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Fundamentals of Accounting  

 

Accounting is an ancient art as old as money itself; however the role of accounting has been changed 

with the economic development. Until recently accounting was regarded as an art of recording, 

classifying and summarizing accounting transactions. But accounting now a days regarded as a 

science activity, the function of which is to provide information for decision making purposes. 

 

                                     It includes several branches such as Financial Accounting, Cost Accounting and 

Management Accounting Accounting is the art and science of recording, classifying and summarizing 

and analyzing of financial transaction of an organization.  

 

                                   The main objective of accounting is to keep a record of financial transactions so as 

to ascertain the profit made or Loss incurred on account of carrying out the business during a 

specified period and also to know the financial position of a business as on a particular date.  

 

Objectives of Accounting 

 

 
 

 The following are the main objectives of accounting: 

 

1. To maintain the records of a business: 

 The main objective of accounting is to maintain the records of an organization in a systematic 

manner.This is known as Book-keeping.  

 

2. To ascertain Profit or Loss:  

The profit earned or Loss incurred during a specific period (usually for a period of one year) can 

be calculated from the accounting books. 



 

3. To ascertain Financial Position: 

 By preparing financial statements like Profit and Loss account and Balance sheet the financial 

position can be ascertained easily. From these statements it is possible to know the profit or loss 

and the assets owned by the firm and liabilities of the firm. 

 

4. To communicate financial information: 

 Accounting is called the language of business. It communicates the financial information to 

various interested parties 

 

 Characteristics of Accounting 

 

 Accounting has the following characteristics: 

 

 Understandability: 

                 Accounting information is to be presented in such a way that it is understandable to the 

users.  

 

 Relevance: 

 Accounting information helps the user in decision making. The information so provided is 

relevant to that particular situation. 

 

 Consistency:  

       There should be consistency in the application of accounting policies adopted by a firm.  

 

 Comparability:  

       The accounting information provided by a firm must be comparable to that of similar firms 

over a period of time.  

 

 Reliability:  

        The accounting should provide the true and fair picture of the operations of a firm.  

 

 Objectivity:  

          An important feature of accounting is that it is not biased. And the accounting reports are 

neutral.  

 

Functions of Accounting  

 

       The following are the functions of accounting: 

 

1. Recording of information: 

 Accounting is an art of recording financial facts of an organization. The information is 

recorded in various books. The books to be maintained in an organization may be purchase 

book, sales book, purchase returns book, sales returns book, cash book etc. 

 

2. Classification of data:  

The classification data means that the data of one nature is placed at one place. This is done 

in a book which is called „Ledger‟ For example Salaries, Rents, interest, Assets, Liabilities etc. 

These accounts will be opened in the ledger under various heads relating to these accounts 

and entries will be posted into these accounts.  

 

3. Making summaries: 

 Another function of financial accounting is to summarize the recorded data. The classified 

data is used to prepare final accounts i.e. profit and loss account and balance sheet.  



 

4. Dealing with financial transactions: 

 Only those transactions which can be measured in terms of money are recorded. Anything 

which can not be measured in terms of money does not form a part of financial accounting. 

 

5. Interpreting Financial Information: 

 Accounting information is modified in such a way that it is interpreted by the users for 

drawing conclusions. The users such as creditors investors, bankers shareholders are able to 

form an opinion about the profitability and financial position of the business  

 

6. Communicating Results:  

 The profitability and financial position of the organization are communicated through profit 

and loss account and balance sheet. This information is supplied at regular intervals.  

 

7. Providing Reliable Information: 

 This is done by adopting internationally accepted accounting standards for the preparation 

of accounts.  
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