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ABSTRACT 

The complexities of modern business have brought to management some problems which only accounting 

can solve and others on which accounting throw necessary and helpful light. With the widening of corporate 

ownership accounting was found both necessary to and capable of an intelligible presentation, within 

reasonable compass, of the financial data required to be furnished by the management to investors. Although 

all of these facets of accounting and money others, had long been well-known to the business world, the 

committee included in its definition so specific mention of them; but careful attention to such phrases as 

summarizing in a significant manner; transactions and events..... Of a financial characters, and interpreting 

the result thereof, will reveal that the definition is a fact broad enough to love them all.  
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INTRODUCTION 

Similar careful attention to the significant words, ‘the art of recording facts, classifying, and summarizing 

will rule out any interpretation that no move is indicated than book keeping. The recording and classifying 

of data in account books constitute an accounting function, but so also and no a higher level do the 

summarizing and  interpreting of such date in a significant manner, whether in reports to management, to 

stock-holders, or to credit guarantors, or in income tax returns, or in reports for renegotiations or other 

regulatory purposes. It should be recognized that any tears definition necessarily has limitations, particularly 

where the subject is a broad and complex one. The foregoing definition and the related comments have 

served useful purpose over an extended period of year. This period has witnessed great strides in 

improvement of systems and machinery for data processing clearer understanding of the elements and 

importance of a co-ordinate system of internal control and better recognition of the needs of management 

and of the reports required to fulfill fiduciary responsibilities to others.  

 

The to following revised working is submitted:  

Accounting is the body of knowledge and function concerned with systematic originating, authenticating, 

recording, classifying, processing, summarizing, analyzing, interpreting and supplying of deportable and 

significant information covering transactions and events which are in part at least of a financial character, 

required for the management and operation of an entity and for the reports that have to be submitted there on 

to meet fiduciary and other responsibilities.  

The professional status of accounting makes it appropriate to place the 'body of knowledge' on a co-ordinate 

basis with the 'Functions'. of accounting. The attachment of 'Systematic' to the activities and of 'dependable' 

to the information brings out the need for planning and control and 'required for the management and 

operation' covers the major internal purposes. While the 'reports... to meet fiduciary other responsibilities' 

covers the major external purpose of accounting.  

Accounting is essential to the effective functioning of any business organization, particularly the corporate 

form. The test of the corporate system and of the special phase of it represented by corporate accounting 

ultimately lies in the results which are produced. These results must be judged from the stand point of 

society as a whole not merely from that of any one group of interested persons.  

The use to which the corporate system is put and the control to which is subject change from time to time, 

and all parts of the machinery must be adopted to meet changes as they occur. In the past sixty years, there 
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has been an increasing use of the corporate system for the purpose of   converting into readily transferable 

from the ownership of large, complex and more or less permanent business enterprises. The evolution have 

brought in its train certain uses of the processes of law and accounting which have led to the creation of new 

controls, revisions of the laws and reconsideration of accounting procedures.  

 

Accounting practices decision making: Two major types of decisions pertaining to accounting 

information: user   decisions and accounting decisions. The user decisions involve selecting course of 

business action from alternatives, parting or largely on the basis of accounting information. The accounting 

decisions to relate compiling, measuring, summarizing, reporting and analyzing financial data in the manner 

which will be most helpful to the user in making his business decisions.  

Most user decision which has financial consequence can be approached by taking the following steps:  

 Define the problem  

 Identify the possible alternative course of action.  

 Analyze the reasonable alternatives in terms of figures.  

 For each of the better alternatives, identify the relevant factors that cannot be expressed in figures.  

 Select the best course of action.  

 

Accounting decisions which relate to the general purpose financial position statements of the business are 

made at two levels: decisions by the accounting profession as to what broad guides (Principles) should be 

used in recognizing and measuring financial information and decisions by the individual accountant or from 

as to what methods to employ in adapting the accounting principles accepted by the profession to the affairs 

of the particular business entity.  

 

As the world capital expenditures suggests, the task was not a mission to discover new or improved 

accounting principles. It was rather an undertaking.  

 To discuss the basic concepts to which accepted accounting principles are oriented.  

 To establish a list or summary of the accounting principles (or practices) now regarded as 

essential to the fulfillment of fiduciary accountabilities  of a business enterprise to persons who 

have invested in the enterprise or have other  bonafide interest in its financial  position 

statement and results of operations.  

 To present the opinions of the committee and other authoritative accounting pronouncements, 

now in effect, analyzed in a manner reasoning related to this summary of generally accepted 

accounting principles, and  

 To supply the explanatory and connecting language needed to create a practical accounting 

codification for the use of business enterprises and certified public accountants.    

 

The general purpose of the institute in the fielded of financial accounting should be to advance the written 

expression of what constitutes generally accepted accounting principles for the guidance of its members and 

of others. This means something moves than survey of existing practice. It means continuing effort to 

determine appropriate practice and to marrow the areas of difference and inconsistency in practice. It 

accomplishing this reliance should be placed on persuasion rather than on compulsion. The institute, 

however, can and it should take definite steps to read in the thanking on unsettled and controversial issue. 

The broad problem of financial account should be visualized as requiring attention at four levels: First – 

postulates, Second–principles; third–rules or other guides for the application of principles in specific 

situations: and forth–research.  

 

LEGAL REQUIREMENTS FOR THE PUBLICATION OF ACCOUNTS BY COMPANIES  

One of the important obligations imposed on limited companies by law is that they should publish regular 

accounting report on their activities. The minimum information which these must contain is laid out in detail 

in a number of Acts of Parliament of which the most recent and the most important is the Companies Act, 
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1956. It is important that the main requirements should be understood and this will be the subject of this 

policy. The special exemptions given to small and medium sized companies and those given to banking, 

insurance, electric and shipping companies will be ignored.  We shall also omit some of the more obscure 

provisions which operate only in special circumstances. We shall thus be looking at the shape of published 

company accounts, as they will most commonly be encountered.  

 

EVALUATION AND ACCOUNTING  

Certain policies of evaluation are now given the force of law, these are Assets (capital expenditures) having 

limited useful lives must be depreciated systematically over the period of those lives, (The provision of 

depreciation though usual was not obligatory).  

 Current assets must be valued at the lower of cost of not realizable value, taking them item by item.  

 Fictitious expenditures such as preliminary expenses, share issue expenses and research costs, must not 

be shown as assets on the balance sheet.  

 Development cost may be shown as an asset in the balance sheet only appropriate circumstances.  

Historical cost will be the normal basis of valuation, but current cost valuations are permitted, where 

appropriate for the majority of expenditures.  

 

Overall impact of the accounting policies on the financial position statement (Balance sheet):  

FINANCIAL POSITION STATEMENT 

The financial position statement is the fundamental accounting report in the sense that every accounting 

transaction can be recorded in terms of its effect on the financial position statement (Balance-sheet). It 

shows the status of the business as of a given moment of time, in so far as accounting figures can show its 

status.  

In order to understand the construction of the financial position statement and how the various elements 

which constitute it are put together, the following points need consideration:  

 The extent to which good accounting practice is likely to have been employed.  

 Knowledge of how the asset value has been arrived at.  

 The method of purchasing the assets.  

 The probable changes in the values –appreciation and depreciation that have occurred but that have 

not been recorded in the book.  

 The honesty & temperament of the management.  

 

FINANCIAL POSITION STATEMENT  

Assets are usually grouped in the financial position statement into at least two classifications: Current Assets 

& Fixed Assets (capital expenditure). Similarly, liabilities are usually classified as current liabilities and 

long term debt (some times called fixed liabilities). 

 

CURRENT ASSETS  

It is difficult to improve upon the explanation of this group of items by the committee on accounting 

procedure of the American Institute of Certified Public Accountants.  

For accounting purpose, the term current assets is used to designate cast and other assets or resources 

commonly identified as those which are reasonably expected to be  realized in case  or sold or consumed 

during the normal operating cycle of the   business. Thus the term comprehends in general such resources as  

 Cash available for current operations and items which are the equivalent of cash.  

 Inventories of merchandise, Raw materials, and goods are process, finished goods, operating supplies, 

and ordinary maintenance material and parts.  

 Trade accounts, notes and acceptance receivable. Receivables from offices, employee’s affiliates, and 

other, if collectible in the ordinary courts of business within a year.  

 Installment or differed accounts and notes receivable if they confirm generally to normal trade practice 

and terms within the business.  
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 Marketable securities representing the investment of cash available for current operation and prepaid 

expenses such as insurance, interest, rents, taxes, unused royalties, current paid advertising service not 

yet received and operating supplies sense that they will be concerted into cash but in the sense that, it not 

paid in advance, they would require the use of current assets during the operating cycle.  

 

OVERALL IMPACT ON THE PROFIT & LOSS ACCOUNT   

Profit & Loss Account:  

No standard form is prescribed by law for the P & L account (or the income and expenditure account) of a 

company, as has been done for the balance-sheet, for there are many different types of industries and 

business interests for which one set form cannot be suitable. 

  

According to section 211(2), every P/L account of a company shall give a true and fair view of the profit or 

loss of the company for the financial year and shall comply with the requirements of part II of schedule VI, 

so far as they are applicable thereto.  

True and Fair Views : If the profit and loss account is to give a true and fair view of the profit or loss for the 

financial year, it must be so drawn up as to satisfy the following condition : 

1. It must clearly disclose the result of the company's working during the period covered by it.  

2. It must disclose every material feature relating to the working results of the company's business, 

including receipts and expenses in respect of non-recurring transactions, or transactions of an 

exceptional nature which must be shown separately.  

3. Transfer to and from reserves and provisions if material in amount, must be fully disclosed therein.  

4. The income derived from Trade investments and other investment (Fixed nature) is to be stated 

separately. If this income is shown gross, the amount of tax deducted at source must be stated.  

5. It must clearly disclose the repairs to buildings and repairs to machinery should be stated separately. 

Wages incurred on and stores used for repairs to buildings and machinery should be included 

respectively under 'Repair to Buildings' and "Repairs to Machinery" and not under the items salaries, 

wages and 'stores consumed'. The allocation of such expenses must be on a reasonable basis.  

6. Amount written off, goodwill and under writing commission. The writing of intangible assets cannot 

be done through the P/L account, as they are not charges or expenses in connection with any 

particular year.   

It must disclose any material effect of a change in the basis of accounting, such as any change in the 

mode of valuing stocks, a change in the method of providing for depreciation or change from cash to 

mercantile system of a accounting policy.  

Thus, the amount of any profit or loss resulting from a change in the mode of valuing stocks must 

either be shown separately in the P/L account or indicated by way of a note, as already referred to in a 

preceding chapter. Again if a company revalues its Fixed Assets and provides for depreciation on the basis 

of the new valuation, the depreciation charges would be of a greater amount than that in previous years. 

Therefore, a note should be appended to the P/L account stating the amount by which the profits for the year 

are affected by this change.  

 

IMPORTANT NOTES  

Certain information in amplification or extension that is given in the P/L account will appear in the form of 

notes. Some of the more important items are: 

1. Turnover: A breakdown of turnover must be given both by classes of business and by geographical 

area.  

2. Depreciation: The aggregate amount of depreciation charged, must be disclosed as a note.  

3. Interest Payable: There must be shown separately. Interest payable on; 

4. Bank loans and overdrafts and other loans wholly repayable within five years and ,  

5. Any other loans.  
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6. Director's emoluments: A considerable amount of information is required to be given in respect of 

directors emoluments.  

 

The following headings must be used distinguishing in each case between amounts receivable in respect of 

services as directors and amounts receivable in respect of other offices:  

(a) Aggregate Employments.  

(b) Director's and past director's pensions (Expected those payable from contributory funds).  

(c) Compensation paid to directors or past directors for loss of office. 

(d) Prior year adjustments.  

Director's employments must also be shown in terms of the number of directors. The chairman's 

remuneration must be stated separately as well as the remuneration of the highest paid director.  

 

Auditor's remuneration:  

This must include both fees and expenses paid to auditors in respect of their duties.  

Highest paid employee's emoluments.  

Hire of plant and machinery.  

Rents from land 

 

Management is especially interested in how the operations of the business change the owner's equity that is 

in revenues and expenses and the difference between them net income. In measuring net income, the 

continuing life stream of the business is divided into accounting periods, and an income statement (P & L) is 

prepared for each period. Revenues and expenses are measured in accordance with the accrual concept: that 

is, the measurements are of the revenues earned and the expenses incurred during an accounting period, as 

distinguished from the cash received and expenditures made during the period. Revenues are generally 

recognized in the accounting period in which they are realized; that is, at the time goods or services are 

exchanged for cash or some other valuable consideration. To the extent feasible, expenses shown for a 

period should match the revenues shown for the same period; that is, expenses should be those associated 

with the production and sale of the same goods and services that give rise to revenues in the period.  

 

FACTORS AFFECTING EVALUATION AND ACCOUNTING  

Accounting changes adopted, may affect materially the contents of all three major financial statements for 

the latest period, as well as the trends shown in comparative financial statements. Consequently, such 

changes should be reported in a manner which will facilitate analysis and understanding of the financial 

statement.  

The three main factors affecting evaluation and accounting are given below :  

1. An accounting principle,  

2. An accounting estimate  

3. The reporting entity.  

Some believe that the same accounting principles should be used in financial statements for current and prior 

periods and that statement currently presented for prior periods should be restated retrospectively when a 

reporting entity changes an accounting principle. Others believe that restating financial statements for prior 

periods would dilute public confidence and that statements previously prepared on the basis of then 

acceptable, accounting principles should be considered final, except for changes in the reporting entity or the 

corrections of the errors.  

Note: A correction of an error in previously issued financial statements is not an accounting change.  

 

FACTOR AFFECTINGS EVALUATION AND ACCOUNTING CHANGE IN ACCOUNTINGS 

PRINCIPLE  

The accounting principles used in the preparation of financial statements generally should not be changed 

because the consistent use of accounting principles from the accounting period to another maximizes the 
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usefulness of financial statements. However, a change may be made when the management of the reporting 

entity considers an alternative accounting principle to be clearly preferable, e.g. the issuance of a new 

accounting standard by the Financial Accounting Standard Board would be sufficient support for a change in 

accounting principle. The nature of the change in accounting principle, the justification for the change, and 

the effect of the change on net income should be fully disclosed in the financial statements of the period in 

which the change is made.  

 

FACTOR AFFECTING EVALUATION AND ACCOUNTING CHANGES REQUIRING THE 

COMPUTATION OF CUMULATIVE EFFECT  

The guidelines for those changes in accounting principles which call for the computation of the cumulative 

effect of the change are briefly summarized below:  

 

1. The financial statements for prior included for comparative purposes with the statements for the 

latest period should be presented exactly as originally reported.  

2. The cumulative effect of changing to a new accounting principle. In the beginning retained earnings 

of the period in which the change is made should be included in net income of that period. The 

cumulative effect is not considered an extraordinary item but is reported in the income statement 

below any extraordinary items. The cumulative effect thus reported is the difference between the 

amount of begining retained earnings as previously reported and the amount of begining retained 

earnings that would have been reported if the new accounting principle had been used in prior 

periods. The income before extraordinary items for the period of the change should be reported on 

the basis of the newly adopted accounting principle.  

3. The full effect of using the newly adopted accounting principle on income before extraordinary items 

and net income, including per share amounts, of the period of the change should be disclosed in the 

income statement. 

4. Income before extraordinary items and net income computed on a proforma basis, under the newly 

adopted accounting principle, should be shown in the income statement for all periods presented. 

  

FACTOR AFFECTING EVALUATION AND ACCOUNTING CHANGE IN ACCOUNTING 

ESTIMATE:    

Certain changes in accounting measurements are treated as changes in accounting estimates rather than as 

changes in accounting principles. Estimates are required to measure doubtful account expense, obsolescence 

of inventories, warranty expense, recoverable mineral reserves, and economic lives and residual values of 

depreciable assets.  

Because future events and their effects cannot be fully anticipated, a change in an accounting estimate may 

be made as new events occur or as additional and better information is obtained. The effect of a change in 

accounting estimate should be accounted for in:  

 

1. The period of change if the change affects that period only or  

2. The period of change and future periods if the change affects both.  

 

A change in accounting estimate does not require the restatement of financial statements for prior period; the 

reporting of Performa amounts for prior periods, or the computation of the cumulative effect of the change.  

A change in accounting estimates which is accompanied by a change in accounting principle should be 

reported as a change in estimate, the cumulative effect of the change in principle cannot be estimated from 

the change in estimate. For example a change in the method of computing depreciation for previously 

recorded assets should be accounted for as a change in accounting principle, but if the change in 

depreciation method is accompanied by a change in the estimated economic life or residual value of the 

asset, the latter should be accounted for as a change in estimate. The reason for this is that the effect of the 
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change in depreciation method can be clearly separated from the effect of a change in the estimated 

economic life or residual value of the asset.  

The effect of a change in accounting estimate that effects several future periods should be fully disclosed in 

the financial statements. However, disclosure of effects of changes in accounting estimates which are made 

in the ordinary course of accounting for items, such as doubtful accounts receivable and inventory 

obsolescence is not necessary, if the effect of such change is material in relation to net income of the current 

period, disclosure is recommended.  
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