
Submitted by :- Mihai Mirita 
 Student Id :- 2109772
STUDENT NAME
ACCOUNTING FUNDAMENTALS








Contents
Introduction:	3
TASK 1:	3
Part a: Adjusted Trial balance	3
Part b: Income statement	5
Part c: Balance sheet of General Supplies Limited	5
TASK 2: Discussion about accounting principles	6
References:	11

[bookmark: _gjdgxs]


[bookmark: _30j0zll]Introduction:
The assignment has been divided into two parts first part relates to adjustment and prepares the adjusted trial balance, income statement and statement of financial position. The necessary working notes have been prepared and presented in the balance sheet. The second task is related with several accounting principles including consistency, materiality, and monetary unit and going concern. The second task discuss about these principles which are necessary for the purpose of preparation and presentation of financial accounts. 

[bookmark: _1fob9te]TASK 1:
[bookmark: _3znysh7]Part a: Adjusted Trial balance
Working notes for the adjustment
	Date
	Particulars
	Debit amount
	Credit Amount

	a.
	Depreciation
	32500
	

	
	Provision for depreciation building
	
	32500

	
	(being depreciation accumulated)
	
	

	
	(750000-100000)*5%
	
	

	
	
	
	

	a.
	Depreciation
	30000
	

	
	Provision for depreciation machinery
	
	30000

	
	(being depreciation accumulated)
	
	

	
	(120000*25%)
	
	

	
	
	
	

	b.
	Bad Debts account
	1000
	

	
	Provision for bad debts
	3000
	

	
	Trade Receivables
	
	4000

	
	(1% trade receivables adjusted and charged )
	
	

	
	
	
	

	c.
	Prepaid insurance
	16000
	

	
	insurance
	
	16000

	
	(being prepaid insurance recognized)
	
	

	
	
	
	

	D
	Rent and Rates account
	3220
	

	
	Accrued Rent and rates account
	
	3220

	
	(being accrued rates account recognized)
	
	




Adjusted trial balance is as follows
Trial balance of General supplies limited as on 31st December 2021.
	Particulars
	Debit (£)
	Credit (£)

	Finance Income
	
	4,000

	Finance expense
	16,000
	

	Share Capital
	
	347,900

	Bank
	
	2,000

	Opening Inventory
	90,000
	

	Machinery at cost
	120,000
	

	Buildings at cost
	750,000
	

	Depreciation
	62,500
	

	Provision for Depreciation - Buildings
	
	132,500

	Provision for Depreciation – Machinery
	
	55,000

	Legal expenses
	7,000
	

	Heating and Lighting
	10,000
	

	Long Term Loans
	
	200,000

	Rent and Rates
	28,000
	

	Accrued Rent and Rates
	
	3220

	Insurance
	1,520
	

	Prepaid insurance
	16,000
	

	Postage and Stationery
	6,000
	

	Share Premium
	
	100,000

	Sales Revenue
	
	900,000

	Retained Profits
	
	50,000

	Travelling Expenses
	5,000
	

	Motor Running Expenses
	8,700
	

	Salaries and Wages
	150,000
	

	Bad Debt
	5,000
	

	Purchases
	560,000
	

	Revaluation Reserve
	
	100,000

	Taxation
	12,900
	

	Trade Receivables (debtors)
	396,000
	

	Trade Payables (creditors)
	
	350,000

	
	
	

	Grand Total
	2244620
	2244620




[bookmark: _2et92p0]Part b: Income statement
	Particulars
	Amount (£)
	Particulars
	Amount (£)

	Opening Inventory
	90,000
	Sales
	900,000

	Purchase
	560,000
	closing inventory
	125,000

	Gross profit
	375,000
	
	

	Total
	1,025,000
	Total
	1,025,000

	
	
	
	

	Finance expense
	16,000
	Gross profit
	375,000

	Depreciation
	62,500
	Finance Income
	4,000

	Legal expenses
	7,000
	
	

	Heating and Lighting
	10,000
	
	

	Rent and Rates
	28,000
	
	

	Insurance
	1,520
	
	

	Postage and Stationery
	6,000
	
	

	Travelling Expenses
	5,000
	
	

	Motor Running Expenses
	8,700
	
	

	Salaries and Wages
	150,000
	
	

	Bad Debt
	5,000
	
	

	Taxation
	12,900
	
	

	Net profit
	66,380
	
	

	
	
	
	

	Total
	379,000
	Total
	379,000




[bookmark: _tyjcwt]Part c: Balance sheet of General Supplies Limited
	Assets
	Notes
	Amount £

	Non-current assets
	
	

	Machinery at cost
	120000
	

	Accumulated depreciation
	-55000
	65000

	Building at cost
	750000
	

	Accumulated depreciation
	-132500
	617500

	Total Non-current assets
	
	682500

	Current Asset
	
	

	Closing inventory
	
	125000

	Prepaid insurance
	
	16000

	Trade Receivables (debtors)
	
	396000

	Total current assets
	
	537000

	
	
	

	Total
	
	1219500

	
	
	

	Capital and liabilities
	Notes
	Amount £

	Shareholders fund
	
	

	Share capital
	
	347900

	Share premium
	
	100000

	Retained profit
	
	50000

	Current year profit
	
	66380

	Revaluation reserve
	
	100000

	Total shareholders fund
	
	664280

	Non-current liabilities
	
	

	Long term loans
	
	200000

	Current liabilities
	
	

	Bank overdraft
	
	2000

	Accrued Rent and Rates
	
	3220

	Trade Payables (creditors)
	
	350000

	Total current liabilities
	
	355220

	
	
	

	Total
	
	1219500





[bookmark: _3dy6vkm]TASK 2: Discussion about accounting principles

Accounting principles:
The accounting principles are the general rules and procedures regarding preparation and presentation of financial statements including the statement of financial performance, statement of financial position, cash flow statement and changes in share capital statement. The accounting principles related to treatment of financial data and records in accounting and recording of transactions.  The accounting principles are also called accounting framework and there are different types of accounting frameworks around all over the globe but the fundamental principle for every type of accounting is same all around the world and these principles generally known as , consistency, materiality, monetary unit and going concern. There is some other accounting principles also named cost principles, matching principle and reliability principles but the discussion in this essay is based on the given principles because these are some important and fundamental aspects of the accounting framework or principles. The details discussion about these principles is as follows.

Consistency principle:
The general meaning of the consistency is when a particular procedures and policies is applied in the business, it should be maintained for coming period. The preparation of financial statements required this principles because the management who is responsible to prepare the financial statement is required to follow the same policies and procedures for the preparation of financial statement for each year which have they applied previously unless and until the policies and procedures are required to change due to better presentation of the financial statement or the changes is required as per applicable laws and regulations (Maheshwari, 2021). 
The auditor while auditing the financial statement assumes that there is a consistency of using previous policies and procedure for preparation of the financial statement and the management has not changed the policies and procedures for preparation but if they change the management is required to disclose the change, reason for the change and impact due to changes. So by following the consistency principle the auditor as well the user of financial statement could know the changes in the policies and reasons for the same and they could understand the requirement of changes and there is no fraud or misstatement in preparation of financial statement. Apart from that the consistency principles also assures that the general accepted accounting principles have been followed in preparation of the financial statement. The other main aspects of the consistency principle is that the financial statement of the company are comparable from each other for example if the previous year and current year financial statement have been prepared by following same set of accounting principles than the difference of them would be used for assessment of the performance of the company in that particular aspects and impact of this performance on overall performance of the company but if the consistency principle is not followed in preparation of the financial statement the changes would be due to change of accounting policies and this thing has nothing to do with the performance because if the principle is not there the principle to disclose will also not there. The consistency principle limit the management who are responsible to prepare the financial statement to make changes in the statement by changing the accounting policy and present the change as their performance which would not be proper for the user of the financial statements. The consistency principles make the user of the financial statement to make more meaningful decision from the comparability feature available in the financial statement due to consistency principle, apart from that the ratio analysis, comparative analysis and other methods of financial performance measurement could be done with the characteristics of the consistency principle (Granof, 2021).

Materiality principle:
The materiality principle plays a very important role in the preparation of the financial statement because this concept provides the basic rule to identify which factor is important and which factor is not important for the company in books of accounts. In other words we could understand that the company has different transactions and accounting balances and in general the numbers of these items are huge and each and every item is not important for every type of user of financial statement this materiality concept provides a basic understanding about which transactions or accounting balance could be proved significant for the purpose of decision making by the user of financial statement. The materiality principle provides the base for the implementation of the accounting standard, in other words we could understand that those items which have no impact on the overall financial statement individually or with combination with other item of the financial statement. The accounting standard doesn’t consider those financial item or transactions which are not significant for the preparation and understanding of the financial statement because the accounting standard has objective to prevent the material misstatement in the financial statement and this principle helps to find the material item and after finding the material item the maker of the financial statement able to disclose and demonstrate this financial item. After consideration about the material item the user of the financial statement could be able to understand whether the financial statement of the company materially misstated or not. The immaterial item is not considered for the implementation of the financial statement. To understand the materiality we have to analyze some industry oriented example like the related party transactions are those transaction which have been entered with related party specified in the accounting standard and if a party entered in the related party transactions it should be entered by using the arm’s length price and the proper disclosure is required at specific notes to accounts to provide the details about the related party. This related party transaction is the material item because if a company entered in the related party transaction there may be a chance that they manipulate the books of account by entering bogus transactions or upside or downside transactions and due to that reason this transaction is material and need to disclose. So after analyzing the concept or principle of the material we could understand that it prevent the error or misstatement by alarming maker and user of financial statement. Materiality is the subject matter of judgment and depends on the type of organization or industry, if an item has no significant value but important for the government regulation because they could bring the heavy penalty would be considered as material item for the preparation and understanding of the financial statement (Liebert, 2021).

Monetary unit:
This principle of accounting based on the financial measurement of the accounting transactions because this monetary unit principle prescribes that in the preparation of books of accounts as well as the financial statement the maker should only consider those item which could be expressed in to currency, in other words we could say that the those transactions which are quantifiable in nature would be considered in the books of account the non-quantifiable item whether they are significant or not will not be considered for the preparation of the books of accounts and financial statement. The monetary unit concept helps the user to understand the performance of the company in quantifiable manner because the comparison of non-quantifiable item between the comparable organizations could not be done easily. For example the skills of the employee, the after sale services and other non-financial consideration could not be appeared in the financial statement because there is no uniform and adequate method to measure these performance. The motivation to the employee also covers under the non-quantifiable but significant method. This principle provides some advantages and disadvantages to the preparation of the financial statement. The advantage is that all items which are necessary cover under the financial statement in monetary unit in applicable currency and the financial measurement for decision making could be done easily but the disadvantage is that the other non-financial item would not be able to disclose which could prove more useful than financial item (Readings, 2021).
Going concern Principle: 
This concept is based on regular activity of the business which need not be closed in future period. This will also provide the business is stable and need not to close or shut down the business in future by the management of the company. In future company is able to manage its debt and obligation in proper manner and he will get bankrupt. If any business has not going concern then it means that the business will close and liquidates. After liquidation business assets has sold by the company and repay the debt and obligation. This concept will provide the financial stability of the business in the market industry. This concept is focus on continuity of business of the organization in day to day operation of the industry. This assumption is based on continuity of business in foreseeable future. Company is neither to shut-down the business nor close the business in future period. Each company will manage the books of accounts on the basis of going concern concept. They have reported and disclosed the thing in the financial statement of the company. They will also report the effect of going concern of the company.  They will also repot the different framework which is necessary to be reported in the financial statement of the organization. They will also disclosed the going concern point in the financial statement whether it is followed or not by the organization. They will also decide the best judgment of going concern effect and amount which is to be reported in the financial statement of the organization, If any organization is not followed going concern concept in the financial statement than they will also show the reason for not following the same in the financial statement. These principles decide the type of reporting which is need to be incorporated in the financial statement of the organization. If company is not going concern in longer period or future period then they will show the current assets and long-term assets on the historical value in the financial statement of the company. If any company will close the business in future period and his going concept is not appeal in financial statement then they will record its long-term assets and current assets on current market value or liquidation value in the financial statement (Edmonds, 2021). Company will also check the how to assets to be sold in the market and how to pay the amount to the debt and obligation in short period. If any company has doubt about his going concern due to any future event and circumstances which widely affect the entire business and financial statement of the company then they will also show or disclose in the financial statement. They will also report and communicate to the shareholders and investor about the company going concern. They will also call the emergency general meeting of the board and shareholder to discuss such event. They will also amylase the effect of such event on company business and its financial statement. Management of the company will also show and report to it on financial statement with effect and terms of amount.   
Conclusion:
So overall all principles of accounting provides basic framework for the preparation of the financial statement and also helps in book keeping. The uniform framework provides the comparability factor to the user of financial statement which is very useful for the decision making about the investment. This concept also helps to the auditor to identify the material misstatement, going concern factor, consistency and monetary unit features which is useful to identify whether the financial statement materially misstated or not. If these principles are followed effectively with the effective internal control the chances or error and misstatement is such low the auditor could focus on more aspects of the financial statement which is useful for nature, timing and extent of audit. The accounting principles related to treatment of financial data and records in accounting and recording of transactions.  The accounting principles are also called accounting framework and there are different types of accounting frameworks around all over the globe but the fundamental principle for every type of accounting is same all around the world and these principles generally known as , consistency, materiality, monetary unit and going concern. All are important but specific principles are discussed in this assignment.
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