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a)
General Supplies Ltd.
Post Adjustment Trial Balance
For the year ended 31 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 Expense- Buildings
	32,500
	

	Depreciation Expense- Machinery
	30,000
	

	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
	

	Insurance
	16,000
	

	Prepaid Insurance
	1,520
	

	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
	

	Accrued Rates
	
	3,220

	Salaries and Wages
	150,000
	

	Bad Debt
	9,000
	

	Purchases 
	560,000
	

	Revaluation Reserve
	
	100,000

	Provision for bad debts
	
	8,000

	Taxation
	12,900
	

	Trade Receivables (debtors)
	400,000
	

	Trade Payables (creditors)
	
	350,000

	
	2,252,620
	2,252,620

	

	
	


Workings:
1. Depreciation:
Buildings = (750,000 – 100,000) * 5% = 32,500
Machinery = 120,000 * 25% = 30,000
2. Bad Debt:
New provision = 400,000 * 1% = 4,000
Bad debt to be charged in the income statement = Recorded bad debt + new provision – old provision = 4,000 + 4,000 – 3,000 = 5,000
Balance of bad debt provision = 3,000 + 5,000 = 8,000
3. Insurance:
Prepaid insurance = 17,520 – 16,000 = 1,520
Insurance expense = 17,520 – 1,520 = 16,000
4. Rates:
Paid rent and rates: 24,780
Add: Accrued: 3,220
Total = 28,000



b)
General Supplies Ltd.
Income Statement
For the year ended 31 December 2021
	Details
	Amount 
	Amount

	Sales
	
	900,000

	Less: Cost of goods sold
	
	

	Opening inventory
	90,000
	

	Purchases                                                                                 
	560,000
	

	                                                                              Goods available for sale
	650,000
	

	(-) Closing inventory
	(125,000)
	

	Cost of goods sold
	
	(525,000)

	Gross Profit
	
	375,000

	Less: Operating Expenses
	
	

	Legal expenses
	7,000
	

	Heating and Lighting
	10,000
	

	Rent and Rates
	28,000
	

	Depreciation Expense- Buildings
	32,500
	

	Depreciation Expense- Machinery
	30,000
	

	Insurance
	16,000
	

	Postage and Stationery
	6,000
	

	Travelling Expenses
	5,000
	

	Bad Debt                                                                                  4,000
	
	

	  (+) New provision                                                                 4,000
	
	

	  (-) Old provision                                                                     3,000
	
	

	
	5,000
	

	Motor Running Expenses
	8,700
	

	Salaries and Wages
	150,000
	

	Total operating expenses
	
	(298,200)

	Operating Profit
	
	76,800

	Add: Non-operating incomes
	
	

	Finance Income
	
	4,000

	Earnings before interest and tax (EBIT)
	
	80,800

	Less: Finance expense
	
	(16,000)

	Earnings before tax (EBT)
	
	64,800

	Less: Taxation
	
	(12,900)

	Net Profit
	
	51,900

	
	
	




C)                      	General Supplies Ltd.
Balance Sheet 
As of 31 December 2021
	Details
	Amount
	Amount

	Assets
Current Assets:
Trade Receivables
Less: Provision for bad debt

Prepaid Insurance
Closing Inventory
Total Current Assets
Fixed Assets:
Machinery                                                       
Less: Accumulated Depreciation (25,000 + 30,000)                             

Buildings
Less: Accumulated Depreciation (100,000 + 32,500)                              

Total Fixed Assets
Total Assets
Liabilities and Shareholder’s Equity
Current Liabilities:
Trade Payables
Accrued rates
Bank overdraft
Total Current Liabilities
Long-term Liabilities:
Long-term loans
Total Liabilities
Shareholders’ Equity:
Share Capital
Reserves and Surplus:
Beginning retained earnings
Add: Net Profit
Ending retained earnings
Revaluation Reserve
Share Premium
Total Shareholders’ Equity
Total Liabilities and Shareholders’ Equity
	

400,000
(4,000)





120,000
(55,000)

750,000
132,500















50,000
51,900

	



3,96,000
1,520
125,000
522,520



65,000


617,500
682,500
1,205,020


350,000
3,220
2,000
355,220

200,000
555,220
347,900




101,900
100,000
100,000
649,800
1,203,020







[bookmark: _Toc99415932][bookmark: _Toc99491232]Question 2
The IASB's 2018 Conceptual Framework outlines five assumptions, four principles, and one limitation for financial reporting. The following assumptions must be made: economic entity, continuing business, accrual basis, monetary unit, and periodicity. Revenue recognition, cost recognition (matching), measurement, and complete disclosure comprise the four guiding principles (Weygandt, Kimmel and Kieso, 2015). There is also a constraint which is called cost constraint. (The Conceptual Framework | ACCA Global, 2018). These assumptions and principles play a significant role in preparing financial statements. The conceptual framework gave a general guideline to accountants and other related parties of financial statements. Some of the principles are critically discussed and evaluated below- 
[bookmark: _Toc99415933][bookmark: _Toc99491233]1. Consistency assumption
As per the consistency principle, a particular accounting method or technique is followed consistently in future periods, as long as it provides reliable and comparable information. For example, if the straight-line depreciation method is followed over the years, it applies the consistency principle (Courses.lumenlearning.com, 2022). This principle is followed for current and subsequent years unless there is any change of required law or it fails to provide better information. Business organisations follow the consistency principle of accounting to provide more reliable, verifiable, and comparable information to the internal and external users of financial statements. Suppose the same accounting principle or method is followed over the years. In that case, users of financial information such as investors, creditors, tax authorities, and company management will be able to compare financial results with previous years and take necessary corrective decisions or actions (Bragg, 2022). To make a successful audit of financial statements, auditors often require their clients to follow the consistency principle. Sometimes, an auditor may refuse to audit a client's financial statements if consistency is not followed. By following the consistency principle, companies make the financial statements easier to audit and compare with previous results. Companies may reduce training costs by following the consistency principle, as the employees are already experts in following the current practices. These are some of the applications of the consistency principle in the preparation and presentation of financial statements-
1. Following the same depreciation method over the years
2. Following the same method for inventory valuation (WallStreetMojo, 2022)
However, there are also some limitations of the consistency principle. Companies that follow consistency the principle often tend to follow some specific methods and techniques. It creates obstacles to creativity. In addition, accounting treatments such as estimates and assumptions often require subjective judgment. 
[bookmark: _Toc99415934][bookmark: _Toc99491234]2. Going concern assumption
This presupposition, known as the "going concern assumption," refers to the belief that a company will continue to exist in the future. That indicates that the company will not be able to close its doors in the foreseeable future. Assumptions about future income and costs are taken into account by organisations. As a commercial entity, going concerned is a critical assumption since it demonstrates the long-term viability and expansion of the firm (Bragg, 2021). In financial reporting, accountants frequently utilise the going concern principle to evaluate and report assets and liabilities. This assumption shows long-term assets and liabilities on the financial statement. Management and private investors use going concern assumptions when making long-term investment decisions.
On the other hand, Creditors want to make sure their loans are safe. In order to pay immediate and long-term commitments from suppliers, creditors, workers, and tax authorities, a corporation must have sufficient assets (Weygandt et al., 2018). If an entity's accountant indicates an issue regarding the going concern of the business, the entity tends to face the threat of bankruptcy (Kenton, 2021). If a company is predicted to be bankrupt shortly, it needs to disclose necessary information in the financial statements so that the investors and creditors may know about the going concern issue. A business may face a related threat if it fails to meet short and long term liabilities without selling assets or discontinuing an operation or part of an operation (indeed.com, 2022). Significant changes in economic condition, business environment, political and social pressure may also create a threat for going concerns. In 2020, many companies worldwide faced going concerning related issues due to the Corona Virus pandemic. Some companies go bankrupt, and some are still struggling to survive.
Applications of going concern assumption-
1. Classification of assets and liabilities into short-term and long-term
2. Expenditures for both capital and revenue are categorised.
3. Long term assets are recorded, measured, and presented at cost (Corporate Finance Institute, 2022)
4. In the balance sheet, long-term assets are presented at cost value rather than liquid able value
5. Depreciation, amortisation is charged on fixed and intangible assets to allocate costs of the assets
6. It supports the historical cost principle
7. Statement of financial position is prepared


[bookmark: _Toc99415935][bookmark: _Toc99491235]3. Materiality
Fundamental aspects of financial reporting include relevance, importance, predictive and confirmatory value, faithful representation, completion, error-free status and neutrality. Relevance, importance, predictive and confirmatory value. Materiality indicates the importance of an economic event. As per the materiality principle, some tiny transactions are recorded as costs instead of assets. For example, a company may report the acquisition of office supplies as expenses instead of reporting the supplies as current assets (Courses.lumenlearning.com, 2022).
On the other hand, a company cannot report the purchase of furniture in the income statement instead of the balance sheet because it is a material transaction that impacts the users' decision-making criteria. Any event that tends to impact the decision-making criteria of the users of financial statements must be disclosed as per the materiality principle. That means if the event affects the decisions of financial report users, it will be treated as a material event. The financial and non-financial information could be material to the users of financial information, such as creditors, investors, managers, Etc. So a company needs to disclose all the material information (online.hbs.edu, 2022). Materiality is also used in statutory audits of financial statements. External auditors set a threshold to see whether a particular transaction is material or not. For example, the auditor may consider a transaction to be material for a medium-sized organisation if the variance is more significant than ten thousand. The auditors will not consider transactions below ten thousand variances material (AccountingCoach.com, 2022). 
[bookmark: _heading=h.gjdgxs][bookmark: _Toc99415936][bookmark: _Toc99491236]4. Monetary unit assumption
[bookmark: _heading=h.30j0zll]In accounting, only the events measured in monetary units are recorded as transactions according to the monetary unit assumption. It is one of the fundamental assumptions of accounting. As per the monetary unit assumption, every transaction affects the financial position (accountingformanagement.org, 2022). Money has been used as a measurement tool in accounting. When events occur, accountants first identify the economic events and then record them in the financial statements. Transactions are initially recorded in journals, then posted in ledgers. Subsequently, these transactions are summarised, analysed, and provided information to the users. There are two limitations of the monetary unit assumption. Firstly, many important qualitative events occur in business organisations that cannot be measured in monetary units. According to monetary unit assumptions, these qualitative events are not recorded in accounting (Bragg, 2022). For instance, if a vital executive leaves the organisation or the supplier cancels a purchase order, we cannot record these in accounting journals. As a result, users of financial statements often lack important qualitative information for their decision making. Secondly, money is an unstable measurement unit for events, as the purchasing power of money is not constant. However, one of the basic assumptions of this principle is that the purchasing power of money is constant. Fixed assets and long term liabilities are recorded at cost and presented subsequently at the same amount. Due to inflation, prices of goods and services often change. However, the monetary unit assumption does not consider the inflation in the market.
[bookmark: _Toc99415937][bookmark: _Toc99491237]5. Periodicity assumption
The assumption of periodicity separates a business's fictitious and indefinite existence into smaller periods for reporting. One year is the standard reporting period. A quarterly or monthly cycle is also an option. Failure to generate financial statements with the periodicity assumption renders any analysis of a company's financial health meaningless (Whitehead, 2015). 
Applications of periodicity assumption are listed below- 
1. According to this premise, statements of profit or loss, changes in owner equity, and changes in cash flow are prepared for a given reporting period.
2. Adjustment entries are given to determine the profit and loss of the reporting period
3. Temporary accounts (expense, revenue, drawings) are closed through closing entries (Ruell, 2019)
[bookmark: _Toc99415938][bookmark: _Toc99491238]6. Economic entity assumption
Under the economic entity assumption, a business organisation's activities are kept separate from its owners. The company operates in its own artificial identity. The basic accounting equation, A = L + OE, is derived from this assumption. It is a crucial assumption for accounting as it segregates business organisations and their owners (Bragg, 2022). If there is no separation between organisations and their owners, joint-stock and other limited liability companies would not be able to operate as artificial independent entities. Total assets of a business are composed of owners’ equity and liabilities.
[bookmark: _Toc99415939][bookmark: _Toc99491239]7. Accrual basis accounting
An accrual basis has primarily replaced the cash basis of accounting in the modern era. Revenues are recorded as they are earned, and costs are recorded as they occur, following the accrual method of accounting (Kelly, 2022). It is only when cash is received and paid for revenue and costs that cash basis accounting acknowledges them. Businesses use accrual accounting since most of the world's largest organisations conduct their business in credit rather than cash (Corporate Finance Institute, 2022). 
For example, on 10 January 2021, a company purchases some goods in credit from its suppliers worth 10,000 pounds and make the payment on 31 January. Under cash basis accounting, this purchase transaction will be recorded on the cash payment date, which is on 31 January 2021. On the other hand, under accrual basis accounting, the company recognises the transaction on the date of occurrence, 10 January.
[bookmark: _Toc99415940][bookmark: _Toc99491240]8. Revenue recognition principle
The revenue recognition principle states that revenues need to be recognised in the year they are earned. Deferred revenues are subtracted, and accrued revenue is added in the current year under this principle so that the actual amount of revenue can be determined and reported in the income statement. It follows the accrual basis of accounting (Franklin, Graybeal and Cooper, 2022).
[bookmark: _Toc99415941][bookmark: _Toc99491241]9. Matching principle
The current year's expenses are matched with revenues to determine profit for the year. Under this principle-
1. Gross profit is calculated by subtracting the cost of items sold from net sales.
2. Deferred expenses are deducted from the current year
3. Accrued expenses are reported in the current year (Matching Principle: Definition and Examples, 2022). 
An essential part of accrual accounting is the matching concept, which helps the company's income statement appear more realistic. Investors prefer income statements that are smooth and normalised over disjointed ones. Matching the company's financial statements to its financial statements gives investors a better grasp of its underlying economics (Corporate Finance Institute, 2022).
However, a distinction should be made between cash flow and income statements. There might not be enough cash to make the payment if the company's accounts payable requirement increased even further in February, as was the situation above. This has increased investors' focus on the company's cash flow and balance sheet (wallstreetprep.com, 2022).
[bookmark: _Toc99415942][bookmark: _Toc99491242]10. Full disclosure principle
According to this principle, all relevant and material financial and non-financial information is to be disclosed in the financial statements. Sometimes, disclosure is needed to understand certain items of the income statement of balance sheets. In such cases, accountants must disclose related workings and calculations of those items (My Accounting Course, 2022). If the management hides relevant and material information, investors and other users may not be able to make appropriate decisions. For example, if a company has a lawsuit that is yet to be disclosed, the company needs to disclose information about this event in the current period's financial statements or notes. This concept dictates that all PPE (Property, Plant, and Equipment) calculations, depreciation calculations, provision for bad debts, and employee provision calculations be made publicly available.
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