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[bookmark: _GoBack]CH.  ACCOUNTING CONCEPTS, CONVENTIONS 
& PRINCIPLES
· ACCOUNTING PRINCIPLES
	Meaning of Accounting Principles
		The literal (dictionary) meaning of the term Principle is that it is a basic fundamental truth or treaty, which is uniformly accepted and followed by everyone & everywhere. Development of accounting principle took place from time to time based on experience, usage and necessity. Accounting principles are those rules of action or conduct, which are accepted universally by all accountants in recording transactions in the books of accounts. (Accounting principles are those rules which are to be adopted by Accountants) These principles are usually developed by professional accounting bodies.
	Accounting principles can be broadly classified into two main categories 
	a)	Accounting Concepts
	b)	Accounting Conventions
	Features of Accounting Principles
	Following are the features of Accounting Principles.
1	Uniform Set: These are the uniform set of rules and regulations developed to ensure uniformity in accounting.
2	Man made: Accounting principles are manmade. They are derived from past experience. They are not laboratory tested. Therefore, they are not exact like the principles of physics, chemistry and mathematics.
3	Not static: Accounting principles are not static. They are bound to change according to the changes in government policies and business practices.
4	Best Possible Suggestion: Accounting principles are the best possible suggestions for recording the books of Accounts.
	Need for Accounting Principles
		The basic objective of accounting is to convey information about the enterprise to all the stakeholders viz Shareholders, suppliers, bankers, customers, employees etc. This information is made available through financial statements. These statements are prepared on the basis of facts and figures compiled by the Accountant. These facts and figures may vary from accountant to accountant due to difference of opinion and personal bias of the accountants. In order to remove these problems, it becomes essential to prepare financial statements of different enterprises on the basis of uniform accounting principles.
		These principles are used for sound accounting practice. If there is no uniformity in the accounting principles, fair presentation of financial statements is not possible. (If there is no uniformity in the principles followed by different business organisation while preparing accounts, nobody will be in a position to interpret the financial statements & draw the conclusions). Hence the need of accounting principles is felt.

· ACCOUNTING CONCEPT OR ASSUMPTIONS
	Meaning of Accounting Concept
		Accounting is the language of business. In the absence of systematic approach, accountants may use their own language and it may not be understood in the same sense by all concerned parties. With a view to make accounting language a standard language, certain accounting concepts have been developed over a course of period. Accounting concepts are general guidelines for sound accounting practices.
		Accounting concepts are assumptions and conditions on which the whole accounting structure stands. They are the predetermined condition which a book - keeper must keep in mind, while recording transactions in the books of accounts.
	Importance of Accounting Concepts / Principles
1	Ensure uniformity in presentation of financial statements. (Uniformity in presentation)
2	Serve the purpose of providing proper information to the stakeholders. (Proper information to all)
3	All the stakeholders believe that assumptions on which financial statements are based are valid and appropriate. (Valid & appropriate assumptions)
4	Make financial statements reliable. (Reliable financial statements)
5	Provide a basis for measurement that is generally acceptable. (Generally acceptable basis of measurement)
	Some of the important concepts are as follows
1	Entity concept / Entity / Business Entity:
		Entity means something that has real separate existence. In other words, entity refers to status or personality. The business has separate existence from its owner or proprietor. For instance Mr. X has been conducting business under the title Ganesh Medicals for last so many years. Here in this case Mr. X and Ganesh Medicals are different from each other. 
		The business unit is separate from its owner is the basic meaning of entity. Under this concept sole trading concern and sole proprietor are treated as two different entities. According to this concept only business transactions are recorded in the business book of accounts. Proprietor’s personal transactions are not recorded in the books of accounts
	e.g.: Half of the building is used for business office and other half of the building is used for the residence of the proprietor. If the total rent of the building is [image: http://www.google.co.in/url?source=imglanding&ct=img&q=http://rightyaleft.com/wp-content/uploads/2011/08/15rupee11.jpg&sa=X&ei=_QkBUPKyHYTTrQfFmv2HBg&ved=0CAwQ8wc&usg=AFQjCNFIkGTBKJ73fpdzzmU6YYa9LPWFeQ] 50,000 then only [image: http://www.google.co.in/url?source=imglanding&ct=img&q=http://rightyaleft.com/wp-content/uploads/2011/08/15rupee11.jpg&sa=X&ei=_QkBUPKyHYTTrQfFmv2HBg&ved=0CAwQ8wc&usg=AFQjCNFIkGTBKJ73fpdzzmU6YYa9LPWFeQ] 25,000 will be deducted as drawings from proprietor’s capital.
2	Money Measurement concept / Money measurement:
		There is a need to express transactions in common unit of measurement, Every transaction is recorded in terms of money. In India all the accountants use only Indian currency i.e. ‘Rupee’ ([image: http://www.google.co.in/url?source=imglanding&ct=img&q=http://rightyaleft.com/wp-content/uploads/2011/08/15rupee11.jpg&sa=X&ei=_QkBUPKyHYTTrQfFmv2HBg&ved=0CAwQ8wc&usg=AFQjCNFIkGTBKJ73fpdzzmU6YYa9LPWFeQ] ) Because of this concept only monetary items are recorded.
		In accounting, everything is recorded in terms of money. Events or transactions, which can not be expressed in terms of money, are not recorded in the books of accounts, even if they are very important or useful for the business. Purchase and sale of goods, payment of expenses and receipt of income are monetary transactions which find place in accounting. Death of executive, resignation of a manager are the events which can not be expressed in money. Thus, they are not recorded in the books of accounts.
	e.g.  A businessman owns following properties;
	Land 2000 Sq. Mtrs. Cost [image: http://www.google.co.in/url?source=imglanding&ct=img&q=http://rightyaleft.com/wp-content/uploads/2011/08/15rupee11.jpg&sa=X&ei=_QkBUPKyHYTTrQfFmv2HBg&ved=0CAwQ8wc&usg=AFQjCNFIkGTBKJ73fpdzzmU6YYa9LPWFeQ] 5,00,000, Building 40 Rooms, Cost [image: http://www.google.co.in/url?source=imglanding&ct=img&q=http://rightyaleft.com/wp-content/uploads/2011/08/15rupee11.jpg&sa=X&ei=_QkBUPKyHYTTrQfFmv2HBg&ved=0CAwQ8wc&usg=AFQjCNFIkGTBKJ73fpdzzmU6YYa9LPWFeQ] 9,00,000, 
	Raw Material 8 Tonnes, Cost [image: http://www.google.co.in/url?source=imglanding&ct=img&q=http://rightyaleft.com/wp-content/uploads/2011/08/15rupee11.jpg&sa=X&ei=_QkBUPKyHYTTrQfFmv2HBg&ved=0CAwQ8wc&usg=AFQjCNFIkGTBKJ73fpdzzmU6YYa9LPWFeQ] 4,00,000
	Here total assets will be recorded by common unit of money measurement and will be valued at [image: http://www.google.co.in/url?source=imglanding&ct=img&q=http://rightyaleft.com/wp-content/uploads/2011/08/15rupee11.jpg&sa=X&ei=_QkBUPKyHYTTrQfFmv2HBg&ved=0CAwQ8wc&usg=AFQjCNFIkGTBKJ73fpdzzmU6YYa9LPWFeQ] 18,00,000 in the books of accounts.
3	Cost concept:
	This concept does not recognise the realisable value, the replacement value or the real worth of an asset. Thus, as per cost concept. 
a)	An asset is ordinarily recorded at the price paid to acquired (got/purchased) it i.e. At its cost, and 
b)	This cost is the basis for all subsequent accounting for the asset.
		For Example: If a plot of land is purchased for [image: http://www.google.co.in/url?source=imglanding&ct=img&q=http://rightyaleft.com/wp-content/uploads/2011/08/15rupee11.jpg&sa=X&ei=_QkBUPKyHYTTrQfFmv2HBg&ved=0CAwQ8wc&usg=AFQjCNFIkGTBKJ73fpdzzmU6YYa9LPWFeQ] 1,00,000 & It is recorded in the books at [image: http://www.google.co.in/url?source=imglanding&ct=img&q=http://rightyaleft.com/wp-content/uploads/2011/08/15rupee11.jpg&sa=X&ei=_QkBUPKyHYTTrQfFmv2HBg&ved=0CAwQ8wc&usg=AFQjCNFIkGTBKJ73fpdzzmU6YYa9LPWFeQ] 1,00,000. In case market value goes to [image: http://www.google.co.in/url?source=imglanding&ct=img&q=http://rightyaleft.com/wp-content/uploads/2011/08/15rupee11.jpg&sa=X&ei=_QkBUPKyHYTTrQfFmv2HBg&ved=0CAwQ8wc&usg=AFQjCNFIkGTBKJ73fpdzzmU6YYa9LPWFeQ] 2,00,000 or [image: http://www.google.co.in/url?source=imglanding&ct=img&q=http://rightyaleft.com/wp-content/uploads/2011/08/15rupee11.jpg&sa=X&ei=_QkBUPKyHYTTrQfFmv2HBg&ved=0CAwQ8wc&usg=AFQjCNFIkGTBKJ73fpdzzmU6YYa9LPWFeQ] 60,000 it will not be considered.
4	Going concern concept / Going concern:
		It is the basic assumption that business will continue for a quite long time, it will go on and on and will not be closed down or stopped for a quite long time. Business is not to be closed at its early stage but should give a long life. This principle helps may investors to invest, many suppliers to give credit, many workers or employees to give services.
	e.g. A stall for marketing of any product or introduction of new product of any business has to be closed immediately after the exhibition is over. But once the business is set up, it continues for a long time.
5	Realisation concept / Realisation:
		Income is recorded only when it is realized i.e. either it is received or earned. Revenues are recorded only when sale are affected or the services are rendered. Sales revenues are considered as recognized when sales are effected during the accounting period irrespective of the fact whether cash is received or not.
	e.g. 
i)	A company gets an order for sale of goods [image: http://www.google.co.in/url?source=imglanding&ct=img&q=http://rightyaleft.com/wp-content/uploads/2011/08/15rupee11.jpg&sa=X&ei=_QkBUPKyHYTTrQfFmv2HBg&ved=0CAwQ8wc&usg=AFQjCNFIkGTBKJ73fpdzzmU6YYa9LPWFeQ] 1,00,000/- in May 2011 goods of only [image: http://www.google.co.in/url?source=imglanding&ct=img&q=http://rightyaleft.com/wp-content/uploads/2011/08/15rupee11.jpg&sa=X&ei=_QkBUPKyHYTTrQfFmv2HBg&ved=0CAwQ8wc&usg=AFQjCNFIkGTBKJ73fpdzzmU6YYa9LPWFeQ] 60,000/- are sold and delivered  in June 2011. Cash is received for [image: http://www.google.co.in/url?source=imglanding&ct=img&q=http://rightyaleft.com/wp-content/uploads/2011/08/15rupee11.jpg&sa=X&ei=_QkBUPKyHYTTrQfFmv2HBg&ved=0CAwQ8wc&usg=AFQjCNFIkGTBKJ73fpdzzmU6YYa9LPWFeQ] 60,000/- in Sept., 2011. As per the principle of realisation, sale is to be recorded in June 2011.
ii)	A businessman purchased 2 washing machines from manufacturers for [image: http://www.google.co.in/url?source=imglanding&ct=img&q=http://rightyaleft.com/wp-content/uploads/2011/08/15rupee11.jpg&sa=X&ei=_QkBUPKyHYTTrQfFmv2HBg&ved=0CAwQ8wc&usg=AFQjCNFIkGTBKJ73fpdzzmU6YYa9LPWFeQ] 15,000/- each. One out of two is sold for [image: http://www.google.co.in/url?source=imglanding&ct=img&q=http://rightyaleft.com/wp-content/uploads/2011/08/15rupee11.jpg&sa=X&ei=_QkBUPKyHYTTrQfFmv2HBg&ved=0CAwQ8wc&usg=AFQjCNFIkGTBKJ73fpdzzmU6YYa9LPWFeQ] 17,000/- and earned a profit of [image: http://www.google.co.in/url?source=imglanding&ct=img&q=http://rightyaleft.com/wp-content/uploads/2011/08/15rupee11.jpg&sa=X&ei=_QkBUPKyHYTTrQfFmv2HBg&ved=0CAwQ8wc&usg=AFQjCNFIkGTBKJ73fpdzzmU6YYa9LPWFeQ] 2000/-. The other one is not sold out then he can’t anticipate and record a profit of [image: http://www.google.co.in/url?source=imglanding&ct=img&q=http://rightyaleft.com/wp-content/uploads/2011/08/15rupee11.jpg&sa=X&ei=_QkBUPKyHYTTrQfFmv2HBg&ved=0CAwQ8wc&usg=AFQjCNFIkGTBKJ73fpdzzmU6YYa9LPWFeQ] 2000/- on the second machine unless and until a sale is realised.
iii)	Money received in advance along with an order is not treated as revenue until the goods are dispatched & sold or services are rendered.
iv)	Similarly, until the asset is sold, appreciation in value of the asset is not to be considered. E.g. land is purchased for [image: http://www.google.co.in/url?source=imglanding&ct=img&q=http://rightyaleft.com/wp-content/uploads/2011/08/15rupee11.jpg&sa=X&ei=_QkBUPKyHYTTrQfFmv2HBg&ved=0CAwQ8wc&usg=AFQjCNFIkGTBKJ73fpdzzmU6YYa9LPWFeQ] 50,000 in 1989 and after one year if the market price increases to [image: http://www.google.co.in/url?source=imglanding&ct=img&q=http://rightyaleft.com/wp-content/uploads/2011/08/15rupee11.jpg&sa=X&ei=_QkBUPKyHYTTrQfFmv2HBg&ved=0CAwQ8wc&usg=AFQjCNFIkGTBKJ73fpdzzmU6YYa9LPWFeQ] 70,000, then [image: http://www.google.co.in/url?source=imglanding&ct=img&q=http://rightyaleft.com/wp-content/uploads/2011/08/15rupee11.jpg&sa=X&ei=_QkBUPKyHYTTrQfFmv2HBg&ved=0CAwQ8wc&usg=AFQjCNFIkGTBKJ73fpdzzmU6YYa9LPWFeQ] 20,000 which is appreciation on land should not be considered.
6	Accrual Concept / Accrual:
		It implies recording of revenues (Incomes) and expenses of a particular accounting period, whether they are received or paid in cash or not. Income is recorded when it accrues (earned) and expenses are recorded when they accrue (become payable) All expenses and revenues related to the accounting period are to be considered irrespective of the fact, the revenues (Incomes) are received in cash or not or expenses are paid in cash or not. Outstanding expenses & outstanding incomes are entered in the books of Account due to accrual concept.
	e.g.  A company invested [image: http://www.google.co.in/url?source=imglanding&ct=img&q=http://rightyaleft.com/wp-content/uploads/2011/08/15rupee11.jpg&sa=X&ei=_QkBUPKyHYTTrQfFmv2HBg&ved=0CAwQ8wc&usg=AFQjCNFIkGTBKJ73fpdzzmU6YYa9LPWFeQ] 2,00,000 with a bank for one year on 1st July, 2009, Bank has to pay interest at 10% p.a. on it maturity i.e. 30th June, 2010. As per principal of accrual Interest of 6 months is [image: http://www.google.co.in/url?source=imglanding&ct=img&q=http://rightyaleft.com/wp-content/uploads/2011/08/15rupee11.jpg&sa=X&ei=_QkBUPKyHYTTrQfFmv2HBg&ved=0CAwQ8wc&usg=AFQjCNFIkGTBKJ73fpdzzmU6YYa9LPWFeQ] 10,000  to be shown in income statement as Interest receivable during financial year 1/1/2009 to 31/12/2009.
7	Dual Aspect Concept / Dual Aspect:
		Every business transaction has two effects and involves exchange of benefits. Benefit received and benefit given both the aspects should be recorded in the books. The system which records such dual aspects in the books is known as Double Entry System.
		This principle also considered as the concept of debit & credit. The account where the benefit comes in is debited and the account where benefit goes out is credited.
	e.g.: A proprietor invested [image: http://www.google.co.in/url?source=imglanding&ct=img&q=http://rightyaleft.com/wp-content/uploads/2011/08/15rupee11.jpg&sa=X&ei=_QkBUPKyHYTTrQfFmv2HBg&ved=0CAwQ8wc&usg=AFQjCNFIkGTBKJ73fpdzzmU6YYa9LPWFeQ] 1,00,000 into the business. At one side business gets asset (Cash) [image: http://www.google.co.in/url?source=imglanding&ct=img&q=http://rightyaleft.com/wp-content/uploads/2011/08/15rupee11.jpg&sa=X&ei=_QkBUPKyHYTTrQfFmv2HBg&ved=0CAwQ8wc&usg=AFQjCNFIkGTBKJ73fpdzzmU6YYa9LPWFeQ] 1,00,000/- and the other side business owes [image: http://www.google.co.in/url?source=imglanding&ct=img&q=http://rightyaleft.com/wp-content/uploads/2011/08/15rupee11.jpg&sa=X&ei=_QkBUPKyHYTTrQfFmv2HBg&ved=0CAwQ8wc&usg=AFQjCNFIkGTBKJ73fpdzzmU6YYa9LPWFeQ] 1,00,000/- as capital to the proprietor. Thus all the debit in the ledger will be equal to all the credits.
8	Revenue Recognition principle:
		This principle is mainly concerned with the revenue, being recognised in the Income Statement of an organization. Revenue is the gross inflow of cash receivables or other considerations arising in the course of ordinary activities.
	e.g. Sale of goods, rendering of services and use of resources by other, yielding interest, royalties and dividends. It excludes the amount collected on behalf of third parties such as certain taxes. In an agency relationship the revenue is the amount of commission and not the gross inflow of cash receivable or other consideration. Revenue is recognized in the period in which it is earned irrespective of the fact whether it is received or not received during that period.
9	Matching Concept / Matching Principle:
		This concept is very important for determination of profit or loss correctly. According to this concept, the profit of the business is calculated by matching total revenue earned during the year with total expenses incurred during the same period. The difference between the two represents profit or loss. Excess of revenue over expenses is profit while Excess of expenses over revenue is a loss.
	Following points should be considered
i)	Any expenses payable for the period should be considered & added to expense.
ii)	Any prepaid expenses should be deducted from expenses paid.
iii)	Income receivable should be added to the revenue (Income).
iv)	Income received in advance should be deducted from the revenue.	
	For example:
	If a broker has received commission of [image: http://www.google.co.in/url?source=imglanding&ct=img&q=http://rightyaleft.com/wp-content/uploads/2011/08/15rupee11.jpg&sa=X&ei=_QkBUPKyHYTTrQfFmv2HBg&ved=0CAwQ8wc&usg=AFQjCNFIkGTBKJ73fpdzzmU6YYa9LPWFeQ]10,000. Here, [image: http://www.google.co.in/url?source=imglanding&ct=img&q=http://rightyaleft.com/wp-content/uploads/2011/08/15rupee11.jpg&sa=X&ei=_QkBUPKyHYTTrQfFmv2HBg&ved=0CAwQ8wc&usg=AFQjCNFIkGTBKJ73fpdzzmU6YYa9LPWFeQ]10,000 can not be        considered as his profit. He must deduct expenses incurred by him to earn this          commission. If he has spent [image: http://www.google.co.in/url?source=imglanding&ct=img&q=http://rightyaleft.com/wp-content/uploads/2011/08/15rupee11.jpg&sa=X&ei=_QkBUPKyHYTTrQfFmv2HBg&ved=0CAwQ8wc&usg=AFQjCNFIkGTBKJ73fpdzzmU6YYa9LPWFeQ] 200 on travelling, [image: http://www.google.co.in/url?source=imglanding&ct=img&q=http://rightyaleft.com/wp-content/uploads/2011/08/15rupee11.jpg&sa=X&ei=_QkBUPKyHYTTrQfFmv2HBg&ved=0CAwQ8wc&usg=AFQjCNFIkGTBKJ73fpdzzmU6YYa9LPWFeQ] 300 on stationery and [image: http://www.google.co.in/url?source=imglanding&ct=img&q=http://rightyaleft.com/wp-content/uploads/2011/08/15rupee11.jpg&sa=X&ei=_QkBUPKyHYTTrQfFmv2HBg&ved=0CAwQ8wc&usg=AFQjCNFIkGTBKJ73fpdzzmU6YYa9LPWFeQ] 500 on advertisement then his real profit will be as shown below:
	
	
	[image: http://www.google.co.in/url?source=imglanding&ct=img&q=http://rightyaleft.com/wp-content/uploads/2011/08/15rupee11.jpg&sa=X&ei=_QkBUPKyHYTTrQfFmv2HBg&ved=0CAwQ8wc&usg=AFQjCNFIkGTBKJ73fpdzzmU6YYa9LPWFeQ]

	Commission Received (Income/Revenue)
	
	10,000

	Less:
	Expenses
	
	

	
	1.
	Travelling
	200
	

	
	2.
	Stationery
	300
	

	
	3.
	Advertisement
	500
	(1,000)

	Real Profit
	
	9,000


	In the above case his revenue [image: http://www.google.co.in/url?source=imglanding&ct=img&q=http://rightyaleft.com/wp-content/uploads/2011/08/15rupee11.jpg&sa=X&ei=_QkBUPKyHYTTrQfFmv2HBg&ved=0CAwQ8wc&usg=AFQjCNFIkGTBKJ73fpdzzmU6YYa9LPWFeQ] 10,000 are matched with his expenses of [image: http://www.google.co.in/url?source=imglanding&ct=img&q=http://rightyaleft.com/wp-content/uploads/2011/08/15rupee11.jpg&sa=X&ei=_QkBUPKyHYTTrQfFmv2HBg&ved=0CAwQ8wc&usg=AFQjCNFIkGTBKJ73fpdzzmU6YYa9LPWFeQ] 1,000.
10	Accounting period concept:
		A business organisation is a going concern. It has continuous life. The correct results cannot be ascertained unless the business is closed down. The proprietor cannot wait indefinitely till the closure of business to know the financial results. Hence, the life span of an organisation is divided into the periods of 12 months which is known as accounting year or accounting period. It is also known as fiscal or financial year. It is essential to measure financial health of an organisation periodically to enable the stakeholders to take right decision. Hence, financial results are ascertained every year. All the organisations therefore, prepare financial statements every year.
11	Objective evidence concept:
		According to this concept all accounting transactions must be supported by proper documentary (paper) evidence. This document includes bills, contracts, pass book, copy of receipt, vouchers etc. This documentary evidence helps the auditor (C.A.) to check the entries in the books of account with their supporting papers. Thus, for each and every entry in the books of account there should be documentary evidence. Similarly, for each and every documentary evidence of monetary nature there should be entry in the books of account.




· ACCOUNTING CONVENTIONS
	Meaning of Accounting Conventions
		Dictionary meaning of convention is behaviour and attitudes that most people in a society considered to be normal and right. Accordingly, accounting conventions refer to rules which have common acceptance and agreement in accountancy. In other words, customs or traditions which guide or direct the preparation of accounts are called accounting conventions. In this sense, accounting conventions and accounting concept are synonymous. In short, accounting conventions means customs or traditions which are followed years together to prepare accounts of the business concern. 
		An accounting convention may be defined as a custom or generally accepted practice which is adopted either by general agreement or common consent among accountants.
	Difference between concepts & conventions
	Following is the difference between concepts and conventions:
1	Concepts are established by law whereas conventions are guidelines based upon customs or usage.
2	In adoption of concepts, there is no role of personal judgment where as conventions adoption is affected by personal Judgment.
3	Accounting concepts are adopted in different enterprises to bring uniformity. There cannot be uniformity in adoption of accounting conventions by different enterprises.
	Different Accounting Conventions are as follows:
1	Convention of Disclosure / Disclosure / full Disclosure:
		The accounts must disclose all material (important) information. The accounting reports should disclose full and fair information to the related parties. The financial position and performance should be disclosed very honestly to all the users. The financial position means the Balance Sheet of the business and financial performance means business results in terms of profits or losses and income and expenses in profit and loss account.
		All the information disclosed should be relevant, reliable, comparable and understood by all the concerned authorities.
		This accounting convention is more relevant or made applicable to a joint stock company where there is separation of ownership and management. As per the provisions of companies act, 1956, financial statement and report prepared by the company must give a true and fair view of the state of affairs of the company.
	Note: Full disclosure does not mean all small points which should be discussed and mentioned like purchase of motor car, its number, colour, which company, with or without carrier, etc.
2	Convention of Materiality / Materiality:
		Material means important. The accountant should attach importance to material (important) details and ignore insignificant (unimportant) details. If this is not done accounts will be overburdened with minute (small) details. As per the American Accounting Association, “an item should be regarded as material, if there is a reason to believe that knowledge of it would influence the decision of informed investor.” Therefore, keeping the convention of materiality in view, unimportant items are either left out or merged with other items or shown as foot notes.
	Note: However, an item may be material for one purpose but immaterial for another, material for one concern but immaterial for another, or material for one year but immaterial for next year.
3	Convention of consistency / consistency concept:
		Any policy adopted for accounting should be continuous or consistent throughout the business and it need not be changed generally unless and until circumstances demand. However it does not stop any improvement of new techniques. But that should be disclosed with a note.
		For instance, there are several methods of depreciation, to charge depreciation on fixed assets. Once particular method of depreciation is adopted to charge depreciation on fixed assets, it should be followed consistently for years together.
	The convention of consistency has the following advantages:
	i)	It ensures comparability of financial statements of different years.
	ii)	It eliminates an element of uncertainty regarding the accounting procedure to be followed.
	iii)	It also eliminates the element of any personal bias regarding preparation of accounts and accounting reports.
4	Convention of Conservatism:
		It refers to the policy of ‘playing safe’. As per this convention all prospective (possible & expected) losses are taken into consideration but not all prospective (possible & expected) profits.  In other words anticipate no profit but provide for all possible losses. 
		Under this convention if there are two figures representing losses or liabilities, then the higher one must be selected and on the other side, if there are two figures representing profit or assets, then the lower one should be selected. In short conservatism means to follow the safe side.
		However, this convention is being criticised on the ground that it goes not only against the convention of full disclosure but also against the concept of matching costs and revenues. It encourages creation of secret reserves by making excess provision for depreciation, bad and doubtful debts etc. The Income statement shows a lower net income and the Balance sheet overstates the liabilities and understates the assets.
	Following are the examples of application of conservatism
i)	Making provision for doubtful debts and discount on debtors. 
ii)	Not providing for discount on creditors.
iii)	Valuing stock in trade at cost or market price whichever is less.
iv)	Creating provision against fluctuations in the price of Investments.
v)	Showing Joint Life Policy at surrender value and not at the paid up value.
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