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THEORY BASE OF ACCOUNTING 
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Theory base of accounting consists of principles, rules and guidelines. 

  

           These are developed over a period of time, to bring uniformity and consistency to the process  
  
of accounting. In this way, theory base of accounting brings various financial statements to a  
 
common platform. This enables comparison and provides valuable information regarding the  
 
organization. Apart from these, ICAI(Institute of Chartered Accountants of India) has issued  
 
Accounting Standards which are expected to be followed in order to bring consistency in the  
 
accounting practices. 

  

                                                                          ACCOUNTING PRINCIPLES 

 

 Accounting principles are a uniform set of rules and guidelines which are developed to ensure  
 
uniformity and easy understanding of the accounting information. Accounting Principles may take the  
 
form of concepts and conventions. 
  

                             GENERALLY ACCEPTED ACCOUNTING PRINCIPLES(GAAP) 
 

 

 The term principle has been defined by AICPA( American Institute of Certified Public 
Accountants)as ; 
                     ‘A General law or rule adopted or professed as a guide to action, a settled ground or        
                      
                                     basis of conduct or practice.’  
       
                   Principles are generally accepted if they are relevant, objective and feasible. 
 

                                                    BUSINESS ENTITY CONCEPT 

 According to this principle business is treated as a separate entity distinct from its owners. 
 

 The owner of the business is considered as the creditor of the business to the extent of his 
capital, therefore all the transactions are recorded from the point of view of business and not 
from the point of view of the businessman. 

 Incase this concept  is not followed, transactions of the business will get mixed up with the 
private transactions of the proprietor and hence  Financial Statements will not reveal the true 
picture of the business. 

 

                                                MONEY MEASUREMENT CONCEPT 

 

 According to this principle only those transactions, which can be expressed in terms of 



money are recorded in the books of accounts. 
 

 

 Non-financial or non monetary transactions do not find any place in the accounting records.  
 

 Appointment of a manager, efficiency of employees, harmonious relationship among the  
 
             employees etc., are ignored. 

 

                                                     GOING CONCERN CONCEPT 

  

 According to this concept, it is assumed that the business firm would continue its operations 
for a fairly long period of time and would not be liquidated in the near future. 

 

 Following this principle, fixed assets are recorded at their Cost Price less Depreciation 
(considering their useful life while providing for depreciation) 

 

 All the transactions are recorded in the books on the assumption that it is a continuing 
enterprise. 

                                                       ACCOUNTING PERIOD CONCEPT 

  

 

o It is also known as periodicity principle or time period principle. 
 

o According to this principle the life of a business is divided into smaller periods (usually one 
year) so that its performance can be measured on regular intervals.  

                                         COST CONCEPT OR HISTORICAL COST PRINCIPLE 

  

 

 According to this principle assets are recorded in the books of accounts at their cost price 
which includes cost of acquisition, transportation, installation and making the asset ready for 
use. 

 

 This cost is the basis for all subsequent accounting of such assets.  

 

                                               DUAL ASPECT OR DUALITY PRINCIPLE 

 

 Dual aspect is the foundation or the basic principle of accounting. 

 This concept states that every transaction has a dual or two-fold effect and should therefore 
be recorded at two places. 

 

 In other words, as per this principle, each and every transaction in business effects two 
aspects. 

 it is because of this principle, the following accounting equation holds true 

                                 ASSETS= LIABILITIES+ CAPITAL 

  

                                      PRUDENCE OR CONSERVATISM PRINCIPLE 

 

 The principle of conservatism (also called prudence)states that 'Do not anticipate profits but 
provide for all probable losses’ 

 In other words this principle suggests that we should make provisions for probable future 
expenses but ignore any future probable gain until it actually happens. 

 This approach of providing for losses but not recognizing the gains until realized is called 
conservation approach. 



 

                                                   FULL DISCLOSURE PRINCIPLE 

 According to this principle there should be reporting of all the significant information relating to 
the economic affairs of the business. 

 As per this principle financial statements should disclose all significant information relating to 
an organization.  

 

 

 

                                                      Content is absolutely prepared at home-RD 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

 

 

 

 

 


