
 

UNIT – 1 

Introduction to Financial Accounting. 

Accounting Synopsis: 

Accounting is a systematic and structured process that involves the identification, 

recording, measurement, classification, summarization, analysis, and interpretation of 

financial information within an economic entity. The primary objective of accounting 

is to provide relevant and reliable financial data about the financial position, 

performance, and cash flows of an organization. This information serves as a basis for 

making informed business decisions. 

In the accounting process: 

1. Identification: Financial transactions and events relevant to the entity are 

recognized. 

2. Recording: These transactions are systematically recorded, often using journals and 

ledgers. 

3. Measurement: Quantitative values are assigned to financial transactions, enabling 

uniform representation. 

4. Classification: Transactions are categorized into specific accounts, such as assets, 

liabilities, equity, revenue, and expenses. 

5. Summarization: Periodically, financial data is summarized into key financial 

statements, including the balance sheet, income statement, and cash flow statement. 

6. Analysis: Accountants analyze financial information to interpret trends, evaluate 

performance, and facilitate decision-making. 

7. Interpretation: The interpreted financial information provides meaningful insights 

into the financial health and operational efficiency of the organization. 

Guided by generally accepted accounting principles (GAAP) or International Financial 

Reporting Standards (IFRS), accounting ensures consistency, comparability, and transparency 

in financial reporting. The discipline of accounting is crucial for effective communication of 

financial information to stakeholders such as management, investors, creditors, regulatory 

authorities, and the public. Ultimately, accounting 

  



plays a vital role in supporting sound decision-making and maintaining the financial 

integrity of an entity. 
 

  



ACCOUNTING CONCEPTS AND CONVENTIONS. 

Accounting Concepts: 

1. Entity Concept: Treats the business as a distinct economic entity separate from its 

owners, ensuring separation of personal and business transactions. 

2. Going Concern Concept: Assumes the business will continue operating indefinitely, 

allowing for long-term financial planning and reporting. 

3. Money Measurement Concept: Only transactions measurable in monetary terms 

are recorded, simplifying complex economic activities. 

4. Cost Concept: Assets are initially recorded at historical cost, providing a reliable 

basis for accounting, with subsequent depreciation or impairment. 

5. Dual Aspect Concept: Every transaction has two aspects (debit and credit), 

maintaining the accounting equation's balance (Assets = Liabilities + Equity). 

6. Matching Concept: Matches expenses with related revenues in the period incurred, 

reflecting the economic reality of transactions. 

7. Accrual Concept: Recognizes revenues and expenses when earned or incurred, 

enhancing the accuracy of financial statements. 

Accounting Conventions: 

1. Conservatism Convention: Prefers methods that are less likely to overstate assets or 

income, contributing to prudence in financial reporting. 

2. Consistency Convention: Advocates the consistent application of chosen 

accounting methods over time, ensuring comparability across periods. 

3. Materiality Convention: Focuses on disclosing material information that could 

impact decision-making, emphasizing relevance in financial reporting. 

4. Full Disclosure Convention: Requires comprehensive disclosure of all material 

information in financial statements and notes, promoting transparency. 

5. Matching Convention: Supports the matching concept by aligning expenses with 

the revenues they generate, enhancing accuracy in the income statement. 

Understanding and adhering to these concepts and conventions is essential for 

maintaining consistency, transparency, and reliability in financial reporting. They form 

the foundation for preparing financial statements that accurately represent an 

entity's financial position and performance, aiding stakeholders in making informed 

decisions. 

 

  



ACCOUNTING CYCLE. 

 

Accounting Cycle : 

The accounting cycle is a systematic and recurring set of steps that businesses follow 

to maintain accurate financial records and produce reliable financial statements. The 

process begins with the identification of transactions and concludes with the 

preparation of financial statements. Here's a concise overview of the key stages in 

the accounting cycle: 

1. Identification of Transactions: 

 Recognition and recording of financial transactions, including sales, purchases, 

expenses, and investments. 

2. Recording Transactions: 

 Entry of transaction details into the accounting system, often using double-

entry bookkeeping to maintain the balance between debits and credits. 

3. Posting to Ledger: 

 Transfer of transaction data from the general journal to the general ledger, 

where individual accounts for assets, liabilities, equity, revenues, and expenses 

are maintained. 

4. Trial Balance: 

 Preparation of a trial balance to ensure the total debits equal the total credits, 

serving as a preliminary check for errors. 

5. Adjusting Entries: 

 Recognition and adjustment of certain accounts, such as accrued expenses or 

prepaid items, to ensure accurate financial reporting. 

6. Adjusted Trial Balance: 

 Creation of a new trial balance after adjusting entries to confirm the continued 

equality of debits and credits. 

7. Financial Statements: 

 Generation of financial statements, including the income statement, balance 

sheet, and statement of cash flows, using the adjusted trial balance. 

8. Closing Entries: 

 Transfer of temporary account balances (e.g., revenues, expenses) to 

permanent equity accounts, resetting these accounts for the next accounting 

period. 

9. Post-Closing Trial Balance: 

 Verification that debits equal credits after closing entries, ensuring a clean 

slate for the start of the next accounting period. 

10. Reversing Entries (Optional): 



 Creation of optional reversing entries for specific adjusting entries made in the 

previous period, simplifying subsequent accounting processes. 

The accounting cycle is a continuous and essential process for organizations to 

maintain financial integrity, provide accurate financial information, and support 

decision-making by management and stakeholders. Automation through accounting 

software has streamlined many aspects of the accounting cycle, improving efficiency 

and reducing the risk of errors 
 

  



TYPES OF ACCOUNTING. 

 

Types of Accounts : 

Accounts in accounting serve as a systematic way to organize and classify financial 

transactions. They are broadly categorized into several types based on their nature 

and purpose. Here is a synopsis of the main types of accounts: 

1. Asset Accounts: 

 Represent resources owned by the business. 

 Types include Current Assets (e.g., cash, receivables) and Non-Current Assets 

(e.g., property, plant, equipment). 

2. Liability Accounts: 

 Represent obligations or debts owed by the business. 

 Types include Current Liabilities (e.g., accounts payable) and Non-Current 

Liabilities (e.g., long-term loans). 

3. Equity Accounts: 

 Reflect the residual interest of the owners in the assets after deducting 

liabilities. 

 Includes Common Stock, Retained Earnings, and additional equity accounts. 

4. Revenue Accounts: 

 Capture income generated from the primary business activities. 

 Examples include Sales Revenue, Service Revenue, and Interest Income. 

5. Expense Accounts: 

 Record the costs incurred in the process of generating revenue. 

 Common types are Rent Expense, Salaries Expense, and Utilities Expense. 

6. Contra Accounts: 

 Offset or reduce the balance of another related account. 

 Examples include Accumulated Depreciation (contra to asset accounts) and 

Allowance for Doubtful Accounts (contra to accounts receivable). 

7. Nominal Accounts: 

 Temporary accounts that capture revenues, expenses, gains, and losses. 

 Balances are closed at the end of each accounting period. 

8. Real Accounts: 

 Permanent accounts representing assets, liabilities, and equity. 

 Balances are carried forward from one accounting period to the next. 

9. Control Accounts: 

 Summarize detailed transactions from subsidiary ledgers. 

 Common examples include Accounts Receivable Control Account and 

Accounts Payable Control Account. 

10. Accrual Accounts: 



 Record transactions that have been incurred but not yet paid or received. 

 Ensure recognition of revenue or expenses in the period they are earned or 

incurred. 

11. Cash and Cash Equivalents: 

 Track liquid assets such as cash and short-term investments with high 

liquidity. 

Understanding these types of accounts is fundamental for maintaining accurate 

financial records and preparing financial statements. The classification of transactions 

into these categories helps organizations analyze their financial position, 

performance, and cash flow 
 

  



BRANCHES OF ACCOUNTING. 

1. Financial Accounting: 

 Focuses on recording, summarizing, and reporting financial transactions of an 

entity. 

 Produces financial statements (e.g., income statement, balance sheet) for 

external users like investors, creditors, and regulatory authorities. 

2. Managerial Accounting: 

 Provides internal stakeholders (management) with information for decision-

making, planning, and control. 

 Involves budgeting, cost analysis, performance evaluation, and other tools to 

assist management in strategic planning. 

3. Cost Accounting: 

 Concentrates on the analysis and allocation of costs associated with 

production or services. 

 Aids in determining the cost of goods sold, pricing strategies, and evaluating 

cost efficiency. 

4. Tax Accounting: 

 Deals with tax-related matters, ensuring compliance with tax laws and 

regulations. 

 Involves tax planning, preparation of tax returns, and advising on tax 

implications of business decisions. 

5. Auditing: 

 Independent examination of financial information to express an opinion on its 

fairness and adherence to accounting standards. 

 Includes internal auditing (within an organization) and external auditing (by 

independent auditors). 

6. Forensic Accounting: 

 Involves investigation and analysis of financial information for legal purposes, 

such as fraud detection and prevention. 

 Often used in legal disputes, litigation support, and investigative accounting. 

7. Social Accounting: 

 Focuses on the impact of business activities on society and the environment. 

 Includes the measurement and reporting of social and environmental 

performance. 

8. Governmental Accounting: 

 Pertains to accounting principles and practices for government entities, 

including municipalities and government agencies. 

 Follows specific guidelines for fund accounting and budgetary control. 

9. Nonprofit Accounting: 

 Deals with accounting for nonprofit organizations, including charities, NGOs, 

and educational institutions. 



 Emphasizes fund accounting and compliance with regulations for tax-exempt 

entities. 

10. International Accounting: 

 Addresses accounting issues on a global scale, considering differences in 

accounting standards and practices across countries. 

 Often involves adherence to International Financial Reporting Standards 

(IFRS). 

11. Project Accounting: 

 Tracks financial information related to specific projects within an organization. 

 Helps in monitoring project costs, revenues, and profitability. 

These branches cater to different needs and stakeholders, demonstrating the 

versatility of accounting in addressing various aspects of financial information 

management. Specialized areas continue to evolve as the business environment and 

regulatory landscape change 

JOUNRAL AND LEDGER TRAIL BALANCE. 

Journal, Ledger, and Trial Balance: 

1. Journal: 

 Definition: A journal is the first step in the accounting cycle where all 

financial transactions are recorded in chronological order. 

 Purpose: 

 Captures the date of the transaction. 

 Describes the accounts affected. 

 Records the amount of the transaction. 

 Provides a brief explanation or narration. 

 Format: 

 Date | Account Debit | Account Credit | Amount | Explanation 

2. Ledger: 

 Definition: A ledger is a collection of accounts, organized by account 

type (assets, liabilities, equity, revenues, expenses). 

 Purpose: 

 Summarizes all transactions related to a specific account. 

 Shows the account balance at any point in time. 

 Format: 

 Account Title (e.g., Cash) 

 Date | Journal/Reference | Debit | Credit | Balance 

3. Trial Balance: 


