



Meaning of Accounting:
Accounting is that science under which systematic analysis of financial transactions pertaining to a business is executed, and in this execution it is being developed as an art of first identifying business transactions of financial character and then recording, classifying and summarizing them to interpret the result there of  to the various interested Parties.
As per American Institute Of Certified Public Accountants
“Accounting is the art of recording, classifying and summarizing 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 result there of”.
An analysis of the above definitions brings out the following attributes of accounting:
1. Accounting is a Science as well as Art = Since accounting is an organised body of knowledge based on certain specified principles and accounting standards, it is a science. Further it involves recording, classifying and summarizing business transactions with a view to ascertain the net profit and financial position of business enterprise, it is an art.

2. Recording of financial transaction only = Only those transactions and events can be recorded in the books of accounts which are of financial character i.e. which can be measured and expressed in terms of money for example salary paid to manager can be recorded but resignation by an able and experienced manager cannot be recorded even though it adversely affects the earning of the business.


3. Recording in terms of money = After Affirming the nature of transactions i.e. financial character next step is to record that identified transaction in our books in terms of common quantifying factor i.e. money. For example it is very convenient to record if a business possessing 1000000 worth of land instead 1000 Meter land, 2500000 worth of building instead 2 building, 500000 worth of plant and machinery instead 5 plant and machinery, 100000 worth of debtor instead 10 debtor and so on.

Following are the functions of accounting:
1. Identifying = The first function of accounting is to identify the transactions of a financial character and measure them in terms of money.
2.Recording = Accounting is the art of recording business transactions according to some specified rules. In a small business where the number of transactions is quite small, all transactions are first of all recorded in a book called “Journal”. In a large business where the number of transactions is quite large, journal is further subdivided into various subsidiary books such as:
Cash book for recording cash transactions.
Purchase book for recording credit purchases.
Sales book for recording credit sales.
Sales return book for recording the return of credit sales etc.
Purchase return book for recording the return of credit purchases etc.
3.Classifying = Classification is the process of grouping the transactions of one nature at one place, in a separate account. The book in which various accounts are opened is called “Ledger”.
4.Summarizing = Summarizing is the art of presenting the classified data in a manner which is understandable and useful to the management and other users of such data. Final accounts are prepared with the help of trial balance which include trading and profit and loss account and a balance sheet.
5.Interpretation of the results = In accounting, the results of the business are presented in such a manner (i.e. by preparing trading and profit and loss account and balance sheet) that the parties interested in the business such as proprietors, managers, banks, creditors, employees etc. can have full information about the profitability and financial position of the business.
6.Communicating = Accounting functions also include the communication of financial data to the users who analyze them as per their individual requirements.


Purpose or Motive behind Accounting:
The following objectives are intended to be achieved or considered as utility of accounting.
1.To keep systematic record of business transaction = Complete records of business transactions helps to avoid the possibility of committing error of omission and possible frauds. For this purpose, all the business transactions are first of all recorded in journal or subsidiary books and then posted into ledger.
2.To calculate profit and loss = The second main objective of accounting is to ascertain the net profit earned or loss suffered on account of business transactions during a particular period. For this purpose trading and profit and loss account of the business is prepared at the end of each accounting period.
In addition, a businessman is able to get the following information by preparing a trading and profit and loss account:
1. How much goods have been purchased during a particular period?
2. How much goods have been sold during a particular period?
3. How much goods have remained unsold and it's valuation?
3. To ascertain the financial position of business = For a businessman merely ascertaining profit or loss of the business is not sufficient. The businessman must also keen to know the financial health of business. For this ‘balance sheet’ is prepared which shows the assets and their values on the one hand and liabilities and capital on the other hand.
4. To prevent and detect errors and frauds.
5.To provide information to various parties = Another important objective of accounting is to communicate the accounting information to it's various interested parties like owner, investors, creditors, banks, employees and government authorities etc. It helps them in taking sound and judicious decisions about their business entity.
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