
 

  Principles of Accountancy 

Accountancy requires a set of principle for recording, 

classification, summarisation and interpretation of business 

transaction. This principle must be acceptable to the business 

audits, government agencies basically IT department, stock 

exchanges etc. The need of Generally Accepted Accounting 

Principle (GAAP) is spent for 2 reasons for bringing uniformity 

in the established practices, for bringing consistency and 

establish recording of transactions.  

Principles need a guiding rule. The subject of accounting has 

certain convention, standard language and terminology to 

enable parties to understand in the same sense as called 

GAAP. This can be discussed under two headings: 

1. Concept of accounting 

2. Convention of accounting 

 

1.)  Concept of accounting 

i. Concept of separate entity 

This concept state from accounting point of view, 

business is always treated as separate entity apart from 

owner. 

 

 

 



 

ii. Concept of going concern 

This is also known as concept of continuity a/c. To this 

concept, it is assumed that the business will be carried 

on for long period. 

A company is supposed to be an artificial person having a 

perpetual life. 

 

iii. Concept of dual aspect 

This concept suggests that all business transactions must 

be entered in such a manner that each transaction 

affects two a/c simultaneously.  

For e.g., if goods are purchased for ease, purchased a/c 

will be debited and cash account will be credited. 

 

iv. Concept money measurement 

A/c to this concept only those business transactions are 

recorded which can be measured in terms of money. The 

non-monitoring event however important they may be 

for the business will not be recorded. 

For e.g., death of the general manager may be 

unfortunate for the business but it will not be accountant 

for. 

 

v. Concept of cost 

A/c to the concept 

a.) As asset is ordinarily recorded in the book at cost, i.e., 

price paid acquires rate. 



 

b.) This cost become basis for subsequent accounting for 

the asset. 

For e.g., is business buy machinery for Rs. 1 lakh, it would 

be recorded in the book at Rs. 1 lakh. It will ordinarily 

continue shown at Rs. 1 lakh (after charging 

depreciation) even though market price that machinery 

have filled or gone up in the subsequent year. 

 

vi. Concept of accounting period 

In this concept, the accounting period suggests that 

instead of knowing the final profit or less and final 

financial position of the business like this should be 

known as accounting period. 

In Indian reference, an accounting year may be a 

calendar year or a financial year. 

 

vii. Concept of realisation 

A/c to this concept revenue is realised when sell is made. 

Legally sell is supposed to be made at the time when 

ownership all property in goods passes from sellers to 

buyers. 

 

viii. Concept of making the revenue and cost 

The concept states that income of particular period 

should be certain by matching or comparing the sell 

must be considered for the purpose. 

 



 

ix. Concept of verifiability (evidence) 

This concept states that all accounting transactions 

should be supported by necessary document with the 

help of which the truthfulness of the transaction can be 

verified. 

 

2.)  Convention of accounting 

i. Convention of full disclosure 

This convention suggests that accountants should 

prepare and present the reports disclosing full 

information regarding financial results and financial 

positions. 

ii. Convention of conservation 

This convention means that there has been a practice of 

the accountants to follow the policy of playing safe. In 

other words they follow the rule,” anticipate no profit 

but provide for all possible loss.” 

iii. Convention of consistency 

This convention suggests that a particular practice once 

adopted for same accounting aspect should be 

maintained from year to year and should not be charged 

without any solid reason. 

 

 



 

iv. Convention of materiality 

It means important. According to this convention, an 

accountant is expected to disclose all material or 

important facts and he can ignore the immaterial or 

unimportant details. 

v. Convention of objective 

This convention emphasises that accounting information 

should be objective i.e. it should be expressed and 

measured by the standards which are commonly used. 

 

 

 

 

 

 

   


