
Chapter 15: Accounting Principles and 
Concepts

Introduction
Accounting is the language of business. It allows organizations to record, 
summarize, and interpret financial data to make informed decisions. To maintain 
uniformity, consistency, and comparability in accounting practices, the discipline 
relies on a set of standardized rules known as accounting principles and 
concepts. These principles form the foundation of financial accounting and ensure 
that stakeholders—such as investors, regulators, and managers—can trust and 
understand financial information.

In this chapter, we will explore the fundamental accounting principles and 
concepts that guide the preparation of financial statements. Understanding these 
is crucial for every business professional, especially in interdisciplinary fields like 
BTech CSE, where software systems often support or automate accounting 
functions.

15.1 Meaning of Accounting Principles
Accounting principles are the rules and guidelines that companies must follow 
when reporting financial data. These principles are generally accepted and form 
the basis of Generally Accepted Accounting Principles (GAAP). They ensure the 
reliability, consistency, and comparability of financial statements across 
different organizations and time periods.

There are two major types of principles:

 Accounting Concepts (Theoretical)
 Accounting Conventions (Practical guidelines)

15.2 Need for Accounting Principles
 Uniformity: Provides consistency in the preparation and presentation of 

financial statements.



 Comparability: Enables stakeholders to compare financial statements of 
different firms.

 Transparency: Enhances trust among investors, creditors, and regulators.
 Regulatory Compliance: Ensures adherence to national and international 

accounting standards.
 Automation and Software Design: Guides how accounting modules in ERP 

systems and financial software should be structured.

15.3 Basic Accounting Concepts
1. Business Entity Concept

The business is treated as a separate entity from its owner. All financial 
transactions are recorded from the business's perspective, not the owner's.

Example: If the owner invests ₹1,00,000 in the business, it is recorded as a 
liability (Capital) from the business's point of view.

2. Money Measurement Concept

Only transactions that can be measured in monetary terms are recorded in the 
books of accounts.

Example: Employee satisfaction is not recorded, but salaries paid (in 
rupees) are.

3. Going Concern Concept

It is assumed that the business will continue its operations indefinitely unless 
stated otherwise.

This affects asset valuation and depreciation. Assets are not recorded at 
liquidation value.

4. Cost Concept

Assets are recorded at their original purchase price (historical cost), not at 
current market value.



Example: A machine bought for ₹5,00,000 is recorded at that amount even 
if its current value is ₹4,00,000.

5. Dual Aspect Concept

Every transaction has two aspects—a debit and a credit—which form the basis of 
the accounting equation:

Assets=Liabilities+Capital

6. Accounting Period Concept

Financial statements are prepared for a specific period, usually a year (fiscal or 
calendar year), known as the accounting period.

Example: April 1, 2024, to March 31, 2025 (financial year in India)

7. Matching Concept

Expenses should be recorded in the same period as the revenues they help to 
generate.

Example: If you earn revenue in March but pay commission in April, it 
should still be recorded in March.

8. Realization Concept (Revenue Recognition)

Revenue is recognized when it is earned, regardless of when cash is received.

Example: Sale made on credit in January is recognized in January, not 
when payment is received.

9. Accrual Concept

Revenues and expenses are recorded when they are earned or incurred, not 
when cash is exchanged.

Opposite of the cash basis of accounting.



10. Objectivity Concept

Accounting records must be based on objective evidence such as invoices, 
receipts, and bills—not personal opinion.

15.4 Important Accounting Conventions
1. Conservatism (Prudence)

Anticipate no profit but provide for all possible losses. Recognize expenses and 
liabilities as soon as possible, but revenues only when they are certain.

Example: Creating provision for doubtful debts even if the debt hasn’t 
defaulted yet.

2. Consistency

Once an accounting method is chosen (e.g., depreciation method), it should be 
used consistently year after year for comparability.

3. Full Disclosure

All material facts related to financial statements must be fully and clearly 
disclosed in the financial reports or footnotes.

4. Materiality

Only significant information that could influence decision-making needs to be 
disclosed.

Small, immaterial transactions may be grouped or omitted from detailed 
reporting.



15.5 Relationship Between Accounting Principles and 
Software Systems
As a CSE student, understanding these principles is crucial when:

 Designing accounting software or ERPs
 Developing audit automation systems
 Creating AI models for financial analytics
 Ensuring compliance in FinTech applications

For example:

 The accrual basis affects how a database schema should record 
transactions.

 The matching principle guides report generation for income statements.
 The dual aspect forms the core logic of ledger balancing algorithms.

15.6 Limitations of Accounting Principles
 Subjectivity: Some principles (e.g., conservatism) involve judgment.
 Historical Cost: Ignores current market values.
 Non-Monetary Information Ignored: Qualitative factors like employee 

morale are excluded.
 Changing Standards: GAAP and IFRS may evolve, requiring system updates.

Summary
Accounting principles and concepts form the backbone of financial reporting and 
analysis. They ensure consistency, reliability, and comparability in financial data. 
For BTech CSE students and software developers working in financial domains, 
understanding these principles is essential for developing robust and compliant 
financial systems. As the business world continues to integrate with technology, 
these foundational concepts remain critical in bridging accounting and IT.
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