
CH.1INTRODUCTIONTO
ACCOUNTING

Meaningofaccounting

Accountingisthemeasurement,processingandcommunicationoffinancialinformatiinabout

businessandcorporation.Accountinghasseveralsubjectareasincludingfinancial

accounting,managementaccounting,auditingandtaxatiinetc.Itgivesinformationabout

 Resourcesavailable(assetsandliablities)

 Howtheresourceshavebeenutlized(effeciently)

 Theresultsacheivedbytheiruse(profitandloss)

Definition

Accountingisanartofrecording,classifyingandsummarizinginasignificantmannerandin

termsofmoney,transactionandeventswhichare,inpartofatleastofafinancialcharacter,

andinterpretingtheresultthereof.

(Byamericaninstituteofcertifiedpublicaccounts)

Features/charactersticsofaccounting

1.Identifyingfinancialtransaction:bytheirbills,receiptandevidenceoftransaction.

2.Measuringtheidentifiedtransaction:intermsofmoney.

3.Recording:itistheprocessofrecordingtransactioninjournal.

4.Classifying:itistheprocessofcollectingsimilartransactionatoneplace,byopening

a/cinledgerbook.



5.Summarising:itmeanspresentingthecollecteddatainamannerwhichisunder

standableandusefultointernalaswellasexternaluserofbusiness.Ex:trialbalance,

financialstatements.

6.Analysesandinterpretation:itistheprocessofreviewingandanalyzingacompany's

financialstatementtomakebettereconomicdecisions.Utisusedbyvarietyof

stakeholders,suchascreditors,public,government,equityinvestors.

7.Communicating:accountinginformationshouldbeprovidedintimetousersothatthe

decisionsaretakenatappropriatetime.

BOOKKEEPING

Itistheprocessofrecordingfinancialtranscatiininbooksofaccounts.Itinvolves:-

 Identification

 Measuring

 Recording

 Classification

Itisapartofaccountingandnarrowertermthenaccounting.

OBJECTIVESOFACCOUNTING:
 Recordoffinancialtransaction.

 Determineprofit&loss(tradingandp&la/c)

 Determinefinancialposition(balancesheet)

 Helpsinmanagement

 Communicatingaccountinginformatiintousers

 Protectingbusinessassets



FUNCTIONSOFACCOUNTING:
 Maintainingsystematicaccountingrecords(principal,concept)

 Preparationoffinancialstatement(p&l,balancesheet)

 Meetinglegalrequirements(companiesact,incometaxact)

 Communicatinginformationtousers(external&internal)

 Assistancetomanagement(decisionmaking)

LIMITATIONSOFACCOUNTING:
 Itisnotfullyexact(basedonestimation)

 Itdoesnotindicatesrealisablevalue

 Ignoresqualitativeelements(publicrelation,qualityofstaff)

 Ignoreseffectofpricelevelchanges

 Itmayleadtowindowdressing.

USERSOFACCOUNTINGINFORMATION:
1.INTERNALUSERS

2.EXTERNALUSERS

1.INTERNALUSERS:THESEARETHEUSERSWHOAREENGAGEDINDAY

TODAYACTIVITIESOFORGANISATION.THEUSERSAREASFOLLOWS:

 Owners(aboutprofit&loss)

 Management(decisionmaking)

 Employees(aboutbonus)

EXTERNALUSERS:outsidersnotengagedininternalmanagementand

activities.externalusersareasfollows:

 Banksandfinancialinstitutions(safetyandrecoveryofloan)

 Investorsandpotentialinvestors(knowaboutearningcapacity)

 Creditors(forcredit-worthiness)

 Government(fortax)



 Researchers

 Consumers(costofproduction)

 Public(employment)

QUALITATIVECHARACTERSTICSOFACCOUNTINGINFORMATION:
1.Reliablity(verifiable)

2.Relevance(releventtousers)

3.Understandability

4.Comparability


