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INTRODUCTION
The main purpose of accounting is to capture the activity of a business in order to give the possibility to analyse its situation and make decisions. 
To be able to communicate in a language, first step is to learn it and understand the meanings. Same in accounting, you have to learn the vocabulary and understand its principles. The following essay aims to critically discuss aspects of accounting fundamentals and understand the principles that guides it, supported by examples from Angela’s business.
MAIN BODY
1. The financial position of Angela’s business
a. Income Statement
Angela - Income statement for the year ended 31 dec 2021

	DETAILS
	£
	£

	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)x30%
	6,918
	

	                  Shop fittings(12,200x10%)
	1,220
	

	
	
	8,138

	                                        Total operating expenses
	
	69,144

	
	
	

	                                                                  Net profit
	
	22,056





Part B: Financial Statement Angela Balance sheet as of 31 December 2021

	DETAILS
	£
	£
	£

	
	
	
	

	Current assets
	
	
	

	Cash at bank
	
	82
	

	Closing stock
	
	25,164
	

	Trade debtors
	6,860
	
	

	Less: bad debt is written off
	(980)
	
	

	
	
	5,880
	

	Total current assets
	
	
	31,126

	
	
	
	

	Fixed assets
	
	
	

	Delivery van
	35,580
	
	

	Less: accumulated depreciation (12,520+6,918)
	(19,438)
	16,142
	

	Shop fittings
	12,200
	
	

	Less: Accumulated Depreciation 
(7,320+ 1,220)
	(8,540)
	3,660
	

	
	
	
	

	TOTAL FIXED ASSETS
	
	
	19,802

	TOTAL ASSETS
	
	
	50,928

	
	
	
	

	Liabilities and Owner’s Equity
	
	
	

	Current liabilities:
	
	
	42,149

	Trade payables
	
	34,420
	

	Creditor for VAT
	
	7,729
	

	             TOTAL CURRENT LIABILITIES
	
	
	42,149

	                     TOTAL LIABILITIES
	
	
	

	
	
	
	

	Owner’s Equity:
	
	8,779
	

	Opening capital
	4,993
	
	

	Add: net profit
	22,056
	
	

	Less: drawings
	(18,270)
	
	

	Closing capital
	
	
	

	Total owners’ Equity
	
	
	8,779

	Total liabilities and owners’ equity
	
	
	50,928

	
	
	
	




2. Critical discussion about accounting principles
In order to produce and be able to communicate financial information about the activity of a business, that entity is required to respect some rules and guidelines when recording their financial activity. When a company produce financial information it is required to follow these principles in order to make it understandable, accessible for those interested and mainly, reliable. 
Owners, investors, banks or other interested public, they all can rely on the information provided by that business and trusted when they make any decision. 
During this discussion we aim to present some of these accounting principles which have the 
purpose to ensure transparency and honesty in the financial reports. 
1. The principle of consistency refers to the practice of being constant in keeping the same rules and accounting methods when recording financial information. Changing the way in how they record similar transaction over the time, can create confusion and scepticism and is advocated to stand with the same methods. The business should keep the same methods during their activity. The consistency, ensure that the information presented is comparable from an year to another. If the business choose to change the method, they have to present a strong reason.
 For example, when calculating the depreciation of a vehicle or other fix assets, in order to calculate the real value of an asset which tends to go down with time, we can choose from more methods available: straight line basis, reducing balance basis, annuity method, sinking fund method, depletion method, service hour rate, production or some of years method . 
We have seen, on Angela’s financial statements that the accountant has chosen the reducing balance basis method for the delivery van and the straight line basis method for the shop fittings. Obviously, the accountant has the right to choose what methods are in the best interest of the business, but according to the consistency, is recommended to keep the same one over the years. In order to respect the principle of consistency, we aspect that they will keep the same methods when calculating the depreciation for the same class of assets over the next years. If next year they change the methods, than the accounts for these two years will not be comparable and the accountant has to present trustful evidence to sustain his decision to make these changes. 
The principle of consistency refers not just to this practice of keeping consistent with the methods that are used over the years of the activity, but also stands to be in agreement with accounting standards used by other similar businesses. Even that the most common method to calculate the depreciation for a van is presented to be the straight line method, we have seen that Angela’s accountant decided to calculate the depreciation at 30% on the reducing balance method.
In conclusion, frequent changes in the methods is not recommended, but is not illegal. The accountant has the right to decide what is in the best interest of the business with the single observation that these practices can affect the perception of a business by creating suspicion and disbelief in those that may have any interest in that business. 

2. The principle of materiality is required to ensure that all the significative information of a business activity are presented in the financial statement. The accountant can choose to avoid information that has no significant impact on the business and does not affect the decisions in any form. Also he can measure if a item-asset can be included into expenses or not, reporting to its’ value and relevance. If the value is small and has no impact, then it can be ignored. If there are many items with a small value and cumulated can result a value which can produce an impact, then those may be included as cumulated expenses or as in Angela’s case, sundry expenses.
According to the materiality principle, a financial information can be material or immaterial depending on the impact that would have on the business. For example, if the information is going to changes the attitude of those collaborating with that entity, then the information is material and is expected to be included in the financial statements of that company. If the impact of that information is insignificant, then we can consider that immaterial and ignore it.
 In order to understand it better, we can take for example the case of Angela’s business which is a small business selling beds and bedding. One of her customers has gone into liquidation and is not longer able to pay their debts of £980. We can see that the amount has been recorded on Angela’s financial statements because affects her financial situation. If, for example, Angela would hold a business evaluated at around £15 million, then this debt wouldn’t have a real impact on the financial situation and the accountant could avoid that information. 
It is important to understand that the principle of materiality is not reporting just to the aspect of materiality but also on the nature of implications which can occur as effect, on how a financial information can influence the business decisions of the owners, business partners or users. Take for example, if a big company would have to pay £100,000 as penalties. Even the company is a big one, evaluated at millions and wouldn’t financially impact the company, the information can be important for the user and impact their decisions. 
In conclusion, the companies are using the principle of materiality when they collect and process the financial information in order to present a true imagine and situation of their activity. 
3. The monetary unit. According to this principle, we record in the financial statements of a business all the operations that can be valued in a monetary unit. This has to be done in the currency of the country where that business operates and records all the values that can be measured in money. Just like we can see in Angela’s financial statements, we recorded just those transaction that could be valued in £ sterling pound which is the official currency in UK and all its associated territories.
For example, the accountant cannot measure the staff’s level of skills and cleverness or the time spent on the telephone by the owner trying to solve a important matter for the business.  
According to the monetary unit principle, when recording financial transactions, we make an assumption with regard to the value of that currency. The value of the currency can be stable over time, but can also be affected by inflation. This is the reason this principle is known as well as the monetary unit assumption. That’s the reason for, if we have to compare a business’s  financial statements for a period of many years we should take into consideration the inflation impact. For example if a company invested £10,000 in 2000 and we know in the followings years there has been a depreciation of the currency, then the value of that investment was different from today. In a simple words said, what can be acquired with $10,000 in 2022 is different than 22 years ago. 
 To conclude, the monetary unit principle it is important because facilitate communication of financial information in a unit which is known and understood by the users and also, promote rules that are measurable.  
4. Going Concern principle states that any business entity once is born we assume it is going to exist for an inestimable time, so it is ongoing concern. According to this principle, we make assumptions like: the business is going to exist for a long period of time, it is going to be active and healthy, has no intention to reduce the size of its business or liquidate its activity. This assumptions are made also to justify all the expenses and investments done and when some of this expenses are extended to future accounting periods. 
According to this principle, once born, a business entity will continue to be active in a healthy manner, unless its financial statements at the end of a period shows some motives of concerns which can lead to dissolution.
 The going concern also justify the evaluation of any investments on assets made by a business not just reporting on the value in money but justified by the benefits that will create in future. For example in Angela’s case, she invested in a van which in time had lost value but she can continue to use that van in her activity for a long time. 
Possible, in time, the depreciation of an assets will end with a nil value, but that assets can continue to be used and produce value for the business. 

CONCLUSION
As a conclusion, the discussion above explained, in simple words, four of the accounting principles that are guidelines in the preparation of the financial documents of a business and can be observed also in Angela’s financial records. 
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