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Generally Accepted Accounting Principles (GAAP) are the set of rules accepted by accounting bodies and finance professionals in order to provide uniformity in the accounting practices and presentation of accounting results all over the world, Generally Accepted Accounting Principles are based on certain accounting
concepts and assumptions which help financial statement to become transparent, readable and comparable, These accounting concepts help accountants to adopt consistent and appropriate accounting policies while preparing financial statement. GAAP and Accounting ConceptsFollowing are the important accounting
concepts and conventions one must know in order to understand general accounting practices all over the world.1) Separate Entity Accounting Concepts :Separate Entity Accounting concepts means that business enterprise is a separate entity with its own identity, apart from its owner. For accounting purpose, Business
enterprises and its Owners are not same. Accountants should treat a business as distinct from its owner. Financial transactions which affect the business are recorded in the business books of accounts and should not include owner’s personal transactions in the business books of accounts.2) Money Measurement
Concept :As per this concept, only those transactions which can be measured in terms of money are recorded in the books of accounts. Since money is the medium of exchange and provides a uniform way to measure the value of goods and services. Transactions that cannot be measured in terms of money are not
recorded in the books of account, even if, they affect the results of the business materially.3) Going Concern Concept :As per going concern concept it is assumed that the business will keep functioning continuously for indefinite period. While preparing financial statement, It is assumed that Business entity will continue
its operation for the foreseeable future.4) Accounting Periodicity Concept :This is also called the concept of definite accounting period. As per ‘going concern’ concept it is assumed that the business will keep functioning continuously for indefinite period. If a business lasts for indefinite period, it is not desirable to measure
its performance as well as financial position only at the end of its life. As per this concept, A financial statement should be prepared at regular intervals to ascertain performance as well as financial health of business.[adinserter block="5"]5) Accrual Accounting Concepts :As per this concept, the effects of transactions and
other events are recognised on mercantile basis. Mercantile system of accounting recognizes revenues and expenses when they are earned or incurred and not when cash or a cash equivalent is received or paid. Most Business entities maintain books of account on an accrual basis.6) Matching Concept :As per this
concept, all expenses for an accounting period are matched with the revenue of that period. The result of this matching is net profit or net loss. This concept does not concentrate on actual inflow or outflow of cash.7) Historical Cost Concept :Historical cost refers to the cost at the time of acquisition. By this concept, the
value of an asset is to be determined on the basis of acquisition cost.8) Duality Concept :As per this concept, every transaction which is recorded in the books of account has two sided effect. This concept is the base of double entry accounting system. Every transaction has two aspects:a) It increases one Asset and
decreases other Asset; b) It increases an Asset and simultaneously increases Liability; c) It decreases one Asset, increases another Asset; d) It decreases one Asset, decreases a Liability. e) It increases one Liability, decreases other Liability; f) It increases a Liability, increases an Asset; g) It decreases Liability,
increases other Liability; h) It decreases Liability, decreases an Asset.9) Realisation Concept :As per this concept, that no change should be counted unless it has materialised. Any change in value of an asset is to be recorded only when the business actually realises it.10) Conservatism Concept :As per this concept,
accountant should not anticipate income and should provide for all possible losses. When there are many alternative methods are available for valuation of an asset, an accountant should choose the method which leads to the lesser value.11) Consistency :The concept of consistency is needed when alternative methods
of accounting are equally acceptable. Example — Methods of depreciation such as written-down-value method, straight-line method, etc or Methods of valuation of inventories such as FIFO,LIFO Average cost etc. Consistency in method of accounting is important for good accounting practices.12) Materiality :According to
materiality concept, all the items having significant importance on the business entity should be disclosed in the financial statements and any insignificant or irrelevant item should not be disclosed in the financial statements. Whether item is significant or not is a matter of judgement. This concept is an exception of full
disclosure principle.Please share with your friends on social networks.Do not forget to Subscribe our YouTube channel for useful videos, Also Connect with us on Facebook, Twitter and LinkedIn. Keep Smiling, Keep Visiting and Keep Learning.Related Accounting conventions are guidelines used to help companies
determine how to record certain business transactions that have not yet been fully addressed by accounting standards. These procedures and principles are not legally binding but are generally accepted by accounting bodies. Basically, they are designed to promote consistency and help accountants overcome practical
problems that can arise when preparing financial statements. Accounting conventions are guidelines used to help companies determine how to record business transactions not yet fully covered by accounting standards. They are generally accepted by accounting bodies but are not legally binding. If an oversight
organization sets forth a guideline that addresses the same topic as the accounting convention, the accounting convention is no longer applicable. There are four widely recognized accounting conventions: conservatism, consistency, full disclosure, and materiality. Sometimes, there is not a definitive guideline in the
accounting standards that govern a specific situation. In such cases, accounting conventions can be referred to. Accounting is full of assumptions, concepts, standards, and conventions. Concepts such as relevance, reliability, materiality, and comparability are often supported by accounting conventions that help to
standardize the financial reporting process. In short, accounting conventions serve to fill in the gaps not yet addressed by accounting standards. If an oversight organization, such as the Securities and Exchange Commission (SEC) or the Financial Accounting Standards Board (FASB) sets forth a guideline that addresses
the same topic as the accounting convention, the accounting convention is no longer applicable. The scope and detail of accounting standards continue to widen, meaning that there are now fewer accounting conventions that can be used. Accounting conventions are not set in stone, either. Instead, they can evolve over
time to reflect new ideas and opinions on the best way to record transactions. Accounting conventions are important because they ensure that multiple different companies record transactions in the same way. Providing a standardized methodology makes it easier for investors to compare the financial results of different
firms, such as competing ones operating in the same sector. That said, accounting conventions are by no means flawless. They are sometimes loosely explained, presenting companies and their accountants with the opportunity to potentially bend or manipulate them to their advantage. There are four main accounting
conventions designed to assist accountants: Conservatism: Playing it safe is both an accounting principle and convention. It tells accountants to err on the side of caution when providing estimates for assets and liabilities. That means that when two values of a transaction are available, the lower one should be favored.
The general concept is to factor in the worst-case scenario of a firm’s financial future. Consistency: A company should apply the same accounting principles across different accounting cycles. Once it chooses a method it is urged to stick with it in the future, unless it has a good reason to do otherwise. Without this
convention, investors' ability to compare and assess how the company performs from one period to the next is made much more challenging. Full disclosure: Information considered potentially important and relevant must be revealed, regardless of whether it is detrimental to the company. Materiality: Like full disclosure,
this convention urges companies to lay all their cards on the table. If an item or event is material, in other words important, it should be disclosed. The idea here is that any information that could influence the decision of a person looking at the financial statement must be included. Accounting conservatism may be applied
to inventory valuation. When determining the reporting value of inventory, conservatism dictates that the lower of historical cost or replacement cost should be the monetary value. Accounting conventions also dictate that adjustments to line items should not be made for inflation or market value. This means book

value can sometimes be less than market value. For example, if a building costs $50,000 when it is purchased, it should remain on the books at $50,000, regardless of whether it is worth more now. Estimations such as uncollectible accounts receivables and casualty losses also use the conservatism convention. If a
company expects to win a litigation claim, it cannot report the gain until it meets all revenue recognition principles. However, if a litigation claim is expected to be lost, an estimated economic impact is required in the notes to the financial statements. Contingent liabilities such as royalty payments or unearned revenue are
to be disclosed, too.
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