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[bookmark: _Toc97066658]Introduction 
Accounting is regarded as the language of business. It is also regarded as the most influential decision-making tool in terms of a business organisation. By using accounting an organisation can make proper decisions for itself (Fess and Warren, 2016). Accounting is based on various key principles and maintaining those principles are essential for making financial reports. This essay has provided information about key accounting principles and the use of those principles in the context of making financial reports. 


[bookmark: _Toc97066659]Answer to question no 1
[bookmark: _Toc97066660]a) Adjusted trial balance 
General Supplies Ltd.
Trial Balance
31st December 2021
	No. 
	Accounts Name 
	Debit (£)
	Credit (£)

	1
	Finance income 
	
	4,000

	2
	Finance expense 
	16,000
	

	3
	Share capital 
	
	347,900

	4
	Bank 
	
	2,000

	5
	Opening inventory 
	90,000
	

	6
	Machinery at cost 
	120,000
	

	7
	Buildings at cost 
	750,000
	

	8
	Provision for depreciation- Buildings (£100,000 + 32,500)
	
	132,500

	9
	Provision for depreciation – Machinery (£25,000 + £30,000)
	
	55,000

	10
	Legal expenses
	7,000
	

	11
	Heating and lighting
	10,000
	

	12
	Long term loans 
	
	200,000

	13
	Rent and rates (£24,780 + £3,220)
	28,000
	

	14
	Insurance (£17,520 – £16,000)
	16,000
	

	15
	Postage and stationery 
	6,000
	

	16
	Share premium 
	
	100,000

	17
	Sales revenue 
	
	900,000

	18
	Retained profits 
	
	50,000

	19
	Travelling expenses 
	5,000
	

	20
	Motor running expenses 
	8,700
	

	21
	Salaries and wages 
	150,000
	

	22
	Bad debt (£4,000 + £4,000)
	8,000
	

	23
	Purchases 
	560,000
	

	24
	Revaluation reserve
	
	100,000

	25
	Provision for bad debts (£3,000 + £4,000)
	
	7,000

	26
	Taxation 
	12,900
	

	27
	Trade receivables 
	400,000
	

	28
	Trade payable 
	
	350,000

	29
	Depreciation expense – Building 
	32,500
	

	30
	Depreciation expense – Machinery 
	30,000
	

	31
	Prepaid insurance 
	1,520
	

	32
	Accrual rates
	
	3,220

	Total
	2,251,620
	2,251,620



[bookmark: _Toc97066661]b) Preparation of an income statement 
General Supplies Ltd.
Income Statement 
For the year ended December 31, 2021
	Particulars 
	Amount (£)
	Amount (£)
	Amount (£)

	Sales revenue 
Cost of goods sold: 
Opening inventory
Add: Purchase 
Less: Closing inventory 
Cost of goods sold 
Gross profit 
Less: Operating expenses: 
Legal expenses 
Heating and lighting 
Rent and rates 
Add: Accruals 
Insurance 
Less: Prepaid insurance 
Postage and stationery 
Travelling expense 
Motor running expenses 
Salaries and expenses 
Bed debt 
Add: New provision on Trade receivables 
Depreciation expenses – Buildings 
Depreciation expenses – Machinery 
Total operating expenses 
Add: Non-operating income
Finance income 
Less: Non-operating expense 
Finance expense 
Net profit / (loss) before taxation 
Less: Taxation 
Net income 
	









24,780
3,220
17,520
(1,520)




4,000
4,000

	

90,000
560,000
(125,000)



7,000
10,000

28,000

16,000
6,000
5,000
8,700
150,000

8,000
32,500
30,000
	900,000




525,000
375,000















(301,200)

4,000

(16,000)
61,800
(12,900)
48,900



[bookmark: _Toc97066662]c) Calculation of a balance sheet 
General Supplies Ltd.
Balance Sheet 
For 31st December 2021
	Particulars
	Amount (£)
	Amount (£)
	Amount (£)

	Assets
Current assets: 
Trade receivable 
Prepaid insurance 
Closing inventory 
Total current assets 
Non-current assets: 
Machinery at cost
Buildings at cost
Total non-current assets
Total assets 
Liabilities and equity 
Liabilities 
Current liabilities: 
Trade payable 
Bank 
Accruals rates 
Total current liabilities 
Non-current liabilities:  
Provision for depreciation – Buildings 
Provision for depreciation – Machinery 
Long term loans 
Provision for bad debts
Revaluation reserve 
Total non-current liability 
Total liability 
Equities 
Share capital 
Share premium 
Retained profits 
Add: Net profit 
Total equity 
Total liabilities and equities 
	




























50,000
48,900

	

400,000
1,520
125,000


120,000
750,000





350,000
20,00
3,220


132,500
55,000
200,000
7,000
100,000



347,900
100,000

98,900

	




526,520



870,000
1,396,520






355,220






494,500
849,720





546,800
1,396,520



[bookmark: _Toc97066663]Answer to question no 2
[bookmark: _Toc97066664]Critical discussion of three accounting principles and their relevance to prepare and present financial statements 
Accounting is the job or practice of maintaining financial records. Accountancy is the process of systematically documenting, reporting, and analyzing the financial activities of an individual, corporation, or other entity (Christensen, Cottrell and Budd, 2015). In the corporate world, it enables organizations to assess their financial results. Additionally, accounting enables organizations to analyze their financial performance in terms of profits, losses, efficiency, sales patterns, and expenses, among other things. By giving information on an organization 's assets and obligations, accounting helps managers determine the company's financial performance. The final report provided to management by all accounting operations enables them to grasp the present health of the company and to pick which course they should take going forward.
In order for every business transaction to be successful, accounting is absolutely essential. Accounting software aids a company's financial transactions by allowing them to be recorded, organized, and then tallied. It is possible to produce well-analyzed financial documentation such as balance sheets and trial balances when accounting is done effectively in the context of company activities (Hill, 2014). In the decision-making, planning and regulating procedures accounting is important. Accounting will help develop paperwork that will be taken into consideration while doing these tasks. Another advantage of employing these methodical documents is that they help to reduce theft and fraud rates.
There are a number of basic guidelines that firms must adhere to when reporting their financial information, namely accounting principles. The accounting profession does not yet have any universally accepted accounting principles, although there are a number of frameworks that act in this capacity (Jones, 2013). One of the most widely used accounting concept models is the International Financial Reporting Standards (IFRS). There are many similarities and differences between GAAP, IFRS, and other commonly used accounting standards (Horngren and Harrison, 2015). To convey economic information from one firm to another in an acceptable and accessible language, accounting standards must be established and adhered to consistently. Corporations that make their financial information available to the public are expected to prepare their financial statements following these standards. The features of a business or organization are taken into consideration by the company legislation and other rules when determining which accounting principles are needed to be used. Accounting principles serve as a doctrine for accountants in the development of accounting theory and processes in the conduct of their accounting systems (Racine, 2010). Accounting principles guarantee that businesses adhere to a set of criteria when it comes to documenting how economic events should be recognized, documented, and reported in financial statements. External stakeholders depend on these principles to have confidence that a firm is presenting accurate and relevant information in its financial reports. The best-known of these principles are as follows:
Accrual principle: When it comes to accounting, revenues and payments should be recorded in the accounting periods in which they occur, rather than in the financial period in which there are associated cash flows. The accrual foundation of accounting is the technical term for this (Racine, 2010). The creation of financial statements that correctly represent the events of a given accounting period, rather than being delayed or accelerated by the cash flows associated with that period, is essential. It's possible that failing to follow the accrual principle may cause a considerable delay in the payment of an item because of the payment terms associated with the customer account. When it comes to revenue and spending linkages, accrual accounting is often more transparent, allowing for a more accurate analysis of profit margins (Libby, Libby and Hodge, 2019). In addition, it provides a more realistic depiction of a company's assets and liabilities on its balance sheet than the traditional method. This is why accrual basis accounting is the sole technique permitted under generally accepted accounting principles (GAAP) and is mandated by the SEC for publicly listed corporations.
Accruals are a popular acronym for the phrases accumulated income and accrued costs, and they are commonly used interchangeably. However, in the fields of accounting and finance, the two concepts have unique features (Noble and Niswonger, 2015). The balance sheet accounts for accrued revenues, which are the unpaid benefits from the delivery of a product that will be settled in cash at a later time. When payment is received at a later date for products and services that have been invoiced to a client, the receivables account is credited in the accounting system.
Assets are measured as liabilities when costs are accrued. For example, a pending responsibility to pay for a product that will be paid in cash at a later date would be considered a liability. Such transactions are often carried out upon the receipt of a bill from a creditor (Weygandt, Kimmel and Mitchell, 2020). Because the amount of an accumulated expenditure is unclear, it does not qualify as a provision. An accountant may record costs incurred without the outflow of cash, and then update the record at a later period following the accrual theory of accounting.
Conservatism principle: An accountant should record costs and obligations as soon as they are incurred, but should only record income and assets when it is certain that they will be realized, according to this notion (Stevenson and Budd, 2017). Because revenue and asset recognition may be delayed for some time, the accounting information may take on a more cautious bent, which may result in lower reported earnings in the future. In contrast, this notion tends to promote the recording of losses as soon as possible rather than as late as possible. It is possible to take this notion too far, in the situation of a company that consistently misrepresents its results as being worse than they are. 
A set of accounting principles known as accounting conservatism requires a high degree of proof before a corporation can establish a valid entitlement to any profits. Accounting conventions must be observed for organizations to report their financial statements as correctly as possible (Warren, Jonick, Schneider and Fess, 2018). In times of uncertainty, one of these principles, conservatism, urges accountants to exercise care, choosing solutions that have the least negative impact on a company's bottom line. When it comes to revenue recording, accounting conservatism is the most strict of the three. It necessitates the reporting of income in the same period in which the corresponding costs were spent (Weygandt, Kimmel and Mitchell, 2020). To be documented, every information in a transaction must be able to be reproduced. To avoid understating gains and overstating losses, accounting conservatism must constantly disclose lower net income and smaller financial future advantages to be effective. Painting a bleaker image of a company's financial situation has several advantages in and of itself. The most apparent benefit is that it pushes management to take more care in making choices.
Monetary unit principle: This is the idea that a corporation should only report transactions that can be expressed in terms of a single unit of currency rather than in terms of multiple units of currency (Warren, Jonick, Schneider and Fess, 2018). Consequently, recording the acquisition of a fixed asset is simple enough since it was purchased at a specified price, however recording the worth of a business's quality management system is more difficult because the system is not valued. When determining the worth of a company's assets and liabilities, this notion prevents the company from making unnecessary assumptions. In the context of preparing accounting statements for a business organisation, the monetary unit principle helps the accountant a lot.  It is a highly significant principle because in the financial statement all the terms are valued in terms of monetary value (Thacker, 2018). Any non-monetary transactions cannot be included in the financial statements because here the financial amount is the basis of judgement.  Preparing financial statements following the monetary unit principle helps the user of accounting reports to get proper information about a business.  It can help them to determine the current condition of the asset and liabilities of a company. It can also help the user to find out whether the business is going on profit or not (Hill, 2014).  The monetary unit principles have also helped the accountant to prepare graphs and charts which can show the progress of an organisation visually. That's why the monetary unit principle is highly relevant in the context of preparing financial statements for an organisation. Again those transactions which have no monetary values are not included in the financial reports. For example, the death of a skilled employee can be a big loss for a company but it can not be measured in terms of monetary value so it will not be included in the financial statements. Meanwhile, the monetary unit policy will help a company to find out which information to include in its reporting system and which one will not. 
Going concern principle: When a corporation has the resources to continue running forever unless it can demonstrate otherwise, it is referred to as a "going concern." This phrase also refers to a company's capacity to generate enough revenue to keep it afloat or keep it from going bankrupt. In financial reporting, a going concern is regarded as an enterprise that has adequate financial resources to meet its obligations and continue to function for the near future (Libby, Libby and Hodge, 2019). Some expenses and assets may be delayed in the financial statements if the company is considered to be a continuing concern. Some information on the financial accounts of a company must be disclosed after it ceases to be a going concern. Accountants use the term "continuous operation" to refer to a business that is still running. In the absence of it, companies will be unable to carry out accrued or pre-paid charges. Accounting for prepaid expenses might be deferred to future periods rather than being recognized all at once in the current period, if a company is a "going concern.” In terms of reporting accrual basis accounting the going concern principle is highly crucial (Christensen, Cottrell and Budd, 2015). The going concern principle helps the accountant to prepare income statements for a significant year. Then some expenses or revenue can be carried forward to the next year. With this concept, an organisation can prepare statements of financial position as well and can bring assets and liabilities for the following years which ensures the interested parties of the organisation or user of the financial in data about the certain future of the company.


[bookmark: _Toc97066665]Conclusion 
In summary, accounting has provided the base on which an organisation can make a related decision. Accounting systems have provided both types of information such as financial and non-financial information which can be used by both internal and external stakeholders of an organisation to make proper decisions. This essay has provided some financial statements and tools of accounting which can be used to present the condition of a business organisation in front of the users of all interested parties. There are some key principles of accounting based on which the accounting system has developed. Among those principles, four principles have been discussed in this report which has significant relevance in terms of creating financial statements. 
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