
   Financial Accounting 

 ii 

Table of Contents 

About the Tutorial ..................................................................................................................................... i 

Audience .................................................................................................................................................... i 

Prerequisites .............................................................................................................................................. i 

Copyright & Disclaimer .............................................................................................................................. i 

Table of Contents ...................................................................................................................................... ii 

1. OVERVIEW ............................................................................................................................ 1 

Introduction .............................................................................................................................................. 1 

Definition of Accounting ........................................................................................................................... 1 

Objectives and Scope of Accounting ......................................................................................................... 2 

Accounting Process ................................................................................................................................... 2 

Accounting Process ................................................................................................................................... 3 

Accounting Concepts................................................................................................................................. 5 

Accounting Conventions ........................................................................................................................... 9 

Classification of Accounts ....................................................................................................................... 11 

Accounting Systems ................................................................................................................................ 12 

2. FINANCIAL ACCOUNTING .................................................................................................... 15 

Journal .................................................................................................................................................... 15 

Analysis and Treatment of Transactions ................................................................................................. 16 

Posting in a Ledger .................................................................................................................................. 21 

Ruling of Account in Ledger Account ....................................................................................................... 22 

3. SUBSIDIARY BOOKS ............................................................................................................. 26 

Cash Book ............................................................................................................................................... 26 

Triple Column Cash Book ........................................................................................................................ 28 

Petty Cash Book ...................................................................................................................................... 28 

Purchase Book ........................................................................................................................................ 28 

Sale Book ................................................................................................................................................ 29 



   Financial Accounting 

 iii 

Purchase Return Book ............................................................................................................................. 29 

Sale Return Book .................................................................................................................................... 29 

Bills Receivables Book ............................................................................................................................. 30 

Bills Payable Book ................................................................................................................................... 30 

Key Features of Subsidiary Books ............................................................................................................ 30 

Bank Reconciliation ................................................................................................................................ 31 

Trial Balance ........................................................................................................................................... 32 

Financial Statements ............................................................................................................................... 33 

Owner’s Equity ....................................................................................................................................... 34 

Current Assets......................................................................................................................................... 34 

Current Liabilities .................................................................................................................................... 35 

Depreciation ........................................................................................................................................... 35 

4. COST ACCOUNTING ............................................................................................................ 38 

Definition of Cost Accounting ................................................................................................................. 38 

Concepts of Cost Accounting ................................................................................................................... 38 

Advantages of Cost Accounting ............................................................................................................... 41 

Cost Accounting versus Financial Accounting .......................................................................................... 43 

Classification of Cost ............................................................................................................................... 45 

Elements of Cost ..................................................................................................................................... 48 

Cost Control and Cost Reduction ............................................................................................................. 49 

Tools and Techniques of Cost Reduction ................................................................................................. 53 

5. COSTING TECHNIQUES ........................................................................................................ 55 

Marginal Costing ..................................................................................................................................... 55 

Standard Costing ..................................................................................................................................... 57 

Variance Analysis .................................................................................................................................... 58 

Cost-Volume-Profit Analysis ................................................................................................................... 62 

Break-Even Chart .................................................................................................................................... 65 



   Financial Accounting 

 iv 

6. MANAGEMENT ACCOUNTING ............................................................................................. 67 

Definition ................................................................................................................................................ 67 

Characteristics of Management Accounting ............................................................................................ 67 

Objectives of Management Accounting .................................................................................................. 69 

Management Accounting versus Cost Accounting ................................................................................... 71 

Cash Flow ................................................................................................................................................ 72 

7. RATIO ANALYSIS .................................................................................................................. 83 

Accounting Ratio ..................................................................................................................................... 83 

Accounting Analysis ................................................................................................................................ 83 

Ratio Analysis and its Applications .......................................................................................................... 83 

Advantages of Ratio Analysis .................................................................................................................. 84 

Limitations of Ratio Analysis ................................................................................................................... 84 

Types of Ratio ......................................................................................................................................... 85 

Chart of Useful Ratios ............................................................................................................................. 88 

Working Capital ...................................................................................................................................... 94 

8. BUDGETING ANALYSIS......................................................................................................... 97 

Definition ................................................................................................................................................ 97 

Budget, Budgeting, and Budgetary Control ............................................................................................. 97 

Types of Budgets ..................................................................................................................................... 98 

Flexible Budget v/s Fixed Budget .......................................................................................................... 100 

Flexible Budget ..................................................................................................................................... 101 

Cash Budget .......................................................................................................................................... 102 

 

 


