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Unit:1 Basic Concept of Financial Accounting. 

 

Accounting Concepts, Conventions and Principles       

1. Money Measurement 

2.  Business Entity 

3. Dual Aspect  

4. Periodicity Concept  

5. Realization Concept  

6. Matching Concept  

7. Accrual / Cash Concept 

8.  Consistency Concept  

9. Conservatism Principle  

10. Materiality Concept 

11. Going Concern Concept  

12. Historical Cost Concept 

 

Emerging Trends in Accounting 

 

Inflation Accounting  

Creative Accounting  

Environmental Accounting  

Human Resource Accounting  

Forensic Accounting  
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MEANING & DEFINITION OF ACCOUNTING 
Accounting can be defined as a process of reporting, recording, interpreting and summarising 
economic data. The introduction of accounting helps the decision-makers of a company to make 
effective choices, by providing information on the financial status of the business. 
The American Institute of Certified Public Accountants (AICPA) had defined accounting as the 
“art of recording, classifying, and summarising 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”. 
Today, accounting is used by everyone and a good understanding of it is beneficial to all. 
Accountancy act as a language of finance. To understand accounting efficiently, it is important to 
understand the aspects of accounting. 

 Economic Events- It is a consequence of a company has to undergo when the number of 
monetary transactions is involved. Such as purchasing new machinery, transportation, 
machine installation on-site, etc. 

 Identification, Measurement, Recording, and Communication- The accounting 
system should be outlined in such a way that the right data is identified, measured, 
recorded and communicated to the right individual and at the right time. 

 Organization-In refers to the size of activities and level of a business operation. 
 Interested Users of Information- It is about communicating important financial 

information to the customers, according to which they will make the correct decision. 
 
1.2 FUNDAMENTALS OF ACCOUNTING 

 Assets- The economic value of an item which is possessed by the enterprise is referred to 
as Assets. To put it in other words, assets are those items that can be transformed into 
cash or that generates income for the enterprise shortly. It is useful in paying any 
expenses of the business entity or debt. 

 Liabilities- The economic value of an obligation or debt that is payable by the enterprise 
to other establishment or individual is referred to as liability. To put it in other words, 
liabilities are the obligations that are rising out of previous transactions, which is payable 
by the enterprise, through the assets possessed by the enterprise. 

 Owner’s Equity- Owner’s equity is one of the 3 vital segments of a sole proprietorship’s 
balance sheet and one of the main aspects of the accounting equation: Assets = Liabilities 
+ Owner’s Equity. It depicts the owner’s investment in the trade minus the owner’s 
withdrawal from the trade + the net income since the business concern commenced. 

 
 
1.3 OBJECTIVES OF ACCOUNTING 
The main objectives of accounting are: 
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To maintain a systematic record of business transactions 
 Accounting is used to maintain a systematic record of all the financial transactions in a 

book of accounts. 
 For this, all the transactions are recorded in chronological order in Journal and then 

posted to principle book i.e. Ledger. 
To ascertain profit and loss 

 Every businessman is keen to know the net results of business operations periodically. 
 To check whether the business has earned profits or incurred losses, we prepare a “Profit 

& Loss Account”. 
To determine the financial position 

 Another important objective is to determine the financial position of the business to 
check the value of assets and liabilities. 

 For this purpose, we prepare a “Balance Sheet”. 
To provide information to various users 

 Providing information to the various interested parties or stakeholders is one of the most 
important objectives of accounting. 

 It helps them in making good financial decisions. 
To assist the management 

 By analysing financial data and providing interpretations in the form of reports, 
accounting assists management in handling business operations effectively. 

 
1.4 CHARACTERISTICS OF ACCOUNTING: 
The following attributes or characteristics can be drawn from the definition of Accounting: 
(1) Identifying financial transactions and events 

 Accounting records only those transactions and events which are of financial nature. 
 So, first of all, such transactions and events are identified. 

(2) Measuring the transactions 
 Accounting measures the transactions and events in terms of money which are considered 

as a common unit. 
(3) Recording of transactions 

 Accounting involves recording the financial transactions inappropriate book of accounts 
such as Journal or Subsidiary Books. 

(4) Classifying the transactions 
 Transactions recorded in the books of original entry – Journal or Subsidiary books are 

classified and grouped according to nature and posted in separate accounts known as 
‘Ledger Accounts’. 

 
(5) Summarising the transactions 
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 It involves presenting the classified data in a manner and in the form of statements, which 
are understandable by the users. 

 It includes Trial balance, Trading Account, Profit and Loss Account and Balance Sheet. 
(6) Analysing and interpreting financial data 

 Results of the business are analyzed and interpreted so that users of financial statements 
can make a meaningful and sound judgment. 

(7) Communicating the financial data or reports to the users 
 Communicating the financial data to the users on time is the final step of Accounting so 

that they can make appropriate decisions. 
 
1.5 DIFFERENT BRANCHES OF ACCOUNTING 
The following are the main branches of accounting: 
(a) Financial accounting: 
Financial Accounting is that branch of accounting which involves identifying, measuring, 
recording, classifying, summarising the business transactions, i.e. it involves the steps from 
Identifying, Recording of transactions to Summarisation, and communicating the financial data. 
(b) Cost accounting: 
Cost Accounting is that branch of accounting which is concerned with the process of ascertaining 
and controlling the cost of products or services. 
(c) Management accounting 
Management accounting refers to that branch of accounting which is concerned with presenting 
the accounting information in such a way that helps the management in planning and controlling 
the operations of a business and in decision making. 
 
ACCOUNTING PRINCIPLES 
Obviously, if each business organisation conveys its information in its own way, we will have a 
babel of unusable financial data. 
Personal systems of accounting may have worked in the days when most companies were owned 
by sole proprietors or partners, but they do not anymore, in this era of joint stock companies. 
These companies have thousands of stakeholders who have invested millions, and they need a 
uniform, standardised system of accounting by which companies can be compared on the basis 
of their performance and value. 
Therefore, accounting principles based on certain concepts, convention, and tradition have been 
evolved by accounting authorities and regulators and are followed internationally. 
 
These principles, which serve as the rules for accounting for financial transactions and preparing 
financial statements, are known as the “Generally Accepted Accounting Principles,” or GAAP. 
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The application of the principles by accountants ensures that financial statements are both 
informative and reliable. 
It ensures that common practices and conventions are followed, and that the common rules and 
procedures are complied with. This observance of accounting principles has helped developed a 
widely understood grammar and vocabulary for recording financial statements. 
However, it should be said that just as there may be variations in the usage of a language by two 
people living in two continents, there may be minor differences in the application of accounting 
rules and procedures depending on the accountant. 
For example, two accountants may choose two equally correct methods for recording a particular 
transaction based on their own professional judgement and knowledge. 
Accounting principles are accepted as such if they are (1) objective; (2) usable in practical 
situations; (3) reliable; (4) feasible (they can be applied without incurring high costs); and (5) 
comprehensible to those with a basic knowledge of finance. 
Accounting principles involve both accounting concepts and accounting conventions. Here are 
brief explanations. 
  
1.14 ACCOUNTING CONCEPTS 

1. Business entity concept: A business and its owner should be treated separately as far as 
their financial transactions are concerned. 

2. Money measurement concept: Only business transactions that can be expressed in 
terms of money are recorded in accounting, though records of other types of transactions 
may be kept separately. 

3. Dual aspect concept: For every credit, a corresponding debit is made. The recording of a 
transaction is complete only with this dual aspect. 

4. Going concern concept: In accounting, a business is expected to continue for a fairly 
long time and carry out its commitments and obligations. This assumes that the business 
will not be forced to stop functioning and liquidate its assets at “fire-sale” prices. 

5. Cost concept: The fixed assets of a business are recorded on the basis of their original 
cost in the first year of accounting. Subsequently, these assets are recorded minus 
depreciation. No rise or fall in market price is taken into account. The concept applies 
only to fixed assets. 

6. Accounting year concept: Each business chooses a specific time period to complete a 
cycle of the accounting process—for example, monthly, quarterly, or annually—as per a 
fiscal or a calendar year. 

7. Matching concept: This principle dictates that for every entry of revenue recorded in a 
given accounting period, an equal expense entry has to be recorded for correctly 
calculating profit or loss in a given period. 
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8. Realisation concept: According to this concept, profit is recognised only when it is 
earned. An advance or fee paid is not considered a profit until the goods or services have 
been delivered to the buyer. 

  
1.15 ACCOUNTING CONVENTIONS 
There are four main conventions in practice in accounting: conservatism; consistency; full 
disclosure; and materiality. 

1. Conservatism is the convention by which, when two values of a transaction are 
available, the lower-value transaction is recorded. By this convention, profit should never 
be overestimated, and there should always be a provision for losses. 

2. Consistency prescribes the use of the same accounting principles from one period of an 
accounting cycle to the next, so that the same standards are applied to calculate profit and 
loss. 

 
3. Materiality means that all material facts should be recorded in accounting. Accountants 

should record important data and leave out insignificant information. 
Full disclosure entails the revelation of all information, both favourable and detrimental 
to a business enterprise, and which are of material value to creditors and debtors. 

What is Inflation? 

Inflation means an upward change in the prices of  goods & services of general 
consumption. 

is due to 

the fall in total supply of goods and services.Imbalance in total supply of goods & 
services. 

changes in general prices of basic commodities. 

Traditional accounting based on historical cost fails to 

match current revenue against costs that are current 

costs of purchases or depreciation are shown at historical costs, and are much below 
current levels 

Traditional accounting based on historical cost fails to 

match current revenue against costs that are current 
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state profit realistically 

as costs of purchases, depreciation are understated, reported profits are high 

Traditional accounting based on historical cost fails to 

- match current revenue against costs that are current 

- state profit realistically 

- provide adequate depreciation for replacement of assets 

depreciation is calculated on book value of assets that are way below their current 
market price. 

They are subjective 

They are based on estimation  

 They are not free from flaws 

Discussion on this subject gained momentum with the rise in the price  levels and the 
tempo died down with  the fall in inflation. 

Current Purchasing Power (CPP) 

Conversion Factor = Price index at the time of conversion 

       Price at the date of conversion 

CPP Value= Conversion Amount or Historical Value x conversion factor 
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Unit:2  - Piecemeal Distribution of cash  

 

Meaning of Piecemeal Distribution of cash • Realization of assets one by one or part by part • 
When the cash is received on realization of assets, it is distributed among the various outside 
liabilities •If cash remains it should be payable to partners in some particular order, without 

waiting for the realization of all assets of the firm. Order of 

Piecemeal distribution of cash is concerned with Systematically distribution of cash at 
the time of dissolution of Partnership 

 

Order of distribution  

• Realization expense  

• Payment of secured creditors  

• Payment of preferential creditors 

 • Payment of outside liabilities  

• Payment of Partners loan if any 

 • Payment to partners capital 

 

 

Methods of distribution of cash  

• Proportionate capital method/Excess capital Method  

• Maximum loss Method 

Proportionate capital method: In this method calculate as to whose capital is in excess as 
compared to profit sharing ratio of other partners 
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Maximum loss method •Every stage of realization of assets is considered as final realization •At 
every stage maximum loss can be ascertained •Loss is distributed among the partners in profit 
sharing ratio. 

The balance in the capital accounts and the cash available will be equal and cash is paid. 

Maximum loss method •Any partner whose apportioned loss exceeds his balances due is 
assumed for this purpose to be insolvent and his negative balance will be shared by the solvent 
partners in their capital ratio. 

This process is repeated till the negative balance is abolished 
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Unit3: Single entry 
 

A method of bookkeeping that recognizes only one side of a business transaction and 
usually consists only of a record of cash and personal accounts with debtors and creditors. 

A single entry system of bookkeeping is where the transactions of the business affect only one account, 

i.e. only one account’s value will decrease or increase based on the transaction amount. Under this 

system, a cash book is prepared that shows the payment and receipts of the cash transactions.  

Under the single entry system of bookkeeping, the cash book and personal accounts of creditors and 

debtors are maintained, and no other ledger is maintained. Every transaction of the business is recorded in 

the cash book without applying the principles of the double-entry system of bookkeeping. The nominal 

accounts and real accounts are not recognised under this system.  

Under this system, the records related to taxes paid, account payable, cash, receivables and few other 

accounts are maintained. Usually, small businesses prefer the single-entry bookkeeping system as it is 

easy to maintain and has minimum requirements.  

Advantages of a Single Entry System 

The main advantage of a single entry system is its absolute simplicity. It requires a 

minimal number of entries, and a low knowledge of accounting standards. This makes it 

easy for a non-accountant to use. In addition, it can be used to derive the profits generated 

by a business in short order. 
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Disadvantages of a Single Entry System 

The most significant problems associated with a single entry system include the following: 

 Assets. Assets are not tracked, so it is easier for them to be lost or stolen. 

 Audited financial statements. It is impossible to obtain an audit opinion on the 

financial results of a business using a single entry system; the information must be 

converted to a double entry format for an audit to even be a possibility. 

 Errors. It is much easier to make clerical errors in a single entry system, as opposed 

to the double entry system, where the debit and credit totals for separate entries to 

different accounts must match. 

 Liabilities. Liabilities are not tracked, so you need a separate system for 

determining when they are due for payment, and in what amounts. 

 Reporting. There is much less information available upon which to construct the 

financial position of a business, so management may not be fully aware of the 

performance of the firm. 

 Single entry systems are strictly used for manual accounting systems, since all 

computerized systems utilize the double entry system instead. 

 It is generally possible for a trained accountant to reconstruct a double entry-based 

set of accounts from single entry accounting records, though the time required may 

be substantial. By doing so, you can then reconstruct the balance sheet and 

statement of cash flows. 
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Unit:4 GST 

Constitution (122nd Amendment) Bill, 2014 received the assent of the President of India on 8th 

September, 2016 and became Constitution (101st Amendment) Act, 2016, which paved the way for 

introduction of GST in India. Constitution (101st Amendment) Act, 2016 was enacted on 8th September, 

2016, with following significant amendments: (a) Concurrent powers on Parliament and State 

Legislatures to make laws governing goods and services. It means there will be dual control of State and 

Central authorities for all assessees. G 

What is GST  ? 

Goods and services tax means a tax on supply of goods or services, or both, except taxes on supply of 

alcoholic liquor for human consumption (Article 366 (12A) of Constitution of India). ● GST is a value 

added tax levy on sale or service or both. ● GST is a des na on based consump on tax. ● GST offers 

comprehensive and continuous chain of tax credit. ● GST where burden borne by final consumer. ● GST 

eliminate cascading effect of tax. ● GST brings uniform tax structure all over India. 

ADVANTAGES OF GST 

 (a) One Nation One Tax. 

 (b) Removal of bundled indirect taxes such as VAT, CST, Service tax, CAD, SAD, and Excise.  

(c) Removal of cascading effect of taxes i.e. removes tax on tax. 

 (d) Increased ease of doing business; 

 (e) Lower cost of production, increases demand will lead to increase supply. Hence, this will ultimately 

lead to rise in the production of goods. Resultantly boost to make in India initiative.  

(f) It will boost export and manufacturing activity, generate more employment and thus increase GDP 

with gainful employment leading to substantive economic growth. 

The following deficiencies in the existing Indirect Tax Laws cause need to bring GST in India as a cure for 

ills of existing Indirect Tax regime. GST is a Cure for ills of existing Indirect Tax: The given statement is 

true. Cascading affect of tax is one of the vital cause-to-cause ill of existing Indirect Tax. It means,a tax 

that is levied on a good at each stage of the production process up to the point of being sold to the final 
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consumer. It is also known as tax on tax. One of the fundamental features of GST is the seamless flow of 

input credit across the chain (from the manufacture of goods till it is consumed) and across the country. 

Let us understand it in the following cases: 

(1) Non-integration of VAT and Service Tax causes double taxation: In the present regime, 

restaurant services provider is liable to pay VAT on sale of food and service tax on 

supply of services. There is no set-off. It means VAT is not allowed as input tax credit 

against service tax and vice versa. 

 
ONE NATION - ONE TAX 

 GST will extend to whole of India including the State of Jammu and Kashmir. On 7th July, 2017, the 
Jammu and Kashmir Goods and Services Tax Bill, 2017 was passed by the State Legislature, empowering 
the State to levy State GST on intra-state supplies with effect from 8th July, 2017. Concomitantly, the 
President of India has promulgated two ordinances, namely, the Central Goods and Services Tax 
(Extension to Jammu and Kashmir) Ordinance, 2017 and the Integrated Goods and Services Tax 
(Extension to Jammu and Kashmir) Ordinance, 2017 extending the domain of Central GST Act and the 
Integrated GST Act to the State of Jammu and Kashmir, with effect from 8th July, 2017. With this, the 
State of Jammu and Kashmir has become part of the GST regime, making GST truly a “ one nation, one 
tax” regime. 

India adopted a dual GST where tax imposed concurrently by the Central and States.  

Dual GST model SGST ● State GST ● Collected by the State Government CGST ● Central GST ● Collected 
by the Central Government IGST ● Integrated GST ● Collected by the Central Government on inter-state 
supply of Goods and Services Central Goods and Services Tax Act, 2017 (CGST): CGST levied and 
collected by Central Government. It is a revenue source to the Central Government of India, on intra-
state supplies of taxable goods or services or both. State Goods and Services Tax Act, 2017 (SGST): SGST 
levied and collected by State Governments/Union Territories with State Legislatures (namely Delhi and 
Pondicherry) on intra-state supplies of taxable goods or services or both. It is a revenue source of the 
respective State Government. Union Territory Goods and Services Tax (UTGST): UTGST levied and 
collected by Union Territories without State Legislatures, on intra-state supplies of taxable goods or 
services or both. Note: India is a Union of States. The territory of India comprises of the territories of the 
States and the Union Territories. Currently, there are 29 States and 7 Union Territories; of which, two 
(Delhi and Pondicherry) are having Legislature. 
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GST – in Union Territories without Legislature: Supplies within such Union territory, Central GST will 
apply to whole of India and hence, it would be applicable to all Union Territories, with or without 
Legislature. To replicate the law similar to State GST to Union Territories without Legislature, the 
Parliament has the powers under Article 246(4) to make such laws. Alternatively, the President of India 
may use his general powers to formulate such laws. Hence, law same as similar to State GST can be 
formulated for Union Territory without Legislature, by the Parliament. The following are Union 
Territories without Legislature:  

1. Chandigarh 

 2. Lakshadweep  

3. Daman and Diu 

 4. Dadra and Nagar Haveli 

 5. Andaman and Nicobar Islands 

 

 Integrated Goods and Services Tax Act, 2017 (IGST): IGST is a mechanism to monitor the inter-state 
trade of goods and services and ensure that the SGST component accrues to the Consumer State. It 
would maintain the integrity of ITC chain in inter-state supplies. The IGST rate would broadly be equal to 
CGST rate plus SGST rate. IGST would be levied and collected by the Central Government on all inter-
State transactions of taxable goods or services. The revenue of inter-state sales will not accrue to the 
exporting state and the exporting state will be required to transfer to the Centre the credit of 
SGST/UTGST used in payment of IGST. 

INTER-STATE VS INTRA-STATE STOCK TRANSFERS 

 Intra-state stock transfer is taxable only when entity has more than one registration in one state. For 
example, Factory located in Tamil Nadu and warehouse is also located in the same state (i.e. Tamil 
Nadu) however, registered separately under GST, transfers between them treated as supply. Hence, 
CGST plus SGST will be levied. Inter-State stock transfer is taxable. It means IGST will be levied. 


