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Case study

	Angela’s Accounting records at 31.12.2021
	£

	Sundry expenses
	2,250

	Delivery van at cost 
	35,580

	Delivery van - accumulated depreciation at 1 January 2021
	12,520

	Shop fittings at cost
	12,200

	Shop fittings – accumulated depreciation at 1 January 2021
	7,320

	Trade Debtors
	6,860

	Rental and insurance costs
	19,200

	Administration expenses
	2,772

	Creditor for VAT
	7,729

	Capital at 1 January 2021
	4,993

	Salaries and wages
	35,804

	Cash at bank
	82

	Drawings
	18,270

	Sales
	310,423

	Stock at 1 January 2021
	30,222

	Trade creditors/payables
	34,420

	Purchases 
	214,165

	
	

	Notes: 
	

	
	

	1. The stock at 31 December 2021 has been valued at
	£25,164.00

	2. A customer has gone into liquidation and will not be able to pay their outstanding debt of 
	£980.00

	3. Depreciation is calculated at 30% on the reducing balance basis for the delivery van. 
	6918

	 4. Depreciation is calculated on the straight line basis at 10% of cost for the shop fittings. It is assumed that the shop fittings will have NIL value at the end of their ten year useful life.
	1220

	  5. There were no acquisitions or disposals of fixed assets during the year.
	 










	Angela shop

	Statement of profit or loss 

	for the period 1 January 2021 to 31 December 2021

	 
	 
	£

	Sales (Less return outward)
	 
	£310,423.00

	Less cost of Sales:
	 
	 

	             Opening inventory 
	£30,222.00
	 

	        +   Purchases (+ carriage inwards - returns outward)
	£214,165.00
	 

	        -    Closing inventory
	£25,164.00
	 

	 
	 
	£219,223.00

	 
	 
	 

	Gross Profit
	 
	£91,200.00

	 
	 
	 

	Add other Income
	 
	 

	Total Income
	 
	£91,200.00

	 
	 
	 

	Expenses
	 
	 

	


	
	

	Rental and insurance costs
	£19,200.00
	 

	Administration expenses
	£2,772.00
	 

	Sundry expenses
	£2,250.00
	 

	Salaries and wages
	£35,804.00
	 

	Bad debt
	£980.00
	 

	Depreciation
	£8,138.00
	 

	Total Expenses
	 
	£69,144.00

	 
	 
	 

	Net Profit / (Loss)
	 
	£22,056.00













	Statement of Financial Position as at 31st December 2021

	 
	 

	 
	£

	Assets
	 

	Non-current assets:
	 

	Land and buildings
	0

	Plant and Machinery
	0

	Office equipments 
	0

	Motor vehicle
	16,142

	Fixtures and fittings
	3,660

	 
	 

	Current assets:
	 

	Inventories
	25,164

	Trade and other receivables
	6,860

	Prepayments
	 

	Bank
	 

	Cash and cash equivalents
	 

	other assets
	35,642

	Total assets
	87,468

	 
	 

	Capital & Liabilities 
	 

	Capital
	 

	Capital
	4,993

	Profit for the period
	22,056

	Drawings
	18,270

	 
	45,319

	Non-current liabilities:
	 

	Bank loans
	 

	 
	 

	Current liabilities:
	 

	Bank loans and overdrafts
	 

	Accruals
	0

	Trade payables
	42,149

	Total capital and liabilities
	87,468









Essay

Accounting principles and their relevance to the preparation and presentation of financial accounts
Accounting principles are a set of general rules that form the general framework of accounting. They were elaborated to help all those who keep records and receive the accounting reports to be able to interpret the information uniformly and correctly.
Accounting principles can also be defined as conceptual elements, general sentences, basic rules that ensure, on the one hand, the development of accounting rules, and on the other hand, the faithful, clear, sincere and complete representation of the evolution of the enterprise through the financial statements.
Although each principle regulates a certain aspect, all accounting principles form a coherent and unitary system, in the sense that between all principles there are interferences and mutual links of interdependence, and no principle can be violated without the risk of affecting the application of others.
There are several accounting principles which include: consistency, materiality, monetary unit and going concern.

· Consistency

The role of accounting has advanced over the years, so that now it is not limited to counting money, but also to performing and presenting analyzes, monitoring and implementing legislative changes, and budget corrections that may have an impact on the activity of the entity. The main purpose of accounting is to record the economic events that take place at the company, to archive them securely and to ensure their accessibility and comparability over time. So that even after 20 years, the information stored in the company's archives can be used to perform economic analyzes, an inventory or to detect specific transactions.
The principle of consistency involves using of the same rules and regulation of registration in accounting, in order to ensure the comparability over time of accounting information. The change of these norms and rules is done only extraordinarily and justifiably.
Examples of situations justifying changes in accounting policies:
· The merger of two companies requires the harmonization of their accounting policies.
· The admission to trading of an entity involves the registration, valuation of assets and preparation of financial statements in accordance with International Financial Reporting Standards.
· If a company becomes part of a group, it is necessary to harmonize its accounting policies with those of all the companies in the group.



· Materiality
The essence of this principle is the presentation in Financial Statements information of all information which, by its importance (significance), may affect judgments and decisions of external users of that information. 
Therefore, the balance sheet and profit and loss account elements may be combined if:
a. represents an insignificant amount, in relation to the value limits established by the management of the entity, and does not affect the true and fair view of assets, liabilities, the financial position, profit or loss of the entity;
b. such a combination provides a higher level of clarity, provided that the elements thus combined be presented separately in the explanatory notes;

 By applying the principle of materiality the aim is the information presented  to avoid two possible extremes:
· be too synthetic or condensed
· be too abundant, detailed, and insignificant in value, making it difficult for users to read the financial statements.

· Monetary unit
Among the various conceptual hypotheses underlying modern accounting is the concept of monetary unit.
All accountants make key conceptual assumptions in presenting financial information. Because many of these assumptions are necessary for financial statements that have value, it is generally best to understand and revise them when considering financial documents.
The concept of monetary unit assumes that the value of the currency remains stable over time. This concept essentially allows accountants to ignore the effect of inflation. Due to this assumption, past financial statements are not usually updated even if the value of the money changes substantially. The general concept is a practical necessity, although the assumption can present some serious problems if the currency swells quickly or deflates.
· The principle of going concern 
This principle assumes that the company will normally continue to operate in the foreseeable future, without being unable to continue operating or without reducing its significant. If the administrators of the company became aware of some elements of insecurity related to certain events that may lead to its inability in order to continue its activity, these elements must be presented in the explanatory notes.
If the management bodies determine after the balance sheet date whether they intend to liquidate the entity or cease its activity or whether there is no other realistic option other than these, the company will not prepare the annual financial statements based on the business continuity principle. These provisions do not apply to the annual financial statements prepared by the absorbed entities in a merger or division process, according to the law.
Impairment of operating results and financial position after the balance sheet date indicates the need to consider whether the assumption of business continuity is still appropriate.
 If The Financial statements are not prepared on a going concern basis, information should be provided with explanations on how to prepare the report, those financial reasons and the reasons for the decision that the undertaking did not, and if the company can continue its activity.
 Conclusion
The principles of accounting are a means of harmonizing accounting, which ensures a true and fair view of assets and liabilities (liabilities and equity) and provides relevant information, through supporting documents, for the analysis of results and the formulation of decisions.
The future belongs to the accounting principles and the perennial values that they are associated with. Only in this way can a correct distribution of the planetary wealth, a healthy competition between companies, as well as a unitary interpretation of the accounting information be ensured.
 
