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There are several accounting principles which include, consistency, materiality, monetary unit and going concern. You are required to critically discuss these principles and their relevant to the preparation and presentation of financial accounts
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1. Introduction
The purpose of this report is to discuss accounting principles and their relevance when preparing financial accounts. 
First of all, the definition of accounting will be established, its primary function and important concepts. As we can never truly master a subject, without knowing its origins, a brief history of accounting might be appropriate to be discussed for us as Business Management students. Therefore, I will review accounting evolution in this report. 
Accounting has been named by many as the “language of business”, so it emphasises once again how important and powerful accounting is, and we will determine the purpose and the importance of it. (Prachi Juneja,2018)
Then we will enumerate its fundamental principles and their role in the preparation and presentation of financial accounts.
















2. Definition and Importance of Accounting
Anon (2016) states that “accounting is the process of identifying, measuring, recording, and communicating economic transactions. Measurement is normally made in monetary terms and the accountant will prepare records in the form of financial statements.” 
Degan (2019) presents accounting as “the provision of information about aspects of the performance of an entity to a particular group of people with an interest, or stake in the organisation.”
Consequently, when analysing these definitions, accounting is seen as a “technical practice” and its purpose is to present financial and non-financial data to internal and external stakeholders. 
Carnegie (2020) believes that accounting is more significant than individuals consider, and it even didn’t reach its full potential yet so understanding better its importance and roles, will help to create a better world for all of us.
Even if most of us consider that accountancy is a branch of mathematics, this is not like that. It is still essential to be able to calculate, add and subtract, which is useful in our day-to-day life as well, if not we could not keep track of our money, how much we spend, if the change we receive is correct or not, thus, these are only basic maths skills we need in accounting. (Sangster, 2017, p.5).
Accounting assists the executives to find out and analysing in what money related position the commerce is. With all bookkeeping exercises, the ultimate report given to the board contributes to establishing the position of the business and therefore, management knows what direction is needed to head to. Accounting is vital and it is required for any trade exchanges. It assists in recording, classifying and at last summarizing the exchanges in a trade. This gives a well-analysed money related report as a balance sheet, trial balance when bookkeeping is done legitimately in the trade transactions. As well as these financial documents help in the reduction of theft and fraud.
Accessibility of accounting in any trade exchange assists in thriving the business by running it with productivity, adequacy and in a precise way. As a result, it influences beneficially the output since the executives will make the correct choice and appropriate arranging due to the great stream of transactions in a trade.
Accounting is a key in every organisation as it plans the budget, keeps records, influences decision-making, gives data to investors, reports profits and loss, monitors cash flow and collaborates with banks and lenders. (Global Finance School, 2022).
Therefore, the most important accounting objectives are keeping a precise record of financial transactions, making a diary of expenditure, and planning this information for statements that are regularly requested by law.


3. Brief History of Accounting
Essentially, individuals were always involved in some form of accounting, as simple as counting sheep, cows, or other animals they had. But as the monetary system developed a more complex approach evolved. Then the possibility to assess the capital a farmer-owned, for instance, to determine who was wealthier: a farmer who had forty cows or another one with sixty sheep.
Despite the formal monetary system, it took a long time for an official documentary system to become common.  The bookkeeping system is traced since the twelfth century and merchants started recording their financial data by the end of the fifteenth century it started being used extensively in Venice. I would like to mention as well that modern bookkeeping systems still have the same principles, that were formulated in the fifteenth century, but they were adapted to nowadays lifestyle. (Dyson,2010, p.8).
The first book about double-entry bookkeeping was written by Luca Paccioli in Italy, in 1494 and the main idea of the book was that individuals do not have to go to sleep at night until their debits are equal to credits. (Howes, 2013). 
The medieval framework worked generally with straightforward rural and exchanging entities. But an Industrial Revolution happened in the eighteenth century in the UK, as a result the transition from growing to manufacturing took place. At the beginning of the revolution, directors had to rely on data provided to the proprietors. The owners needed that type of information for budgetary purposes, for instance, to calculate how much benefit they had and how much they borrowed and what was owed to them. Budgetary data was produced occasionally (maybe once a year) and after and it didn’t contain too many details. Directors required data generally for costing reasons, so they could find out the price of manufacturing a certain product, thus the data was required to be presented in detail and as often as possible, because of those requirements separate accounting systems appeared.
 Then, in the nineteenth-century accounting was split into two main branches: financial accounting and cost accounting. (Dyson, 2010, p.10).
As mentioned above, accounting is an outcome of centuries, as the main concepts of it, were created and shaped along the way. It started with the simple counting of animals at the farm and evolved into modern and complex data recording and a core function of a business. 

4. Accounting principles and their role in the preparation and presentation of financial accounts.
In this chapter the main principles of accounting will be discussed as the fundamental recording of money related transactions using double bookkeeping could be a mechanical activity, there is a subjective side of accounting. The generation of the financial accounts is not completely programmed, and different rules, standards or principles are taken into consideration. 
[bookmark: _Hlk96528167]There are several main accounting principles applied by accountants:  separate entity; money measurement, going concern, double entry bookkeeping, realization, matching, accrual, capital, and revenue expenditure; depreciation; stability of the value of money; historic cost; materiality; consistency; prudence. (Mott, 2008, p. 3). 
Further, we will be examining these principles in more detail.  
1. [bookmark: _Hlk96011621]Separate entity. Each trade is seen as an entity. And financial transactions must be kept apart from the transactions of other trades and from the individual exchanges of its proprietors, to empower bookkeepers to monitor each commerce's financial achievements. (Mott, 2008, p.4).
Namely, whereas recording exchanges in a trade, we take into consideration only the occasions that influence that specific trade; the occasions that influence anybody else other than that specific trade are not important and are hence not included within the bookkeeping records of the entity. This approach is essential since in case transactions of commerce are blended up with those of its proprietors or other businesses, the accounting data would not be accurate as a result, this concept of accounting is appropriate to all sorts of trade organizations. 
[bookmark: _Hlk96013526]The work of trade entity concept is very common among commerce organizations. If a company overlooks this concept, it would not be able to compare its monetary accomplishment with other companies within the industry. (Javed, 2021).
2. [bookmark: _Hlk96014830]Money measurement. Transactions can be recorded when accountants have a money measurement and can add them together, then present them in money terms. That is why goodwill is never a part of assets and nobody knows its value just before an individual decides to buy the business and the goodwill, as a result, it is seen on the financial transaction when you buy another trade. (Mott, 2008, p.4).
[bookmark: _Hlk96014479]Monetary unit assumption articulates that if data that cannot be communicated in terms of money is useless for accounting and is subsequently not recorded in books of accounts. The financial unit may be a straightforward and all-around recognized key to communicating monetary data. It is the foremost viable way of recording, presenting, and analysing money related information on the premise of which the decisions of a business are made. (Javed, 2021).
3. Going concern involves that the commerce entity will proceed to operate within the future and will not be constrained to cease operations. A company may be a going concern in case no evidence is accessible to accept that it will need to terminate operating in a predictable future.
The going concern concept is appropriate to the company’s trade as an entire. For instance, a company closes a little trade section or stop producing one of its items and proceeds with others, it does not mean that the company is not a going concern since the going concern principle is about the entire entity and not to the specific section of trade or item. (Javed, 2021).
4. [bookmark: _Hlk96088436]Double entry-bookkeeping. It is a popular term even if people struggle to define it, the term is related to recording financial transactions. It signifies that every transaction must be recorded two times in two different ledgers. (Mott, 2008, p.4).
Bookkeeping is the foundation of accounting, and it is the collection of financial information to record it in books of accounts and then extract it as a trial balance. Consequently, the trial balance is used for the preparation of financial statements. (Dyson, 2020, p.12).
5. Realisation. This concept embraces the previous timing, therefore we put a deal within the month the merchandise is conveyed to the client, without taking into account when money is accepted. (Mott, 2008, p.4).
6. [bookmark: _Hlk96528104]Matching. To decide the profit or loss, an accountant has to match the cost of sales against sales in the same period. (Mott, 2008, p.4). 
According to Javed (2021), revenues and expenses have to be recorded for the period they correlate. For instance, if gas was consumed in November, it has to be recorded in the same month, not in December, as the expense was done in November. 
The matching principle is a key concept, and it means that the revenues and related expenses must be matched in the same period to which they relate. Additionally, the expenses must relate to the period in which they have been incurred and not to the period in which the payment for them is made. For example, a company consumes electricity for the whole month of January but pays its electricity bill in February. 
7. Accrual principle involves that financial statement shows transactions when they happen, not when cash is received, it means that income and payments are registered when they are made. When preparing financial statements this concept is extremely important as it makes the information more useful, accurate and reliable for investors for example. (Javed, 2021).
8. Capital and revenue expenditure. The expenses that are invaluable already are recorded as income expenses. But some expenses go through many periods in accounting, for instance, machinery.
This expenditure is classed as a capital expense, and this is reflected in the balance sheet. (Mott, 2008, p.4).
9. Depreciation. The financial worth of the capital and assets diminishes over time. They are worn out while creating income for the company. (Dyson, 2020, p.89). Therefore equipment, plant and the majority of non-current assets should be checked at least once a year as it provides accurate data of the trade’s financial performance.
10. [bookmark: _Hlk96531583]Historic cost means that the resources and liabilities of commerce must be registered at a historical cost. Historical cost is the price paid for the asset when it was bought, and it could differ from its present cost. For instance, a business buys a building and its price is £120.000, three years later even if the price increased to £150.000 the balance sheet has it recorded as £120.000 (historical cost). Therefore, the records are reliable and accurate. (Javed, 2021).
11. [bookmark: _Hlk96532042]The materiality principle means that all material things must be listed in the financial statement. It is regarded as material if it influences the conclusion of people for who the financial statement is prepared. (Javed, 2021).
12. The consistency principle means that the business has to use identical approaches when registering data each financial year, as it helps managers to compare, read and understand the information, thus it is easier to measure the company’s performance. (Javed, 2021).
13. Prudence. Accounting never assumes the profit is made until it is accomplished, for instance, if you sell goods, they are not recorded as profit until it reaches the client. (Javed, 2021).



5. Conclusion 
To conclude I would like to state that accounting principles are essential for the preparation and presentation of financial accounts. The reason a company follows these concepts is that monetary data must be presented understandably and accurately to produce a financial statement. And when following the principles the information’s usability, comparability and reliability increase, and it is beneficial for the trade as, for example, investors could assess the performance of the company with ease and be keener to invest. 
Accounting principles have a positive impact on decision making as well, because managers become familiar with terms and data effortless, in such a way measuring the performance of the company and take decisions easier. 
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