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TASK 2: Accounting principles

Accounting principles are a set of rules that guide accountants in the preparation and presentation of financial accounts. The relevance of accounting principles to preparing and presenting financial accounts lies in the fact that they guide how transactions should be recorded, how financial statements should be prepared, and what disclosures should be made. This essay will focus on the following principles; consistency, materiality, monetary unit, and going concern;
i.  Consistency
The consistency principle requires that an organization use the same accounting methods from one period to another. This principle makes financial statements more comparable and easier to understand. If an organization changes its accounting methods, it must disclose the changes and their effects on the financial statements. In financial accounting, the principle of consistency requires that an entity use the same accounting methods and procedures from one period to the next. This principle is important in financial reporting because it allows individuals or people using financial statements to compare the results of a company's operations over time. The principle of consistency is based on the concept of comparability. Comparability is the ability of users of financial statements to compare the results of a company's operations over time. For users to compare the results of an organizations operations, the company must use the same accounting methods and procedures from one period to the next (Hung and Subramanyam, 2007). The principle of consistency is important because it ensures that financial statements are comparable from one period to the next. This comparability is important because it allows users to compare the results of a company's operations over time. There are several benefits of comparability, including It allows for the analysis of trends, it allows for the identification of opportunities and threats, it allows for the assessment of performance, and it allows for the comparison of “financial statements” of different companies. The principle of consistency is important because it ensures that financial statements are comparable from one period to the next. This comparability is important because it allows anyone who will use the financial statements to compare the results of a company's operations over time (Hung and Subramanyam, 2007).
Further, this principle is relevant to preparing and presenting financial statements because it ensures that the financial statements give a true and fair view of a company's financial position, performance, and cash flows. Without consistency, comparing a company's financial results from one period to another would not be easy. Companies can use several different accounting methods, and the choice of which method can have a huge impact on a company's financial statements. For this reason, it is important that companies carefully consider which method is most appropriate for their business and use this method consistently.
As an example, Company A uses the accrual method of accounting. Revenue is recorded using this technique as they are generated, and costs are recognized as they are spent. When Company A accomplishes a sale, even though payment is not made until thereafter, revenue is recorded using the accrual method of accounting. Similarly, it would recognize an expense when it is incurred, even if the payment for the expense is not made until a later date. Company B adopts the cash basis of accounting. Under this method, revenues are only recognized when received, and expenses are only recognized when they are paid. Using the cash basis of accounting, Company B would only recognize revenue when it receives payment for a sale. Similarly, it would only recognize an expense when it pays for the expense.
Companies A and B both provide financial figures for the same period. Due to Company A's adoption of the accrual method of accounting, more revenue has been recorded than by Company B. (Nguyen, 2022). Due to the cash foundation of accounting used by Company B, greater costs have been recorded than by Company A. As a consequence, Company A will have a bigger net income than Company B.
From the scenario above, the consistency principle requires that an accountant use the same accounting methods and procedures from one period to another. This principle is relevant to preparing and presenting financial accounts because it ensures that the financial statements are comparable across periods. This allows investors and other users of financial statements to make informed decisions about a company. This accounting principle is key in preparing and presenting Angela's Income Statement for the year ending 31st December 2021.
ii.  Materiality
The materiality principle requires that information be presented in a way that is not misleading and relevant to the users of the financial statements. Information is material if it influences users' decisions on the financial statements. For example, information about a significant new customer would be material, while information about a small customer would probably not be material.
The concept of materiality is important in financial accounting because it provides a framework for determining which items must be included in the financial statements and which can be excluded. This is important because financial statements must be prepared in a manner that is clear, concise, and understandable to users. There are two main types of materiality: primary and secondary. Primary materiality refers to items important to the user because they relate directly to the user's economic decisions. Secondary materiality refers to items important to the user because they relate indirectly to the user's economic decisions. The threshold for materiality is not a fixed number but rather is dependent on the circumstances. Factors that can influence the materiality threshold include the size and complexity of the company, the nature of the company's business, and the economic environment. Some items that would be considered material include sales revenues, operating expenses, and the carrying value of inventory. Items that would not be considered material include individual transactions that are not part of a trend, such as a one-time gain or loss. The concept of materiality is important in financial accounting because it ensures that financial statements are prepared in a manner that is clear, concise, and understandable to users. It also provides a framework for determining which items must be included in the financial statements and which can be excluded.
For example, if a company has incurred a loss on a contract, the loss is not material to the company's financial position. The loss does not need to be disclosed in the financial statements. There is no bright-line rule for determining materiality. Still, several factors can be considered, such as the item's size, the nature of the item, and the context in which the item is presented. In general, items that are more likely to be material are large in amount, are unique or unusual, or are presented in a way that emphasizes their importance.
Overall, materiality is important for financial reporting because it helps ensure that the financial statements are not misleading. Users of the financial statements need to be able to rely on the information presented in them, and materiality is one way of ensuring that the information is accurate and complete.

iii. Monetary Unit
The monetary unit principle requires that financial statements be expressed in a common currency unit. This principle makes financial statements more understandable and comparable. The monetary unit principle is the basic accounting principle that states that all transactions must be recorded in terms of a common currency (Palepu et al.,2020). This principle is relevant to preparing and presenting financial accounts because it provides a consistent framework for recording and reporting financial information. The main reason why the monetary unit principle is so important is that it allows businesses to compare their financial performance with other businesses accurately. If all businesses used different currencies, comparing financial statements would be very difficult. However, using a common currency, businesses can easily compare their financial performance against their competitors. Another reason the monetary unit principle is relevant to preparing and presenting financial accounts is that it helps ensure that all transactions are properly accounted for. If transactions were recorded in different currencies, it would be very easy for businesses to miss certain transactions or to double-count others. This could lead to inaccurate financial statements (Thomas, 2020). The monetary unit principle is also relevant to the presentation of financial statements because it helps ensure that they are easy to understand. If businesses used different currencies, it would be very difficult for users of financial statements to compare different businesses or to understand the statements. However, by using a common currency, businesses can make their statements easy to understand. Overall, the monetary unit principle is a very important accounting principle relevant to preparing and presenting financial accounts. This principle helps ensure that businesses can accurately compare their financial performance with other businesses and that all transactions are accounted for properly. Additionally, the monetary unit principle helps make financial statements easy to understand.
iv.  Going Concern
The “going concern principle” assumes that an organization will continue to operate for the foreseeable future. This assumption allows for matching revenues and expenses in the financial statements. It is one of the most important accounting principles because it states that businesses should continue operating for the foreseeable future. This principle is relevant to preparing and presenting financial statements because it affects how businesses report their assets and liabilities.
The Going Concern principle is important because it helps businesses understand their financial situation and plan for the future. It is difficult to predict the future of a business, but the principle gives businesses a framework to follow (Chychyla and Minutti, 2019). This principle is relevant to preparing financial statements because it affects how businesses report their assets and liabilities. For example, if a business is not confident that it will be able to continue operating, it may choose to sell some of its assets. The sale of assets would be reported as a liability on the balance sheet. It is also relevant to the presentation of financial statements. Financial statements should be prepared in a way that is easy to understand and provides information relevant to the user. For example, if a business sells assets to raise cash, this information should be presented in the financial statements. The Going Concern principle is an important accounting principle that is relevant to preparing and presenting financial statements. This principle helps businesses understand their financial situation and plan for the future.
Further, this accounting principle is critical as it can impact a company's business decisions. For example, if a company is not expected to continue operating, its business decisions may be different than if it was expected to continue operating. This could impact the ability of the company to achieve its business goals. Further, the principle is important because it affects the decision-making of investors, creditors, and other users of financial information (Nguyen, 2022). For example, if a company is not expected to continue operating, its stock may be worth less than if it was expected to continue operating. This could impact the decision-making of investors.
In conclusion, accounting principles are important to the preparation and presentation of financial statements because they provide guidance for the identification, estimation, and disclosure of business transactions as well as the many forms of required financial responsibility. One of the most crucial tools organizations use to monitor their financial performance by making wise choices about the future is a set of financial statements. It would be difficult for organizations to produce accurate financial accounts without a solid grasp of accounting concepts. Accounting information would be less trustworthy and would provide consumers less information that would be beneficial for making decisions.
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