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CHAPTER - 1
[bookmark: _GoBack]INTRODUCTION OF BOOK-KEEPING & ACCOUNTANCY
· Introduction:
		Every business involves exchange of goods or services. That means a businessman or business concern deals with other parties in exchange of goods or services. Such dealings, in business, are called business transactions. The business transactions include purchase of goods or services, sale of goods or services, payments, receipts etc. In a business concern, the transactions are numerous. All the details of these varied transactions cannot be remembered by the businessman.
		So there was a need to record all business transaction in a systematic way and this job of recording of transactions have been later on called as “Book-keeping”.
· Meaning of Book Keeping:
		Book keeping is a process of recording business transactions in the books of accounts in a systematic manner.
		Booking Keeping is the process of analysing, classifying and recording transactions in a systematic manner to provide information about the financial affairs of the business concern. 
		Book-Keeping may be defined as the science and the art of the recording monetary, business transactions in a set of books. 
		‘Book’ means ‘Book of Accounts’ and ‘keeping’ means ‘maintaining’ the books of accounts. Thus, the writing of business transactions in the books of accounts for future use is a simple meaning of Book-Keeping.
		All the transactions are recorded date wise. A person who records the same is called as an Accountant who has to show the business results from such records at the end of financial year which ends on 31st March every year. In India this system of book-keeping was in operation from 23rd centuries ago at the time of Chandragupta Maurya. Chanakya was recording the accounting transactions. He wrote a famous book known as “Arthashashtra”. After some years this system was called as “Deshi Nama”. The Double entry system of book-keeping was originated in Italy, developed by Luca De Bergo Pacioli in the year 1494.
· Definition of Book Keeping:
		R. N. Carter has defined, “Book-keeping is the science & art of correctly recording in the books of accounts, all those business transactions that results in transfer of money’s worth.”
		J. R. Batliboi has defined, “Book keeping is the art of recording business dealings in a set of books.”




· Book Keeping is a Science or an Art :
		Book Keeping is a science as well as an art. Book-keeping has some rules and principles as (like) science. Book keeping is a systematic body of knowledge governed by certain rules. Therefore, it is called as science. However, it is not a physical, natural or pure science like chemistry, Biology or Mathematics, but a social science evolved by man and society. Therefore answers provided by book keeping are not always fixed or rigid, but largely dependent upon the needs of the business and the society.
		An art means an action of doing a thing with some skill and experience. Therefore, Book-keeping is an art. An accountant (Book-keeper) can represent any typical transactions in an easy way with his art. In book-keeping some transactions can be represented in alternate (different) ways.
· Features of Book Keeping :
1.	It is the process of recording business transactions
	2.	It is an art of recording business transactions scientifically.
	3.	It needs documentary support for each transaction.
	4.	Transactions are recorded in specific set of books only.
	5.	It records only monetary transactions. Non monetary transactions can not be recorded.
	6.	The system of recording should be universal.
	7.	The business organisation records its own transactions with others.
	8.	Record is prepared for a specific period but presented for future references.
· Objectives of Book Keeping :
	1.	To know the profit or Loss of business during a particular (specific) period.
	2.	To know the financial position (Assets & liabilities) of the business on a particular date. 
	3. 	To know the amount of capital invested in the business.
	4.	To have a systematic, permanent record of business transactions.
	5.	To know the amount due to business from various debtors.
	6.	To know the amount due to creditors from business.
		(To know what the businessman owes to others & what others owes to him)
	7.	To know the amount of various taxes payable to the Government.
	8.	To provide valuable information for legal purposes.
	9.	To compare his business with that of other concerns engaged in a similar line.
	10.	To find out the total incomes and total expenditures of the business.
	11.	To know the Goodwill of the business.
	12. 	To know the progress of the business.
	13.	To know how the amount of profit or loss is made up.
	14.	To keep a check on the properties.
	15.	To review the progress of the business from year to year.
	16.	To prevent and minimise the accounting errors and frauds.
	17.	To know the total business purchases and sales.
	18.	To help in taking decisions on important business matters. 
· Importance of Book-Keeping :
Following points explain the Importance of Book Keeping.
	1.	Aid to Memory: Human memory has certain limitations. A businessman cannot remember all the business transactions. Book-keeping helps the businessman in this regard also. Due to Book-keeping, it is not necessary to remember the transactions.
	2.	Facilitates planning: Proprietors have to plan their business operations for years to come. Book-keeping generates valuable information about production, sales, expenses and incomes, which helps planning.
	3.	Decision making: Management has to take valuable decisions about business. Book-keeping makes available necessary information, which facilitates decision-making.
	4.	Controlling: With the help of available financial information and figures the executives of the business can control the business.
	5.	Comparison: A businessman can do yearly comparative study to understand the business position over the years. He can also do the comparative study with other business units.
	6.	Helpful in getting discharge: In case of insolvency of a proprietor, he can get discharge from the court on the basis of record of business transactions.
	7.	Settlement of Tax liability: Book-keeping is useful to find out tax liability in case of Sales Tax, Income Tax, Property Tax etc. Proper record of transactions would enable a businessman to fix up the amount of his tax liability and discharge it.
	8.	Protection against theft & dishonesty: A businessman can protect himself against theft and dishonesty of employees by keeping books of accounts in a systematic manner. He can exercise greater control on his finance through systematic recording only.
	9.	Evidence in litigations: Court considers the record provided by businessman as an evidence in case of any disputes.
	10.	Sale of business: In case the business is sold out, the purchase consideration can be decided on the basis of the accounts maintained.
	11.	Helpful in getting loans: A businessman may require loans from banks for financing his expansion scheme. Properly kept accounts can convince the banks about financial soundness of business.
· Utility of Book Keeping :
	1)	To Owner: It helps to find out profit, losses, Assets, liabilities in the business at any time.
	2)	To Management: It helps the management in planning, decision making, controlling and managing the overall business activities.
	3)	To Government: Book keeping helps various department of government to decide how much taxes are collected from business.
	4)	To Investors: Investors can decide whether to invest or not to invest their funds in the business on the basis of information provided by the Book-keeping & Accountancy.
	5)	To Customers: Customers can judge the financial capacity of the business and can remain assured about smooth supply of goods.
	6)	To Lenders: Lenders can study the creditworthiness of the business firm with the help of books of accounts which assures continuous supply of funds.
	7)	To Purchaser: Book-Keeping helps the purchaser to find out the true value of the business.
	8)	To Trade Union: Book Keeping helps the trade union to know that wages, salaries or bonus given to employees are fair or not. A Trade union is able to demand high wage (Wage hike) on the basis of book-keeping.
	9)	To Partner: In case of partnership firm, partners are able to get information about admission, retirement or death of a partner from book-keeping.
· Meaning of Accountancy/Accounting:
			Accountancy/Accounting is a wider concept than Book-keeping. Book-keeping is the recording branch of Accountancy. Accountancy includes Book-keeping & classifying, summarising & interpreting of the business transactions. It makes easy to take decisions relating to business. Accountancy starts where book-keeping ends.
			Accountancy is concerned with the processes of recording, sorting & summarising data resulting from Business operations & events. Accountancy also refers to systematic analysis of the recorded data.
· Definition of Accountancy/Accounting:
			Kohler has defined, “Accountancy refers to the entire body of the theory & process of accounting.”
			Prof. Robert N. Anthony has defined accounting as “Nearly every business enterprise has an accounting system. It is a means of collecting, summarising, analyzing and reporting in monetary terms information about the business transactions.”







· Distinction between Book-keeping & Accountancy
	
	Book-keeping
	Accountancy

	1
	Meaning

	
	Book-keeping is a process of recording business transactions in the books of accounts in a systematic mannermeans of collecting, summarizz(
	Accountancy is concerned with the processes of recording, sorting & summarising data resulting from Business operations & events. Accountancy also refers to systematic analysis of the recorded data.

	2
	Stage

	
	Book-keeping is the first stage and it comes immediately after transaction.
	Accountancy comes after recording and classification. Accountancy is the next stage after Book-keeping.

	3
	Objectives

	
	Book-keeping aims at keeping the record and provides primary information.
	Accountancy aims at finding the profits or losses and gives financial position.

	4
	Level of work

	
	In book-keeping, the level of work is less. It is done by junior staff.
	In accountancy, the level of work is high. It is done by senior staff.

	5
	Results

	
	Book-keeping basically results in Journal and Ledger.
	The results of Accountancy is Profit and Loss A/c and Balance sheet.

	6
	Period

	
	Book-keeping gives day to day details.
	Accountancy gives details of entire year.

	7
	Scope

	
	Book-keeping has a limited scope.
	Accountancy has a wider scope.

	8
	Procedure

	
	Book-keeping includes recording the entries of day-to-day transactions by following basic rules of double entry Book-keeping system.
	Accountancy includes processing of Primary information available from books of accounts and preparation of financial statements.

	9
	Principles

	
	Book-keeping requires principles of elementary knowledge of Journalising and Posting.
	Accountancy requires all the Accounting Principles.

	10
	User

	
	Book-keeping records are used by accountant as it provides the basis for accountancy.
	Accounting records are used by owners, managements, Government and other stock holders.


· Basis of Accountancy / Accounting:
	1	Cash Basis: Under this system only cash transactions are recorded. Under cash basis an income is recorded only when cash is actually received and expenses are recorded when cash in actually paid. The business records every cash that comes in business and every cash that goes from business.
	2	Accrual Basis: An income is recorded when it is earned (whether cash received or not) and expenses is recorded when they become payable. Both cash as well as credit transactions are recorded. This is also called Mercantile Basis of Accounting.
· Branches of Accounting
			In order to satisfy the needs of different people interested in the accounting information, different branches of accounting have been developed. The changing business scenario has given birth to the specialized branches of accounting which are:
	1	Financial Accounting: Financial Accounting is concerned with recording of financial transactions, summarizing and interpreting them and communicating the results. It is original form of accounting that ascertains profits earned or loss suffered during a specific period (generally a year) and ascertains the financial position on the date when the accounting period ends.
	2	Cost Accounting: It is the process of accounting and controlling the cost of product, operation or function. The purpose of this branch of accounting is to ascertain the cost, to control the cost and to communicate information for decision.
	3	Management Accounting: 	It is an accounting for the management i.e. accounting which provides necessary information to the top level management for discharging its functions. Management accounting covers various areas such as cost accounting, budgetary control, inventory control, statistical methods, internal auditing etc. The purpose of this branch of accounting is to supply all information that management may need in taking decisions and to evaluate the impact of its decisions and actions. 
Qualitative Characteristics of Accounting Information
		Qualitative characteristics of accounting information are as follows:
	1	Reliability: The accounting information must be reliable. It means that every accounting information should be based upon verifiable (proper) documentary evidence. It shows that accounting facts (information) should be presented in an unbaised way. The reliability requires that the accounting information must possess the features of verifiability, neutrality & faithfulnesss.
	2	Relevance: The accounting information and the statement must be relevant. It means that accounting information should not contain unnecessary & irrelevant information & every useful, important & relevant information must find a place in the books of accounts.
	3	Understandability: Accounting information should be recorded, presented and interpreted in such a way that it should be easily understood by its users. The information must be clear, brief, exact and suitable to its users like management, shareholders, workers, employees, economist, government, etc.
	4	Comparability: The usefulness of accounting information increase when it is compared i.e. comparing two or more years statement. The comparison is made to know change in financial position & profitability of the business. Such comparison is meaningful only when the statements are prepared on same principles & rules. In order to bring accuracy in the comparison, methods of recording accounts should be consistent & must not change from year to year otherwise comparability will suffer.
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