GAAP

1. The Business Entity Concept

The Business Entity Concept provides that the accounting for a business or organization be kept separate from the personal affairs of its owner, or from any other business or organization. This means that the owner of a business should not place any personal assets on the business Balance Sheet. The Balance Sheet of the business must reflect the financial position of the business alone.

2. The Principle of Consistency

In the preparation of financial statements, the same accounting principles are applied in the same way in each accounting period.

3. The Going-Concern Concept

The Going-Concern Concept assumes that a business will continue to operate and have a long life. This means that the business will not cease to operate immediately after commencing business. The assets belonging to a business that is alive and well are relatively easy to value.

4. The Principle of Conservatism

The Principle of Conservatism provides that accounting for a business should be fair and reasonable. Accountants are required in their work to make evaluations and estimates, to deliver opinions, and to select procedures. They should do so in a way that neither overstates nor understates the affairs of the business or the results of operation. 

5. The Principle of Objectivity

The Principle of Objectivity states that accounting will be recorded on the basis of objective evidence. Objective evidence means that different people looking at the evidence will arrive at the same values for the transaction. Simply put, this means that accounting entries will be based on fact and not on personal opinions or feelings.

6. The Time Period Concept

The Time Period Concept says that accounting takes place over specific time periods known as fiscal periods. These fiscal periods are of equal length, and are used when measuring the financial progress of a business.

7. The Matching Principle

The Matching Principle states that each expense item related to revenue earned must be recorded in the same accounting period as the revenue it helped to earn. If this is not done, the financial statements will not measure the results of operations fairly.

8. The Cost Principle

The Cost Principle states that the accounting for purchases must be at their cost price. This is the figure that appears on the source document for the transaction in almost all cases. There is no place for guesswork or wishful thinking when accounting for purchases. The value recorded in the accounts for an asset is not changed later if the market value of the asset changes. It would take an entirely new transaction based on new objective evidence to change the original value of an asset.

9. The Full Disclosure Principle

The full Disclosure Principle states that any and all information that affects the full understanding of a company’s financial statements must be included with the financial statements. Some items may not affect the ledger accounts directly. These would be included in the form of accompanying notes. Examples of such items are outstanding lawsuits, tax disputes, and company takeovers.

