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In the field of accounting, there are four main conventions in practice: 

1. Conservatism. When a transaction presents two values, the lower-value 
transaction is recorded (or choosing an alternative which results in higher 
expense or lower income). Under uncertain situations, accountants should 
make careful estimations VXFK� WKDW� ³DVVHts or income are not overstated,´ 
DQG�³OLDELOLWLHV�or expenses are not understated.´  
 

2. Consistency. The same accounting principles, process and methods should 
be used by an enterprise across accounting periods. This helps generate 
more reliable comparison charts between two periods since, for example, the 
same standards are applied to calculate the net income.  

 

3. Materiality. All facts which are material to the enterprise should be 
UHFRUGHG�LQ�WKH�DFFRXQWLQJ�ERRNV��³,I�WKLV�LWHP�LV�PLVVWDWHG�RU�QRW�LQFOXGHG�LQ�
the fiQDQFLDO�VWDWHPHQWV��ZRXOG�LW�DIIHFW�WKH�HFRQRPLF�GHFLVLRQV�RI�XVHUV"´�,I�
the answer is YES, then the item is considered material.  

 

4. Full disclosure. Accountants should include in the financial statements all 
information (both favorable and not favorable to an enterprise) that may 
affect how a user understands them. 

 

Exercise: Two million pesos is given as a charitable contribution to an orphanage.  

a. If the donor is a medium-sized general merchandising store, is the amount 
material? Why? 

b. If the donor is a multinational company which earns billions of pesos every 
year, is the amount material? Why? 
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