
Introduction to Accounting Principles

1. Definition: Accounting principles are the rules and guidelines that companies must follow

when preparing financial statements. These principles ensure consistency, comparability,

and transparency in financial reporting.

2. Accrual Principle:

Revenue Recognition: Recognize revenue when it is earned, not necessarily when

cash is received.

Matching Principle: Match expenses to the revenues they helped generate.

3. Conservatism Principle:

Be cautious in recognizing revenues and gains, but be aggressive in recognizing

expenses and losses.

4. Consistency Principle:

Apply the same accounting methods from one period to the next for comparability.

5. Materiality Principle:

Only account for transactions or items that are significant enough to impact decision-

making.

6. Prudence Principle:

Be conservative in estimating future uncertainties and contingencies.

7. Cost Principle:

Record assets at their original cost, not their current market value.

8. Going Concern Principle:

Assume the business will continue operating indefinitely unless there is evidence to

the contrary.
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9. Objectivity Principle:

Ensure financial information is based on verifiable evidence, not personal opinion or

bias.

10. Full Disclosure Principle:

Provide all necessary information in financial statements for users to make informed

decisions.

11. Hierarchy of Accounting Principles:

Generally Accepted Accounting Principles (GAAP) provide the framework for financial

reporting in the U.S.

International Financial Reporting Standards (IFRS) are used in many countries

globally.

Understanding these accounting principles is crucial for ensuring accurate and reliable financial

reporting, which is essential for stakeholders to make informed decisions about a company's

performance and financial health.
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