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Chapter 23 Generally accepted accounting principles

1. Business entity concept
- CEBMMALR EERARTE - BRM > B HAL o NG RE B ENT S ] AREE MR o
— ,—l_mf’\*‘%lf@gxfl}_#zgao

2. Going concern concept
- BYCYMAIBTLF AT AR KRBT LY o
—WL’¢impE%ﬁﬁ%¢*“%’*a BF Lk ko

FAEHMFLER Y > a2 LAENE o
S RSP TRELA A THRIE LS RRAA L o fEeh

AR H B -

3. Historical cost principle
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4. Consistency principle
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5. Accrual concept
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6. Prudence concept
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7. Realisation principle
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8. Money measurement
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9. Materiality principle
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10. Matching concept
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11. Objectivity principle
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12. Timeliness
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13. Substance over form
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The following are some accounting principles and conventions:

Money measurement Consistency Going concern Business entity Timeliness
Materiality Realisation Historical cost Accrual Prudence
Matching Objectivity Substance over form
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Owner’s personal assets are not recorded in the books of his business.

A business discloses its financial information as soon as possible, so that it can be used by users for decision-making.
Assets are not recorded at their liquidation values in the statement of financial position when a business is not
expected to liquidate in the foreseeable future.

The expertise of the top management is not recorded in the statement of financial position.

Sales revenues are recognized when goods are delivered to and accepted by customers.

A calculator costing $50, with an estimated useful life of 10 years, was purchased for office use. The whole amount
of $50 was recorded as an expense in the year of purchase.

Lucky Company produces a single product, Product Y. It uses the absorption costing system.

The fair value of the existing equipment had increased dramatically. Although the company would continue to use
the equipment, the company record the fair value of the equipment in the financial statements.

An electricity bill for December was received. As the payment would be made in February next year, no accounting
record had been made by the bookkeeper.

Inventory had a cost of $58,000 and net realizable value of $49,980. Inventory was valued at net realizable value.
The company decides to apply different depreciation methods to calculate the depreciation expense on equipment
in different years in order to show continuously stable operating results.

The company decided not to open a goodwill account.

Received a check from the customer in December. The check is used to pay for services of January next year.

The equipment has a residual value of $5,000 and is depreciated on a reducing balance method at 10% per vyear.
The company calculates depreciation for a full year of equipment.

The owner of the company, took over one of the company’s motor vans for her personal use. She thought that she
was just using her own asset and therefore she did not make any accounting record for this.

A rubbish bin costing $60 was bought for office use. The estimated useful life is 5 years. The amount had been
included in the administrative expenses.

Company provides maintenance services to customers, who are required to pay a maintenance fee in advance. The
receipts from customers were credited to the maintenance revenues account.

The company believed that the company had a very good reputation in the industry and quantify that at an amount
of $300,000 as goodwill. The bookkeeper credited the amount to sundry revenue.

Loan interest of $5050 incurred remains unpaid at the year end.

Alice joined the company as the sales director. She believed that her professional knowledge in the industry would
bring benefits to the company. Therefore, she suggested valuing her expertise at $6,000,000 and recognizing it in
the financial statements as an intangible asset.

The company made huge sales revenue of $1,260,000 and found that the sales team was a valuable asset and
suggested recording this at $420,000 in the company’s statement of financial position.

Based on the General Manager’s suggestion, firm is considering changing the valuation method of its non-current
assets.

The performance of Darwin Limited was poor during the past few years. The company had to liquidate within six
months as it was unable to repay its debts.

One day, the owner took one of the bicycles home for her son’s use.

The financial year of Company ends on 31 December 2016. On 4 January 2017, the company received an electricity
bill for December 2016 of $9500. It then settled the bill on 29 January 2017.

The owner of a firm bought a notebook computer of $12,000 for office use. She heard from the dealer that its
market value at that time was $14,000. Bookkeepers record computer at market value.

REQUIRED: identify the most appropriate accounting principle or convention for each of the above situations.
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