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ACCOUNTANCY

CHAPTER1:INTRODUCTIONTOACCOUNTING

DEFINITIONOFACCOUNTING

Accountingcanbedefinedasaprocessofidentifying,recording,classifying,
summarizingandcommunicatingeconomicdata.Theintroductionofaccounting
helpsthedecision-makersofacompanytomakeeffectivechoices,byproviding
informationonthefinancialstatusofthebusiness.Today,accountingisusedby
everyoneandagoodunderstandingofitisbeneficialtoall.Accountancyactsasa
languageoffinance.

OBJECTIVESOFACCOUNTING:

1.Tomaintainasystematicrecordofbusinesstransactions

Accountingisusedtomaintainasystematicrecordofallthefinancialtransactions
inabookofaccounts.

Forthis,allthetransactionsarerecordedinchronologicalorderinJournalandthen
postedtoprinciplebooki.e.Ledger.

2.Toascertainprofitandloss

Everybusinessmaniskeentoknowthenetresultsofbusinessoperations
periodically.

Tocheckwhetherthebusinesshasearnedprofitsorincurredlosses,wepreparea
“Profit&LossAccount”.

3.Todeterminethefinancialposition

Anotherimportantobjectiveistodeterminethefinancialpositionofthebusinessto
checkthevalueofassetsandliabilities.

Forthispurpose,wepreparea“BalanceSheet”.

4.Toprovideinformationtovarioususers

Providinginformationtothevariousinterestedpartiesorstakeholdersisoneofthe
mostimportantobjectivesofaccounting.



Ithelpsthem inmakinggoodfinancialdecisions.

5.Toassistthemanagement

Byanalysingfinancialdataandprovidinginterpretationsintheform ofreports,
accountingassistsmanagementinhandlingbusinessoperationseffectively.

CHARACTERISTICSOFACCOUNTING:

Followingattributesorcharacteristicscanbedrawnfrom thedefinitionof
Accounting:

(1)Identifyingfinancialtransactionsandevents

Accountingrecordsonlythosetransactionsandeventswhichareoffinancialnature.

So,firstofall,suchtransactionsandeventsareidentified.

(2)Measuringthetransactions

Accountingmeasuresthetransactionsandeventsintermsofmoneywhichare
consideredasacommonunit.

(3)Recordingoftransactions

Accountinginvolvesrecordingthefinancialtransactionsinappropriatebookof
accountssuchasJournalorSubsidiaryBooks.

(4)Classifyingthetransactions

Transactionsrecordedinthebooksoforiginalentry–JournalorSubsidiarybooks
areclassifiedandgroupedaccordingtonatureandpostedinseparateaccounts
knownas‘LedgerAccounts’.

(5)Summarisingthetransactions

Itinvolvespresentingtheclassifieddatainamannerandintheform ofstatements,
whichareunderstandablebytheusers.

ItincludesTrialbalance,TradingAccount,ProfitandLossAccountand Balance
Sheet.

(6)Analysingandinterpretingfinancialdata

Resultsofthebusinessareanalysedandinterpretedsothatusersoffinancial
statementscanmakeameaningfulandsoundjudgment.

(7)Communicatingthefinancialdataorreportstotheusers



CommunicatingthefinancialdatatotheusersontimeisthefinalstepofAccounting
sothattheycanmakeappropriatedecisions.

STEPSOFTHEACCOUNTINGPROCESS:

(1)Identification&Recording

Forrecording,weuse‘Journal’orSubsidiaryBooks.

(2)Classificationoftransactions

Classificationmeanssegregationoftransactionsonthebasisofnatureandposting
them inaformatknownasLedgerAccount.

(3)Summarisation

ItincludespreparationofTrialBalanceand FinancialStatements.

(4)Analysis&Interpretation

Itincludesanassessmentofthefinancialreportsandmakingsomemeaningful
conclusions.

(5)Communicatinginformationtotheusers

Itincludessharingthefinancialreportsandinterpretsresultstotheusersof
financialstatements.

QUALITATIVECHARACTERISTICSOFACCOUNTINGINFORMATION

Qualitativecharacteristicsaretheattributesofaccountinginformation,which
enhanceitsunderstandabilityandusefulness:

1.Reliability: Reliabilityimpliesthattheinformationmustbefreefrom materialerror
andpersonalbias.

2.Relevance: Accountinginformationmustberelevanttothedecision-making
requirementsoftheusers.

3.Understandability: Informationshouldbedisclosedinfinancialstatementsinsuch
amannerthattheseareeasilyunderstandable.

4.Comparability: Bothintra-firm andinter-firm comparisonmustbepossibleover
differenttimeperiods.

BOOKKEEPING,ACCOUNTINGANDACCOUNTANCY.

Bookkeeping:



BookKeepingisapartofAccountinganditistheprocessofidentifying,measuring,
recordingandclassifyingthefinancialtransactions.

Accounting
Accountingisawiderconceptandactually,itbeginswhereBookKeepingends.It
includessummarizing,interpretingandcommunicatingthefinancialdatatothe
usersoffinancialstatements.

Accountancy
Accountancyreferstosystematicknowledgeoftheprinciplesandthetechniques

whichareappliedinAccounting.


