
Accounting Principles and Standards

1. Introduction to Accounting Principles and Standards

Accounting principles are the general rules and guidelines that companies must follow

when reporting financial data.

Accounting standards are specific rules set by accounting bodies to ensure

consistency and transparency in financial reporting.

2. GAAP - Generally Accepted Accounting Principles

GAAP is a set of accounting principles, standards, and procedures that companies in

the U.S. must follow when preparing financial statements.

GAAP aims to ensure uniformity, consistency, and transparency in financial reporting.

3. IFRS - International Financial Reporting Standards

IFRS is a set of accounting standards developed by the International Accounting

Standards Board (IASB) for companies operating in countries that follow IFRS.

IFRS aims to standardize financial reporting globally, making it easier to compare

financial statements across different countries.

4. Key Accounting Principles

Accrual Principle: Revenue and expenses should be recognized when they are

incurred, regardless of when cash is received or paid.

Conservatism Principle: Accountants should not overstate assets or profits, but they

can understate them to be on the safe side.

Consistency Principle: Companies should use the same accounting methods and

principles from one period to the next to ensure comparability.

Materiality Principle: Companies should only disclose information that could

influence the decisions of users of the financial statements.

5. Benefits of Accounting Principles and Standards

Consistency: Ensures that financial information is reported in a uniform and

standardized manner.
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Transparency: Provides clarity and accuracy in financial reporting, enhancing trust

among stakeholders.

Comparability: Allows for easy comparison of financial data between companies and

over different periods.

6. Importance of Following Accounting Principles and Standards

Helps prevent fraud and financial mismanagement.

Enhances credibility and reliability of financial statements.

Facilitates decision-making for investors, creditors, and other stakeholders.

7. Role of Regulatory Bodies

Regulatory bodies like the Financial Accounting Standards Board (FASB) in the U.S.

and the International Accounting Standards Board (IASB) globally, set and enforce

accounting standards to ensure compliance and integrity in financial reporting.
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