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Financial Accounting and Managemem

1.1.5. Functions of Financial Accounting

The functions of financial accounting are as follows:
1) Tdentifying: Identifying the business transactions from the source documents,

2) Recording: This is the basic function of accounting. It is essentially
concerned with not only ensuring that all business Liansactions of financia]
character are recorded but also that they are recorded in an orderly manner,
Recording of transactions is done in ‘journal’ or ‘subsidiary books’. The
number of subsidiary books to be maintained will be according to the nature

~and size of the business.

3) . ',f + Classification is concerned with the sys{ematic analysis of
" recorded facts, with a view to group transactions or entries of one nature at
~ one place. This is done in the book called “Ledger”. The Ledger contains

different pages of individual account heads under which all financial
transactions of similar nature are collected.

For example, the expenses may be classified under various heads like
Travelling, Communication, Printing and Stationery, Advertisement etc. All
the entries in the Ledger shall flow based on the entries passed in the Journal.
The ledger accounts will help in knowing the total expenditure under various
heads for a given period.

4) Summarizing: This involves presenting the classified data in a manner,
which is understandable and useful to the internal as well as external end-
users of financial statements. This process involves preparation of (a) Trial
Balance, (b) Income Statement, and (c) Balance Sheet. it ] 4

5) Analyzing: It establishes the relationship between the items of the profit and
~ loss account and the balance sheet. The purpose of analyzing is to identify the
financial strength and weakness of the business. It provides the basis for
nterpreting: This is the final function of the accounting. The recorded
interpreted in a manner that the end-users can make a :

judgment about financial condition and pre
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According to Brown and Howard, “The gsgential aim of mmaw_;i
accounting should be to assist management in decision making and contro}”

According to the Institute of Chartered Acco'untants. of India, “Such of ki
techniques and procedures by which accounting mainly seeks to aid o

management collectively have come to be known as management accounting®

According to N.K. Bose, “Management accounting is accounting for eﬂ%*“;
management”,

According to The American Accounting Association, “Man

accounting includes the method and concepts necessary for effective planning, for
choosing among alternative business actions and for control through (e
evaluation and interpretation of performances”.

1.2.2. Nature of Management Accounting
The nature of management accounting is as follows:

Nature of Management Accounting . d
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Financial & Management Accounting 13
costing3 project appraisal, contro]
used will be determined according

4) Taking Important Decisions: |t supplies necessary information to the
management, which may base its decisions on it. The historical data is
studied to see its possible impact on future decisions.

5) f\chievil}g (_;f Objectives: In Management accounting, the accounting
mfom!atlon Is used in such g way that it helps in achieving organizational
objectives. Historical data is used for formulating plans and setting up
objectives. The recording of

: actual performance and comparing it with
target§d figures will give an idea to the management about the performance
of various departments.

6) Ne Fixed Norms Followed: In financial accounting certain rules are
followed for preparing different accountin

g books. On the other hand, no
specific rules are followed in management accounting,

7) Increase in Efficiency: The purpose of usin
increase efficiency of the concern, The effici
up goals for each department or section,
enable the management to pinpoint effi

account'ing. etc. The type of technique to be
to the situation and necessity,

g accounting information is to
ency can be achieved by setting
The performance appraisal will
cient and inefficient spots,

8) Supplies Information and not Decision: The management accountant

supplies information to the management. The decisions are to be taken by tl;'e
top management. ;

9) Concern with Forecasting: The management accounting i.s concerned with
the future. It helps the management in planning and forecasting.

1.2.3. Objectives of Management Accounting

Management accounting has three main objectives that allow managers to m.ake
improvements and plan for the future: measuring performgnce, assessing risks

locating resources. ney :
ﬁd;‘l{munig Performance: Management accounting is concerned with
measuring performance in businesses. There.are two types of performance
 that are typically measured. The first is employee performance. This can
mean assessing whether an employee has becp an efficient producer or nt_.c:S

mean using accounting methods to determine if a man;gc;ﬂ_:hgs’ attain
 certain goals in order to receive a bonus. The second m
~measurement is the measurement of efficiency. This is_ concern hv: 4
mﬂy resources, such as capital, worker hours o:'matel'i:‘sl:,-d : ‘:om
i constantly risk-averse can result in missed
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