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	The following report aims to critically discuss the fourteen principles of accounting and their relevance to the preparation and presentation of financial accounts. The principles discussed include accounting entity, monetary unit, accounting period, full disclosure, materiality, prudence, cost concept, matching concept, dual aspect, revenue recognition, verifiability and objectivity, timeliness, substance over form, and variation in practices. According to the Companies Act, 2006 (CA 2006) states that directors need to give correct and fair annual accounts based on the SI 2008/409 The Small Companies and Groups (Accounts and Directors’ Report) Regulations 2008 for small companies and the SI 2008/410 The Large and Medium-sized Companies and Groups (Accounts and Reports) Regulations 2008 for medium and large companies. 
	Woods (2019) identifies the importance of accounting for every business, helping companies to track income and expenditures, comply with the state’s regulations and provide the stakeholders with financial information that helps them make informed business decisions. The three areas that will be showcased in the financial statements created by each company include the income statement, which gives the reader information about the company’s profit or loss for the past accounting year, and the balance sheet, which showcases the financial position that the company has or had on a specific date that interests the reader and the cash flow statement which is a combination between the other two and aims to identify the cash spent or generated in a certain period of time. Also, through accounting, the company can get a clear image of their performance and operations in order to keep track of areas such as expenses, debt or gross margin, to compare data, allocate budget and make the best decisions for the company.  
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1. Accounting entity

The accounting entity concept states that the business is an entity on its own, in accounting, without depending on the owners or other stakeholders involved. In any preparation of statements, the owner is separated from the business and personal expenses are not declared as business expenses. Although there are some fine lines between personal and company expenses, such as a car, a telephone or other tools, it is extremely important to be kept separately, especially in the case of self-employment (Sharma, 2022). 

2. Monetary unit

The monetary unit principle refers to the fact that a business can only record transactions that has a certain monetary value. These transactions have an important value for the company in order to analyse the profitability of the business, identify its current situation, see where it needs more capital and how to increase it. Some of the limitations of this principle are related to the things that cannot be measured in a monetary unit and the fact that it ignores the value of money over time (Seek Capital, 2021).

3. Accounting period

The accounting period is usually kept between the dates of the 06th of April of a particular year until the 05th of April of the next year. In order for the company to see their current position and also follow the regulations of the country, it needs to prepare these financial statements yearly. These statements are extremely important for managers in order to take the necessary measures to improve the situation of the company and for shareholders to see the current state of the company. Although there could be transactions that are part of multiple accounting periods, and the results might be misleading at times, it is important for everyone to keep these accounts as correct as possible and up to date (Sharma, 2022).

4. Full disclosure

The full disclosure concept is related to having all the documents and information needed to be enclosed with the financial statements in order to make these easier to read and understand. All the accountants need to prepare the reports so it is easy to understand by anyone reading them, from internal users such as managers of different departments to external readers such as banks, creditors or others. All the materials enclosed need to be clear, organised and reliable (Seek capital, 2021).
 
5. Materiality

The materiality concept is encompassed in the full disclosure, and it relates to the aspect of the business that is immaterial and cannot be or should not be included in the statements. Immaterial things, such as a decrease in demand, are not useful in the financial statement because they are irrelevant and do not help anyone. The only problem with materiality would be identifying the blurred lines between what is material and what is not, what is helpful and needed and what is not (Sharma, 2022).

6. Prudence

The prudence concept is based on taking into consideration the risks that the company may encounter by recording all the anticipated losses, while the anticipated profits should not be recorded at all. For the same reason, businesses are required to have a provision for debts, create a reserve for fluctuations, write off intangible assets, and more. Some of the problems encountered while using this concept include inconsistency, misinterpretation and secret reserves, which are basically opposed to the full disclosure concept (Sharma, 2022).

7. Cost concept

The cost concept principle is related to the original costs of the assets of the company, the principle stating that the company should record in their books the original cost of the asset instead of the value of the asset at a certain time. Although this is a set principle, more and more businesses are ignoring it and adjusting assets and liabilities to the market value because it showcases the real worth of the company, decreases the price that the asset could be sold, and is not useful to external stakeholders such as financial institution (Seek Capital, 2021).

8. Matching concept

The matching concept states that all the expenses of a company from a certain period of time should be equalled by revenue from the same period of time. For example, if an expense is being made for a period of two-three years, it should be divided and recorded during the three accounting periods instead of the current one. If a purchase is divided into a couple of years, it may not consider inflation or the benefits it could bring over a more extended period of time (Seek Capital, 2021).

9. Dual aspect

The dual aspect principle identifies that all business transactions need to be recorded in the books, and each of the transaction has a dual effect for both the business and the owner as two different entities. By considering the basic accounting equation of assets being equal to liabilities plus the capital, it is clear to see that every transaction has a twofold effect. The only problem with these assets and liabilities can arise when talking about immaterial things (Sharma, 2022).

10. Revenue recognition

The revenue recognition concept states that revenue needs to be correctly defined and properly registered during the correct accounting period. The revenue needs to be recorded when it happened rather than when they are received. The limitations of this concept may include the recognition of long-term projects and the payments for goods sold in instalments, but it protects the company in case some of the payments are missing and not guaranteed (Sharma, 2022).

11. Verifiability and objectivity

The verifiability and objectivity principle proposes that every item added to the books should have tangible evidence that includes details related to the quantity, quality and price of the asset bought or sold. This principle is extremely useful for external auditors or other external companies that need physical evidence to come to conclusions in order to audit the company correctly. The only problem with this principle is that not every transaction can be thoroughly examined because it is not feasible for the company (Seek Capital, 2021).

12. Timeliness

The timeliness principle identifies that each company needs to work in specific time frames, such as three months’ timeframes, in order to have sets of data that are easy to reach, helpful for analysis and easy to identify in the long term. Also, when necessary, the information requested should be made available in a timely manner to all the interested parties, even though the information available before an audit may be misleading and big differences can occur. One of the main roles of accounting is to gather this information and offer them in a timely manner and over long periods of time (Sharma, 2022).

13. Substance over form

The substance over form principle refers to the transactions that are not legal or not material but still need to be part of the books. The limitation of this principle is that some of the transactions may not materialise in the end, and the recording of the assets will provide irrelevant or incomplete information (Sharma, 2022).

14. Variation in practices

The variation in practices is a principle that all the businesses follow as not all the businesses are the same, this principle states that even if there are a multitude of principles and guidelines, each business will apply them as they seem fit to their needs. Also, some of these principles may not even apply to certain industries, so the accounts of two companies from two different industries should never be compared even if they have the same capital, investments or profit. Each accountant will specialise in the industry and apply the principles as well as possible for the company he works in (Sharma, 2022). 

	Based on the accounting principles mentioned above, it is easy to understand that a set of principles and guidelines are required for all types of companies on the market in order to simplify and standardise the books for an easier interpretation of the accounting statements. Some of the most important reasons to follow these principles include attracting investments, borrowing money or getting a loan from different financial institutions, avoiding lawsuits and many more (Indeed, 2021). Related to the principles followed in the United Kingdom, the generally accepted accounting principle (GAAP) has transformed over the years in order to follow more of the principle of international financial reporting standards (IFRS), becoming more standardised and even after Brexit, the country will continue to implement IFRSs in order to attract more foreign companies and investors (IONOS, 2018). The importance of these principles is related to communicating the economic information in an understandable language at an international level, protecting both the company but also the investors, consumers and other external stakeholders from fraud. 
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In order to conclude, Soken - Huberty (2022) identifies the importance of accounting, such as the need for a system in all the industries, the need for a type of organisation for both external and internal stakeholders, the evaluation of business performance, the need to follow the current regulations and laws, the analysis of the company’s budget and future projections, the need to prevent mistakes for future audits, the. Management of large amounts of money and complex taxes, the improvement of decision making based on data, the time saved by a good accountant by organising records and information and the deductions a good accountant can save the company. By hiring a good accountant that will follow the fourteen principles mentioned above and other laws and regulations appropriate for each country, a company will save time and money, will have the chance to get better offers and investments based on their records, and will know how to invest their monetary resources better and will develop faster and in a healthy manner. 
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