mihaela, 2018). 
The companies that follow this standard or accounting policies during the formation period and buy the fixed assets which will need the expense upfront but such types of assets will be offering the benefits over the period or long term and this will be well after the accounting period. Hence this concept will provide a way how to record the value of such kinds of assets. 
The problem with this concept is that the financial statements are produced at a cost basis and not prepared in accordance with the market value. Due to this the company in the case of liquidation will need the assets that will be valued on the basis of the market value and these values will be different from the value determined on the basis of the cost.
Apart from this, in the case when a company is being liquidated then the financial statements will be prepared on the basis of the going concern concept and this can be a misleading event for the shareholders. 
Relevance to the financial statements and presentation 
This principle plays a key role in the context of the presentation of financial statements and reports. This is so because the accountants use the going concern principle to determine what kinds of reporting need to appear on the financial statements (Seyam, and Brickman, 2016). The firms that use this concern can defer the reporting of the long-period assets at the current value instead at the cost. In addition, the companies that use this accounting principle indicate that there is greater stability in the company’s operations and activities. Also, this assists the shareholders to assess the financial stability of the company and they take the decisions accordingly. With the implementation of this principle, it becomes easier for the companies to get a loan from the banks as it is assumed by the financial institutes that the company will carry out its operations continuously.
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