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Accounting principles are considered as the basic set of rules and regulations that relatively helps in preparing different forms of financial statements. Preparation of financial statements does help in understanding the overall operations of the business much more effectively and ensure its stance of transparency is maintained in a much more effective manner. Understanding of the overall financial knowledge does provide an equivalent understanding of the differential financial issues and the factors that are required to be taken care of in order to perform much more effectively. For understanding and preparing different forms of financial statements the effective understanding of the principles and guidelines is much more effectively required. The report will provide an effective understanding of the overall operations of the business and helps in assessing the individual statements of the business much more effectively. Along with this the report will also provide effective understanding of the different principles that are present in the process of accounting and state the relevance of such information into the aspect of preparing different categorical financial statements.

[bookmark: _hk2xol1ukzxf][bookmark: _nrv8sinkx612][bookmark: _Toc108021976]Statement Showing Profit & Loss of Angela for the year ending December 2021
	Dr.
	Income Statement 
	
	Cr.

	Particulars
	Amount (£)
	Particulars
	Amount (£)

	"To Opening Stock"
	 £        30,222.00 
	"By Sales"
	 £     3,10,423.00 

	"To Purchases"
	 £     2,14,165.00 
	"By Closing Stock" 
	 £        25,164.00 

	 
	 
	 
	 

	 
	 
	 
	 

	"To Gross Profit c/d"
	 £        91,200.00 
	 
	 

	 
	 
	 
	 

	 
	 £     3,35,587.00 
	 
	 £     3,35,587.00 

	 
	 
	 
	 

	"To Rental and Insurance cost"
	 £        19,200.00 
	By Gross Profit b/d
	 £        91,200.00 

	"To Administrative Expenses"
	 £          2,772.00 
	 
	 

	"To Salaries and Wages"
	 £        35,804.00 
	 
	 

	"To Bad Debt"
	 £             980.00 
	 
	 

	"Sundry Expenses"
	 £          2,250.00 
	 
	 

	"To Depreciation'
	 
	 
	 

	Van
	 £          6,918.00 
	 
	 

	Shop Fitting
	 £          1,220.00 
	 
	 

	"To Net Profit"
	 £        22,056.00 
	 
	 £        91,200.00 

	 
	 £        91,200.00 
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	 Liabilities
	Amount (£)
	Assets 
	Amount (£)

	"Capital"
	 £          4,993.00 
	"Delivery Van"
	35,580

	"Add: Net Profit - 22056"
	 £        19,653.00 
	"Shop fitting"
	12200

	 
	 
	"Trade Debtors" less- 980
	5880

	 
	 
	Cash in hand & bank 
	82

	"Trade Creditors"
	 £        34,420.00 
	Closing Stock 
	25164

	"Accumulated Depreciation"
	 
	 
	 

	"Van"
	 £        12,520.00 
	 
	 

	"Shop Fitting"
	 £          7,320.00 
	 
	 

	 
	 
	 
	 

	 
	 £        78,906.00 
	 
	78,906
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Meaning and concept of accounting principles
The general set of rules and regulations that is implemented by the regulatory authority or the governing body that organisations and companies operating within the jurisdiction has to follow while preparing the financial statement is regarded as principles of accounting. In the context of principles of accounting they also help in preparing the statements of the financial accord much more effectively and ensure all the activities of the financial nature are properly recorded into the books of the company. Principles of accounting is relatively considered by organisations and other companies operating within the commercial space and performing activities of business. Contextual analysis and understanding of accounting principles offers the view that such principles further helps in ensuring all the effective statements of financial accord are managed and maintained in a complete, consistent and comparable manner. Principles of accounting helps the companies and business entities to record and prepare financial statements concerning the present circumstances and present data (Hansen et al., 2021). This directly helps the investors and stakeholders to assess the current and exact state of performance of a company or a business entity much more effectively. With the relative consideration of the overall operations of the business there are several factors that hinders the overall profitability of a company or a business entity and this relatively impacts the individual aspect of the business and the objectives of the stakeholders as well. In the consideration of the overall operations of the business and the fundamental activities of the company it can be effectively enumerated that principles of accounting helps in mitigating the fraudulent activities occurring while maintaining the statements of accounts (Lebedev, 2021). As, the principles of accounting is concerned towards uplifting the standards of accounting and focuses on maximum transparency and therefore it helps in determining any form of irrelevant activities occurring within the accounting part. 
Companies operating within the legal structure of private companies are not required to follow the principles of GAAP however, they are required to adhere to the principles of accounting established by International Accounting Standards 2012 and 2013. On the other hand the companies and organisations operating within the legal structure of public limited companies are required to follow the regulations and principles established by GAAP and International Accounting Standards 2012 and 2013. Following the concept and principles of accounting does give an upper hand to the companies or organisation to fully understand the operations and determine if there is any form of anomaly present in the financial structure of the business.

Basic Principles of Accounting
· Accrual Principles
· Conservatism Principle
· Consistency Principle
· Cost Principle
· Economic Entity Principle
· Full Disclosure Principle
· Going Concern Principle
· Matching Principle
· Monetary Unit Principle
· Materiality Principles
· Objectivity Principle
· Historical Cost Principle
· Reliability
· Revenue Recognition principle
[bookmark: _yxencqeoxdcg][bookmark: _Toc108021980]“Critically discussing the accounting principles and their relevant to the preparation and presentation of financial accounts”
Accrual Principles
 In the context of accounting, the occurrence of the transaction is to be recorded into the books of accounts when they actually occur and not when the transactions are associated with the estimation of cash flow into the aspect of the business. These guidelines are considered as the basis for foundation that relatively helps in constructing the financial statements in an effective manner. Contextualisation of the overall process of preparing accounting statements it can be effectively enumerated that revealing true values and information to the interested parties is considered as the important proposition of accounting statements (Gianfelici et al., 2021). However, accrual concept is not always considered as best possible measure as some transactions are done on cash basis and therefore are not recorded in the books of accounts and this may result in fluctuation in the statements of the business. For instance A ltd purchased some raw materials from B ltd and provided payment by cash, and with accordance to the accrual principle the payment was not done as it was not recorded. However, the input of material will be recorded in the books and will further reflect a fluctuation in the books of the business.
Conservatism Principle
The principle of conservatism states that all the expenses and liabilities of a company or a business entity are required to be recorded in the books of accounts of the business in an immediate manner. Such a basis or concept is put into effect by considering the aspect that there are several factors that may delay an income or payment to be received by the business entity. With the effective consideration of delayed income the profitability aspect of the business is not reported in its full transparent manner. Therefore, for a business entity to effectively report its overall activities much more effectively it must consider recording the expenses prior to the income generated by them (Weygandt et al., 2019). In the aspect of conservatism principles it can be effectively concluded that recording expenses prior to the income may also create a significant amount of difference in the income and expenses of the business. With the cumulative understanding it can also be effectively enumerated that expenses of the comprehensive nature if recorded into the accounts of the business can relatively decline the profitability of the business much more effectively. For example the expenses occurring due to the operations of the business does not guarantee a profit or income and recording the expenses in the estimation of profitability may significantly differ the overall profitability aspect of the business.
Consistency Principle
In the aspect of consistency principle it can be stated that professionals performing the activities of accounting are required to follow a standard rule or method to record the transactions of the financial nature. In accordance with the understanding, changing the aspect or technique for recording financial transactions may significantly hinder the outcomes presented by the financial statements. Consideration of one static method for recording transactions and preparing financial statements helps in making financial statements in a simple manner and further helps the stakeholders to better analyse the overall performance of the company or the organisation much more effectively (Boitaet al., 2021). In the scenario if the professional performing accounting activities does jump from one technique for recording financial transactions it may relatively provide insignificant values and deviated results. Considering the fundamental functions of accounting it comprises wide varieties of activities and recording such activities or transactions requires utilisation of different measures (Baker and Persson, 2021). Therefore, due to the flexibility present in the structure of recording financial transactions such individuals do require to utilise different techniques and sticking to a particular technique may also result in presenting differential values. Consider the technique that is utilised to record transactions in the books of ledger with that of the technique utilised for recording transactions in the adjusted accounts of the business.  

Cost Principle
The cumulative understanding of the cost principle helps in reflecting to the context that all the assets, liabilities, equity and investments are required to be recorded by the business entity at their original cost of purchase or sales. The traditional method of accounting concern is focused upon understanding the individual aspect of the assets and liabilities present in the business. Therefore, for a company or an organisation to reflect the overall position of the business to its shareholders and other stakeholders it must consider reflecting the original value of the assets and liabilities of the business without stating the coherent understanding of the reduction proposition in the business (Retolaza and San-Jose, 2021). However, recording of assets and liabilities at their original cost of purchase is considered the concept of the traditional world. In the contemporary aspect the companies and business entities are required to consider the usage of the assets and charge depreciation upon its utilisation as in the aspect of assets it is considered very much important to reflect the true profitability of the business. Recording the assets and liabilities on cost does not reflect the current value or worth of the business and helps in reflecting the state of financial decline of the business much more effectively.
Going Concern Principle
Going Concern Principle states that in the relative aspect of operations of the business it is considered that business will tend to operate for a foreseeable period of time. In the context of accounting the activities and other relative operations of the business will be performed in the same manner as it was before irrespective of the profit or loss made by the business. Consideration of such aspects provides the basis for preparing budgets and other cash flow statements that are prepared by estimating the future possibilities of income and expenditure of a company or a business entity. Consideration of the going concern principle effectively helps in understanding the aspect that no matter what the routine activities and operations of a company such as depreciation and other periodical expenses will be incurred and must be charged effectively. For example a company named A ltd has been shut for its renovation, however with the passage of time some dormant expenses such as water, electricity and many more are required to be paid off (Liebert, 2021). The machineries are not utilised for any purpose of production, however with the passage of time they will suffer some sort of corrosion and damage to its internal parts that is required to be charged into the accounting books to reflect the true value of the assets and liabilities of the business. In the similar manner there are some liabilities and qualities of assets that are required to be presented in the books as of their cost as it will directly provide understanding of the operations of the business much more effectively.

Matching principle
In the aspect of matching principle it can be effectively enumerated that this concept adheres by the individual factor that all the incomes generated by a company or a business entity is required to match the overall expenses of the business (Oyewo, and Akinsanmi, 2021). In the consideration it is considered a very important aspect to match the income to the expenses of the business as expenses incurred for a particular aspect will relatively help in reflecting the income proposition of the business entity much more efficiently. For example, salaries provided to the employees of the organisation do result in productivity of the business and help in contributing to the individual aspect of earning capacity of the company. 
Materiality Principles
The materiality principle is a concept of accounting which states that a standard of accounting can be disregarded when the impact of this will not have a major effect on the financial statements of the business. The importance of the materiality principle is that it allows the business to decide whether a transaction should be omitted or kept while preparing the ultimate financial statement. In case the important transaction is eliminated, it will impact the financial report of the business which can impact the time required for issuing the report or may be difficult to rectify later on. It has drawbacks as well, a transaction may be of importance to the manager of the company but may not seem important to the financial advisor so this contradictory opinion may be confusing and it may be difficult to understand if the transaction should be added or not (Anderson, 2020). When this principle is applied in a business, it means that all the transactions are not needed to be recorded as only the materialistic ones will be considered in the books so there will be less work for the accountant but in case if the requirement arises then it will be difficult to figure out the records as it is not possible to remember every translation without proper records. This will become a time-consuming affair. 
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The understanding of the overall functions of accounting is considered a very important factor as it helps in enumerating the overall functions and operations of the business much more effectively. Understanding of the accounting statements does help in gaining a significant form of understanding of the company and its relative operations much more effectively. Corresponding to the accounting information and its relative assessment of the business the principles of accounting is considered as the measure or guidelines that relatively helps an individual to prepare the basis of accounts. The report provides effective understanding of the overall operations of the business and helps in assessing the individual statements of the business much more effectively. Along with this the report also provides effective understanding of the different principles that are present in the process of accounting and state the relevance of such information into the aspect of preparing different categorical financial statements.
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