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CONCEPTS & PRINCIPLES
THE DEVELOPMENT OF CONCEPTS AND PRINCIPLES

The development of accounting concepts and prnaples 15 clossly related to the
econamic growth of the United Statez, az bunnesses grew in nze, and ouinders
mcreassd thewr demand for Bnancal information. Accounting pinaples focus on the
uzers of accounting informetion. Pnnaples have developed over along penod of
tene, aad are conbeuowly subject to rennon as information needs change [tas the
respenmbabity of accounting profesnonals, teachers and accounting crgan:zations 19
kesp accountng princaples up-to-date, relevant and naefal

FIMANCIAL ACCOUNTING STAMDARDS BOARD

The FASE was get up wath the purpoze of developing acoountng pnasples in 1973
Today it 15 the most infuenbal accountng orgauzatien The FASE 1sinvolved in
solving reporbng problems and develepang solotions When Statements of Finmnaal
Accounbag Standards are releazed by the FASB, they quackly became generally
accepted accounbing prnaples (GAAF) pertamng to stndaerds, sssemphions,
copventiong or concepts When it 12 dafEoult to understand accounting primeiples,
interpretabions are released whuch have the same msthanty as the standards

INFLUENTIAL ACCOUNTING ORGANIZATIONS

The FASB 15 the most influsnbal accounting crgamzatien, but many other
ergamzations exist that affect accounting practices The Secuntes and Exchange
Commusson 15 the mostinfluenhal government agsncy that regulaies hnanaal
statement reporting The [R5 15 mnvolved in regulabons related to mcome tax. [R5
regulabans ofien conflict with sccounting pnincaples, and & A reslt many bunneszes
manian two seis af recards Onher orgauzaions affecting accountng panaples have

less importance, ad tend to specalize 10 a certan area of accounting
REVIEW DF COHCEFTS AND PRINCIFLES

The followang concepts and prnaples have been coversd
1) bumnness enbity,

1) pong concern,

1) objecave svidence,

4} umt of measurement,

5} accountng penod,

&) matchang revenues and expenses,
T) adequate disclopure,

1) matenadity,

9} conasency, md

10} conservabism

Accouniing concepls and conventions

In drawing up sccouniing sistements, whether they are external “financial accoanis™ or
internally-focused “management accounis”, a clear objpective has 1o be that the accoums Fairly
reflect the true “subsiance™ of the business and the results of ils operation,

The theory of accounting has, theselore, developed the concepl of a “friee and firir view'*
The true and fair view s applied in ensuring and assessing whether sccounts do indeed
poriray accurately the business” activities.

To supporn the application of the “true and Fair view™, accounting has adopted ceriain
concepis and conventons which help o ensure ihal accouniing information is presenbod
accuralely and consstently.

Accounting Conventions

The most commaonly encountered convenlion is the "historical cost conventbon™, This
requines Iransactions o be reconded al e price ruling al the time, and for asseis o be valoed
al their original cost.

Unider the “historical cost convention”, therelore, mo account is taken of changing prices in
the coommy.

The oiher conventions you will encounter in a st of accounts can be summarised as follows:

AMonclary Accountants do not acoownl for ilems unless they can be quantified in

mesurement | monelary terms. llems that are nol accounted for junless someone is
prepared 1o pay something for teem ) include things lke workforce skill,
|morale, markel leadership, brand recognition, quality of managemend ele,

Separate Entity |This convention secks to ensure that private transactions and matters
relatimg o the owners of 3 business are segregabed from iranssctions that
relate b the business

Keulizatlon With this convention, sccounts recognise frapsactions (and any profits
(ansing from them ) al the point of sale or ransfer of legal ownership -
rather than just when cash actually changes hands. For examiple, o
company that makes a sabe to o cusiomer can recognise that sale when the
|iransaction is legal - ot the poind of contract. The actual payment due from
the customer may i anise unlil several weeks {or months ) later - if the
customer has been granted some credit berms.

Materiality An important convenlion, As we can se¢ from the application of
|accounting standards and sccounting policies, the preparation of sccounis
involves a high degree of judgement. Where decizions are required about
lthe approprialeness of a particelar accounling judgement, the “materiality™
|eonvention sugpests thal this should only be an ssee if the judgement is
“signaficant” or “materal” 1o a user of the accounts. The concept of
“materiality” i an important sxee for auditors of Ninancial acoounts.

Accouniing Concepls

Chapter 1
Accounting Concepts & Conventions

Accounting Concepid aré the aisumptons on the basis of which financial atements of &
business are prepoared, The word concept means idea or notion, Concepts are the basic
aysumplions and comditions on which acceunting principles are formed.

18 Mongy Measurement Concapt : A5 per this concept only thess transactions that can be

measured interm s of money ars 1o be recorded in the books of sccounts.
2, Cost Congapt : The value of &n 8148t is to bé recorded on the basis of 15 purchase col.

3 Realisatien Concept - Any change in value of an asset is to be recorded only when the
Businass realises it. This concept follows the cost concapt e if there is an snticipstion of
& decrense in the value of an assel it will be recorded but if there is an anticipation of an
incrense inthe walie of an asset it will be recerded onby when the money is receved for the
same.

4, Periedicity Concapt : This concept defines aecounting peried. A small perind of time i
chosen for measuring performance and looking &t the financial posfion, Generally ans
e aris taken a4 the standard period for messuring and appraising the financialpos ition,

5. Mutehing Concept - As per this concept from the revenue of an sccounting peried such
expenses are deducted which aré incurred 10 earn that income, This helps to deferming the
correct prefit or less ofthat perod,

6. Conservatism Concapl : This concapt impliss that the sceowntant should nol &nticpate
incom e buwt previde for all pessible losses. This concept puts & guard against all possible
losses. Waluaton of stock st cost or market price whichever (s less , Providing R.0D.0. and
RFODD. sre sosmples of consenvatism.

T Conylstency Concept : In order 1o compare the financiml state ments of different vears it is
mecessary o mantain consistency in the accounting policies followed by the busineis
Valuatien of stock at cost or markei price whichewer is less i3 an excephon 1o this rube.
Areaunting policies should Be thanged when there is com pliance of law of in Sccerdance
with the & ceounting standards.

8. Materialfy Concapi:. This principle perm &5 other concepts fo be ignered i the effect of that
concept is mof moaterial. This principle is an exception te the rule of full disclosare.
Accarding 1o this concepl onky those itemd hewving a significant effect on the buiiness
should be disclosed in the financial statements, Judgem &nt of materiality depends upon
the common sense and discretion of the accountant, Materiality depends upen nol only the
amount of the fem but alio on the ite of the Busingss , nature / level of information |
level of perion making the decision gte,

. Enfity concapt . As perthis concept the busingss is considered to have n separate identity
wpart from 15 owner Only the busingss transactions are recerded in the beoks of Accounts.
Persenal transactions of the owner are recorded m his own persenal books of Accounts, A3
perthis concept the business is lisble fo poy to the cwner the copital brought by him .
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ACCOUNTING CONCEPTS
and

CONVENTIONS

« Accounting is a social science has its
concepts and principles that used in
applying the accounting cycle to
achieve accounting functions and
objectives.

BASIC ACCOUNTING
CONCEPTS AND
CONVENTIONS

GAAP
{Generally Accepted Accounting Principles)

What is GAAP?

A set of standards generally accepted and
universally practiced by accountants

. Indicates how economic events are reported

. Generated by the Financial Accounting

Standards Board (FASB) and Securities &
Exchange Commission (SEC)

FUNDAMENTAL ACCOUNTING
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