


LCBB 4001 Accounting fundamentals





Student Name: Costache Stefan Cristian
Student ID:  2126833


Table of Contents
Question A:	4
Part A: Income Statement:	4
Part B: Financial Statement:	5
Question 2:	7
Introduction:	7
Accounting Principles:	7
Principle of Consistency:	7
Consistency Principle Applications:	8
Consistency Principle Importance:	8
Principle of Materiality:	9
Materiality Principle Applications:	9
Materiality Principle Importance:	9
Principle of Going Concern:	10
The Going Concern Concept's Assumptions:	10
Going Concern Principle Applications:	10
Going Concern Principle Importance:	11
Principle of Monetary Unit:	11
Monetary Unit Principle Applications:	11
Monetary Unit Principle Importance:	11
Conclusion:	11
Reference:	13




[bookmark: _Toc107545671]Question A: 
[bookmark: _Toc107545672]Part A: Income Statement: 
Angela
Income Statement for the year ended 31 December 2021
	Details
	Amount 
	Amount

	Sales
	
	310,423

	Less: Cost of goods sold
	
	

	Beginning stock
	30,222
	

	Purchases                                                                                 
	214,165
	

	                                                                              Goods available for sale
	244,387
	

	(-) Ending stock
	(25,164)
	

	Cost of goods sold
	
	(219,223)

	Gross Profit
	
	91,200

	Less: Operating Expenses
	
	

	Rental and insurance costs
	
	19,200

	Salaries and wages
	
	35,804

	Administrative expenses
	
	2,772

	Sundry expenses
	
	2,250

	Bad debt
	
	980

	Depreciation:
	
	

	       Delivery Van {(35,580 – 12,520) × 30%}
	6,918
	

	       Shop Fittings (12,200 × 10%)
	1,220
	

	
	
	8,138

	Total operating expenses
	
	(69,144)

	Net Profit
	
	22,056





[bookmark: _Toc107545673]Part B: Financial Statement: 
Angela
Balance Sheet as of 31 December 2021
	Details
	Amount
	Amount
	Amount

	Assets
Current Assets:
Cash at bank
Closing stock
Trade debtors
Less: Bad debt is written off

Total Current Assets
Fixed Assets:
Delivery Van                                                                                  
Less: Accumulated Depreciation (12,520 + 6,918)                                

Shop Fittings
Less: Accumulated Depreciation (7,320 + 1,220)


Total Fixed Assets

Total Assets

Liabilities and Owner’s Equity
Current Liabilities:
Trade payables
Creditor for VAT
Total Current Liabilities

Total Liabilities
Owner’s Equity:
Opening capital
Add: Net profit
Less: Drawings
Closing capital
Total Owners’ Equity
Total Liabilities and Owners’ Equity
	



6,860
(980)



35,580
(19,438)

12,200
(8,540)














4,993
22,056
(18,270)
	

82
25,164


5,880




16,142


3,660







34,420
7,729







8,779



	






31,126








19,802

50,928





42,149

42,149





8,779
50,928
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[bookmark: _Toc107545675]Introduction:
Accounting principles are the established guidelines and rules issued by accounting standards like GAAP and IFRS for companies to follow when documenting and portraying the financial information in the books of accounts. These guidelines and rules ensure that the information is accurate and consistent. Applying these principles enables businesses to provide an accurate and objective view of their financial accounts (Seilang, 2022). Accounting is the process of bringing together all of the relevant financial information to make it transparent and easy to grasp for all stakeholders and shareholders. Accounting standards significantly improve the dependability of financial accounts. The income statement, the balance sheet, the financial statements, and the statement of retained earnings, the cash flow statement are the components that comprise the financial statements. (Cruze, 2022). When generating financial statements that will be shared with those not involved with the company, accounting principles are the standard guidelines that must be maintained in all circumstances. There are many different accounting principles, some essential ones being consistency, materiality, monetary unit, and going concerned. Among the many accounting principles, these are some of the most important.
[bookmark: _Toc107545676]Accounting Principles:
The following are some accounting principles that are shared by several of them.
[bookmark: _Toc107545677]Principle of Consistency:
In order to prepare a financial data institution, a working team must follow the rules and regulations that are considered accounting principles. Regarding accounting, the concept of consistency implies that once a technique is established, it must always be used in the same way going forward. It gives the impression that a company is expected to refrain from modifying its accounting policy until there are good reasons. By compelling accountants to comply with a clearly defined set of terminology and techniques, these guidelines simplify things to analyze different types of financial data. For similar situations, the same approaches and procedures should be employed (Jeffrey Cooper, 2022).
According to the consistency principle, all accounting procedures should be accompanied consistently throughout the current and future period. Unless they are legally required, it should be followed, or the modified change provides a strong presence in accounts. This principle excludes the chances of manipulating the accounts and ensures that financial statements may be compared across various periods. Exceptions to this rule include circumstances in which the transformation gives a better presentation in accounts (Benzansan, 2022).
[bookmark: _Toc107545678]Consistency Principle Applications:
The 'X' Company has utilized the decreasing balance method in depreciating the value of its production equipment. It is advised to continue to use the declining balance depreciation technique when accounting for its manufacturing equipment in the succeeding periods. This follows the principle of consistency, which states that consistency should be maintained at all times. If the company wants to switch to a different depreciation method, for example, the straight-line approach, it is required to explain the change's reason, the change's nature, and its impact on things like accumulated depreciation in its financial report. If the company wants to switch to a different depreciation method, for example, the straight-line approach, it is required to explain the reason for the change.
[bookmark: _Toc107545679]Consistency Principle Importance:
Every unit is responsible for complying with the established accounting policies and procedures in a standardized fashion, and they should do it the same way. This is because the same procedures must be followed to maintain the accounting concept's integrity. Standardization is one of the other theories considered to be one of the most important aspects of accounting. In the absence of any disclosure regarding a change in accounting policy initiatives, it is reasonable to assume that all accounting policies that were followed during the year prior are also being followed during the most recent year. This is the case even though there was no disclosure regarding the change. The process of compiling the accounts is facilitated by the existence of uniformity, which makes the financial statements helpful to evaluate and the process simpler. Its application can be found in every industry, including commercial and manufacturing enterprises and service-oriented businesses.
Ensuring that financial statements and hypotheses are applied plays a vital role across all business sectors. Suppose the financial statements or hypotheses significantly change from the contiguous growth of tie with year. This kind of change sometimes causes issues throughout the documents. The proof that ends up causing confusion among accountants can also cause users of financial statements to become sidetracked due to the different variants in profits.
This principle has been applied not only in accounting but also from an auditing point of view because the following consistency makes it comparatively easier for accountants to record business transactions and other financial statements. The principle has played a significant role in the accounting and auditing sectors and is equally important to follow. It is beneficial for auditors to compare this year's financial statements with those of the previous year.
[bookmark: _Toc107545680] Principle of Materiality:
Accounting's materiality principle, often known as the materiality idea, is concerned with the significance of information and the magnitude and kind of transactions reported in accounting records. The primary purpose of the materiality principle is to offer direction to the accountant in preparing accounting reports for the organization (Rozario, 2022). The concept of materiality in accounting relates to the idea that each significant item should be disclosed properly in the company's financial statements. Material things are those whose addition or omission leads to substantial improvements in the decision-making for the consumers of business information. Material items are believed to be those whose inclusion or exclusions result in significant changes. The materiality concept also includes the provision that other accounting principles can be ignored if doing so would not affect the financial statements of the company that is being considered (Seilang, 2022)
[bookmark: _Toc107545681]Materiality Principle Applications:
A client's failure to pay $5000 to a business with net assets of $10 billion is seen as insignificant by the business as a whole because of the magnitude of those assets. Nevertheless, if the default amount is 2 billion dollars, it will affect the company.
[bookmark: _Toc107545682]Materiality Principle Importance:
If a transaction's monetary value is sufficiently low or the nature of the transaction is somewhat irrelevant compared to the company's major business operations, the corporation may perceive the information to be immaterial. This determination can be made if the company compares the nature of the transaction to the company's major business operations. In this scenario, a company cannot use the accounting method recommended by accounting principles instead of using a method that is less time-consuming or expensive to account for the transaction. This option is available to the company because accounting principles give the company this choice. It is possible that the point at which something is regarded as material to one company will not be the same at which it has been considered material to another organization, and that position might even change with time (David, 2022).
[bookmark: _Toc107545683] Principle of Going Concern:
One of the most fundamental principles in accounting is known as the "going concern concept." This starts from the premise that a company will finish its current plans, employ its existing assets, and continue to satisfy its financial obligations during and past the next financial period. To put it another way, the approach assumes that the company will continue to operate and that the value of the investment will not decrease over time. This basic idea is sometimes called the persistent concern idea, another name for it (Gomes, 2022).
According to the going concern principle, a business would continue to function for as many years into the immediate and relatively close future as possible. As a result, if a corporation follows the going concern principle, it can postpone any depreciation or other charges of a similar nature until the subsequent period.
[bookmark: _Toc107545684]The Going Concern Concept's Assumptions:
The company's goods or services are expected to be popular. The premise believes the business is selling its product and increasing its customer base as it grows. So if the organization is losing money now, it is expected to become profitable and increase yearly. Another expectation is that the law governing the firm and its model remains unchanged and good for its growth. It is the responsibility of the Management of an entity to demonstrate that the entity can continue as a going concern (Bubmann and Zirus, 2022). When conducting an audit engagement, an external auditor must consider a variety of factors, one of which is whether or not the use of the going concern assumption is appropriate.
[bookmark: _Toc107545685]Going Concern Principle Applications:
The pharmaceutical business X has developed its unique chemical, which it then goes on to promote and sell. Suddenly, the government decides to stop the production, importation, exportation, and sale of this particular chemical product throughout the country. If this chemical is the sole product that X Pharmaceutical Limited produces, then there is no longer a market for the company's goods and services, and it will cease to exist as a going concern.
[bookmark: _Toc107545686]Going Concern Principle Importance:
The little business suffers from a severe lack of liquidity, which prevents it from paying its creditors. A motion for the company's liquidation is submitted to the court by one of its creditors. Because there is evidence to suggest that the company will not be able to continue operations, the status as a going concern has changed.
Lenders frequently consider accountants' judgments regarding the state of a going business. If financial institutions do not believe a firm to be viable, they will not give it long-term financing, which will prohibit the company from expanding.
[bookmark: _Toc107545687]Principle of Monetary Unit:
According to the accounting principle known as the monetary unit principle, all the transactions have to be recorded using some monetary value. To put it another way, a company can only record transactions if they entail the documentation of the activities in some currency. It is not recommended to document in accounting any activities or other items that cannot be measured due to the complexity of the task (Disouza, 2022).
[bookmark: _Toc107545688]Monetary Unit Principle Applications:
A shop owner wakes up to find that his store has been broken into overnight. The windows have been shattered, the shop's interior has been trashed, and various items have been taken. In his income statement, the retailer will only show a loss on the damaged property. He is not going to reveal the financial loss that has occurred as a result of the probable loss of sales due to the store being closed for repairs. The number of lost sales is purely speculative and cannot be converted into a monetary figure (Collective, 2022).
[bookmark: _Toc107545689]Monetary Unit Principle Importance:
The assumption of monetary units states that for a company to record and monitor its financial transactions accurately, they must be recorded in dollars or some other unit of money. Because of its persistent worth and broad availability, the dollar is the currency most commonly used in commercial transactions. In addition, it provides a standardized method for comparing and evaluating the accomplishments of one company with those of another.
[bookmark: _Toc107545690]Conclusion:
It is expected of accountants that they will be objective. Many different types of firms need to have their financial statements audited so that users can have confidence that the numbers are accurate and objective. Accounting's primary objectives are maintaining well-organized records to determine an organization's financial performance and position and communicating relevant financial information to user groups who have expressed an interest in obtaining it. This is one of the best ways to keep our company competitive. Accounting financial statements are the basic way management communicates an entity's financial information and selected quantitative elements.
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