











A e B work of accounting
_"‘-@P‘Eﬂi”ﬂminct analysis, linancial

leal and e W
' Thretive may be internal or external and may
aborate reports produced by extensive resparch.
lorecast, budgetary projections and analvsis for
rs often lead to research based reports.
Data Reporting

n“‘?‘f“ eporting is done in tvo ways extertal and internal.

External veporting refors 1o the communication if financial information about

the business to outside parties-share: holders, government agencies and regulatory
‘bodies. LK - | '

| Internal reporting is concerned with the communication of results of financial
-analysis and evaluatioi to management for decision making purpose.
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1.5 OBJECTIVES OF ACCOUNTING
Accounting is an information System hagically designed to cater to the
informational needs of both external and internal parties. Information to external
parties is provided through external reporting kiown as annual reporting. Internal
reporting is meant for providing information to the managers working within the
l' _ organization at various levels for taking business decisions.
From the above discussion, the objectives of accounting can be stated as follows:
1.  Maintenance of Systematic Records: Accounting is done to keep a systematic
record of financial transactions.: This is done in acco rdance with the universaly
accepted accounting concepts and conventions. Such as classified data certainly
elps the users of accounting information in arriving at reliable decisions.
pting the Operational Performance: We know that the primary
tives of business is to make profit and a businessman is verily much
rested in knowing the profitability position. A proper record of incomes and
s fucilitate the preparation of income statement, It reveals the
elficiency of the business concern in terms of profil earned or Joss
3 the period under consideration.






Summar izing: From the recorded
income statements, balance sk
RASY to under stand and useful
Deals with  Financial

and classified data, stunmary reports like
eet, cash flow statement are prepare. They are
to the nternal as well as external end - users.

Tr:msaetmns= Accounting records only  those
transactions and events in terms of maney which are of a financial character.
Tmm"-”“ﬂ‘ﬁ which are notof a fi namcial character are not recorded in the
bawks of aecoiint, The: elove, anything which cannot be expressed in monetary
terms, does not form part of financial accounting even through it has a

- significant bearmg 0 the working of the buwme S5

S Analysis and interpretation of Financial Statements: This is the final
N ‘function: of accounting, The data contained in the financial statements is to be

II ﬂﬂﬂ‘}’ﬁf;‘d aud interpreted in a suitable manner that the end users can make:a

!: ! nmumg&ﬂ Judgements about the' financial condition and pmﬁtahﬂxty of the

3!

business. Analysis involves the segregation of data into various mmpnnentﬁ and
- ‘establishing relationship among them. On the other hand interpretation means
‘explaining the meaning & signilicance finally drawing inferences regarding the
phenomenon under consideration, Analysis and lnterpretation of data s
ﬁnpnrta:nt for decision making. However, it is said both 'Analysis’ and
werpretation are complementary to each other. Interpretation requires
ﬁa’ﬂlﬁsxﬁ while Analysis is useless without interpretation.

) unicating the Results: More recording, L]&SS]ﬁ'mg. and summarizing the
trmsamnns is not enough but the analysed and interpreted data are to
‘ _"llb.&;al&ﬁ! to the users. This is dune through preparanun and
i accounting reports which include besides the usual income
iﬁﬂd the balance sheet, additional information in the form of
g ratios, graphics, diagrams, funds fow  statements etc;,
ﬁﬁﬂe at reguiar rﬂxenrals Eammumﬁanan af the.'













hel;rh us. the term financial statements generally refers to two basic statements:
it rofit and Loss Account or the [ncome Statement and it] the halance sheet ar the
POSItion statement. Of course, a business iiay dlse prepare a) statement ol retained

earnings and b) statement nFchangEa m financial position in addition to the abave two
statements,

These statements are the basic and foimal meany teough which the corporate
management communicates f‘naﬂmai mfgrmau{m to wvarious users. They are
primarily directed towards the needs of owners and incidentally to the needs of
external parties, which includes investors, tax authorities, government,
‘employees etc.

Smith and Oshorne

"The end product of financial accounting in a set of financial statements
Erﬁparcﬂ Ly the accountants of a business enterprisc that purport of reveal the
ﬁm&nmal pmhﬂn af the enterprise, the result of its recent activities and an analysis of
what has been done with earnings”.

“Einancial statements, are essentially, are interim reports presented annually

:Emi ‘reflects a division of the life of an enterprise into more or less arbitrary accounting
riod more (requently a vear”.

’urmenii reflect the
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i’ntemﬂ.l Analysis: The internsl analysis is made by

access to the ho

ey aks of accaunts, They are the members of the prganization =

e empioyees, officers appointed lor this purpoessd by me guvernment
¢ tourt. The internal analyst can give more reliable resalt than the sxteraal

analyst becatise every type ofinformation is at his disposal.
ﬂn ﬂhE bﬂsfﬁ objectives

058 persons whao pave

On the biasis the analysis can be i} long-term and i) short term analyss
i Long term analysis: this analysis is made in order to study ling-term financial
stability, solvency and liquids as well as profitability and earning capacity of 2
business concern-this type of analysis helps the long-term financial pianning
which is essential for the continued success of a business,
if. Short term analysis: this is made to determine the short termi scivesgy,
stability and liquidity as well as earning capacity of the business. The purpos=of
this analysis 15 ta know whether in the short term a business concern will have
i'ade-quafe fumis.readiiy available to meet its short term reguiremenis and
“sufficient boprowing capacity to mect contingencias in the near future,
On the basis of Modus operandi of the analysis
On this basis, the analysis may be i) Horizontal analysis and ] ¥ ertical analysis
Horizontal aﬂalj'sls it is also knoewn as ‘dynamic analysis' or tread anaiysis. When
the analysis ¢ nf ﬁnanma] statement of the firm is made for two or more years it is called
h&&ﬁzﬁﬂml analysis. Since the data for more than one year is use. It is possible to
grl_he pe:'furmam;e of the company during a year with that of the previous year.
t{a I\iientffy 1:hE l.rend in various indicators of performance such as







 OF FINANCIAL STATEMENT ANA LYSIS
wing techiniques are adopted in
Essrganization.
ﬁ'ﬁnnparatiw statements

analysis. of linancial ‘statemeiits of a

Common size statements
Trend analysis

Ritic Analysis
Funds flow analysis
_(_:a-éh flow analysis




Price Level Accounting (INFLATION ACCOUNTING)

Intraduction
Prices do not rémain constant over @ pesiod of time. They tend 1o chanse de= 1

]

various economic, social or political factors. Changes in 1he price levels causs twe pes &

economic conditions. inflation and deflation. Inflstion may be defined as s persod of geaeral

increase in the prices of factors of production whereas deflation means falt in e gemeral
price level. These changes in the price levsls lsad 1o inaccuraiz peescaisties of fmancial

F ol s o
-

stalements which otherwise are prepared 1o present & Trus and fair view of b= company s
alhﬁalrh. This is.so because the financial siatements arc preparsd o8 hastaepeal cosis 8
tht assumption that the unit of account, 1. Tupees incase of ndis, has swtic valee Buat o=
assumption is not valid because the value of he unit of sccount, i.e. the puschasing powes of
the rupee, has been changing ever since the beginning of this cenury.
Financial Statements and Price Level Changes
Thé term ‘financial statement’ refors to two stalemignts. ie, the balanes shoet OF
statement of financial position that reflects assets, liabilitics and capital on 2 partdcular ate
‘and gmﬁt and loss account ar income statement that shows the operating results achieved
dw:rnwg a particular periad. The primary function of gecounting is the preparation of fnascis!
statements in such a manner so as 1o, give a trae and fair view of the finaneial and operating
.-pwﬁmtﬁf the company.
- Financial statements are usually based on actual or historical cost concept. They
eal m:jmpabh of various transactions involved in the sﬂcaunﬁng pe.-.-;imi on the operating
nancis *Mﬁmfw . But various transactions m:llmht
hilities incurred at different points of tme i






















