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(a)
	Preparation of Income Statement

	
	
	

	Particulars
	WN
	Amount (£)

	Revenues:
	
	

	Sales
	
	310423

	Less: COGS
	1
	219223

	
	
	

	Gross Profit
	
	91200

	
	
	

	Expenses:
	
	

	Sundry expenses
	
	2250

	Rental and insurance cost
	
	19200

	Administration expenses
	
	2772

	Salaries and wages
	
	35804

	Bad debts
	
	980

	Total expenses
	
	61006

	
	
	

	Net profit
	
	30194


(b)
	Preparation of Balance Sheet

	Particulars
	WN
	Amount (£)

	Non-current Assets
	
	

	Delivery van
	2
	16142

	Shop fittings
	3
	3948

	Other fixed assets
	
	7850

	Total non-current assets
	
	27940

	
	
	

	Current Assets
	
	

	Trade Debtors
	
	5880

	Cash at bank
	
	82

	Stock
	
	25164

	Total current assets
	
	31126

	
	
	

	Total Assets
	
	59066

	
	
	

	Current Liabilities
	
	

	Creditor for VAT
	
	7729

	Trade payables
	
	34420

	Total current liabilities
	
	42149

	
	
	

	Capital
	
	

	Total Capital
	
	16917

	
	
	

	Total Capital and Liabilities
	
	59066


Working Notes
	1
	Calculation of cost of goods sold

	
	Particulars
	Amount (£)

	
	Opening stock
	30222

	
	Add: Purchases
	214165

	
	Less: Closing stock
	25164

	
	COGS
	219223

	
	
	

	2
	Calculation of depreciation on delivery van

	
	Particulars
	Amount(£)

	
	Cost
	35580

	
	Less: Accumulated depreciation
	12520

	
	Total value
	23060

	
	Less: Current year depreciation
	6918

	
	Total value as at 31 december 2021
	16142

	
	
	

	3
	Calculation of depreciation on shop fitting

	
	Particulars
	Amount(£)

	
	Cost
	12520

	
	Less: Accumulated depreciation
	7320

	
	Total value
	5200

	
	Less: Current year depreciation
	1252

	
	Total value as at 31 december 2021
	3948
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Going Concern Concept
	The going concern is one of the fundamental accounting principles. This principle assumes that business entities will complete their plans in the current as well as upcoming years (Pratt, 2003). In simple terms, the going concern concept refers to the assumption that business entities will continue their business operations for the foreseeable future. The business entities will not halt their business operations and not liquidate their business assets in the future. Additionally, The business can be deemed to be a going concern in case there is a lack of contrary information. For instance, the lack of business entity in managing outstanding obligations in a satisfactory manner might raise the question of going concerned. There is a wide range of items that can be used for analysing the ability of companies to continue their business as a going concern such as series o losses, the default of the loan, legal proceedings, denial of credit, and others (Accounting Tools, 2022). Every decision made by business entities is based on the objective that business will be carried out on a continuous basis. The business entities defer business revenues as well as expenses as per the requirement of other accounting principles. The failure of the going concern assumption prevents the companies from recording accrued or prepaid revenues or expenses (Corporate Finance Institute, 2022). The calculation of depreciation of assets based on their economic life instead of market value is one of the examples that can be helpful in understanding the going concern principle. The companies use this method as they believe that they will carry out their business for an indefinite period and use assets till they get fully depreciated (Javed, 2022). 
Materiality Principle
	Materiality refers to the accounting principle, which focuses on selected items whose impact is quite large on the investor's decisions, and accordingly the same should be reported in a detailed manner in the financial statements of the company with the help of GAAP standards (HBS, 2016). Materiality plays a crucial role in reflecting true as well as a fair view of the financial information of the company. It is also significant for the auditors to evaluate materiality in order to provide reasonable assurance about the financial information. The materiality concept helps the auditors in identifying any material misstatements in the financial statements and reflecting the true financial information of the companies (Brennan and Gray, 2005).  
	Additionally, it is also identified that the materiality can be measured with the help of the amount. Generally, the items with a huge amount are considered as material as any manipulation in such item might result in reflecting unfair information about business finances. This might not only affect investors' decisions but also affect the business performance in the near future in an adverse manner. Furthermore, professional judgement is quite pivotal for the purpose of measuring materiality. For instance, it can be said that an expense of £30,000 can be seen as material for a company with an annual income of £70,000. However, the same level of expense is immaterial for the company with an annual income of almost £500,000. Moreover, any information that might affect the decision of investors can also be considered material information; however, any information that does not provide any impact on investors' decisions is non-material (Averkamp, 2022).
Consistency Principle
	The consistency principle is yet another crucial principle of the accounting that suggests that accountants must apply similar procedures as well as methods from one period to another. This means that any method or procedure adopted once must not be modified in the next year. However, if the management still implement changes in the next period, then the reason behind such change in methods and procedures must be explained clearly under the financial statements of the company. Thus, the readers, users and stakeholders of the company’s financial statements must have the inherent right about the assumption that consistency has been followed and applied by the management provided that there is no such declaration made in the financial statements of the company (Mustafa, 2014). This accounting principle helps in ensuring that companies follow similar accounting policies as well as methods from one year to another to present fair and transparent picture of the financial position of the company. The consistency principle has several advantages such as ease for management to become familiar with the current accounting methods and recording procedures adopted by the company. Moreover, the auditors of the financial statements of a company will be able to give proper attention during the auditing procedure and demands justification from the management if consistency is no followed. Additionally, the consistency principle also helps in attaining cost efficiency as the management will not be required to incur expenditures on training staff from time to time about the accounting policies as well as methods. In addition to this, the most significant benefit provided by consistency principle is effective comparison of the financial performance of the company over the years (Javed, 2021).
Monetary Unit Principle
	The assumption that the money is a measurement unit is suggested and mentioned under the monetary unit principle. This principle suggests that the management must record every single transaction as well as any form of economic events in the books of accounts of the company, which can be effectively measured and expressed in currency terms. The monetary unit principle is one the crucial “Generally Accepted Accounting Principles (GAAP)” that states that any kind of business transaction must be recorded under the financial statements in terms of currency only (Barlev and Haddad, 2007). Therefore, it can be suggested that any non-quantifiable business transactions are not to be recorded under the financial statements of a company. The money or currency has been used as key measurement unit across the business sectors globally in the field of accounting. As per the principle of monetary unit, the business events or transactions are required to be converted into form of a known money/currency in order to record such events and transactions fairly under the financial statements of a company. Therefore, the implementation and adoption of monetary unit principle is quite critical to ensure that the businesses in the contemporary era records financial transactions under the books in a stable and reliable manner. In addition to this, the monetary unit principles also suggests that a business must not make any adjustments in the financial accounts due to inflation in the values (Debitoor, 2022).
Conservatism Principle
	Conservatism is yet another most important accounting principle, which focuses on recognizing uncertain liabilities as well as business expenditures at a faster rate, whereas, the revenues are recognized at the time of final assurance of their receipt. It assists in providing proper guidance related to estimations and uncertainty. This type of accounting principle is concerned with the accuracy and reliability of financial statements. For instance, recording inventory at a lower cost or market value is one of the best examples of the conservatism principle. Another example can be discussed for understanding the conservatism principle. For instance, in case the company is facing litigation and the chances of winning the case are quite low then it makes it crucial for the company to make provision for the same in order to provide real information to a wide range of stakeholders. The non-reflecting of such information might affect the decisions of stakeholders. This principle helps the accountants in breaking ties while dealing with equally probable transaction results. This also assists the investors in getting proper assurance that the profits are overestimated. Besides this, this principle is also called as prudence concept (Thakur and Vaidya, n.d.).
Business Entity Concept
	The business entity concept is one of the accounting principles, which states that it is significant for the business entities to maintain both personal as well as business records separately. This proves to be fruitful for business entities in maintaining records of accounting in an accurate manner. Besides this, it also enables a wide range of stakeholders to evaluate the financial performance in a better manner. However, this principle is quite different from the concept of the corporate veil. It can be applied to each type of organization such as proprietorship, corporation, and others for the purpose of maintaining financial integrity. This concept prevents business expenditures from becoming interfering as well as entangled and helps in identifying adequate taxable information. Personal drawing, personal loans, capital, and others are some of the main examples of the business entity concept. Additionally, this concept assists business entities in increasing accountability, measuring business performance, making competitor analyses, keeping business separate, and others. On the other hand, the requirement for detailed record-keeping, the inability to view personal finances, and others are some of the major drawbacks of the business entity concept (Johnson and Vaidya, 2021).
Revenue Recognition Convention
	This is one of the essential convention in the field of accounting pertaining to the revenues. As per the convention, the revenues generated by a company in the market must be recognized by the management at that time when the whole transaction is completed. This means that the management usually records revenues in the business once invoice is sent to the respective customers under the case of credit sales. On the other hand, revenue must be recognized by the management when the cash is received and sale is completed by the business under the cash transactions (Cristina-Aurora, 2014). Although, the revenue recognition convention is not that simple to understand. For instance, the construction of a large project mostly requires number of years to successfully deliver to the client, therefore, under such circumstances management sends bill even before the completion of such large projects. Overall, the revenue recognition convention is quite critical and essential to ensure that revenues are properly recorded in the books of accounts of a company, otherwise, the financial position or performance of the business presented to the stakeholders will be incorrect and misinformed. Thus, revenue recognition convention is critical to present a fair and accurate picture of profit and loss position of the business to the stakeholders in the market. Moreover, the revenue recognition convention also provides several benefits in the form of accurate projections of the business revenues in the future (Girsch-Bock, 2022).
Cost Principle
	This is yet another key principle of accounting used and followed all across the globe so as to ensure that the organizations present a fair and true picture of their financial position to the stakeholders in the market. According to the cost principle of core accounting, the management is required to record the purchases in the business at their original cost price only. In addition to this, the cost principle also suggests that the companies must record the assets at their cost price under the financial statements and ignore any kind of changes in the market value of the assets. Apart from this, the cost principle also provides general guidance on the assets received in the form of a gift. According to this principle, if an asset is received by the company in a form of gift, then such asset must be recorded under the financial statements of a company at a value determined via Fair Market Value using independent means (Mustafa, 2014).
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