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2. Money Measurement Concept

Accounting records only those transactions or events which can be measured in terms of
money and money means currency of the country, e.g. in India it is Rupee, in USA it is Dollar,
etc. In other words, any event or transaction which cannot be expressed in terms of money is
not recorded in the account books. For example, purchase of furniture, sale of goods, payment of
wages and salaries, loss of goods by fire accident, etc. are all recorded in the account books
because these can be expressed in terms of money. But there may be some events which are very
important for the business enterprises but cannot be measured or expressed in money terms, and
therefore, are not recorded in the books of account. For example, if the general health of the
executive chairman of the company has suddenly deteriorated, if the company has improved the
quality of its products, if the company has devised a new sales promotion policy, these cannot be
expressed in terms of money and thus are not recorded in the books even though there events

have financial implications.
The money measurement concept puts a serious handicap on the utility of accounting records
and the users of accounting information should be aware that they do not get a complete picture

of the business events.
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1. Convention of Consistency

In accounting, varied procedures and methods prevail for
recording the same transaction or event. This convention of
consistency ensures that the same accounting method or
procedure will be followed for similar items year after year. This ;
helps to achieve comparability of the financial statements of an | ® COTservation
enterprise over the time. For example, depreciation on fixed | ® Materality
assets may be provided by straight line method or written down |[° Full disclosure
value method or any other method. Each method has its own
merits and demerits. The consistency convention requires that once a company has decided on one
of these methods, it should treat the same event in all subsequent transactions in the same
fashion. For example, if a company has adopted written down value method of depreciation, the
same method must be used in all subsequent years and the method of depreciation should not be
changed from year to year. If frequent changes are made in the manner of handling a given class
of transactions in the accounting records, comparison of accounting figures of one period with
that of the other period becomes difficult.

This convention does not imply that once a particular method of accounting has been
adopted then it cannot be changed. As stated earlier that accounting is a social science and
therefore, desirable changes can be made in it once in a while whenever the circumstances so
demand but not every now and then. Changes in accounting policy can also be made to comply
with the provisions of law and also to make accounts in accordance with the Accounting
Standards.

Accounting Conventions
e Consistency




2. Convention of Conservatism (Prudence Convention)

Prudence means policy of playing safe and avoiding risks. Convention of conservatism implies
financial prudence. This convention requires that while preparing accounts and computing profit/
loss, the accountant should take into account the prospective or likely future losses but should
ignore prospective profits. Convention of conservatism is often stated as, “Anticipate no profits
but provide for all probable losses”. This convention makes provision for anticipated future loses
but no provision is made for unrealized future profits. This means that this convention makes
early recognition of unfavourable events so as to play safe. For example, valuation of inventory is
at ‘cost or market price, whichever is less’. This means that when value of inventory goes down in
market, the inventory value would be written off to the extent of reduction in value. But if
market value of inventory increases, the increase would not be recorded unless the profit is
actually realised by selling the stocks. Examples of the use of this convention are:












