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1. REVENUE RECOGNITION CONCEPT: According to this concept, revenue is considered as 

realized when transaction has taken place and obligation to receive its payments has been 
established. In most cases, the realization concept indicates that revenue should be 
recognized at the time of the sale of goods or the rendering of services. The recognition of 
revenue can be understood with the following example: Suppose A sold goods to B on 21 
Sep, 2013 and got its payment in 15 Nov, 2013. Recognition of revenue of this transaction is 
on 21st Sep, 2013 i.e. the date of sale as the legal obligation to pay the amount has been 
established on this date. 
There are certain exceptions to this rule— 
i) In case of sale of goods under hire purchase system, the payment of installments by 

the buyer of such goods in future are uncertain. In case of default, the seller will 
repossess the goods sold to the buyer. In such cases, it is difficult to determine the 
revenue amount at the time of making sale so revenue is recognized in proportion to 
the amount of installment due on the date of accounting period. 

ii) In case of long-term contracts, it would not be wise to recognize revenue after long 
period, in such cases proportionate amount of revenue based on part of contract 
completed at the end of accounting year is treated as revenue. 

 

 

2. MATCHING CONCEPT: This concept is based on the accounting period concept. According 

to this concept, expenses incurred in an accounting period should be matched with the 
revenues earned during that period. The most important objective of running a business is to 
ascertain profit periodically. The determination of profit of a particular accounting period is 
essentially a process of matching the revenue recognized during the period and the cost to be 
allocated to the period to obtain the revenue. Following points should be taken care of: 
i) Revenue is recognized when sales is made or services is rendered rather than when 

cash is received. Similarly, expenses are recognized when an asset or services have 
been used to generate the revenue irrespective of the fact that whether expenses is 
paid or not. 

ii) The expenses such as salary, rent, insurance etc. are recognized on the basis of period 
to which they relate and not when they are paid. 

 

 

3. FULL DISCLOSURE CONCEPT: According to this convention, all accounting statements 

should be honestly prepared and to that end full disclosure of all significant information 
should be made. All information which is of material interest to proprietors, creditors, and 
investors should be disclosed in accounting statements. Thus, the users can analyze and 
interpret the financial statement to suit their objective. 

 

 



4. CONSISTENCY PRINCIPLE: According to this convention, accounting rules, practices and 

conventions should be continuously observed and applied i.e. these should not change from 
one year to another. The result of different years will be comparable only when accounting 
rules are continuously adhered to from year to year. For example, the principle of “valuing 
stock at cost or market price whichever is lower” should be followed year after year to get 
comparable results. Consistent serves to eliminate personal bias because the accountant will 
have to follow consistent rules and practices year after year. 

This convention doesn’t always prohibit changes. It doesn’t refuse to introduce improved 
accounting techniques. 

 

 

5. PRINCIPLE OF CONSERVATISM OR PRUDENCE: According to this convention, if the 

management anticipate loss, provision should be made for loss but if it anticipates profit, it 
should not be recorded in the books of accounts unless or until it is realized. The concept 
states that management should be conscious while ascertaining income failing which profit 
will be overstated and it will mean declaration of dividend out of capital. This principle is used 
in the following circumstances: 
 

i) Valuation of closing stock at cost or market price which-ever is less. 
ii) Creation of provision for doubtful debts. 
iii) Writing off the intangible assets like goodwill, patent, trade mark etc. 

 

 

6. MATERIALITY PRINCIPLE: This convention requires that the accounting of material facts 

in the books of accounts and accountant need not present facts which are immaterial while 
determining the income of the enterprise. Here it is important to note that an item is 
material to one, may not be material to another. The materiality of an item depends on its 
nature and on the amount involved. Following example illustrate it: 
 

i) Money spent on the extension of shop is a material fact as it will increase the 
future earning capacity of the business. 

ii) A variation in the value of closing stock by Rs. 200 is not significant but a variation 
in the cash balance of the same amount is a significant and material fact. 

    
 

 

                                                                       (The above content has been developed absolutely at home) 

 

 

 

 

 

 

 


