Week One Lecture Notes

FUNDAMENTAL OF ACCOUNTING
Introduction 
Accountants engage in a wide variety of activities besides preparing financial statements and recording business transactions including computing costs and efficiency gains from new technologies, participating in strategies for mergers and acquisitions, quality management, developing and using information systems to track financial performance, tax strategy, and health care benefits management.  
There's a lot to get out of a job in accounting. Perhaps most important: you will learn how business works. Accounting jobs offers stimulating and challenging work that is constantly evolving. Because accountants spend a lot of time looking under the hoods of businesses they really learn the nuts and bolts of business. It's no surprise that many successful players in business began their careers in accounting jobs. It's also no surprise that most Chief Financial

Officers of large corporations have a background in accounting. An accountant is perfectly positioned to become a CFO because he or she probably has the best understanding of what drives business and profits in a company.  
It's also worth bearing in mind that accountants are in perennial short supply. Accounting jobs are plentiful even in the current weak economy and the money for well trained accountants is good. Taxes, audits, bookkeeping will always need to be done. With the various financial scandals in recent years, the field has expanded.  
.
MEANING AND PURPOSE OF ACCOUNTING

Definition of accounting.

There are many definitions of accounting as there are authors in this subject. None of those definitions is inaccurate is trying to explain what accounting is. However, the following definitions are most appropriate.

· Accounting is an art and science of recording and classifying financial transaction in the books, summarizing and communicating financial information through production of financial/ reports and interpreting of the operating results portrayed in the financial statement/ report to facilitate decision making.

· Accounting is the process  of identifying, measuring and communicating economic information to permit  informed and rational  decision making

The key and most common word in any definition of accounting is ‘communication’. Every accountant is a communicator. Accounting is a medium through which business information is communicated to decision makers. Accounting is therefore called the Language of Business. It is emphasized in the definitions that accounting enables rational and informed decision to be made.

Meaning of accounting/ Accountability

To many readers the above definitions might not satisfy them in attempting to understand what accounting is. Many people associate accountants with receiving and paying money. Those who understand accountant’s role in that manner are not entirely because accountants actually perform those roles and something more.

In order to clearly understand what accounting is, it is essential to understand what the word” accounting “means in general use without limiting it finances.
In the ordinary or general use of the team, “accounting” means explaining and defending or justifying actions and the effects of results of those actions. People in responsibility including political leaders are required to account to their constituencies. All those have been entrusted with the safe custody of others resources are required to account or submit accountability to the owners of the resource of the resources.

Accounting actually developed from that stewardship aspect (stewardship accounting). 

Venetian or Italian merchants required accountability from the stewards who were taking custody of their wealth. Sterwards were required to show increases and justify decreases in the merchant’s wealth.

Since accountants deal with money, they together with management must justify and defend their financial transactions to the owners of the wealth, stakeholders or other stakeholders. Accountants deal with incomes and expenditures, and are required to account for both.

FINANCIAL ACCOUNTABILITY METHODS
As observed above many people account for their day to day transactions including political leaders. However, accountability of finances is what people are interested in most. Managers and Accountants are required to show evidence of good financial management by submitting accountability of money received and spent. The following are methods of accounting.

1. Production of documentary evidence
Accountability of this nature involves producing documents of money received and well spent. This is one particular methods of accountability.  The key documents are receipts, vouchers, invoices, bank paying slips, delivery notes which confirm that a particular transaction occurred. When Accountant receives money, a receipt   is prepared as evidence of money received. Receipt Books must therefore be carefully controlled in order to avoid abuse. Before any money is paid out, a payment voucher must be prepared and properly authorized by a person mandated to do so. The payee should acknowledge receipt of the money. A payment voucher show details and therefore supports payment. Payment to suppliers for goods or services must be preceded by an invoice. An invoice is a document submitted by suppliers demanding payments for goods and services that they had provide on credit. Other documents such as delivery notes, local purchase order (LPO), goods received note (GRN) should be attached and reconciled with the invoice before payment is made. These documents together with others not mentioned here are submitted as accountabilities to the Auditors for examination.

2. Books of accounts

After documenting transactions, accounts record those transactions in the books of accounts. In case of inquiry or even in the normal monitoring of transaction by the owners of the business/wealth or their agents, examination of books of accounts is normally carried out. In order to account properly, transactions must be accurately recorded into the books of accounts. These books will be discussed later.

3. Use of financial statements/ reports

At the end of financial year statements/ reports to show the results of the operations of the year ended. The major ends of year financial statement are the income statement (income & expenditure statement), balance sheet and the cash flow statement. Accountants and managers should be prepared to defend the results shown by these to the stakeholders as part of the accountability process. Some monthly statements such as bank reconciliation statement, budget performance reports and monthly trial balance are also required for accountability purposes in many organizations.

4. Cash flow statement/ results

In modern financial management, there is need for tangible output to show evidence of how money was utilized e.g. if someone was given Ten Million Ug.x. to build a school the first thing to look at is the building/ block and then paper examination will follow.

BOOK KEEPING AND ACCOUNTING: ADISTINCTION.

These two words are often taken to be one and the same thing but this is far from being true.

Book keeping is the record- making phrase of accounting. It is a sub set or a component of accounting. Described clearly, it is the clerical part of accounting. It includes the preparation of the books of accounts and ledgers. It is usually said the work of a book keeper ends with the preparation of the trial balance from the accountant takes over from.

Accounting is broader, though it encompasses booking; its scope extends to financial reporting i.e. preparation of financial reports. It also involves analysis and interpretation of the financial statements. Unlike bookkeepers, accountants authorize financial transactions. Bookkeepers simply record financial transactions that have been completed. Accountants also design accounting systems but bookkeepers have no capacity to do this. Book keeper posses lower academic papers of professional qualification than the accountants. Usually after earning a University Degree one is not supposed to work as a bookkeeper.

PURPOSE OR ROLE OF ACCOUNTING
The ultimate role of accounting is to provide information to decision makers. Accounting is not an end in itself but a means to end. Decisions concerning finance are very crucial and accountants   submit their figures to the decision makers to enable them make sharper and smarter decisions. A preparation of accounts is part and parcel of good financial management system.

Specific roles
Besides the general role of providing information for decision making, preparation of accounts plays the following specific roles.
· When accounts are prepared and incomes and expenditures recorded, profits/losses can be ascertained and thus helps in planning the way forward. Every business organisation is formed with the view to make profits. Accounting information helps in planning

· Preparation of accounts helps the stakeholders to monitor management and other stakeholders to evaluate the performance of the organisation. The relation between management and stakeholders is that of agency. The stakeholders are principals and managers are agents. The stakeholders (principals) should always monitor managers (agents).

· Accounts make tax assessment easy and advantageous to both the organisation and the Tax Authority. Over taxation due to estimated assessments will be avoided.

· Monitoring of debtors is easy if accounts are prepared. Without a record of debtors or creditors, it will be difficult to tell who owes you money and to whom you owe money.

USERS/INTERESTEED PARTIES IN ACCOUNTING INFORMATION
Every organization whether profit making or nonprofit making has people/parties interested in it. These interested people/ parties have to make decisions connected with the organisation. Accounting information is very necessary if decisions are to be made accurately and rationally. Various parties are interested in accounting information to facilitate their decision making. Accounting information is form of financial statements/ reports, entries in books of accounts and business documents.

Accounting is user oriented an accountant therefore needs to identify the user and target him/her with the relevant information for the decision.

The users or decision makers interested in accounting information are broadly categorized into two groups, internal users/parties and external users/ parties.

INTERNAL PARTIES/USERS 

These refer to the users who are involved in the day to day running of the organisation. They are:

1. Management
An organization’s management team may comprise inter alia, directors, senior executives and managers at various levels especially top managers. These people run the organization on behalf of the owners (shareholder). They are entrusted with safe custody or stewardship of the shareholders resources. They have to ensure that shareholders resources are well managed and invested. They are charged with the duty of increasing the shareholders wealth and making sure that the owners get dividends from their investments. To be able to run the organization profitably and give shareholders return on their investment, they have to plan for profits, control activities/ operations and take timely decisions. Key decisions to be made could be what markets to enter, what prices to charge, how to minimize costs and how to formulate strategies for beating off competitors. For all these activities, management requires accounting information. In fact they require services of an accountant all the time if they are to execute their roles successfully. Such an accountant who is relied on by management is called a management accountant.  Accounting reports or statement also indicate to management whether they are making profits or losses and whether they are in the right business. Management must also submit accountability to the owners. The accountability that they submit is in form of financial statement / reports backed by books of account and underlying documents.

2. Employees and trade Unions
Another internal party are the employees and trade unions. They need accounting information for two reasons.

· They want to support their claim or agitation for salary and wage increment using accounting information the profit and loss accounts shows how much profits the company made. They use this to judge whether their remuneration was commensurate with the profits earned.

· Another reason employee requires accounting information is to assess and judge their job security on continued tenure. If the employing organisation is perpetually making losses. It is definitely not a going concern 

EXTERNAL USERS/ PARTIES
They are external in the sense that they are not involved in the day to day running of the organisation but they are stakeholders or interested parties. They view the organisation from outside the fence with keen interest. These parties make decisions that have a bearing on the organisation. These parties include shareholders (investors), creditors, donors and other external financiers, Government, Competitors, general public etc.

1. Share holders/investors

These are the owners of the business. They need accounting information because they are interested in knowing how their business is doing i.e. whether their organisation is well managed, expanding etc.

2. Creditors 
These are individuals who demand credits from their customers. They need accounting information in order to ascertain whether the business is still in position to pay their debts or not

3. Donors (NGO’s)

Most NGO’s get donor funding from abroad. These agencies are always interested in making sure that the money they donate achieves the right objectives. Donors rigorously monitor utilization of their money by examining accounting records- financial statement/reports books and documents of the organizations that they support.

4. Government 
This needs information in order to assess how much to tax. Through Tax Authorities like URA, government collects tax revenue from companies and individuals for financing public expenditure. Returns submitted for tax assessment are statements showing operating performance especially profitability of the business. Failure to file returns to form a basis for tax assessment could result to a more tax reliability through estimated assessment or penalties.

For more, every government must provide policy ingredients for businesses to thrive. Government collects accounting data from companies to enable it analyze the effect its policy have on businesses. This enables formulation of policies that promote private sector development which is the motor of economic development.

5. Competitors

Competitors are interested in accounting information of firms in the same industry with them so as to judge whether they are doing badly or fairly in comparison with other players in the same business. Some competitors also require information for market intelligent. In order to be enable to develop competitive strategies for beating other participants in the market place. For this reason very few companies will provide detailed information regarding their business operations to non entitled persons. Students doing research do get considerable difficulty in getting data from companies.

6. General public
The public includes individuals and organizations which ensure that businesses make their profits a socially acceptable manner without damage to the environment and consumers health.

Environmental pressure groups advocate for minimization of pollution which degrades the environment. Consumer groups or associations try to ensure that businesses offer safe and not adulterated products to their consumers and should not charge very high prices for poor quality products. This group attempts to mitigate extreme consumer exploitation. This action aimed at protecting the consumer is known as consumerism and is gaining prominence or improvement in many countries including Uganda. Even the ordinary people question the contribution made by an organisation   operating in their locality to the enhancement or improvement of the quality of their lives or welfare. If an organisation does not contribute to the local development initiative or efforts by the people in the area in which it operates, that organisation will not be rated well by that Community. Social responsibility of businesses is gaining attention.

BRANCHES/DISCIPLINE IN ACCOUNTING

Accounting is a broad area of study and practices and has different branches. These are:

· Private accounting

· Public accounting

· Government accounting
Private accounting 

This type of accounting is one that exist in  a particular entity or organisation usually a business firm though non-profit making also have some aspects of private accounting.

The major braches within private accounting include; 

1. Financial accounting

2. Cost accounting

3. Management accounting

4. Social responsibility/Environmental/Green accounting

Financial accounting

It is a branch of accounting that concerned with the classification, measurement and recording of the business transaction of an entity in monetary terms and in accordance with the Generally Accepted Accounting Principles (GAAP).  After a specified period of time normally a year but possibly more frequently accounting information is disclosed/ communicated to the interested parties through the vehicle of financial statement. The major statement of financial accounting system for disclosure purposes are;

The trading and profit and loss accounts (income and expenditure statement in a non-profit making organisation), balance sheet and cash flow statement.
The major importance of financial accounting is to provide information to external users of accounts whom you will recall are stakeholders, creditors government, general public etc. this is the type of accounting which evolved from the stewardship accounting in which the owners of the wealth demanded for accountability from the stewards (those entrusted with the safe custody of resources).

Cost accounting 
It is primarily concerned with cost determination and allocation of costs to products and services in accordance with costing principle, methods and techniques. Determining products costs and assigning costs to products is costing. Costs should determine the least price (floor) to be charged for a product unless the environment is too competitive. Costing products with the view to settle a selling price is very crucial. Cost accounting is concerned with the ascertainment and analysis of product cost. This is done by a cost Accountant who will analyze the costs into their behavior pattern i.e. fixed, variable or semi fixed and semi variable. This analysis will help management on how to control and minimize costs and plan for profits.

Management accounting 

The emphasis of management accounting is to provide accounting information to the management for execution of their function. It was observed earlier that management is in dire need of information for planning, control and decision making. 

 Management accounting is concerned with gathering data, processing, analysis, interpretation and communication of the resulting information to the management so that they can effectively plan, control operations and make decisions. A management Accountant must be knowledgeable of the managerial processes so that he/she can provide relevant information for facilitation of that process.

However, there is no clear dividing line between cost accounting and management accounting. Cost accounting is an important source of data for management accounting purposes. Most of the information that management needs is cost related. For this reason the two are sometimes taught as one course called Cost and Management. In organizations there is no need for both positions of Cost Accountant and Management Accountant because it will lead to duplication of functions.

3. Social responsibility accounting/ Environmental accounting/ Green accounting 

This is an entirely new phrase in accounting development. It widens the scope of accounting by considering social effects of business activities as well as their economic effects.  The demand for social responsibility accounting stems from the increasing awareness and concerns for undesirable by products of economic activities that degrades the environment. There is a growing concern that concepts of growth and profits as measured 

4. Public accounting 

The Certified Public Accountant usually referred by initials CPA offers a variety of services to the public just like other professionals like Lawyers, Engineers etc do. They are professionally qualified and chartered accountants and belong to a growing body that regulates standards of performance.  Practicing members adhere to the code of conduct/ ethics.
A practicing public accountant should posses professional qualification such as CPA (K), CPA (U), ACCA, CIMA etc. Public Accountants do Auditing work; provide tax consultancy services, providing management advisory services such as designing and installing accounting systems and budgetary procedures etc.

REGULATORY FRAMEWORK OF ACCOUNTING 
In order for the financial statements to have meaning, they are prepared under regulations (regulatory framework).  This regulatory framework is in two parts:  

1. The legal (the Company Law),

2. And the financial (the Accounting Standards) and in some cases stock exchange requirements 
as well as other statutory instruments. The legal framework for reporting purposes is enshrined in the Companies Act for limited liability companies and similar acts as well as regulations for other organizations including Government Business enterprises (GBEs). 

The acts specify certain items that by law need to be disclosed in the financial statements and accompanying notes. However, the legal framework by itself is not sufficient to ensure that the financial statements are useful to their users. As such the legal framework is complimented by the financial framework (accounting standards).

 The accounting standards are meant to improve/enhance the quality of the financial statements and make them more comparable. 
Formulation of the Accounting Standards 
The following general steps are usually followed in formulating accounting standards. First and foremost for the accounting standards to be accorded any respect they have to be issued by a competent authority ie a recognized accounting body - ICPAU. The steps described herein are what are followed by ICPAU but other institutes and associations more or less follow the same format.
The steps are: 
1. Select a subject (s) for detailed study by the Accounting and Auditing Standards Committee
(AASC).  Either because it it’s a controversial area some form of standardization is preferred. 
2. Prepare and Exposure Draft for consideration by council. The Exposure Draft will specify the

way the subject matter will be treated and the proposed standard format. 
3. If approved by council, the Exposure Draft will be circulated to members of ICPAU, Government, securities market and their agencies and other interested parties. 
4. Enough time is allowed for comments to be received from the above groups on the Exposure Draft. 
5. Comments and suggestions are received by AASC and the Exposure Draft is revised where

necessary. 
6. If revised, the Exposure Draft is approved by council; it is issued as a Uganda Accounting

Standard and becomes operative from a date stated in the standard. 
A discussion paper could be issued by council on a topic of interest.  It does not have to end up in an accounting standard.
Format of an Accounting Standard

An accounting standard will usually consist of three sections:

1. Introduction

This gives the background and the need for a standard in a particular area of accounting.

2. Discussion

The discussion will give the background to the various options that have been considered is order to justify the recommended practice.

3. Standard

Specification will be made of the standard form of practice and the date when it should come into operation 

Implementation of Accounting Standards
Accounting Standards are issued by ICPAU in Uganda’s case and all its members are expected to adhere to them.  As this is the only recognized professional accountancy body in the country.

Members of ICPAU are expected to comply with the accounting standards; non-compliance with them would lead to disciplinary action.  Auditors are supposed to ensure compliance with them. Non-compliance should result in a qualified/adverse opinion on the validity of the financial statements. The standards would not normally be enforced by the courts of Law but compliance with them would be regarded as conforming to normal accounting practices.  Non conformity would be regarded as not complying with normal accounting practice and could easily lead to adverse judgment against the Accountant. 

FUNDAMENTAL ACCOUNTING CONCEPTS 
To facilitate the explanation of phenomena, some factors must be taken for granted as the basis upon which the explanation can be based. The factors taken for granted in explaining the conceptual structure of accounting are the fundamental ideas whose acceptance as such, and use in the systematic explanation are essential. In the science and art of accounting, these ideas are called "fundamental accounting concepts". 
The separate entity. 
The accounting entity (organization, company, partnership, etc.) of concern is considered to be separate and distinct from the owners of the business and from all other entities including directors and employers. This is an’ essential concept in the entire accounting process. ’The accounting process in each case is only concerned with the transactions and events that affect each accounting entity as a separate and distinct entity from all other entities. 
Continuity or “Going concern".  
In the accounting process it is assumed that the "separate entity” continues with operations for the foreseeable future. Thus, the entity is in business continuously. Continuity of operations necessitates the allocation of both revenues and expenses to the pertinent accounting periods.

Without this presumption, accrual accounting (to be discussed) would have no foundation. When 
 the accounting entity stops being a going concern, the accounting approach changes from accrual to realization and liquidation. 
Time period or the fiscal year. 
The impact of transactions is measured for a specified time period, usually known as the financial year of the entity. Thus, it is p. assumed that the continuous life time of the entity can be broken down into specific time periods. Then the results of operations for each time period can be measured. At the end of each period, a “static” picture of the resources and the claims to those resources is taken. This depicts the financial position of the entity at that specific point in the life time of the entity. By practice, this "fiscal year” has come to be a twelve-month period. 
Unit of measure.  
The impact of transactions is quantified and assessed in terms of some unit of measure as the shilling. Thus, it is assumed that the monetary unit is capable of acting as the common denominator of values to the point of determining exchangeable equivalents. Financial data are generally quantified and the measurements expressed in units of money. Presentation involves

adding,  subtracting, multiplying and dividing numbers depicting economic things and events of value. This process requires a common denominator although it has defects. Often, it, introduces

a sizeable limitation on financial statements as accurate and precise reflections of operating results and resources position. Financial information is often limited by the need to measure in units of money or by constraints inherent in the measurement procedures. Nevertheless, money is commonly used as the unit of measure in the accounting process. 
GENERALLY ACCEPTED ACCOUNTING PRINCIPLES 
A principle is a guideline or a comprehensive rule to be followed in the course of action. 
Cost or foregone consideration. In the process of putting productive facilities under the entity management, such facilities are valued in terms of what is given in exchange. That is the "foregone consideration" or cost of assets. Thus, assets are entered in accounting records at their cost. This is generally called historical cost basically because it is always the valuation of a consummated transaction. The recording is always done after completion of the deal and by the time an agreement is reached between the willing seller and willing buyer, time passes so that the event to be recorded is historical. Even when other attributes of the transactions have to be measured such as "current cost" or "replacement cost", it is this historical cost that has to be adjusted. Financial statements and most other forms of financial accounting and reporting are historical and no future exchange prices are involved except when accounting techniques are used for forecasting. Yet, users of financial information most directly concerned with a particular business enterprise are generally interested in its ability to generate favourable future cash flows because their decisions relate to amounts, timing and uncertainties of expected benefits. To investors, lenders, suppliers and employees, an enterprise is a source of cash in the form of salaries, dividends or interest and perhaps appreciated prices. To customers, a business enterprise is a source of goods or services, but only by obtaining sufficient cash to pay for the resources it uses and to meet its other obligations can the enterprise provide those goods or services. To managers, the cash flows of a business enterprise are a significant part of their management responsibilities, including their accountability. All of these interested parties share a common interest in the ability of the enterprise to generate favourable cash flows in the immediate and distant future. 
The objectives of financial accounting and reporting are affected by the fact that the information given is to a significant extent based on approximate measurements of the financial impact of transactions and events that have happened already - historical costs. 
Revenue recognition or realization. 
In order to determine the nature and magnitude of the impact of transactions on the financial position of the accounting entity, inflowing values are recognized if and when the earning effort is substantially expended or completed. This is the revenue recognition or realization principle. 
Revenues represent actual or expected cash inflows or the equivalent from the on-going or central operations of the en (lining the accounting period. Depending on the kinds of operation involved and method by which revenues arc recognized, they are variously referred to as sales,  fees, interest, dividends, royalties, etc. The central characteristic is that they (Inflowing values) result from the business activity. Realization means the process of converting non-cash resource and rights into money and is most precisely used in financial accounting and reporting to refer to sales of assets for cash or claims to cash. Recognition is the process of formally recording or incorporating an item into the financial statements of an accounting entity. 
Matching.  
In determining whether, during the time period of concern, the accounting entity has had an excess of inflowing values over out flowing values or vice versa, the inflowing values - revenues- are matched against the out flowing values - expenses or expired costs. Thus earned revenues are matched against the costs incurred to earn such revenues whether cash payments or cash receipts are involved or not. This guideline is generally known as "accrual accounting". In order to develop this principle fully, let us refer back to "cost or foregone consideration" and focus specifically on "expenses" which were defined as outflows. They represent actual or expected cash outflows or equivalents that have occurred or will occur as a result of the ongoing major or central operations of the enterprise during the period. Depending on the kind of operation and the manner — in which expenses are recognized, they are variously referred to as cost of goods sold, cost of services provided, depreciation, interest, rent, salaries and wages, etc. They are essentially out flowing values as a result of business activity. Accrual accounting records the financial effects of transactions and other events and circumstances in the period in which they take place rather than only in the periods in which cash is received or paid. The accounting process recognizes that the buying, producing, selling and other operations of an enterprise during a period, as well as other events that affect enterprise performance, often do not coincide with cash receipts and payments of the period. Thus recognition of revenues, expenses, gains and losses as well as related increments or decrements in assets and liabilities including matching of costs and revenues, allocation and amortization, are the essence of using "accrual accounting" to measure the performance of enterprises. 

Objectivity. 
In determining the monetary valuations of transactions, the guiding principle is objectivity. Thus,

the parties involved in the transaction have opposing interests and bargain to arrive at the point

of equilibrium or exchangeable equivalents. The valuations are thus verifiable and disinterested

third party, given T- the same facts, would arrive at the same valuations. This process of disinterested parties reaching a point of exchangeable equivalents is generally referred to as an "arms length transaction". 

Verifiability  
Is a quality that may be demonstrated by securing a high degree of consensus among independent parties using the same measurement methods? A neutral choice between accounting alternatives is free from bias towards a predetermined result. The objectives of financial accounting and reporting serve many different information users who have diverse interests and no one pre-determined result is likely to suit all interests. Thus, accounting data should be objectively determined. Verifiability (objectivity) contributes significantly to the usefulness of accounting information. Basically, verifiable information provides results that would be substantially duplicated by independent assessors using the same measurement methods. Verification implies consensus, but means more than the fact that several parties are likely to obtain the same measure. 

Consistency. 
 In the process of data collection, processing and reporting, the guiding principle is consistent treatment of the same or similar items from financial period to financial period.  Consistent treatment of similar transactions enhances and facilitates both understandability and comparability. Once an accounting procedure has been adopted for a class of items, it should be applied consistently from period to period in accounting for transactions of a similar type. Consistent use of accounting principles from one accounting period to another enhances the utility of the financial statements. 

Comparability 
Which is intertwined with consistency, is central to the usefulness of financial data? Information about an enterprise gains greatly in usefulness if it can be compared with similar information about other enterprises and with similar information about the same enterprise for some other   period or point in time. Facilitating comparability has been the principal reason for the development of accounting standards. Comparability cannot be achieved without consistency of inputs and classification of accounting data.  
Substance over form or full disclosure. 
In reporting the impact of transactions, the economic substance of the transaction takes precedence over the legal form. Thus, financial statements are to disclose fully the economic or financial reality in a comprehensible manner. However, disclosure cannot rectify a wrong or inappropriate treatment. This concept is often confused with materiality (discussed below). However, the objective of "full disclosure" is to provide comprehensible data on what is substantial. Thus, essential information is not withheld by the provision of trivial details. 

Exception or Adaptation. 
Accounting as a man-made discipline must have a conceptual framework that is capable of adaptation. The exception principle facilitates adaptation and it contains three sub-principles of great significance as amplified in the ensuing discussion. 
a) Conservatism. This is often referred to as prudence. The basic concept is that in the accounting process, where equally acceptable alternatives for valuation are available, the alternative yielding the smaller amount should be chosen in order to avoid exaggeration of economic values. It is better to anticipate losses than to anticipate gains. In accounting measurements, conservatism (prudence) is a central concept. Conventionally, managers, investors and accountants have generally preferred that possible errors in measurement be in the direction of understatement of the economic values rather than overstatement of net income and net assets. However, this does not mean deliberate understatement of net assets and profits. International Accounting Standards underlines this by stating that "Prudence does not ... justify the creation of secret or hidden reserves".  In general terms, prudence is the perfection of reason, and a guide to us in all duties of life. Prudence is "looking both ways before crossing the street or railroad tracks ... prudence is wise caution" 

b) Materiality. The conceptual framework of the accounting process accords exceptional treatment to immaterial events. Thus, transactions involving insignificant effects need not be accorded strictly principled treatment if the effect is not material enough to affect decisions. Materiality relates to the qualitative characteristics of accounting data, especially relevance and reliability. Materiality and relevance are defined in terms of what makes a difference for the decision maker. Magnitude by itself, without regard to the nature of the item and the circumstances in which the judgment has to be made, will not be sufficient for a materiality judgement. Therefore, the nature of the item involved the amount of money and accounting policies of the entity must be taken into consideration.  

C) Industrial peculiarities. 

The peculiarities of the industry in which the accounting entity operates may dictate exceptional treatment of transactions. Thus, for example, in "Hire-Purchase Transactions" revenue may not be wholly recognized when the selling effort is completed and the article passed on to the buyer. Similarly, in the construction industry, it may be expedient to recognize revenues in proportion to expenses incurred (percentage of completion method). Industrial peculiarities must, therefore, be taken into account in applying accounting principles, and procedures in recognizing and recording entity transactions. 
CHARACTERISITCS OF COPORATE/COMPANY REPORTS

Studies have been carried out to find out what constitutes a good corporate financial report.  It is generally agreed that a good financial report would have the following characteristics.
a). Relevance: 
The financial statements should as much as possible strive to assist the user in making his decisions. Data that has no bearing on decision-making is irrelevant; it is a waste of time and resources.  Out of date data will be irrelevant.  This is the most important characteristic that accounting data should have. 

b). Understandability 
For data to be useful it should be understandable, it should not be so detailed as to confuse the users. If it is prepared for the non-sophisticated users, it should be as simple as possible. 

c) Reliability: 
The data presented ought to be accepted by the users as being credible; they should have confidence in it.  Reliability is enhanced by independence verification. 

d) Completeness 
In order not to mislead the users, financial statements should be complete, they should include all relevant information regrind a business entity.  Materiality connection is used to assist here. 
e) Objectivity 
The data in the financial statements should be unbiased for this will weaken their utility.  The Statements should not be prepared to favour a particular user group. 
f) Timeliness 
Data/financial statements should be prepared regularly and soon after the stipulated period (normally one year) if they are to be useful to their users. 
g) Comparability 
Utility of the financial statements will be enhanced if they are comparable over time and between

entities. This will encourage conformity in reporting. 
h) Quantifiability 
Quantifiable data usually conveys more information than qualitative data but the latter should not be completely ignored as it can also provide useful information. 

i) Verifiability 
Verifiable data is more dependable and reliable.  Verifiability happens when qualified individuals working independently develop similar measures on conclusions from the examination of the same evidence. The Characteristics of Quality Financial information 
As a guide, the figure below gives an overview of the qualitative characteristics which one needs

to consider in designing accounting information systems and compiling accounting reports. If any of the characteristics of content and presentation is lacking, then the financial report is deficient. 
· MATERIALITY: Information that is not material cannot be useful 
· RELEVANCE: More of one may mean less of the other

· RELIABILITY: Information that influences decisions 
Information that is free from error or bias Predictive value and confirmatory value, Choice of attribute, Accurate representation, Substance Completeness Prudence Neutrality.
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