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Preface

It gives us immense pleasure to introduce this new book on ‘Financial
Accounting’ to the teachers and students of First Year B.Com. – Banking & Insurance,
II Semester. The book fully covers the syllabi, as prescribed by the University of
Mumbai.

Accounting is a growing and developing subject. The accounting concepts,
procedures and techniques are also being reviewed and revised. The book plans to
give a clear exposition of the same to the students. The book is replete with
illustrations; solved as well as unsolved for the purpose 0f self-test and practice.

India today is undergoing the demolition of its rigid structures, cumbersome
rules and procedural aspects, and building a higher degree of integration with the
rest of the world. This integration, unequivocally, brings in new opportunities by
extending trade beyond the geographical boundaries of the nation. At the same
time, it presents risks. This risk management demands new set of products and
competencies.

The economic rationale behind the introduction of derivatives in any economy
is risk management and efficient price discovery. Fundamentally, derivatives are risk
management products. Worldwide, this markets are reflecting unprecedented growth
in volumes. In fact, in many countries, volumes in the underlying cash markets.

The exploitation of these products’ value generating capabilities by the market
participants requires sound understanding of product nuances and their strategic
use. This work will hopefully help readers accomplish that.

The authors thank all those enabled in realising the book in the present form
and more specifically Dr. (Mrs.) Usha Mukundan, Principal, Ramniranjan
Jhunjhunwala College, Mumbai and host of well-wishers, friends and colleagues
and the publishers, M/s. Himalaya Publishing House.

In conclusion, we invite readers’ suggestions and feedback, if any, as it would
offer us an opportunity to enrich this work further.

Dr. P. G. Gopalakrishnan
Ms. Nandini Jagannarayan
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Learning Objectives

1. To explain the meaning and nature of Financial Accounting.

2. To understand the concepts of Financial Accounting Structure.

3. To conceptualise accounting objectives and postulates.

4. To study accounting theories, principles and techniques.

5. To study the nature and scope of financial statements.

Structure:
1. Introduction

2. Meaning and Nature of Financial Accounting

3. Conceptual Framework for Financial Accounting and Reporting

4. Scope of Financial Accounting

5. Elements of the Financial Structure

6. The Accounting Objectives and Postulates

(a) Entity Postulate

(b) Going Concern Postulate

(c) Monetary Measurement Postulate

(d) Accounting Period Postulate

An Introduction to
Financial Accounting

1
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7. The Theoretical Concepts (Theories) of Accounting

(a) Proprietary Theory

(b) Entity Theory

(c) Residual Equity Theory

(d) Enterprise Theory

(e) Fund Theory

8. Basic Accounting Principles

(a) The Revenue Principle

(b) The Cost Principle

(c) The Matching Principle

(d) The Objectivity Principle

(e) The Full Disclosure Principle

9. Exceptions to the Principles

(a) Concept of Materiality

(b) Concept of Consistency

(c) Concept of Conservatism

(d) Concept of Timeliness

10. Financial Statements

11. Classification of Expenditure

12. Self Assessment Questions

13. Further Reading/References

14. Though Barrier

1. Introduction

Accounting is fascinating subject with an organised system and body of knowledge made out in
the year 1494 by Luca Pacioli in his writings “Summa”. However, there was said to be a system known
as “Bahi – Khata”(1) in India which was considered to be the pre-Pacioli Indian double-entry system of
book-keeping and accounting.

History has shown that men had resorted to the keeping of records of events from the earliest of
times. At first, it was crudely in the form of a narrative or in shape (as is the case with social accounting
and auditing world-over) for recording his monetary dealings and transactions. This was the founding of
all accounting and in its manifold we have sophisticated forms today. It is noted from the Babylonian
empire the accounting was introduced based on the figure “Sixty”. With a destruction of Babylonian
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empire, the ancient Egypt’s introduced the concept of decimal system replacing the “Sixty”. However,
the Egyptian system did not have the ability to “subtract”. They built pyramids, but subtraction evaded
them. Perhaps, that is why the book-keepers in Egypt had died as wealthy men (2). Their own accounts
showed only additions and no subtractions. From the book-keeping concepts, the concept of banking
and accounting were evolved over the centuries. As stated above, in 1494 the world had the organised
system of book-keeping and accounting.

“Most, K.(3) Writes “Luca Pacioli is considered the father of modern accounting because his
Method of Venice became the model for subsequent text books during a period of over two hundred
years.” In 1494 Luca Pacioli published his Summa, which contained two chapters describing double-
entry book keeping.

The double-entry system laid down by Pacioli was applied earlier (1563) in Europe. But in England
it began to be introduced towards the end of the nineteenth century when the growth of the corporation
and the reintroduction of income tax combined to make its virtues apparent.

2. Meaning and Nature of Financial Accounting

Financial Accounting may be defined as the process of designing and operating an information
system for collecting and recording all the transactions of an enterprise and presenting them to the
users to enable their financial/economic decision-making process. In the year 1970 American Institute
of Certified Public Accountants defined accounting with reference to the concept of Information as:

“Accounting is a service activity. Its function provide quantitative information, primarily financial in
nature, and about economic activities, that is intended to be useful in making economic decisions, in
making reasoned choices among alternative courses of action.”

Accounting of the modern world is thus not confined to collecting and recording all
transactions i.e., record keeping but is also concerned with a whole range of activities involving
strategic planning, control, decision-making, problem solving, performance measurement and evaluation,
co-ordinating and directing, auditing, tax planning, cost and management accounting, management
information system and so on.

Accounting is essentially intended to provide useful financial information about an entity and its
operations. This enables to attain the following functional requirements.

1. To record and control business transactions.

2. To maintain accuracy in recording of transactions.

3. To present final accounts to different stakeholders of the business.

4. To ensure compliance with legal requirements.

5. To evolve strategic planning control and an effective management information system

6. To enable financial reporting  and analysis

7. To facilitate efficient allocation of scarce resources.
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3.  Conceptual Framework for Accounting and Reporting

4. Scope of Financial Accounting

As presented by R J Bull(5), the scope of accounting can be presented in a diagrammatic form as
on the next page.

Qualitative
Characteristics

Information
Needed

Basic Objectives

Secondary Objectives

Fundamentals of
Accounting and Reporting

Accounting and Reporting
Standards

Interpretations of
Standards

Accounting Practices
Applications to Specific

Situations by Management
and Auditors
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Scope of Accounting

5. Elements of the Financial Structure

“While the elements of the structure may differ according to the methodologies used and
the assumptions made, a consensus exist on the primacy of certain of the elements as essential
foundations of accounting.”(6) Inspite of different approaches and methodologies used for the formulation
of accounting theory, the resulting structure is based on a set of elements and relationships that
govern the development of accounting techniques. The elements are:

1. A statement of the objectives of financial statements.

2. A statement of the postulates and theoretical concepts of accounting. These are derived
from the stated objectives.

3. A statement of the basic accounting principles. These are based on both the postulates
and the theoretical concepts.

4. A body of accounting techniques. These are derived from the accounting principles.

It is to be noted that every element is derived from the preceding one. The most important aspect
in any research study is the formulation of objectives. Accounting theory can be made operational only
in a framework that can meet the objectives of accounting.

Historic Predictive

Data Creation and Collection

ACCOUNTING
THEORY

Processing
Methods

Manual
Machanial
Electronic

Accounting
Method

Data Recording

Budgetary Control
Performance Analysis
Funds Flow Analysis

Internal Auditing

Data Evaluation

Data Reporting

External Internal
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6. Objective and Postulates of Financial Accounting

The terms such as postulates, concepts, principles in accounting are widely used but with no
general agreement as to their precise meaning. Very often, the expression “postulates” referred as
such by some writers are termed as “Concepts or principles” by others and vice-versa. However, a
broad understanding of the above said terms and the objectives are to be understood as under:

These are the basis on which the superstructure of accounting theory is created. The essential
objectives of the financial statements shall consist, as set our by Accounting Principle’s Board(7).
Statement No 4 are of Five General and seven qualitative objective.

1. To provide reliable information about economic resources and obligations of business
enterprise in order to (a) evaluate its strengths and weakness, (b) show its financing and
investment (c) evaluate its ability to meet its commitments, and (d) show its resource base
for growth.

2. To provide reliable information about changes in net resources resulting from a business
enterprise’s profit-directed activities in order to (a) show to investor expected dividend return;
(b) show the operation’s ability to pay creditors and suppliers, provide jobs for employees,
pay taxes, and generate funds for expansion; (c) provide management with information for
planning and control and (d) show its long-term profitability.

3. To provide financial information useful for estimating the earnings potential of the firm.

4. To provide other needed information about changes in economic resources and obligations.

5. To disclose other information relevant to statement user’s needs.

The qualitative objectives of financial accounting are the following :

6. Relevance, which means selecting the information most likely to aid users in their economic
decisions.

7. Understandability, which implies not only that the selected information must be intelligible
but also that the users can understand it.

8. Verifiability, which implies that the accounting results may be corroborated by independent
measures using the same measurement methods.

9. Neutrality, which implies that the accounting information is directed towards the common
needs of users rather than the particular needs of specific users.

10. Timeliness, which implies an early communication of information to avoid delays in economic
decision-making.

11. Comparability, which implies that differences should not be the result of different financial
accounting treatments.

12. Completeness, which implies that all the information that “reasonably” fulfills the requirements
of the other qualitative objectives, should be reported.
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Accounting Postulates

The accounting postulates are basic assumptions or fundamental propositions concerning the
economic, political, legal and sociological environment in which accounting must operate. We shall
discuss below the entity postulate, the going concern postulate, the monetary unit postulate and the
accounting period postulate:

(a) The Entity Postulate: The specific entity or separate entity is the basic assumption which
means that the particular entity being accounted for is carefully distinguished from all other similar
and related entities and persons. Under this assumption, an accounting entity is held to be separate
and distinct from its owners. This is to define the area of interest and to narrow the possible objects
and activities and their attributes that may be selected for inclusion in financial reports. There can be
two approaches to the definition of an accounting entity – (i) The firm-oriented approach is an
economic unit responsible for the economic activities and administrative control of the unit which
could be sole proprietorship, a partnership, a company or a corporation or any other recognized
legal entity and (ii) The user-oriented approach is the users rather than the economic activity and
administrative control of the business unit are considered.

The latter approach is a broader one. It may extend the boundaries of the economic entity to
include information on corporate social performance (environment pollution, human resource
measurement, community development, etc.,) reporting accounting policies and financial forecasts.
The new scope of accounting attempts to meet the informational needs of the potential and present
users of accounting information.

The approach to be followed depends upon the objectives of the financial reports and the interest
of the users of the reported information.

(b) The Going Concern Postulate: It has the underlying assumption that the business will not
be sold or liquidated in the near future but will continue to carry on its operational objectives independently.
The financial statements of an entity are prepared on the assumption that it is a continuing enterprise,
i.e., it is a going concern. This is why it is also called the ‘continuity postulate’.

Fixed assets in a business enterprise are those with which we carry on the business. They are
not meant for resale. This is why fixed assets are shown in the balance sheet at original cost less
depreciation (in historical cost accounting). If this assumption were not there, no outside parties would
enter into long-term contracts with the entity for supplying funds and goods. This postulate assumes
either that the entity is not expected to liquidate in the foreseeable future or that it will continue for an
indefinite period of time.

Hendrikson(8) is of the view that ‘postulates should be accepted on the basis of their ability to
permit prediction…. Rather than making continuity a basic assumption it should be a prediction.’
However, he regards it as a relevant postulate, “leading to the presentation of information regarding
resources and commitments and operational activity on the ground that such information may aid in
the prediction of future operational activity.” Fremgen says that the going concern postulate is a
conclusion or judgment rather than an assumption.

(c) The Monetary Unit Postulate: Money has been regarded as the language of accounting.
Accounting focuses on the measurement and reporting in monetary terms, of the flows of resources
into and out of an organisation, of the resources controlled by the organisation, and of the claims
against those resources. The monetary measurement was chosen in accounting as a common
denominator to account for the transactions of firms in a uniform manner as it ensured comparability.
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In view of the general stability of money, this unit-of-measure postulate was regarded as a ‘stable
monetary postulate’ in accounting theory.

Beside, accounting is limited to the production of information expressed in terms of a monetary
unit, it does not record and communicate other relevant but non-monetary information. Although
accounting as a discipline is traditionally concerned with measurement and communication of monetary
activities, recently it has been expanding into areas which were previously viewed as qualitative
in nature.

(d) The Accounting Period Postulate: The going concern postulate, states that the business
entity will continue for an indefinite period. It will hold till the theorists discard it. However, those who
are interested in the survival and growth of the business entity need a variety of periodic information,
such as, financial position, operational results, and flow of funds at regular intervals for short-term
decision-making.

To ensure this, a cut-off date, i.e., generally 31st March in India, is fixed for assessing financial
performance and other results. In the interest of uniformity and comparability this date is usually
decided at an interval of a year. In response to this constraint imposed by the user environment, the
accounting period postulate holds that financial reports depicting the changes in wealth of a firm
should be disclosed periodically. As the accounting cycle is completed in one year, many laws of the
land require that financial statements be prepared and presented annually to the owners and other
stakeholders.

The need of external users to receive timely, frequent and relevant information need not be over
emphasized for rational decision-making and listed companies issue interim reports that provide
information on a quarterly or half-yearly basis.

The accounting period postulate requires that to prepare periodic short-term financial reports, the
use of accruals and deferrals, and allocation concepts be made, e.g., prepaid expenses, unearned
income, outstanding expenses, uncollected revenues, depreciation, amortization, etc. The accountant
has to use his judgment and experience, to reconcile the postulate of continuity with the necessity of
providing for accruals and deferrals.

7. The Theoritical Concepts of Accounting

The theoritical concepts of accounting are statements or axioms that portray the nature of entities
operating in a free economy. The nature of the entity and the interest in the entity may be classified
according to the proprietary theory, the entity theory, the residual equity theory, the enterprise theory,
and the fund theory. The theories are discussed in the following pages(9):

(a) The Proprietary Theory: “The proprietary theory seeks to explain the content and
measurement principles underlying financial statements by placing the owner of the enterprise in the
center of the accounting universe. All observations are made from this viewpoint; the accountant
sees only what the proprietor wishes to see, and values objects according to his interest. Assets ate
things owned; liabilities are debts owed; expenses are decreases in proprietorship and revenues are
increases. Net income (Revenue-Expenses) is the change in owner’s equity during a given period.
The proprietorship is considered as the net value of the business to the owner, and follows the following
accounting equation:
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Assets – Liabilities = Owner’s (proprietor’s) Equity

   OELA

The proprietary theory adapts best to sole proprietorship and partnership, though corporations
are also influenced by this theory to some extent. The total of insiders’ equity, i.e. paid-up capital, free
reserves and surplus, and retained earnings, is the net wealth accruing to shareholders, i.e., owners.
Thus it is implied that the proprietary theory is also applied to corporations in this respect. The corporate
income, i.e., earnings after interest and tax (EAIT) represents net income to shareholders (owners)
rather than to all providers of capital. Interest and tax are treated as expenses, which decrease net
income to shareholders. Also, terms such as ‘earnings per share’ (EPS) and dividend per share (DPS)
connote a proprietary emphasis.

The primary objective of this theory is to determine the proprietor’s net worth (wealth). This
theory, as the accounting equation reveals, is balance sheet oriented. According to this theory, the
entity is regarded as “the agent, representative or arrangement through which the individual entrepreneurs
or shareholders operate.”

(b) The Entity Theory: Under the entity theory, net income does not belong to the proprietor
(owner (s), but to the entity, which is regarded as separate and distinct from providers of capital. Not all
income accruing to the entity, but only that part of income, which is earmarked for distribution to the
shareholders, really belongs to the owners. The business entity is the center of interest in this theory.
The accounting equation in this case is:

Assets = Liabilities + Shareholders’ Equity

   SELA

It can also be stated as: Assets = Equities

Because equities are equal to liabilities plus shareholders’ equity.

The equation shows that the assets (resources) are owned by the equity and it is liable to both
the claims on resources of the outsiders (creditors) and the claims of the insiders (shareholders).

Unlike the proprietary theory, where earnings after interest and tax belong to the owners, in the
entity theory, only the dividends declared belong to shareholders. According to this theory, out of the
net income, if some earnings are retained in the business, they are not considered as the income of
the shareholders, i.e., owners. In the entity theory, the providers of capital become a kind of creditor
interest, and assets, liabilities, expenses, and revenues are determined from the interest of the
management rather than that of the stockholders. Since the business unit is held responsible for
meeting the claims of the equity holders, the entity theory is said to be income centered, and
consequently income statement oriented. Accountability to the equity holders is accomplished by
measuring the operating and financial performance of the firm. The entity theory has its main application
in the corporate form of business enterprise because it has a separate existence from the lives of
individual owners.

Earlier, it was believed that the bases of valuation were different in case of proprietary and entity
theories. In the former, assets were to be valued at current values because the owner’s equity was
considered to be their net wealth. In the latter case, the firm was not concerned with current values
because the emphasis was on the accountability of cost to the owners and other equity holders.
However, recent discussions of valuation have stressed the importance of current values as relevant in
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the determination of the income to the enterprise as a measure of the future services to the firm, and
as a basis for future decisions of management. Therefore, the proprietary and entity theories do not
necessarily dictate different valuation bases.

(c) The Residual Equity Theory:  The residual equity theory seems to be very much akin to the
proprietary theory. The difference is that residual equity theory excludes the holders of preference
share capital from the proprietor group. Preference dividends are deducted from the net income when
calculating the earnings of the proprietor or ordinary shareholder. The earnings per share of the residual
equity holders are computed by excluding preference dividend.

The residual equity point of view is a concept somewhere between the proprietary theory and the
entity theory. The equation in this view becomes –

Assets – Specific Equities = Residual Equity

The Specific equities include the claims of all creditors and the equities of the preference holders.
This theory recognizes the position of the ordinary shareholder as the bearer of residual risk and the
owner of the residual award. Recent trends indicate that ordinary share capital is shown as distinct
from the preference share capital as part of insiders’ equity; while the long-term loans and debentures
(bonds) are shown as outsiders’ equity in the balance sheet.

The prime objective of the residual equity approach is to provide better information to ordinary
shareholders for making investment decisions. In a corporation with indefinite continuity, the current
value of common stock is dependent primarily upon the expectation of future dividends. Future dividends,
in turn, are dependent upon the expectations of total receipts less specific contractual obligations,
payments to specific equity holders, and requirements for reinvestment. The information provided
regarding the residual equity is useful in predicting possible future dividends to ordinary shareholders.

Recently, many companies in the private sector in India have issued convertible debentures. The
holders of these securities, depending upon the terms and conditions of the issue, acquire rights of
ordinary shareholders. The disclosure of these potential residual rights helps ordinary shareholders in
making better investment decisions.

(d) The Enterprise Theory:  All large business firms are becoming conscious of their social
responsibility. The activities of a business entity have economic and social impacts. The enterprise
theory is an extension of the entity theory, in which the interests of social groups, other than equity
investors and creditors are given due weight. This theory is a broader concept than the entity theory
but it is not so well defined in its scope and application. Measurement and reporting methods are still
in the process of development.

In the entity theory, the firm is considered to be a separate economic unit operated primarily for
the benefit of the equity holders, whereas in the enterprise theory the corporation is a social institution
operated for the benefit of many interested groups. These groups include, in the broadest sense,
besides the shareholders and creditors, the employees, customer, community, government and society.
This broad form of the enterprise theory can be thought of as a ‘social theory of accounting’.

The most relevant concept of income in this broad social responsibility concept of the enterprise
is the ‘value-added’ concept. It is the market price of the output of an enterprise less the price of goods
and services acquired by transfer from other firms. Thus all employees, owners, creditors and governments
are recipients of the income in the form of wages and salaries, dividends, interest and taxes. The
accounting information should be presented in such a way that all beneficiaries are in a position to
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make rational decisions. Some countries, including England, France and Germany prepare value-
added statements.

The ‘enterprise net income’ is a narrower concept than the value-added concept. In this concept
of enterprise net income, interest charges and income taxes are including in the traditional net income
to shareholders.

(e) The Fund Theory: Under the fund theory, the basis of accounting is neither the proprietor nor
the entity as a separate person. Instead, an activity oriented (or operational) unit is the basis of
accounting. The fund theory regards the accounting unit as consisting of economic resources (funds)
and related obligations and restrictions in the use of these resources. This area of interest called the
fund, includes a group of assets and related obligations and restrictions representing specific economic
functions or activities. This theory is based on the accounting equations:

Assets = Restrictions of Assets

The accounting unit is defined in terms of assets and the uses to which these assets are
committed. Assets represent prospective services to the fund or operational unit and liabilities represent
restrictions against specific or general assets of the fund. The fund theory is asset centered because
it places focus on the administration and appropriate use of assets. In this theory, the statement of
sources and uses is most important. The balance sheet is not the primary financial statement. Income
statement is only an  adjunct to the funds statement. The main statement of sources and uses of
funds reflects the conduct of the operations of the firm.

A fund has been defined as, “An independent fiscal and accounting entity with a self-balancing
set of accounts recording cash and/or other resources together with all related liabilities, obligations,
reserves, and equities which are segregated for the purpose of carrying on specific activities or attaining
certain objectives in accordance with special regulations, restrictions or limitations.”(10)

The fund concept has been found useful to government and nonprofit organisations, such as
hospitals, universities and municipalities which are engaged in multi-faceted operations that warrant
separate funds. Each fund produces separate reports through its accounting systems and proper set
of accounts. The fund theory is also relevant to some extent in profit-oriented organisations, e.g., for
operating sinking funds, etc.

8. Basic Accounting Principles

Basic accounting principles are general decision rules, which govern the development of accounting
techniques. The principles that are discussed in brief are: the revenue principle, the cost principle, the
matching principle, the objectivity principle, and the full disclosure principle. The exceptions or modifying
constraints are: materiality, consistency, conservatism, and timeliness.

(a) The Revenue Principle: This is also called the realization principle, the revenue principle
incorporates a definition of revenue – it states that revenue should be recognized in the period when the
sale is made, and specifies that revenues should be measured as the cash received plus the cash
equivalent of any other item received.

Revenues have been defined as ‘inflows of cash and other items of value received for goods or
services rendered. Revenues are recognized when they are ‘realised’ or ‘realisable’. They are realised
when products (goods or services), merchandise or other assets are exchanged for cash or claims to
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cash (and are) realisable when related assets received or held are readily convertible to known amount
of cash or claims to cash.

Further, revenues are recognized only when they are ‘earned’. An entity’s revenue- earning activities
involve delivering or producing goods, rendering services, or other activities that constitute its ongoing
major or central operations, and revenues are considered to have been earned when the entity has
substantially accomplished what it must do to be entitled to the benefits represented by the revenues.

The revenue principle holds that it should measured in the period in which it is earned or realised.
In identifying revenues with a specific period for measurement purposes, one must look to when the
various transactions occurred rather than to the period in which the cash inflows occurred.

(b) The Cost Principle: Cost is the amount measured in money, of cash expanded or other
property transferred, capital stock issued, services performed, or a liability incurred, in consideration of
goods or services received or to be received. It represents, the exchange price or monetary consideration
given for acquiring goods or services.

Expenses (and losses) are generally recognized when an entity’s economic benefits are used up
in delivering or producing goods, rendering services by other activities that constitute its ongoing major
or central operations or when previously recognized assets ate expected to provide reduced or further
benefits. This is why depreciation is treated as an expense.

Expenses are measured by the valuation of the goods or services used or consumed. The
acquisition cost or historical cost has been regarded as the appropriate valuation basis for recognition
of ‘expenses’. But this is based on the unit of measure postulate, which has at times, lost some of its
validity due to excessive inflation. It is to be noted that proper recognition and measurement of revenues
and expenses are necessary to determine the income correctly.

(b) The Matching Principle: The matching principle holds that all of the expenses incurred in
generating revenue should be identified or matched with the revenue generated, period by period. The
purposes for which expenses were incurred while measuring and matching expenses with revenue is
only to be considered. If the purpose was to generate revenue, as is the usual case, the expenses
should be identified with the period in which that revenue was recognized as earned. The matching
principle holds that expenses should be recognized in the same period as the associated revenues.
The association between revenues and expenses depends on one of the following criteria.

1. Direct matching of expired cost with revenue, e.g. cost of goods sold matched with related
sale.

2. Direct matching of expired cost with the period, e.g. Managing Director’s salary for the
period.

3. Allocation of costs over period’s benefited, e.g., depreciation.

4. Expensing all other costs in the period incurred, unless it can be shown that they have
future benefit, e.g., advertising expense.

A problem arises when the inventory valuation amount is being determined as to which costs are
product costs and which costs are period costs? The answer to this depends upon which costing
method is in use: the absorption (or full costing) method or the direct (or variable) costing method. If the
full costing method is used, all production costs are treated as product costs, while in case of direct
costing method, only the variable production cost are treated as product costs. All the fixed manufacturing
overhead costs are treated as period costs.
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In case of a depreciable operating asset, which is likely to benefit more than one accounting
period, the cost of expiration is determined by some method on the basis of the economic life of
the asset.

(d) The Objectivity Principle: The objectivity principle holds that accounting must be carried
out on an objective and factual basis. In making fair market values, as the basis for valuation of fixed
assets, there is likely to be greater subjectivity of the valuation machinery. Since, there are no standard
methods for making fair market assessments, comparability and uniformity will not be maintained and
extensive estimates will be required. There is an element of verifiability in historical cost accounting,
which is largely objective.

The principle of objectivity has meant different things to different writers. For some, an objective
measure is an ‘impersonal’ measure in the sense that it is free from the personal bias of the measurers.
For others, measurements which are based on verifiable evidence are regarded as objective. Objectivity
may also mean ‘consensuses’ among a given group of qualified measures. Finally, if the measurements
are free from personal bias, it is probable although not necessary that a frequency distribution of these
measurements will produce a symmetrical curve. For any given number of observations or
measurements, the degree of objectivity or verifiability depends upon the dispersion of the measurement
values around a mean or an average figure as below:

Measurement
Procedure A

Measurement
Procedure B

Measurement procedure A is more verifiable than procedure B; hence more objective because it
(A) has narrower dispersion values around the mean. However, objectivity does not measure reliability,
which is more useful concept for accountants.
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(e) The Full Disclosure Principle: The full disclosure principle is of specified that there should
be complete and understandable reporting on the financial statements of all significant information
relating to the economic “affairs of the entity”. To meet the requirements of this principle, a section
called ‘Notes to the Financial Statements’ support all published financial statements. “Presentation of
information necessary for the optimum operation of efficient capital markets” signifies disclosure in
financial reporting. According to Hendrickson “Full disclosure requires that financial statements be
designed and prepared to portray accurately the economic events that affected the firm for the period
and to contain information sufficient to make them useful and not misleading to the average investor.
Various legal and professional pronouncements have further reinforced this principle in different countries.
In India, provisions under section 217, 292 and 293 of the Companies  Act, 1956 seek full disclosures
on specific counts.

There is a general consensus in accounting that the disclosure should be full, fair and adequate.
‘Full’ refers to a complete and comprehensive presentation of information; ‘Fair’ implies an ethical
constraint dictating an equitable treatment of users; and ‘adequate’ connotes a minimum set of information
to be disclosed,

The APB statement No.4(7) has used the heading ‘Fair Presentation in Conformity with Generally
Accepted Accounting Principle’. ‘Fairness’ is regarded “as the central objective, and a trade-off between
full and adequate disclosure,” However, different views have been expressed on the meaning and
content of ‘full disclosure’ to the ‘prudent average investor’. How much information should be disclosed,
for whom it should be disclosed, how it should be disclosed, and what is the purpose of disclosure are
some of the issues that have been engaging the attention of the accounting world.

9. Exceptions To Principles

(a) The Concept of Materiality: Materiality matter is one that about which an average prudent
investor ought reasonably to be informed and the material information is such an information as is
reasonably to be informed and the material information is such an information as is necessary to make
the required statements in the light of the circumstances under which they are made not misleading.
According to American Institute of Certified Public Accountants a statement, fact or item is material if
giving full consideration to the surrounding circumstances, as they exist at that time, it is of such a
nature that its disclosure or the method of treating it, would be likely to influence or to make a difference
in the conduct and judgment of a reasonable person.

It is imperative that materiality is an important guide for the accountant in deciding what should
be disclosed in a financial report. It is essentially a matter of professional judgment. The fundamental
accounting principle of materiality should be followed without exception for each transaction when the
amount involved in the transaction is material, i.e., significant in relationship to the overall financial
effect. A fine or penalty paid though could be of a meager amount, being material to be informed,
should be reported in a financial statement. The materiality principle is an exception or modifying
principle in that transactions having insignificant economic effect in normal parlance need not be
disclosed.

(b) The Concept of Consistency: This principle holds that in the accounting process, all concepts,
principles and measurement approaches should be applied in a similar or consistent manner from one
period to next in order to assure that the data reported in the financial statements are reasonably
comparable over a period of time. Any non-compliance with this concept, accounting standards and



An Introduction to Financial Accounting 17

over a period or with reference to one specific period and another, the auditor has to report the non-
compliance in his report. The application of consistency principle makes the financial statement more
comparable and more useful. Inter period comparison and trend analysis can be easily carried out if
there has been consistency in the methods and policies of accounting from period to period of an
organisation.

(c) Concept of Conservatism: According to Welch and Anthony this principle holds that when
more than one accounting or measurement alternative is permissible for a transaction, the one having
the least favourable immediate effect on net income or owner’s equity usually should be selected. That
is to say the highest value of liabilities and expenses and the lowest value of assets and revenues
should preferably be considered and reported. The concept of conservatism ignores all unrealized
gains and provides for all anticipated losses. This could be attributed as a pessimistic attitude of an
accountant but he is prepared for any eventuality to avoid unexpected untoward in business. This
principle is a way to deal with uncertainty, the possible over optimism of managers and owners. It also
protects the creditors against an unwarranted distribution of the firm’s assets as dividends. The rule of
“lower of cost or market value” is an example of the concept of conservatism.

(d) Concept of Timeliness: Any information to be useful has to be relevant with reference to a
particular point of time. So much so accounting information to be relevant has to be based on relevant
point of time and timeliness in presentation. The Financial reports presented should not only be timely
but it should also go with regular frequency be it of monthly, quarterly, half yearly or annual in duration.
If old and late information is presented, it hampers the ability to make rationale decisions. Now interim
reports are to be provided every quarter by the listed companies in many countries.

Timeliness is a user constraint. It puts restrictions on the application of the basic principles and
in order that the information is timely it may be less reliable over a period of time. The principle of
uniformity and consistency, timeliness with conservatism shall lead to enhance the quality of the
financial statements.

Summary of Accounting Postulates, Principles and Concepts.

Accounting Postulates(11)

1. Entity Postulate 2. Going-concern postulate

3. Unit of measure postulate 4. Accounting period postulate

Accounting Principles(11)

1. Cost principle 2. Revenue principle

3. Matching principle 4. Objectivity principle

5. Consistency principle 6. Full disclosure principle

7. Conservatism principle 8. Materiality principle
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Accounting Concepts(12)

1. Money measurement 2. Entity

3. Going concern 4. Cost

5. Dual-aspect 6.  Accounting period

7. Conservatism 8. Realisation

9. Matching 10. Consistency

11. Materiality

Fundamental Concepts of Accounting(13)

(A)  Assumptions of Accounting (B) Principles of Accounting

1. Separate-entity assumption 1. Cost principle

2. Continuity assumption 2. Revenue principle

3. Unit-of-measure assumption 3. Matching principle

4. Time-period assumption 4. Full-disclosure principle

Note: Financial Accounting Standard Board (FASB), US refers to assumptions and principles of
accounting as ‘fundamental concepts of accounting’

10. Financial Statements

Financial statements are the end products of the accounting process. Financial statements are
prepared and presented for external users. The scope of financial statements is different in different
countries. In India the term ‘Financial Statements’ consists of Balance Sheet, Profit and Loss Account
and the Schedules and Note forming part thereof. The Conceptual framework developed by the
International Accounting Standards Committee (IASC) defines the objective of financial statements “to
provide information about the financial position, performance and changes in financial position of an
enterprise that is useful to a wide range of users in making economic decisions”.

There are three elements of Balance Sheet – Assets, Liability and Equity. An asset is a
resource legally owned by the enterprise as a result of past events and from which future economic
benefits are expected to flow to the enterprise. A liability is a present obligation of the enterprise arising
from past events, the settlement of which is excepted to result in an outflow from the enterprise of
resources embodying economic benefits. Equity is the excess of assets over liabilities as discussed
under the proprietary theory of accounting.

There are two elements of Profit and Loss Account – Income and Expenses. Income is an
inflow of economic benefits or enhancement of assets or decreases of liabilities resulting in increases
in equity. Expenses are outflow of economic benefits or depletions of assets or increase/creation of
liabilities resulting in decreases in equity. For example, sale of goods on credit is an income because
it leads to enhancement of assets. Also cash sales are an income as it leads to inflow of economic
benefits. Similarly purchase of raw materials on credit is an expense because it results in increase in
liabilities and cash purchases is also an expense as it leads to outflow of economic benefits.
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A profit and loss account essentially involves four statements, viz., Manufacturing Account,
Trading Account, Profit and Loss A/c and Profit and Loss Appropriation A/c depending upon the nature
of activities and the availability of profit to an organisation during a particular period. The profit and loss
appropriation account shall not come into play where there is no profit made by the organisation during
a particular period. In case of non-profit making organisations instead of profit and loss a/c an Income
and Expenditure Account and Receipt and Payment Account are prepared and presented to the
management.

Recognition Criteria of Elements in Financial Statements

An asset is recognized in a financial statement if it satisfies the following two conditions:

(i) the asset has a cost value that can be reliably measured; and

(ii) It is expected that future economic benefits will flow to the enterprise out of the use of
that asset.

For example, the investments made by any enterprise in acquiring a building for official purposes
is an ‘asset’ because future economic benefits will be derived from the use of that building and the
building has a definite cost.

A liability is recognized if the following conditions are satisfied:

(a) It is expected that an outflow of resources embodying economic benefits will result from the
settlement of a present obligation, and

(b) The amount of settlement can be reliably measured.

The amount at which equity is shown in the balance sheet is dependent on the measurement of
assets and liabilities.

Income is recognized in the financial statement when ‘an increase in future economic benefits
related to an increase in an asset or a decrease of a liability has arisen that can be measured reliably.’
Expenses on the other hand are recognised when there has arisen decrease in future economic
benefits that can be reliably measured and that relate to a decrease in an asset or an increase
of a liability. Expenses are recognized by following the matching principles. However, when economic
benefits out of expenditure are excepted to arise over several accounting period, expenses are to be
recognized on a reasonable basis over the same period. For example, the amount paid to an advertising
agency to carry out advertisements on behalf of a business entity for the next two years, should be
recognized as expense over two accounting period either equally or on some other suitable basis
(e.g. turnover).

  On the other hand, expenditure is immediately recognized in the financial statement as expenses
if such expenditure is not expected to produce any future economic benefits. For example, one common
expenditure of any oil extraction business is exploration expenditure. Oil companies spend huge
amount every year on exploration exercises. The benefits of such exploration exercise normally spread
over several accounting periods.

Accounting Principles: They include Revenue Principle, Cost Principle, Matching Principle,
Objectivity Principle and Full Disclosure Principle with the exceptions of Materiality, Consistency,
Conservatism and Timeliness.
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11. Classification of Expenditure

1. Accounting frauds occur because management choose to classify should be revenue
expenditure as capital expenditure. They should be revenue expenditure should be taken up
into the Income Statement but instead now being suspended for diferred into the Balance
Sheet. In the process, lesser expenses are being charge into the Income Statement, hence
profits are overstated to impress the investors or outsiders.

2. Strong GAAP and Accounting standards have classified what should be assets, what should
be diferred in the balance sheet so that there should be a clearer demarcation between
Capital and Revenue expenditure.

We need to note that certain expenses are recognized as being of a capital nature, although no
tangible property may have been acquired as a result. Examples are research and development
expenditure, pre-incorporation and preliminary expenses, interest on borrowings for building, legal
expenses to acquire property, additional renovations to properties and others.

The classification of what is capital expenditure of a company might not applies to another
company that is not in the same industry. Say in a property based company, most land and buildings
are revenue expenditure as they are purchase with the intent for re-sale.

As we learned from the above, when the purpose of expenditure is to Maintain the business it is
revenue and if it is to Improve the business it is capital. However, at times in a company, the classification
of pure capital or revenue expenditure in a company is not so straight forward especially when there is
a mixture of both capital and revenue expenditure in nature.

A capital expenditure is an amount spent to acquire or improve a long-term asset such as
equipment or buildings. Usually the cost is recorded in an account classified as Property, Plant and
Equipment. The cost (except for the cost of land) will then be charged to depreciation expense over the
useful life of the asset. Outlay resulting in the increase or acquisition of an asset or INCREASE in the
earning capacity of a business.

A revenue expenditure is an amount that is expensed immediately — thereby being matched
with revenues of the current accounting period. Routine repairs are revenue expenditures because they
are charged directly to an account such as Repairs and Maintenance Expense. Even significant
repairs that do not extend the life of the asset or do not improve the asset (the repairs merely return the
asset back to its previous condition) are revenue expenditures. Outlay as is necessary for the
MAINTENANCE of earning capacity including the upkeep of the fixed assets in a fully efficient state.

Example 1: Identify whether the following expenses are capital/revenue/differred
revenue expenditure

Capital, Revenue and Diferred Revenue Expenditure/Income.

Record the following transaction in a three Colum table stating whether they are capital, Revenue
or differed Revenue items.

1. Amount open an uniforms of workers.

2. White washing of the factory building.

3. Import duty on raw materials.
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4. Renuvation of factory. Canteen [painting and minor Repair work conducted]

5. Renuvation of license for factory

Transaction Capital, Revenue Reason
and Diferred

(1) Amount spent on uniforms of workers Revenue Items Operating expenses which are
recurring in nature

(2) White washing of the factory building Revenue Items Recurring Expenditure

(3) Import duty on Raw materials Revenue Expenditure It is a cost of Raw material, Purchase

(4) Renuvation of factory, canteen Revenue Expenditure Minor Repair work it is a operational
expenditure which keep recurring
through of the financial year

(5) Renuvation of license for factory Revenue Expenditure. Factory license are renued periodically
for definite period of item.

Example 2: Identify whether the following expenses are capital/ revenue/diferred revenue
expenditure

(1) Purchase equity share of TATA powers Rs. 2,00,000.

(2) Spend Rs. 39,600 on research for development of a new product.

(3) Rs. 60,000 spend on construction of Railway sliding.

(4) Purchase of goodwill.

(5) Heavy advertisement expenditure incurred Rs. 10,00,000 the firm has decided to write of
this expenditure over period of 4 years.

(6) Vehicle purchase for office use.

(7) Cost of transporting newly purchase furniture.

(8) Travelling expenditure for a trip abroad for purchase of a plant.

Transaction Revenue, capital and Reason
diferred expenditure

(1) Purchase equity shares of TATA Capital Expenditure Purchase equity shares is an
power Rs. 2,00,000 investment. It appears in the  balance

sheet on assets side.

(2) Spend Rs. 39,600 on research Diferred Revenue Research for development of new
for development of new product Expenditure. product is a long-term expenditure hence

it is treated as diferred Revenue.

(3) Rs. 60,000 spend on contribution Capital Expenditure Contribution of Railway sliding is huge
of railway sliding expenditure hence it is treated as capital

expenditure.

(4) Purchase of goodwill Capital Expenditure Goodwill is an intangible assets hence
it is capital expenditure
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(5) Heavy advertisement expenditure Diferred Revenue Heavy advertisement expenditure is a
in curred Rs. 10,00,000 the firms Expenditure long time expenditure over a period of 4
has decide to write of this years hence it is treated as defined
expenditure over a period of Revenue expenditures.
4 years.

(6) Vehicle purchase for office use Capital Expenditure Vehicle is an assets item hence it is
treated as capital expenditure.

(7) Cost of transporting newly Capital Expenditure Cost of transporting is a part of assets
purchase furniture purchase it appears balance sheet on

assets side.

(8) Traveling expense for a trip Capital Expenditure Travelling expenses for purchase of
abroad for purchase of plant plants it is appears on balance sheet

on assets sides hence it is capital
expenditure.

Example 3: Identify whether the following expenses are capital/revenue/diferred revenue
expenditure

1. The transfer cost of stock of old factory to the new factory building.

2. The fright expenses are purchased of a new plant and machinery.

3. Installation cost of new plant and machinery.

4. Custom duty on the new equipment purchase.

5. Purchase 2000 equity share @ 10 each of another company.

Transaction Capital, Revenue Reason
and diferred

(1) The transfer cost of stock of old Revenue expenditure Recurring Expenditure
factory to the new factory building

(2) The freight expenses are purchase Capital expenditure The freight expenses are including in the
of a new plant and machinery cost of assets

(3) Installation cost of new plant and Capital expenditure The installation charges are the part of
machinery the assets

(4) Custom duty on the new Capital expenditure The custom duty are the part of the
equipment purchase assets

(5) Purchase 2,000 equity shares Capital expenditure Purchase of equity share of another
@10 each of another company company is an investment.

Example 4: Identify whether the following expenses are capital/revenue/diferred revenue
expenditure

1. Furniture worth Rs. 7,000 was destroyed by fire and it was not insured capital 1,000.

2. Goods worth Rs. 27,000 was distributed as free samples.

3. Research and development expenditure Rs. 36,000 diferred Revenue.
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Transaction Capital, Revenue Reason
and diferred

(1) Furniture worth Rs. 7,000 was Capital Loss Loss of furniture is a loss of assets items.
destroyed by fire and it was not
insured.

(2) Goods worth Rs. 27,000 was Revenue Expenses It is a advertisement expenses.
distributed as free samples.

(3) Research and development Diferred Revenue The benefit of Research and
expenditure Rs. 36,000 development can be use for a long

period of time.

*Rs. 4,750 it profit and sale on assets is a revenue items.

(1) A truck costing 15,000 and the 12,000=capital Sale of assets is on capital
book value of which was Receipt Receipt and profit on sale is an
Rs. 7,250 was sold for 12,000 12,000-7,250=4,750 Revenue Receipt.

profit on sale.

   Note: [1] A Truck costing 15,000 and the book value of which was Rs. 7,250 was sold for 12,000
Book Value =7250.

Selling Price = 12,000.

  (i) 12,000=capital Receipt.

          (ii) 1200=7,250=4,750 profit in sale of Assets 12,000.

(2) Share issue expenses 2,500.

(3) Excise duty on sugar Rs. 10,000.

(4) Purchase government bonds.

(5) Construction of railway siding.

Transaction Capital, Revenue Reasons
and diferred

(1) A Truck costing 15,000 and the Revenue Profit Sale of a truck is a capital
book value of which was Rs. 7,250 Receipt hence Rs. 12,000
was sold for 12,000 is capital receipt.

(2) Share issue expenses 2,500 Capital diferred Expenditure which incurs before
Revenue incorporation in the company are

diferred revenue expenditure.

(3) Excise duty on sugar Rs. 10,000 Revenue Expenditure It is porating expenditure

(4) Purchase government bonds Capital Expenditure It is an investment in capital items
and appears on the assets side of
the balance sheet.

(5) Construction of railway siding Capital Expenditure Railway siding is capital expenditure
as it is appears in the assets side of
balance sheet.



24 Financial Accounting

Example 5: Identify whether the following expenses are capital/revenue/diferred revenue
expenditure

1. Taxes paid.

2. Wages paid for installation of new equipment.

3. Cost of goodwill.

4. Construction of a new building.

5. Equipment the book value of Rs. 10,000 was sold for 8,000.

6. Repairs to equipment.

Transaction Capital, Revenue Reasons
Differed

(1) Taxes paid Revenue expenditure It is a recurring.

(2) Wages paid for installation of Capital expenditure Wage paid installation is a part of cost
new equipment of assets.

(3) Cost of goodwill Capital expenditure It is a purchase of assets.

(4) Construction of a new building Capital expenditure Building is an assets hence it is a capital.

(5) Equipment the book value of [i]  8,000-capital receipt Sale of an assets is a capital receipt
Rs. 10,000 was sold for [ii] 2,000 loss on sale and the loss on sale of item.
Rs. 8,000      of assets

(6) Repairs to equipment Revenue expenditure Recurring operational expenses.

1. Cost of Training the employees.

2. Cost of constructing a gallery in the office premises.

3. Insurance of office building.

4. Bad debts recover.

5. Discount of issue on shares (Diferred Expenditure).

Transaction Capital, Revenue Reason
Diferred

(1) Cost of Training the employees Revenue expenditure It is recurring operational expenses

(2) Cost of constructing a gallery in Capital expenditure It’s extension of building
the office premises

(3) Insurance of office building Revenue expenditure It’s recurring expenditure paid year after
year.

(4) Bad debts recover Revenue expenditure It’s was returns of expense earlier in the
revenue account

(5) Discounts of issue on shares Diferred revenue It’s huge expenditure which is written of
expenditure partly every year by debiting in the pill

account.
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1. Legal expenses incurred in conection which issue of shares.

2. Money spend alteration of plants which will definitely reduce the cost of production.

3. The office bus underbend and alteration by way of replacing diesed engine in place of petrol
engine.

4. Cost of improving the sits in a cinema theaters.

5. Cost of redecorating the lobby of a office Revenue.

Example 6: Identify whether the following expenses are capital/revenue/differred
revenue expenditure

1. Paid fees for the association for the next three years.

2. Amount received on sale of old furniture.

3. Repayment of loan.

4. Depreciation on equipment.

5. Traveling expenses of direct incurred connection with purchase of capital goods.

Transaction Capital/Revenue/ Reason
Diferred

(1) Paid fees for the association for Diferred Revenue Since the fees has been paid in advance
the association next three years. Expenditure for the next three years hence it is treated

as diferred.

(2) Amount received on sale of Capital Income Furniture is a capital item hence the
old furniture money received on sale of an assets,

treated, receipt as a capital.

(3) Repayment of loan Capital Expenditure Loan is a long-term liability hence the
repayment of the loan is treated as
capital expenditure.

(4) Depreciation on equipment Revenue Expenditure Depreciation is a reeducation in the value
of assets to normal wear & tear.

(5) Traveling expenditure of direct Capital Expenditure Any expenditure incurred in connection
incurred connection with with purchase of the assets is treated as
purchase of capital goods. capital expenditure.

Example 7: Identify whether the following expenses are capital/revenue/differred
revenue expenditure

1. Interest on loan borrowed.

2. Goods destroyed by fire.

3. Composition received for loss of goodwill.

4. Purchase of debentures.

5. Claim received for insurance for loss of equipment.

6. Heavy repairs to the roof of factory building.
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7. Cost of acquisition of copy rights.

8. Cost of arranging a mortgage [loan].

9. Cartage [fright] on purchase of new furniture.

10. Cost of leveling the new land purchase for office use.

11. Legal expenses incurred in connection with income tax apply.

Transaction Capital, Revenue Reason.
Diferred

(1) Interest on loan borrowed Revenue Expenditure Interest on loan is a financial expenditure
& its appears on the debit side in account

(2) Goods destroyed by fire Revenue Expenditure Treated as a revenue loss.

(3) Compensation received for Capital Receipt Any amount received as compensation
loss of goodwill damage to assets of the company, is

treated as a capital income.

(4) Purchase of debentures Capital Expenditure It’s an investment which appears in the
assets side of balance sheet.

(5) Claim received for insurance Capital Receipt Loss of equipment is a loss of assets
for loss of equipment hence the compensation received from

insurance company is treated so

(6) Heavy repairs to the roof of Revenue Expenditure Repair is an recurring expenditure.
factory building

(7) Cost of acquisition of copy rights Capital Expenditure A copy right is an assets the benefits of
which can be drived for the long period
of time.

(8) Cost of arranging a mortgage Capital Expenditure A mortgage loan is a liability and any
expenditure incurred in the connection
of acquiring it is capital expenditure.

(9) Cartage on purchase of new Capital Expenditure Cartage it is part of total cost of an
furniture assets, hence it is treaded as capital

expenditure.

(10) Cost of leveling the new land Capital Expenditure Purchase of land is a assets any
purchase for office use expenditure incurred in improving the

same is treated as capital expenditure.

(11) Legal expenses incurred in Revenue Expenditure Income tax is a revenue expenditure
connection with income expenses and any expenditure is
tax applie. relating in payment of the same is

treated as Revenue expenditure.
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12. Self Assessment Questions

(A) A Detailed Theoretical Self-Assessment

1. Briefly trace the history of Accounting.

2. Explain in brief the meaning and nature of financial accounts.

3. Briefly state the elements involved in the preparation of financial statements.

4. Explain the objectives of financial statements.

5. Write note on:

(a) Accounting postulates

(b) Theories of Accounting

(c) Basis Accounting principles and their exceptions

(d) Nature and criteria of financial statements

(B) Brief Objective Self-Assessment

(a) Financial Accounting aims at ———————

(b) Going concern postulate is equal to ————————

(c) ———————— postulate is imperative to comply with statutory provisions such as Income-tax
Act of 1961.

(d) In proprietary theory owners’ equity is equal to ——————

(e) In entity theory assets is equal to ————— is equal to ————

(C) Provide a chart indicating your understanding of postulates, concepts and principles of accounting.

(D) Read an Annual Report (of 2002-03) of a corporate entity.

13. Further Reading/References

1. Bahi-Katha:The Pre-Pacioli Indian Double entry system of Book-keeping, B.M.Lall Nigam, The
Charted Accountant,  August 1987.

2. Professional ideals in the present environment, Justice B Lentin, Bombay Charted Accountant
Journals, March 1990.

3. Most Kenneth S., Accounting Theory, Grid Publishing Inc. Colombia Ohio, 1982.

4. FASB Discussion, Memorandum “Conceptual Framework for Study Group on the objectives of
financial statements”, 1994.

5. R J BULL, Accounting in Business, Butterworths, London,1969.

6. Belkauvi A, Accounting Theory, Harcourt Brace Jovanovich, 1981

7. Accounting  Principles Board (U.S.A) Statement No.4

8. Hendrikson E.S. Accounting Theory, Richard & Irwin Inc, 1982.

9. L.S.Porwal, Accounting Theory, Tata McGraw-Hill Publishing Co. Ltd., 1986.
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10. National Committee in Government Accounting, U.S.A, Government Accounting, Auditing and
Financial Accounting.

11. Ahmed Belkaoui, Accounting Theory, Harcourt Brance Jovanovich, San Diego. 1985.

12. Robert N. Anthony and James S. Reece, Accounting Principles, Richard D. Irwin, 1991. p. 22.

13. Financial Accounting Standard Board, USA, Statement of Financial Accounting Concept No.6,
Elements of Financial Statements, December, 1985.

14. Annual Reports of Public Limited Companies in India.

14. Thought Barrier

Can you explore –

(a) Why accounting is only for tangibles and how is it “cost” based?

(b) Can you blend the theories principles and postulates into a holistic ‘Fundamentals of
Accounting’?

PPP
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