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Accountarllcy, owilng to continuous developments in these last 
decaides, has m_oved and i,s stuN moving away from its tradibiooad basis of 
rOlu:tii'l1e worlk suoh as recOIId..Jkeeping, prepal~ation of fiinal accounts, 
budgeting etc., towards a rOlle which emphasises :Ks soci:aJl importrunce. 
From the rilrst description of double-entry book-keeping pubrushed ,in 
1494 by Luca Pa:ClilOni, an Itaman fk:iar, accountancy has developed as a 
result of the growth of large-scale co'rporate enterpr~ses, regulations by 
pariliLaments affecting laccou~tants a.nd auditOlrs, inclusion in the ac­
countants' WOl"k of eco.nomic and mathematical ~deas, soiJenuifiJc ma­
nagemeUlt, ,imposition of taxes on 1ncome and legall regulatiO'ns obiligJing 
compa:nies to keep prop€'0.- bo,oks of laccount and ,in certa,in cases to 
pubi"uj1sh such accoun'~s. 

Such a development in accounting can ,also be seen 1i.11 the broad­
ennng of definitions used. As an exampll0 one can quote a defilni;'okm used 
hl the middle Dif thiis century dealdtng WiiJth rtfue purposes of accounJtancy: 
'The purpose of identifyi,11g, measuring and communicating economic in­
forma:tion to permit informed judgement and deoislions by (ihe users of 
the Yilformation'. 

Compare this wiJth the f.oWlowing which today seems to be more 
appropI1iate: 'Accounting Us concerned wliJth the qua:nti1i~08JtliQl1 of econo­
mic events in money terms ill orde:r to oollect, record, evmluate and com­
municate the Tesults od' past eventis and to aid ,in deCillsuo.n-maki:ng'. 

Accounting ris emerging as a sociJa:l science. An indiv,iduaol 
businessman may benefiilt from a proper set of accounts a:nd from the 
aV<:l!iJlability of other accountii:ng imJormation which hei1ps him to evaJluate 
cilrcumstances !(ll1d at"J:'I1ve at proper and appmprli,a:te decilSltons. The whole 
of society should however benefilt from accounting since j,ts jndiViiduaJ 
members use the rl:nformatlion, ~ve!l1 and prep,ared by qua!1!ilfied account~ 
ants, to s()ilve theiJr business problems. 

The same history ,of accounting proves the eV()iIUJtion8Jry pattern 
of social developments which rreflect cha:nges iln socio-economlilc ccmdi­
tiO'l1S and the chal11'ging purposes to which accounoog is appliied. 

One can drl.stingUli:sh four phases which rellate accOlu.t1f.mg to its 
social role. 

1. Stewardship accounting, which refleats fue :O'rigtiin :od' tIlle pur­
pose of accooo1Jimg, namely to provide a Slaifet,>uard to the owner of 
wearuth from theft, fraud etc. 
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2. Financial accounting, ,tihe need fOIr rwhich was .felt as a result 
of larger unJiIts of productJion <1IfiteJr the IndusftrtiJail Revolution. The emer­
ge'llce of the Limilted Liabdil:iJty Company made dJt obligaltotry Ifor com­
panies to dli!sc1ose ooandal information tQ shareholders. The wOIrma:tion 
required was din the farm of the Tr:ading aJnd Frof.it & Loss aocounts and 
balance sheet. 

3. Man.agement accounting, whi:ch has develOlped as a resuLt 'Qf 
the Industr:ia1 RevQlutiOll1. It is OIbva,oiUS that maill:agement needs the right 
informar.:.ion, presented ,in the Ifight mannelf, prepared by qua:1ified and 
tradned people in order to be able to arrive at the ftifght decislions. Ail­
thQugh management aCCQuntlirDg lis not ~1ew, we have wilitnessed a rising 
,interest tin the subject ,in the [asrt decades. Accountants had previously 
cQncerned themseilves wMih obtain:i;rug iiilgures of a historica!l nature. To­
day their ,attention is diJrected more pamrlicularly tOlwards the e:i..1Jrao~ion 
Qf infOlrmatrrQn frOlIl1 ~ecords 'aill:d preparaItJtQn of staJtements which 00-

able management tQ functJion properly and w1th the utmost effi:oi'ency. 
Therefore, management accoilll1ting centres on ithe importance of usirng 
irnormaJbion tOaJITive at deoj'SJiQns wh~ch effect the future. 

4. Social responsibility accounting, whicih is a novelty in the ac­
counting field. Sociail responsnh111ty accOlU1llJtm.g wtideru ibhe scope of ac­
countting in that it takes :into account the eCOil10mic and the sookl!l ef­
fects of bus:i!l1ess decislions, 

FUNDAMENTAL ACCOUNTING ASSUMPTIONS 

Certaiitn fundamenta:l accou.'llting assumpi!Jio'ns underJtie the pre­
paration of ooanoiJal sta.,tements. If the)' are nOlt followed in the pre­
paring of fJna'l accQunts, a disolosure by way of a note is necessary. The 
term 'fina!Ilciall statements' covers bal'8JIlce sheets, IiJncome statements ocr:­
profit and loss accounts, notes and other statements and expliana.,tory 
mart:eriliaJt which are part of the f,inall1oi:aJ1. statements. 

The m,anagement oif a!Ily commercial, induSi'tmiail 0Ir business en­
terpflise may prepalre f,1nandal statements for ;i)ts own use in ways which 
are best suited to its own needs. But when filnan.cial statements a't'e ~'s­
sued to other persorns,such as shareholder-s, crediJtors and the public 
in geneml, they should confQrm to interna.,tional accountilng sta:ndn:ros. 

The fOlllOlw1ng are fundamental accounting assUl111pti01ns as re­
cognized by the Accounting Standards Committee: 

a) Going Concern. The enterprise is normally viewed as a go­
ing concern., that ,is as continuing in operation for the forseeal1Y1e future. 
It is assumed that the enterpJ:liise has neithe'r the ,1ntention nor the ne­
cess'iJty ofhlquidation Qr of curtaiili'llg matertiatlly the scale of its ope­
r.aiioos. 

b) Consistency. It ds assumed ,that accounting piolicies remain 
consistent from OIl1e period tQ another. 

c) Accrual. Revenues and costs are accrued, tlhat LS reoognized 



INTRODUCTION TO ACCOUNTANCY 75 

as they are earned 0'1" incUiI'Ted (and notaJs mOiney is received or paid) 
aJild rrecorded dn the fina.noiall statements of the periods rto :which they 
relate. 

ACCOUNTING POLICIES 

Accounting policies encompass the principles, bases, co:nventions, 
rules and procedures adopted by managements 'i,n preparning aJnd pre­
se'ilJtiing finamdal statements. There are many different acco.unting po­
licies in use even in relation to the same subject. Judgement is requi!red 
in se[ecting and appilying those, which, in the circumstances of the en­
terprise, a!re besrt suited to present propedy its fjnanciaJ position and 
the result of its operatio.ns. 

Three considerations should govern the s€lleC'~ion a;nd appl,ication 
by management of the appropi'ate accounting pOllicies and preparat~on of 
Hnancial statements: 

c) Prudence. Uncertainties inevitably surround tmany tmnsac­
tions. TMs shou[d be recognized by exerciSing prudence when preparing 
finanoial statements. Prudence, however, does not justify the creation 
of secret or h1dde.n reserves. 

b) Substance over Form. Transactions and 'other events should 
be accounted for and presented Qn accolrdance WiirJJh <theitr substance and 
financial reality and not merely with theilf .legal fomm. 

<c) Ma,teriQJlity. Financial sta,tements s<.houlddistdlose al~ ~tems 
which are materiall enough to affect the evalual'Jio.n o,r deoilsions. 

What an accountas:lJt has to keep in mind lis that rfi~nancj,a1l stCllte­
ments shou[d be CIlear and understandable. Fi.nandail statements are 
based upoa1 the accounting pOiticies which vary from €ttlterpr.ise to en­
terprise. Therefore, disclosure of the Sli,gruirfiicant accountt!ing poliilCies on 
whioh the fiitnanoiail statementsaJre based :is necesSia:ry so that they are 
properly U!l1derstood. 

INTERNATIONAL ACCOUNTING STANDARDS COMMITTEE 

The objectives of the internat10lllal accountlil11g standards commiJt­
tee are to formulate and puMish din the publli:c interest basic standards 
to be observed in the presentation of audllited accolUt11ts and financial 
statements al11d to promote their woddwide acceptance and observance. 

This committee is made up of accountancy bodies ,oif different 
countries :who undertake to adhere in 'ai1Jl respects to The object of IASC 
and to supply the same disaiJpl]il11ary procedures. 

CHANGES IN THE RELATIONSI-UP BETWEEN PRICES AlND 
IN THE GENERAL LEVEL OF PRICES 

One of the In.ador pmJb.lems facrn.g the Cllccountant today is changes 
in prices madnly because of inflation. Pr.i:ces do not remaJin co.nstant. 



76 JOHN FERNANDEZ 

They change as a result od' various economic and social forces. Now 
most iiiL.1!anc:rail statements are prepared on a 'h:i:stodcal basis' without 
having any rega:rd cilther to cthanges !in the generaiJ. !levefl of p'"~lces or to 
changes un specific price except to the extent that they are reflected in 
the accou.n::S treaJlrlsed by sale of goods o~ in the net rea!lisahle value of 
i~1Vento:ries which have fa:hlen below historical cost. 

The Qleed to remedy fOT this has focused attention on 
la) specific pnke changes 
b) changes lin the gene!tal [evel of prices. 

SPECIFIC PRICE CHANGES 
The specific prices of goods or otbei[' assets held by an enterprise 

may chamge while such assets are held by the enterprl'se irn question. 
These prices milght change whether or Illofl: there is a s'ignificant change 
lin tlhe genetraJl [evel of prices. 

Some qUes!::iCUlS which face the accountant whE!.tl delaiing with 
such a probilem are: 

a) whCIther the assets held at the DM8J11Ce sheet date should be 
presented on a hilStorioal cost baiSlis or at current cost, and how shoiUld 
the changes an prices be reflected in the tfiilnarndal statements? 

b) f01r assets consumed or soJrl D.U1fiUlg the accoUll1ting period, 
h01W shouJrl ohanges i!l1 rprices ,od' these assets whme they are hel~d be 
dealt with ID tlhe tiin~1ciaili statements? 

CHP .. NGES IN THE GENERAL LEVEL OF PRICES 

Fi'l1~nda1 statements have (a.nd are aJways presented in) units 
of money. During ii!1!f1lJaJuion 0.1' deflat.;lion, the value Df a Ul1l:lt of :>:.:.oney 
changes. In other words, :Uts gene>.ra:l purchasdng power decreases runder 
infilatilOna1ry conditions or lincreases under def.liaJ'tJionary ones. The in­
stabmlilty in the genera:l purchasing power- of mo.ney has led to questions 
as to whe1ther iiinancial statements should continue to' be prepared vv'lith­
out Tegard to ohanges in the gett1eraJ purchasing power .od'money. 

There has not yet been an j,nternatiol1a[ consensus on a single 
m€lt!hod which couilJd red'lect the impaot of changing pnvces on finanoIal 
statements. Throughout the wopld m8J11Y different proposla:ls have been 
made and currentlly tiilnanoila;l staltements are heing prepared on the bas.is 
suggested in some proposals. Certah1Jlythe development and application 
of the proposed methods wiltl 1ead to a e01nsiidemble improvement in the 
:info.rmation suppLied by accountants through f;J!lano1a!l statements. 

111E ACCOUNTANT'S PERSONALITY 

Somebimes people are tempted to think of an accounltant as an 
o.rde:dy, methodlioaJl, ,cautious and pedantic man. The;re is an clement 
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of truth b aUl rthiis, but an accountant has to have >the same sort of 
personaU:ity whliich busilinessmeL'l and managers have OT should have. All 
(accountants, like everyone else, are indiVliduaJls, and, therefore, One may 
find a l!a:rge variety of personaliity types. 

Many acco(unia'.<'lts are tl'lill'lking, sensing and judgmg types. 'Think­
ing' means that accountants :l!i:ke deC!il:ing m a thoughtful and ana1Y'~ic 
way rath&.c thC!il1 in an emotionau., subject1ve or impressriorniSltlk malU1er. 
'Sensti:ng' means that they prefer facts, figures and ailll other relevCl.nt dam 
rather than speculiGhiJion and imaglination. 'Judgilflig' means thwt after Ihav­
ing coJilected alu. the necessCl!ry data and aifter hawmg exarmrlned it jn a 
cautious and prudent mainr.:ler, they arrive at a conclusion. 

Recent research has shown that, although there aTe great lind:ivi­
duaU differences in the preferences and personaLities of accountants, they 
are Sl1ightly more illkeily than av€!rage to be d,11.'ltroverts, th<8.Jt is, calm, 
cOl1!tJroiHed, peaceable, thoughtful and mocre likely to be hard-headed and 
practical. 

It is therefore clear that an accountant sholUld be a responsible 
pers,on. H1s talSk, espedau.ly in preselllt times, lis a dI~fficuilit one and he is 
to make judgements cQr,ltfunuOUSu.y. Th8Jt .is why accountancy is a pro­
fession. An accountant should adhe!re to the principles of integrity, 
oibjec1:Jiv:1ty amd con£identia:1ity. 
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