UNIT-I
Theoretical framework

	l. Accounting as an information system, the users of financial accounting information and their needs. Qualitative characteristics of accounting. information. Functions, advantages and limitations of accounting. Branches of accounting. Bases of accounting; cash basis and accrual basis



 Accounting Information: 
Accounting information means the data provided in the financial statements and reports. Financial statements include: (a) Trading Account (b) Profit and Loss Account (c) Balance sheet, (d) Cashflow statement and (e) Fund flow statement. The first three are the basic financial statements and the latter two are prepared on the basis of the former three statements. Trading Account and Profit & Loss Account are together called Revenue Statement or income Statement and the Balance Sheet is known as Position Statement Reports include directors’ report ' and auditor’s report (in case of limited companies). These statements and reports are published in the form of Annual Reports of companies. 
The basic financial statements provide information on five elements. These file elements are (a) assets, (b) liabilities, (c) equities (capital), (d) incomes and gains and (e) expenses and losses. Assets, liabilities and capital are elements of Balance Sheet and incomes & gains and expenses & losses are elements of revenue statement. Information regarding these elements of financial statements is called Accounting Information.

Users of Accounting Information/Financial Statements: 

The information disclosed in financial statements is very useful to a number of parties. These are briefly described below: 
(a) Owners: Owners provide capital fund to the business and bear all the risk of the business. They want to know whether their funds are being properly utilised or not. They want information on fund position, prom, position of assets and liabilities etc. which they get from financial statements. 
(b) Managers: Accounting information is useful to managers for the purpose of planning, decision making, controlling, motivating, directing and monitoring the functioning of a business entity. 
(c) Creditors: Creditors and suppliers of materials use accounting information to ascertain the short-term liquidity, long term liquidity or solvency position, the ability of the entity to repay the amount in scheduled time and the earning capacity. 
(d) Bankers and lenders: Bankers and lenders who advance money to a business entity are interested in financial statements to ascertain short term and long-term debt repaying and debt servicing capacity of the business entity. Short term lenders are interested in liquidity position and long term lenders are interested in solvency position of the borrowing entity 
(e) Government and regulatory agency: Government and outer regulatory authorities are interested in financial statements in order to assess, levy and collect sales tax, excise duty, custom duty, income tax, wealth tax etc. information conveyed by financial statements are useful to government in formulating industrial policy, fiscal policy for business houses, other connected legislation for controlling and monitoring the working of business houses. Other regulatory agencies interested in financial accounting information are Department of Company Affairs (DCA), Stock exchange authorities, Securities and Exchange Board of India (SEBI), Reserve Bank of India Auditors, the Institute of Chartered Accountants of India, the Institute of Company Secretaries of India, the Institute of Cost and Management Accountants of India (ICMAI) etc. 

(f) Employees: Employees are interested in financial accounting in order tq assess the stability of their employment, to lodge their claim for hike in wage, share in profit, bonus etc. x 
(g) Prospective and existing investors : Prospective and existing investors are interested in accounting information to determine: (i) regularity of receiving Income on investment and (ii) safety of their investment in the business entity For this propose, they seek several information from financial statements, such as the amount of equity investment, long term debt, net profit, preference dividend, debenture interest etc. 
(h) Consumers: Consumers use financial accounting” information to safeguard their interest in regard to quality of products, price charged, and to uphold the consumers' movement. 
(i) Researchers: Research scholars make use of financial statements for making analysis and interpretation of data to derive new findings. Further, economic newspapers and financial journals also conduct analysis over the financial statements to report the operational result of the business entities. Financial data are also used for creating information database about industry performance. 
(j) Trade association and chambers of commerce: Trade association and chambers of commerce make use of financial statements to frame various types of demands to be placed before the concerned authority and also to formulate business policy, trade pattern, strategy of the enterprise etc. 

Qualitative features/characteristics of Accounting Information: 
The qualitative aspect of accounting information and for that matter, of financial statements has received a considerable amount of importance from many quarters. This is because the quality of a decision and return from it is dependent upon the qualitative features of information. Hence, an endeavour has been continuously made by the accounting bodies to improve the quality of accounting information. 
The IASB in its recent revision (2013) of 'The Conceptual Framework for Financial Reporting states that qualitative characteristics identify the types of information that are likely to be most useful to the existing and potential investors, lenders and other creditors for making decisions about the reporting entity on the basis of information in its financial report (financial information}. 
The Accounting Principles Beard of AICPA, USA, has underlined seven qualitative features of financial statements. These are: (a) Relevance, (b) Understandability, (c) Verifiability, (d) Neutrality, (e) Timeliness, (f) Comparability and (g) Completeness. . 
In India, the ICAl has outlined four qualitative features of financial statements. These are: (a) Understandability, (b) Relevance, (0) Reliability, and (d) Comparability 
These are discussed below
 (i) Relevance: Accounting information furnished in the financial statements must be relevant to the users of such accounting information. To be relevant, information must be helpful to the management, the investors, the creditors and other users in making decisions. For example, the information regarding the rate of dividend paid bya company, say in previous three years is a relevant information for the prospective investors, because, it provides a basis for forecasting future dividends and deciding whether an investor should remain invested in that company or not 
(ii) Understandability: Accounting information should be presented in such a manner that they are understood easily by their users such as investors, lenders, creditors, employees and other user group. It should be presented in such a way that a person who does not have knowledge of accounting should also be able to understand them without much difficulty. This can be done by giving relevant explanatory notes to explain the information given in financial statements. These explanatory notes make the financial statements more useful and understandable. Again, they can be made interesting and understandable through the use of ratios, charts, graphs etc.
(iii) Comparability: Comparability is another important qualitative characteristic of accounting information. The financial statements should be prepared in such a way that the profitability and financial position of a concern may be used for making: 
a) lntra-firm comparison, is. comparison with the similar information of the same enterprise over different periods; and ' 

b) Inter-firm comparison, is. comparison with the information of other similar enterprise over different periods, 
Such comparison reveals the strength and weaknesses of the business entity. Comparability is possible if the same accounting policy is followed by an enterprise over different periods in case of intra-firm comparison. In case of inter-inn comparison, different firms in the same industry must adopt the same accounting policy over different periods to make the comparison a meaningful one. 
(iv) Reliability: The most important qualitative characteristics of accounting information is that the information furnished must be reliable. Information, to be useful, must be reliable. To be reliable, an information shall possess the following features: 
a) it must carry faithful representation of transactions. 
b) It should be accounted for and presented in accordance with their substance and economic reality. 
c) lt must be neutral
d) it must be prudent, and
e) lt must be complete. 
The information is considered reliable if it is free from any error or biasness. The information furnished must be based on facts and is verifiable.The accounting information is said to have verifiability if such information can be verified from source documents is. the documents on the basis of which recording has been made. For example, cash memos, purchase invoices, sales invoices, etc. Verifiability ensures the truthfulness of the recorded transactions which can be independently checked by any person to ascertain the true position.

Function of Accounting
The main functions of accounting are as follows:
(1) Measurement: Accounting measures past performance of the business entity and depicts its current financial position.
(2) Forecasting: Accounting helps in forecasting future performance and financial position of the enterprise using past data.
(3) Decision-making: Accounting provides relevant information to the users of accounts to aid rational decision-making.
(4) Comparison & Evaluation: Accounting assesses performance achieved in relation to targets
(5) and discloses information regarding accounting policies and contingent liabilities which play an important role in predicting, comparing and evaluating the financial results.
(6) Control: Accounting also identifies weaknesses of the operational system and provides feedbacks regarding effectiveness of measures adopted to check such weaknesses.
(7) Government Regulation and Taxation: Accounting provides necessary information to the
(8) government to exercise control on die entity as well as in collection of tax revenues.

Accounting – Classification
The various sub-fields of the accounting are:
(a) Financial Accounting- It is commonly termed as Accounting. The American Institute of Certified Public Accountants defines Accounting as “an art of recoding, 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 results thereof.”  Financial Accounting Determining the financial results for the period and the state of affairs on the last day the accounting period. 
(b) Cost Accounting-According to the Chartered Institute of Management Accountants (CIMA), Cost Accountancy is defined as “application of costing and cost accounting principles, methods and techniques to the science, Cost Accounting Information generation for Controlling operations with a view to maximizing efficiency and profit. Control Accounting art and practice of cost control and the ascertainment of profitability as well as the presentation of information for the purpose of managerial decision-making.”
(c) Management Accounting-Management Accounting is concerned with the use of Financial and Cost Accounting information to managers within organizations, to provide them with the basis in making informed business decisions that would allow them to be better equipped in their management and control functions. Management Accounting to assist management in planning and decision-making Process.
(d) Tax Accounting: This branch of accounting has grown in response to the difficult tax laws such as relating to income tax, sales tax, excise duties, custom duties, etc. An accountant is required to be fully aware of various tax legislations. 
(e)  Social Accounting: This branch of accounting is also known as social reporting or social responsibility accounting. It discloses the social benefits created and the costs incurred by the enterprise. Social benefits include such facilities as medical, housing, education, canteen, provident fund, so on while the social costs may include such matters as extra hours worked by employees without payment, environment pollution, unreasonable terminations, etc. 
(f) Human Resource Accounting: It is concerned with the human resources of an enterprise. Accounting methods are applied to identify human resources and its evolution is done in money terms so that the society might judge the total work of the business enterprises including its non-human net assets. It is, therefore, an accounting for the people of the organization. 

Objectives of Accounting
(i) Providing Information to the Users for Rational Decision-making
The primary objective of accounting is to provide useful information for decision-making to
stakeholders such as owners, management, creditors, investors, etc. Various outcomes of business activities such as costs, prices, sales volume, value under ownership, return of investment, etc. are measured in the accounting process. All these accounting measurements are used by stakeholders (owners, investors, creditors/bankers, etc.) in course of business operation. Hence, accounting is identified as ‘language of businesses.
(ii) Systematic Recording of Transactions
To ensure reliability and precision for the accounting measurements, it is necessary to keep a systematic record of all financial transactions of a business enterprise which is ensured by bookkeeping. These financial records are classified, summarized and reposted in the form of accounting measurements to the users of accounting information i.e., stakeholder.
(iii) Ascertainment of Results of above Transactions
‘Profit/loss’ is a core accounting measurement. It is measured by preparing profit and loss account for a particular period. Various other accounting measurements such as different types of revenue expenses and revenue incomes are considered for preparing this profit and loss account. Difference between these revenue incomes and revenue expenses is known as result of business transactions identified as profit/loss. As this measure is used very frequently by stockholders for rational decision making,it has become the objective of accounting. For example, Income Tax Act requires that every business should have an accounting system that can measure taxable income of business and also explain nature and source of every item reported in Income Tax Return.
(iv) Ascertain the Financial Position of Business
‘Financial position’ is another core accounting measurement. Financial position is identified by preparing a statement of ownership i.e., Assets and Owings i.e., liabilities of the business as on a certain date. This statement is popularly known as balance sheet. Various other accounting measurements such as different types of assets and different types of liabilities as existed at a particular date are considered for preparing the balance sheet. This statement may be used by various stakeholders for financing and investment decision.
(v) To Know the Solvency Position
Balance sheet and profit and loss account prepared as above give useful information to
stockholders regarding concerns potential to meet its obligations in the short run as well as in the long run

Functions of  Accounting :Accounting is supposed to perform the following functions: 
1. Recording: Since all business transactions cannot be kept in memory, they have got to be systematically recorded and pass through journals, ledgers and work sheets before they could take the forms of final accounts. This aspect of financial accounting has assumed considerable importance with the limitation of human memory. 
2. Validating: With the universal acceptance and enforcement of accounting principles, every recorded entry in the books of accounts maintained by a business unit gives validity or authenticity to all such transactions so recorded. 
3. Communicating: This is an important function of financial accounting. Accounting serves as a language for communicating the financial facts about the enterprise or activity most effectively to all concerned interested in using and interpreting them. 
4. Interpreting: This aspect helps in unfolding the total financial picture of an undertaking and investing the same with more meaning.
Advantages of accounting
1. Maintenance of business records
It records all the financial transaction pertaining to the respective year systematically in the books of accounts. It is not possible for management to remember each and every transaction for a long time due to their size and complexities.
1. Preparation of financial statements
Financial statements like Trading and profit and loss account, Balance Sheet can be prepared easily if there is a proper recording of transactions. Proper recording of all the financial transactions is very important for the preparation of financial statements of the entity.
1. Comparison of results
[bookmark: _GoBack]It facilitates the comparison of the financial results of one year with another year easily. Also, the management can analyse the systematic recording of all the financial transactions according to the policies of the entity.
1. Decision making
Decision making becomes easier for management if there is a proper recording of financial transactions. Accounting information enables management to plan its future activities, make budgets and coordination of various activities in various departments.
1. Evidence in legal matters
The proper and systematic records of the financial transactions act as evidence in the court of law.
1. Provides information to related parties
It makes the financial information of the organization available to stakeholders like owners, creditors, employees, customers, government etc. easily.
1. Helps in taxation matters
Various tax authorities like income tax, indirect taxes depends on the accounts maintained by the management for settlement of taxation matters.
1. Valuation of business
For proper valuation of an entity’s business accounting information can be utilized. Thus, it helps in measuring the value of the entity by using the accounting information in the case of sale of the entity.
1. Replacement of memory: Proper recording of accounting transactions replaces the need to remember transactions.

Disadvantages of accounting
1. Expresses Accounting information in terms of money
Non-financial transactions cannot be given effect to in books of accounts. Only transactions of financial nature are measurable by the accountant. In fact, financial transactions are expressed in terms of money.
1. Accounting information is based on estimates
There are some accounting data which are based on estimates. Thus, inaccuracy in estimates is possible.
1. Accounting information may be biased
Accountants personal influence affects the accounting information of the entity. Different methods of inventory valuation, depreciation methods, treatment of revenue and capital expenses etc can be adopted by the accountant for measurement of income of the entity.
Hence, the income arrived in certain cases might be incorrect due to the lack of objectivity.
1. Recording of Fixed assets at the original cost
There can be a difference between the original cost and current replacement cost of a fixed asset due to efflux of time, change in technology etc. Thus, the balance sheet may not show the true financial status of an entity.
1. Manipulation of Accounts
The accountant or management can manipulate or misrepresent the profits of an entity.
1. Money as a measurement unit changes in value
Stability in the value of money is not possible. Accounting information will not show the true financial position if changes in the price level are not considered.


Basis of Accounting
 (i) Accrual Basis of Accounting
Accrual Basis of Accounting is a method of recording transactions by which revenue, costs, assets and liabilities are reflected in the accounts for the period in which they accrue. This basis includes consideration relating to deferrals, allocations, depreciation and amortization. This basis is also referred to as mercantile basis of accounting.
(ii) Cash Basis of Accounting
Cash Basis of Accounting is a method of recording transactions by which revenues, costs, assets and
liabilities are reflected in the accounts for the period in which actual receipts or actual payments are
made.

Distinction between Accrual Basis of Accounting and Cash Basis of Accounting
	Basis of Distinction
	Accrual Basis of Accounting
	Cash Basis of Accounting

	
1. Prepaid/Outstanding Expenses/
accrued/unaccrued Income in
Balance Sheet
	Under this, there may be
prepaid/outstanding expenses
and accrued/unaccrued
incomes in the Balance Sheet
	Under this, there is no
prepaid/outstanding
expenses or accrued/
unaccrued incomes

	2. Higher/lower Income in case of
prepaid expenses and accrued
income
	Income Statement will show a
relatively higher income

	Income Statement will
show lower income.


	3. Higher/lower income in case
of outstanding expenses and
unaccrued income

	Income Statement will show a
relatively lower income
	Income Statement will
show higher income

	4. Availability of options to an
accountant to manipulate the
accounts by way of choosing the
most suitable method out of several
alternative methods of accounting
e.g. FIFO/LIFO/SLM/WDV

	Under this, an accountant has
options.

	Under this an accountant
has no option to make a
choice as such



	II. The nature of financial accounting principles: Basic concepts and conventions: Entity, money measurement, going concern, cost, realisation, accruals, periodicity, consistency, prudence (conservatism), materiality and full disclosures



The basic accounting concepts are referred to as the fundamental ideas or basic assumptions underlying the theory and practice of financial accounting and are broad working rules for all accounting activities and developed by the accounting profession

Accounting Concepts 
The most important concepts of accounting are as follows: 
1. Business Entity Concept 
1. Money Measurement Concept 
1. Going Concern Concept 
1. Cost Concept 
1. Dual Aspects Concept 
1. Accounting Period Concept 
1. Matching Concept 
1. Accrual Concept 
1. Objective Evidence Concept 

The first two accounting concepts, namely, Business Entity Concept and Money Measurement Concept are the fundamental concepts of accounting. 
Business Entity Concept 
According to this concept, the business and the owner of the business are two different entities. In other words, I and my business are separate. 
For example, Mr A starts a new business in the name and style of M/s Independent Trading Company and introduced a capital of Rs 2,00,000 in cash. It means the cash balance of M/s Independent Trading Company will increase by a sum of Rs 2,00,000/-. At the same time, the liability of M/s Independent Trading Company in the form of capital will also increase. It means M/s Independent Trading Company is liable to pay Rs 2,00,000 to Mr A. 
Money Measurement Concept 
According to this concept, “we can book only those transactions in our accounting record which can be measured in monetary terms. “Here, if we want to book the value of stock in our accounting record, we need the value of coats and jackets in terms of money. Now if we conclude that the values of coats and jackets are Rs 2,000 and Rs 15,000 respectively, then we can easily book the value of stock as Rs 29,500 (as a result of 5000+7500+2000+15000) in our books. We need to keep quantitative records separately. 
Going Concern Concept 
Our accounting is based on the assumption that a business unit is a going concern. We record all the financial transaction of a business in keeping this point of view in our mind that a business unit is a going concern; not a gone concern. Otherwise, the banker will not provide loans, the supplier will not supply goods or services, the employees will not work properly, and the method of recording the transaction will change altogether. 
For example, a business unit makes investments in the form of fixed assets and we book only depreciation of the assets in our profit & loss account; not the difference of acquisition cost of assets less net realizable value of the assets. The reason is simple; we assume that we will use these assets and earn profit in the future while using them. Similarly, we treat deferred revenue expenditure and prepaid expenditure. The concept of going concern does not work in the following cases: 
· If a unit is declared sick (unused or unusable unit). 
· When a company is going to liquidate and a liquidator is appointed for the same. 
· When a business unit is passing through severe financial crisis and going to wind up. 
(a) Realization Concept This concept speaks about recording of only those transactions which are actually realized. For example, Sale or Profit on sales will be taken into account only when money is realized i.e. either cash is received or legal ownership is transferred.
Cost Concept 
It is a very important concept based on the Going Concern Concept. We book the value of assets on the cost basis, not on the net realizable value or market value of the assets based on the assumption that a business unit is a going concern. No doubt, we reduce the value of assets providing depreciation to assets, but we ignore the market value of the assets. 
The cost concept stops any kind of manipulation while taking into account the net realizable value or the market value. On the downside, this concept ignores the effect of inflation in the market, which can sometimes be very steep. Still, the cost concept is widely and universally accepted on the basis of which we do the accounting of a business unit.
Dual Aspect Concept 
There must be a double entry to complete any financial transaction, means debit should be always equal to credit. Hence, every financial transaction has its dual aspect: 
· we get some benefit, and 
· we pay some benefit. 

For example, if we buy some stock, then it will have two effects: 
· the value of stock will increase (get benefit for the same amount), and 
· it will increase our liability in the form of creditors. 

Accounting Period Concept 
The life of a business unit is indefinite as per the going concern concept. To determine the profit or loss of a firm, and to ascertain its financial position, profit & loss accounts and balance sheets are prepared at regular intervals of time, usually at the end of each year. This one-year cycle is known as the accounting period. The purpose of having an accounting period is to take corrective measures keeping in view the past performances, to nullify the effect of seasonal changes, to pay taxes, etc. 
Based on this concept, revenue expenditure and capital expenditure are segregated. Revenues expenditure are debited to the profit & loss account to ascertain correct profit or loss during a particular accounting period. Capital expenditure comes in the category of those expenses, the benefit of which will be utilized in the next coming accounting periods as well. 
Accounting period helps us ascertain correct position of the firm at regular intervals of time, i.e., at the end of each accounting period. 

Matching Concept 
Matching concept is based on the accounting period concept. The expenditures of a firm for a particular accounting period are to be matched with the revenue of the same accounting period to ascertain accurate profit or loss of the firm for the same period. This practice of matching is widely accepted all over the world. Let us take an example to understand the Matching Concept clearly.
Accrual Concept 
As stated above in the matching concept, the revenue generated in the accounting period is considered and the expenditure related to the accounting period is also considered. Based on the accrual concept of accounting, if we sell some items or we rendered some service, then that becomes our point of revenue generation irrespective of whether we received cash or not. The same concept is applicable in case of expenses. All the expenses paid in cash or payable are considered and the advance payment of expenses, if any, is deducted. 
Most of the professionals use cash basis of accounting. It means, the cash received in a particular accounting period and the expenses paid cash in the same accounting period is the basis of their accounting. For them, the income of their firm depends upon the collection of revenue in cash. Similar practice is followed for expenditures. It is convenient for them and on the same basis, they pay their Taxes.
Accounting Conventions 
We will discuss the following accounting conventions in this section: 
· Convention of Consistency 
· Convention of Disclosure 
· Convention of Materiality 
· Conservation of Prudence 

Convention of Consistency 
To compare the results of different years, it is necessary that accounting rules, principles, conventions and accounting concepts for similar transactions are followed consistently and continuously. Reliability of financial statements may be lost, if frequent changes are observed in accounting treatment. For example, if a firm chooses cost or market price whichever is lower method for stock valuation and written down value method for depreciation to fixed assets, it should be followed consistently and continuously.
Consistency also states that if a change becomes necessary, the change and its effects on profit or loss and on the financial position of the company should be clearly mentioned. 
Convention of Disclosure 
The Companies Act, 1956, prescribed a format in which financial statements must be prepared. Every company that fall under this category has to follow this practice. Various provisions are made by the Companies Act to prepare these financial statements. The purpose of these provisions is to disclose all essential information so that the view of financial statements should be true and fair. However, the term ‘disclosure’ does not mean all information. It means disclosure of information that is significance to the users of these financial statements, such as investors, owner, and creditors. 

Convention of Materiality 
If the disclosure or non-disclosure of an information might influence the decision of the users of financial statements, then that information should be disclosed. 
For better understanding, please refer to General Instruction for preparation of Statement of Profit and Loss in revised scheduled VI to the Companies Act, 1956: 
1) A company shall disclose by way of notes additional information regarding any item of income or expenditure which exceeds 1% of the revenue from operations or Rs 1,00,000 whichever is higher. 
2) A Company shall disclose in Notes to Accounts, share in the company held by each shareholder holding more than 5% share specifying the number of share held. 


Conservation or Prudence 
It is a policy of playing safe. For future events, profits are not anticipated, but provisions for losses are provided as a policy of conservatism. Under this policy, provisions are made for doubtful debts as well as contingent liability; but we do not consider any anticipatory gain. 

	iii. Accounting Standards: Concept, needs and objectives; procedure for issuing Accounting Standards in India. Salient features of First-Time Adoption of Indian Accounting Standard (Ind-AS) 101. Salient features of Indian Accounting Standards Ind AS 1, 2, 16 and AS 9. International Financial Reporting Standards (IFRS): - Need and procedures of Issue.




As per Section 2(2) of the Companies Act 2013, "accounting standards" means the standards of accounting or any addendum thereto for companies or class of companies referred to in section 133; Section 133 of the Act states mat the Centre! Government may prescribe the standards of accounting or any addendum thereto, as recommended by the institute of Chartered Accountants of india, constituted under section 3 of the Chartered Accountants Act, 1949, in consultation with and after examination of the recommendations made by the National Financial Reporting Authority.

Advantages of Accounting Standards: 
Accounting standards are of great advantage to accountants. These are regarded as tools to solve accounting problems. The advantages of Accounting standards are explained below 
1. Relief to Accountants: Accounting standards provides the prescription for treating accounting events in the books of accounts. They set out the procedure and method for disclosing the accounting events in the financial statements in an dl-accepted. unbiased and fair manner. Thus, these are tools used by accountants to solve accounting problems. ‘ 

2. Reduction of alternative accounting practices: A particular advantage of accounting standards is reduction of several alternative practices in the treatment of particular transaction. These relate to accounting rules and procedures applied in measurement. valuation, reporting and disclosure of financial information. This has eliminated the confusion of accounting professionals. 

3. investors’ confidence: Elimination of alternative accounting treatment makes the financial statements useful to the decision makers since they can make inter~ firm comparison. This has increased the investors' confidence on the audited accounts. 

4. Advantage to Credit Rating: The all-accepted. unbiased and fair manner applied in measurement, valuation, reporting and disclosure of financial information have helped the credit rating agencies to rate a company property This is a special advantage to the investors and prospective investors who can depose faith on the financial statements. ' 

5. Global Acceptability of Financial Statements: Application of Accounting Standards makes the financial statements fairly disclosed about the state of affairs of the company This increases the acceptability of these financial statements by the users who are scattered all over the world. Thus, they improve the credibility and reliability of financial statements globally.

Accounting standard setting procedure
1. Selection of areas: First. the Accounting Standards Board (ASB) determines the broad areas in which Accounting Standards need to be formulated and the priority in regard to the selection thereof. Then Study Group is constituted to consider the specific subject of the proposed standard. In the formation of Study Groups. proper care is taken for wide participation by the members of the institute and others. 
2. Preparation of Draft: The Study Group of A88 prepares the preliminary draft on the proposed standard. The draft of the proposed standard norm ally includes the following: 
a. Objective of the Standard, b. Scope of the Standard, 
b. b Definitions of the terms used in the Standard. 
c. Recognition and measurement principles, wherever applicable, e. Presentation and disclosure requirements. 
3. Considerations of Draft by ASB: The A53 considers the preliminary draft prepared by the Study Group and if any revision of the draft is required on the basis of deliberations, the A88 makes the same or refer the same to the Study Group. 
4. Circulation of Exposer Draft by ASB: In the next step the A88 circulates the draft of the Accounting Standard, called ‘Exposure Draft’, to the Council members of the ICAI and the following specified bodies for their comments: 
a. Department of Company Affairs (DCA) 
b. Comptroller and Auditor General of India (C&AG) 
c. Central Board of Direct Taxes (CBDT) 
d. The Institute of Cost and Works Accountants of India (ICWAI) 
e. v The Institute of Company Secretaries of India (ICSI) 
5. Invitation of Comments from members: The Exposure Draft of the proposed Standard then is issued for comments by ‘the members of the Institute and the public. The Exposure Draft sent to specified bodies, stock exchanges, and other interest groups. 
6. Finalisation and issue of Standards: After taking into consideration the comments received, the draft of the proposed Standard is finalised by the A88 and submitted to the Council of the ICAI. 
7. Revision of Accounting Standards: 
Subsequent to issuance of an Accounting Standard, some aspect(s) may require revision, which are not substantive in nature. For this purpose, the iCAI may make limited revision of an Accounting Standard. The procedure followed for the limited revision of an Accounting Standard is normally the same as that to be followed for formulation of an Accounting Standard, ensuring that sufficient opportunity is given to various interested groups and general public to react to the proposal for revision.

 SCOPE AND PROCESS OF ISSUING INTERNATIONAL FINANCIAL REPORTING STANDARDS (IFRS): 

International Financial Reporting Standards are the accounting standards issued by the International Accounting Standards Board which now operates under. IFRS Foundation. Earlier these standards at international level were issued by the international Accounting Standard Committee and were known as International Accounting Standard . (lAS). lASs were issued during the period 1973 to 2001 . After the formation of lASB in 2001 the standards issued by .it are called lFRS. The lASB adopted all the lAS and continued their development. 
Development of International Financial Reporting Standards (IFRS): international Financial Reporting Standards (lFRSs) are developed through an international consultation process, the "due process", which involves interested individuals and organisations from around the world.
 The 'due process' comprises of six stages, with the Trustees having the opportunity to ensure compliance at various points throughout. These stages are: 
(1) Setting the Agenda, 
(2) Planning the Project, 
(3) Developing and Publishing the Discussion Paper,
 (4) Developing and Publishing the Exposure Draft
(5) Developing and Publishing the Standard, and 
(6) Issue of Standards. 

These are explained below: 
(1) Setting the agenda: The IASB first set an agenda on an important issue for consideration. Generally, the IASB evaluates the merits of adding a potential item to its agenda mainly by reference to the needs of investors. The IASB considers the following issues: 
a. the relevance to users of the information and the reliability of information that could be provided (b) whether existing guidance available 
b. the possibility of increasing convergence 
c. the quality of the standard to be developed.
d. resource constraints. 
A simple majority vote at an IASB meeting is sufficient for getting the approval to the agenda items. 
(2) Project planning : After adding an item to its active agenda, the IASB decides whether to conduct the project alone, or jointly with another standard-setter. Similar due process is followed under both approaches. After considering the nature of the issues and the level of interest among constituents, the IASB may establish a working group at this stage.
(3) Developing and Publishing the Discussion Paper : After this the IASB prepares a discussion paper on the item selected for development of the standard. The task of preparing the discussion paper is generally entrusted to the working group. 
(4) Development and publication of an exposure draft: Publication of an exposure draft is a mandatory step in due process. The development of an exposure draft begins after the iASB resolves the following issues: 
*issues on the basis of staff research and recommendations; 
*comments received on any discussion paper; and 
* suggestions made by the IFRS Advisory Council, working groups and accounting standard-setters, and suggestions arising from public education sessions. 
After resolving issues at its meetings, the IASB instructs the staff to draft the exposure draft. After the completion of the draft, it is placed for IASB consent. Only thereafter the IASB publishes it for public comments. 
(5) Development and publication of an IFRS: The development of an IFRS is carried out during IASB meetings, when the IASB considers the comments received on the exposure draft. After resolving the issues arising from the exposure draft, the IASB considers whether it should expose its revised proposals for public comment by publishing a second exposure draft. Finally, after the due process is completed, all outstanding issues are resolved, and the IASB members have balloted in favour of publication, the IFRS is issued. 
(6) Procedures after an IFRS is issued: After an IFRS is issued, the staff and the ASB members hold regular meetings with interested parties, including other standard-setting bodies, to help understand unanticipated issues related to the practical implementation and potential impact of its proposals. 
The IFRS Foundation also fosters educational activities to ensure consistency in the application of IFRS.
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statements is very useful to a number of parties. These are 


briefly


 


described below: 


 


(a) Owners:


 


Owners provide capital fund to the business and bear all the risk of the business. They 
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UNIT - I   Theoretical framework    

l. Accounting as an information system, the users of financial accounting  information and their needs. Qualitative characteristics of accounting.  information. Functions, advantages and limitations of accounting.  Branches  of accounting. Bases of accounting; cash basis and accrual basis  

    Accounting Information:    Accounting information means the data provided in the financial statements and reports.  Financial statements include: (a) Trading Account (b)  Profit   and L oss Account (c) Balance sheet, (d)  Cashflow   statement and (e) Fund flow statement. The first three are the basic  financial   statements  and the  latter   two are prepared on the basis of the former three statements. Trading Account and  Profit   & Loss Account are   together called Revenue Statement or income Statement and the Balance  Sheet is known as Position Statement Reports include directors’ report ' and auditor’s report (in case  of limited companies). These statements and reports are published in the form of A nnual Reports of  companies.    The basic financial statements provide information on five elements. These file elements are  (a) assets, (b) liabilities, (c) equities (capital), (d) incomes and gains and (e) expenses and losses.  Assets, liabilities and capita l are elements of Balance Sheet and incomes & gains and expenses &  losses are elements of revenue statement. Information regarding these elements of financial  statements is called Accounting Information.     Users of Accounting Information/Financial Statement s:      The information disclosed in  financial   statements is very useful to a number of parties. These are  briefly   described below:    (a) Owners:   Owners provide capital fund to the business and bear all the risk of the business. They  want to know whether their   funds are being properly utilised or not. They want information on fund  position, prom, position of assets and liabilities etc. which they get from financial statements.    (b) Managers:   Accounting information is useful to managers for the purpose of planni ng, decision  making, controlling, motivating, directing and monitoring the functioning of a business entity.    (c) Creditors : Creditors and suppliers of materials use accounting information to ascertain the short - term liquidity, long term liquidity or solve ncy position, the ability of the entity to repay the amount  in scheduled time and the earning capacity.    (d) Bankers and lenders : Bankers and lenders who advance money to a business entity are  interested in  financial   statements to ascertain short term and long - term debt repaying and debt  servicing capacity of the business  entity . Short term lenders are interested in liquidity posit ion and  long term lenders are interested in solvency position of the borrowing entity    (e) Government and regulatory agency:   Government and outer regulatory authorities are interested  in financial statements in order to assess, levy and collect sales tax,  excise duty, custom duty, income  tax, wealth tax etc. information conveyed by  financial   statements are useful to government in  formulating industrial policy, fiscal policy for business houses, other connected legislation for  controlling and monitoring the  working of business houses. Other regulatory  agencies   interested in  financial accounting information are Department   of Company Affairs (DCA), Stock exchange  authorities, Securities and Exchange Board of India (SEBI), Reserve Bank of  I ndia Auditors, the  Ins titute of Chartered Accountants of India, the Institute of Company Secretaries of India, the  Institute of Cost and Management Accountants of India (ICMAI) etc.   

