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FINANCIALACCOUNTING

MeaningandDefinitionofFinancialAccounting

Accountisa summaryofrelevantbusinesstransactionsatone place relating to a person,asset,
expenseorrevenuenamedintheheading.Anaccountisabriefhistoryoffinancialtransactionsofa
particularpersonoritem.Anaccounthastwosidescalleddebitsideandcreditside.

Accountingincludesthepresentationandinterpretationoftheresultsofthefinancialactivitysothat
financialperformancecanbeassessed.Accountingprovidestheeconomicinformationnecessaryfor
makinginvestmentdecisions.

AccordingtoAmericanInstituteofCertifiedPublicAccountants(AJCPA),accountingis“Theartof
recording,classifying,andsummarizinginasignificantmannerandintermsofmoney,transactions
andeventswhichare,inpart,atleast,ofafinancialcharacterandinterpretingtheresultsthereof’.

Withgreatereconomicdevelopment,themeaningoftheterm ‘accounting’graduallybecamebroader.

According to American Accounting Association (AAA),accounting is,“The process ofidentifying,
measuringandcommunicatingeconomicinformationtopermitinformedjudgmentsanddecisionsby
usersoftheinformation”.

AccordingtoR.N.Anthony,“Accountingsystem isameansofcollecting,summarizing,analyzing,and
reportinginmonetarytermstheinformationofthebusiness”.

Theabovedefinitioncontainsfouressentialcharacteristicsofaccounting:

1)Economicevents,

2)Identification,measurement,recording,classification,analyzingandcommunication,

3)Organization,and

4)Interestedusomsofinformation.

NatureofFinancialAccounting

Followingarethenatureoffinancialaccounting:

1)MonetaryTransactions:Infinancialaccountmgonlytransactionsinmonetarytermsareconsidered
Transactions not expressed in monetary terms do not find any place in financialaccounting,
howsoeverimportanttheymaybefrom businesspomtofview

2)HistoncalNature:Financialaccountmgconsidersonlythosetransactionswhichareofhistorical
naturei.e,thetransactionwhichhavealreadytakenplace.Nofuturistictransactionsfindanyplacein
fiancialaccounting,howsoeverimportanttheymaybefrom businesspointofview

3)LegalRequirement:Financialaccounting is a legalrequirementItis necessaryto maintain the
financialaccountingandpreparefinancialstatementstherefrom Itisalso obligatoryto getthese
financialstatementsaudited.

4)ExternalUse:Financialaccountingisforthosepeoplewhoarenotpartofdecisionmakingprocess
regardingtheorganizationlikeinvestors,customers,suppliers,financialinstitutionsetcThus,itisfor
externaluse

5)DisclosureofFinancialStatus:Itdisclosesthefinancialstatusandfinancialperformanceofthe
businessasawhole

6)Interim Reports:Financialstatementswhicharebasedonfinancialaccountingareinterim reports



andcannotbethefinalones.

7)FinancialAccounting Process:The process offinancialaccounting gets affected due to the’
differentaccountmgpoliciesfollowedbytheaccountantsTheseaccountingpoliciesdiffermamlyin
twoareasValuationofinventoryandCalculationofdepreciation

Book-keepingandAccounting

Book-keepingistheartofrecordingthebusinesstransactionsinasystematicandregularmanner.

AccordingtoNorthcot,“Book-keepingistheartofrecordinginthebooksofaccountsthemonetary
aspectsofcommercialandfinancialtransactions”.

Inotherwords,book-keepingmeanstheartaswellasthescienceofrecordingbusinesstransactions
underproperaccounts.

DifferencebetweenBook-KeepingandAccounting

FunctionsofFinancialAccounting

Thefunctionsoffinancialaccountingareasfollows:



1)Identifying:Identifyingthebusinesstransactionsfrom thesourcedocuments.

2)Recording:Accountingrecordsbusinesstransactionsintermsofmoney.Itisessentiallyconcerned
withensuringthatallbusinesstransactionsoffinancialnatureareproperlyrecorded.Recordingis
done in journal,which is further subdivided into subsidlaty books from the point of view of
convenience.

3)Classifying:Accounting also facilitates classification ofallbusiness transactions recorded in
journalItemsofsimilarnatureareclassifiedwiderappropnateheads.Theworkofclassificationis
doneinabookcalledthe‘Ledger’.Forexample,theexpensesmaybeclassifiedundervariousheads
like travelling,communication,printing and stationery,adveitisement,etc.Allthe entries in the
Ledgershallflow basedsontheenthespassedintheJournalTheledgeraccoupswillhelpinknowing
thetotalexpenditureundervariousheadsforagivenperiod

4)Summarizing:AccountingsummarizestheclassifiedinformationItisdoneinamanner,whichis
usefulto the internaland externalusers Internalusers interested in these inforinations are the
persons who manage the business.Externalusers ofinformation are the investors,creditors,tax
authorities,labourunions,tradeassociations,shareholders,etc

5)Analyzing:Itestablishestherelationshipbetweentheitemsoftheprofitandlossaccountandthe
balance sheet.The purpose ofanalyzing is to identif’the financialstrength and weakness ofthe
business.Itprovidesthebasisforinterpretation

6)Interpreting:Itimpliesanalyzing and interpreting thefinancialdataembodied in finalaccounts
Interpretationofthedatahelpsthemanagement,outsidersandshareholdersindecisionmaking

7)Communicating:Itisconcernedwiththetransmissionofsummarized,analyzed,andinterpreted
informationtotheuserstoenablethem tomakereasoneddecisions.


