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This chapter deals with various accounting principles. It further deals with the various Accounting  
Standards Issued byInstitute of Chartered Accountants of India(ICAI)and International Financial     
        Reporting Standards(IFRS)  

 

INTRODUCTION-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.     

 

It brings various financial statements to a common platform. 

 

This enables comparison and provides valuable information regarding the organization. 

 

                           Apart from these, the ICAI 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 or guidelines which are  
developed to ensure uniformity and easy understanding of the Accounting Information 

 

                         Accounting information is meaningful, useful and is better understood by the users of      
                           accounting information, if accounting records and financial statements are prepared by     
following accounting principles uniformly.    

 

                          Accounting principles may take the form of concepts(an idea) and conventions(a traditional  
way of behaving or of doing something). 

 

GENERALLY ACCEPTED ACCOUNTING PRINCIPLES- The term ‘Principle’ has been defined byAICPA(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’. 

 

The word ‘generally’ means in a general manner, i.e., pertaining to many persons or cases or occasions. 

 

Thus GAAP refers to the rules or guidelines adopted for recording and reporting of business transactions, in 
order to bring uniformity in the preparation and presentation of financial statements. 

 

Principles are generally accepted if they are relevant, objective and feasible. 

 

It is observed that various terms such as principles ,postulates, conventions ,modifying principles, 



assumptions etc. have been used inter-changeably and are referred to as Basic Accounting Concepts. 

SYSTEM OF ACCOUNTING-The system of recording transactions in the books of accounts are generally 
classified into two types: 
        1.DOUBLE ENTRY SYSTEM-The system was developed by LUCA PACIOLIin Italy in 15th century 
 
 
 - It is based on the dual aspect which states that every transaction has two     
aspects i.e., debit and credit. 
 
    -It is complete system hence is accurate and more reliable. 
 
        -the possibility of frauds and misappropriations are comparatively less. 
 
                                                      -this system can be implemented by big as well as small organizations. 
 
2.SINGLE ENTRY SYSTEM-It is not a complete system of maintaining records of financial transactions. 
 
-It does not record two fold effect of each and every transaction. 
 
                                                     -generally only cash transactions are recorded and accounts of debtors and     
creditors are maintained. 
 
                                                      -no uniformity is maintained under this system. 
 
                                                       -it is also known as Accounts from Incomplete Records . 
 
                                                       -this system is unsystematic and incomplete and therefore ,not reliable. 
 
                                                       -this system can be implemented by small business firms as it is very simple  
and flexible. 
  

ACCOUNTING PRINCIPLES:CONCEPTS AND CONVENTIONS 

 BUSINESS ENTITY OR ACCOUNTING ENTITY  
 MONEY MEASUREMENT 
 ACCOUNTING PERIOD 
 FULL DISCLOSURE 
 MATERIALITY 
 PRUDENCE OR CONSERVATISM 
 COST OR HISTORICAL COST 
 MATCHING 
 DUAL ASPECT OR DUALITY 
 REVENUE RECOGNITION 
 OBJECTIVITY 

 

 

Concept is absolutely prepared at home-RD 

 

 

 


