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Accounting has evolved in a manner similar to law, medicine and most other fields of
human activity. It has evolved in response to the social and economic needs of the society. In
fact, Book-Keeping and accounting did not emerge as chance phenomena, but as a pragmatic
response to a specific world need1.

Accounting is an ancient art. It is as old as money itself. But we are of the opinion that
some sort of Accounting must be prevalent during the Barter system, otherwise the exchange
of articles was not possible. In the exchange of articles, one can see the basic feature of
accounting—giving the benefit and receiving the benefit. A book of Arthshastra, written by
Kautilya, who was a minister in Chandra Gupta’s Kingdom twenty three centuries ago,
mentions about the accounting practices in India. It describes how accounting records have to
be maintained. In China and in Egypt accounting was used for maintaining revenue records of
the government treasury. However, the modern system of accounting owes its origin to Lucas
Pacioli, an Italian mathematician. Pacioli is looked upon as the father of modern accounting.
A book Summade-Arithmetica Geometrica, Proportion at Proportionality (Review of Arithmetic
and Geometric Proportion) by an Italian Lucas Pacioli (1494) considered as the first authentic
book on double entry book-keeping. In this book he used the present day popular terms of
accounting Debit (Dr.) and Credit (Cr.). He also discussed in details of memorandum, Journal,
ledger and specialised accounting procedures. He also stated that ‘‘all entries have to be double
entries, i.e., if you make one creditor, you must make same debtor. This book was translated
into English by Hugh Old Cassel in 1553. Then it spread throughout the world. Sieve King says
that Book-Keeping developed as a direct response to the establishment of partnership on a
large scale.

For centuries after the system of double entry book-keeping appeared, accounting was
practiced without uniform methodolgy or any form of theory. It was only during the 19th century
that a distinct move from book-keeping to accounting developed. The move was from simple
recording and classifying of transactions towards accounting information. Growth of business
and complexities gave rise to the need of accounting system.

The art of accounting has been practiced for centuries. But it is only in the late thirties
of the twentieth century that the study of the subject of Accounting had been taken up seriously.
In this task, the American Institute of Certified Public Accountants has played a significant
role. In India this role is being played by the Institute of Chartered Accountants of India (ICAI).
The ICAI was set up in 1948.

 Meaning and Definitions of Accounting 

Accounting is the language of business. It has been defined in different ways by different
authors, experts and authorities. The concept of accounting is changing with the passage of
time. Following are some important definitions of accounting :

1 ACCOUNTING : MEANING
AND SCOPE

1 Maurice Moonitz and A.C. Littleton, Significant Accounting Essays, Prentice Hill, 1965, p. 12.
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According to R. N. Anthony, ‘‘Accounting System is a means of collecting, summarising,
analysing and reporting in monetary terms the information of business.’’

According to the American Institute of Certified Public Accounts (AICPA) :
‘‘Accounting is 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 a financial character and interpreting the results thereof.’’

The American Accounting Association (1966) has defined accounting in the following
words :

‘‘Accounting is the process of identifying, measuring and communicating
economic information to permit informed judgements and decisions by the users of
information.’’

Thus, accounting is a means of collecting, summarising, analysing and communicating
the results of business operations.

According to American Accounting Principles Board (1970), ‘‘Accounting is a service
activity. Its function is to provide quantitative information, primarily financial in
character, about economic entities that is useful in making economic decisions in
making reasoned choices among alternative course of action.’’

The term ‘Quantitative information’ used in the definition is wider in scope than the
financial or economic information. Further this definition emphasises on using the information
for the purpose of decision-making.

The managers within the organisation and interested outside parties use accounting
information in making decisions that affect the organisation. Since accounting provides a
number of information for decision-making, accounting is defined as the language of
business.

 Meaning of Book-keeping 

Book-Keeping is a process of accounting concerned merely with recording transactions and
keeping records.

According to J.R. Batliboi, ‘‘Book-keeping is the art of recording business
transactions dealing in the books of accounts.’’

In fact, Book-keeping is a small and simple part of accounting. It is mechanical and
repetitive while dealing with business transactions.

Accounting, on the other hand, is the art of recording, classifying, summarising the
financial data, analysis and interpreting the results thereof for making economic decisions. It
aims at designing a satisfactory information system which may fulfil imformational needs of
different users and decision-makers. Accounting primarly focuses on measurement, analysis
and interpretation and use of information.

The process of accounting begins where book-keeping ends.
Book-keeping and Accounting can be differentiated on the basis of nature, objective,

functions, level of knowledge etc.

 Distinction between Book-keeping and Accounting 

Basis of Distinction Book-keeping Accounting
(i) Scope It involves recording of transaction

of accounts. It does not cover
preparation of final accounts. Its
scope is limited.

It involves recording analysis and
interpretation of business tran-
sactions. It covers preparation of
final accounts.

(ii) Stage It is the primary stage and it is done
first.

It is the secondary stage and begins
after book-keeping.

(iii) Skill and Knowledge It does not require special
knowledge and ability. It is done by
clerical i.e., junior staff.

It requires special knowledge and
ability. It is done by qualified and
senior staff.

2 SBPD Publications Financial Accounting
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(iv) Interest Outsiders do not have any interest
in it.

Various groups including outsiders
have interest in it.

(v) Nature It is complementary to accounting.
because book-keeping is a part of
accounting.

It is not complementary to
book-keeping.

(vi) Result of the Business Book-keeping does not show the
operating results of the business.

Accounting shows the operating
results of the business.

  Features of Accounting 

Following are the features of Accounting :
(1) Business Organisation : Accounting is applied by the organisations performing

business activities either for profit or not for profit motive.
(2) Economic Events : Accounting is concerned with recording of economic events i.e.,

financial transactions. Accounting requires events to be expressed in terms of money.
Transactions should involve transfer or exchange of monetary value between business
enterprise and outside.

(3) Recording and Communication : Accounting is a process of identifying the transactions
to be recorded, quantifying the transactions into financial terms, recording the transactions in a
systematic manner and communicating the desired information to various interested groups.
Financial statements are the end results of accounting.

(4) Users of Accounting Information : Accounting is complete when information are
communicated to various groups interested in the functioning of business enterprise.

  Objectives of Accounting 

Following are the main objectives of Accounting :
(1) To Keep Systematic and Complete Records of all Financial Transactions : Due

to accounting system businessmen need not burden their memories by remembering everything
that takes place in the business.

(2) To Ascertain Profit or Loss : To calculate profit earned or losses suffered in business
during a particular period, Profit & Loss Account or Income Statement is prepared.

(3) To Ascertain the Financial Position of the Business : For this purpose, Balance
Sheet is prepared. The Balance Sheet shows Capital and Liabilities on the one hand and Assets
on the other.

(4) To Provide Information to Various Groups and Users : Groups and users who
are directly or indirectly related to affairs of the business enterprise. Owners of business,
investors, creditors, government, taxation authorities, suppliers, employees, trade unions etc.
use accounting information.

(5) To Facilitate Decision-making : Accounting information is used by different persons,
organisations and institutions. The management has to take decisions from time to time on
different matters. Accounting facilitate in decision-making process. In the absence of financial
statements and reports, it will be difficult to take decisions.

(6) To Meet Legal Requirements : Accounting aims to meet various legal requirements.
The accounting records provide the best bases for filing returns of both direct as well as indirect
taxes.

 Process of Accounting 

Accounting is a process whose input comprises the business transactions in terms of money
and the output is financial statements. Process of accounting consists of the following :

(1) Identifying Financial Transactions : Accounting process starts with identifying the
transactions of financial nature. Accounting records only financial transactions i.e., transactions
measurable in terms of money.

(2) Recording : Accounting consists of recording business transactions and events in a
systematic way.

Accounting : Meaning and Scope 3
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(3) Classifying : Classifying means grouping the transactions of some nature at one place.
This is done by preparing appropriate accounts in ledger. For example, all transactions relating
to cash would be recorded in the Cash Account.

(4) Summarising : Summarising involves the preparation of financial statements i.e.,
Profit and Loss Account and Balance Sheet etc. Summarising helps in conveying economic
information to various parties interested in them.

(5) Analysis and Interpreting : Finally, the accountants are required to analyse and
interpret the contents of financial statements to enable the users to make balanced decisions.

(6) Communicating : It is concerned with the transmission of summarised, analysed and
interpreted information to the users of accounting information.

Accounting Process is also known as ‘Accounting Cycle’ .

 Nature of Accounting 

Following facts are important in the context of nature of accounting :
(1) Accounting : An Art : Art is that part of knowledge which enables us to attain our goals

or objectives. With the help of accounting, financial results of the business concern for a given period
can be obtained. In fact, accounting does tell us the manner in which special objectives can be
achieved. The accounting system includes various techniques and procedures used by the accountant
in measuring, describing and communicating financial data to users. Journal, Ledger, Trial Balance,
Financial Statements are prepared using accounting techniques, procedures and principles.

(2) Accounting : A Science : Science is an enquiry into the relationship of cause and
effect about occurrence or happening. Science is based on well established laws or rules. In
accounting recording, classifying, summarising of business transactions are done on the basis
of certain rules and principles. Therefore, it may be termed as a science.

(3) Accounting : An Intellectual Discipline : Accounting is considered an intellectual
discipline.

The following points highlight the nature of accounting :
1. Accounting is a man-made, it is an art.
2. It is a systematic exercise. So it is a science.
3. It is practiced in a social system.
4. It follows flexible, not a rigid approach.
5. It is a language of business. As a language, it has a very well defined system of its own.
6. It is a profession.
7. It communicates financial information to different users of accounting information.
8. It is a service activity.

 Functions of Accounting 

Functions of accounting may be shown as under :
Functions of Accounting

Recordative 
Functions

Interpretative 
Functions

Meeting
Legal Needs

Protecting
Business Assets

Facilitating
Decision-making

Communicating
Financial Results

(1) Recordative Functions : Maintaining systematic records is the basic function of
accounting. There is a limit to human memory and, therefore, a systematic record of all
transactions is essential for every business. Accounting keeps a systematic record of financial
transactions.

(2) Interpretative Functions : Planning, reviewing, revising, controlling and decision-
making functions of management are well-aided by accounting records and reports. Accounting
facilitates rational decision-making by providing relevant data.

4 SBPD Publications Financial Accounting
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