
   Class Notes 

Class: XI 
 

Topic: Introduction to Accounting: 
Meaning, Process and Interested users in 
Accounting information. Subject: ACCOUNTANCY 

 

 

Accounting: It is a term used to describe a wide range of activities. It may be defined as the 
identifying, measuring, recording and communicating of financial information. The task of an 
accountant (one who keep the records of transactions of business) covers such diverse areas as 
measuring economic changes and conditions, recording financial transactions, reporting the results 
of financial transactions, and establishing systems for record-keeping and reporting. 

 

Definition of Accounting: 
According to AICPA( American Institute of Certified Public Accountants)” Accounting is the art of 
recording, classifying, and summarizing in a significant manner and in terms of money, transactions 
and events which are, in part at least, of financial character, and interpreting the results thereof”. 

 

The above definition of accounting describes the complete process of accounting. Here are some 
highlighted words which need to be understood before understanding the definition of accounting. 

 

Identification: It means determining what transactions to record; means to identify first, what are 
the transactions or events which are to recorded? Generally transactions having financial nature are 
to be recorded. Example: If a company purchase or sale whether on cash or credit, or pays salary or 
any other expenses, it is to be recorded in the books of account. 

 

Measurement: It means quantification of business transactions into financial terms by using 
monetary units i.e. rupee or paisa as a measuring unit. If any event which cannot be quantified in 
monetary terms, it is not considered for recording in financial accounts.  
Example: Purchase of furniture for Rs. 5,000 will be recorded where as appointment of a new 
managing director, signing of contracts are not shown on the books. 

 

Recording: Once the economic events are identified or measured in financial terms, these are 
recorded in books of account in monetary terms and in a chronological order. Recording is done in a 
manner that the necessary financial information is summarized as per well established practice and 
is made available as and when required. 

 

Classifying: It is the process of grouping the transactions of one nature at one place, in a separate 
account. This account is known as ledger. 
Example: All transactions related to purchase are recorded in a separate account called purchases, 
all transactions related to sales are recorded in a separate account called sales, etc. 

 

Summarizing: It is the process of presenting the final value of all classified account in a separate 
statement, called “Trial Balance”.  



 

Analyzing and interpreting: In Accounting, the results of the business are analyzed and interpreted so 
that user of financial statements can make a meaningful and sound judgment about the profitability 
and financial positions of the business.  

Communicating: Accounting involves communicating the financial data to the interested parties 
through annual and periodic reports. The accounting information must be provided on time so that 
decisions are taken at the appropriate time. 

 

Accounting Process:  
Based on the definitions above, the accounting process is shown below:  

Identification of Financial transactions and events; 

Measurement of transactions in terms of money; 

Recording  the financial transactions in Journal or Subsidiary Books; 

Classifying them through Ledger; 

Summarizing the transactions by preparing Trial Balance, Trading Account, Profit & Loss Account 
and Balance Sheet; 

Analyzing and Interpreting the financial data; 

Communicating the financial data to the interested parties. 

 

                                                       Interested users of Information: 

Accounting is a means by which necessary financial information about the business enterprise is 
communicated to many interested users who need financial information in order to make important 
decisions. These users can be divided into two broad categories. 

                                                        Users of Accounting Information 
 
 
  

                         

                               Internal Users                                                                         External Users 

(Chief executives, Financial Officer, Vice President, Plant Managers)       (Investors, Creditors, 
Customers etc.)                        

 

Internal users: are mainly management, who needs timely information on cost of sales, profitability 
etc. for planning, controlling and decision making.  

External users: who have limited authority, ability and resources to obtain the necessary information 
and have to rely on financial statements?  

Primarily external users are interested in the followings: 

Investors and potential investors: need information on the risks and return of investment; 

Union and employee groups: need information on the stability, profitability and distribution of 
wealth within the business. 

 



Lenders and financial institutions: need information on the credit worthiness of the company and its 
ability to repay loans and pay interest. 

Suppliers and creditors: need information on whether amounts owed will be repaid when due, and 
on the continued existence of the business. 

Customers: need information on the continued existence of the business and thus the probability of 
a continued supply of products. 

 
Government and other regulators: need information on the allocation of resources and the 
compliance to regulations;  

Competitors: need information on the relative strengths and weaknesses of their competition. 

Social responsibility groups: need information on the impact on environment and its protection. 

                                                                                                   (The content is developed from home: MKR) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 


