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Accounting...

Is the language of business.



Definition: According to American Institute Of Certified Public 
Accountants

 “Accounting is the art of recording, 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.”





Identifying 
Business 
Activities

 Recording 
Business 
Activities



Communicating 
Business 
Activities

Accounting Activities
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Characteristics of Accounting

 It is the art of recording business transactions.

 It is the art of classifying business transactions.

 The transactions or events of a business must be 
recorded in monetary terms. 

 It is the art of summarizing financial transactions.

 The results should be communicated to users.



Accounting Cycle
Recording monetary transactions in a systematic manner

Journal entries

Ledger

Trial balance

Trading and Profit & Loss Account

Balance Sheet



Users of Accounting 
Information
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External users
make decisions
about the entity.

Internal users
make decisions
for the entity.



 owners
 managers
 employees
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EXTERNAL USERS

Financial Accounting

• investors

• creditors

• regulators

• customers

• competitor

•OWNERS
•MANAGERS
•EMPLOYEESINTERNAL USERS

Financial Accounting

Users of Accounting Information



Branches of Accounting

 Financial Accounting (Record keeping)

 Cost Accounting (Price fixation & Operating
efficiency)

 Management Accounting (Analysis for decision
making)



Advantages

 Replacement of Memory

 Evidence in court

 Tax purpose

 Comparative study

 Sale of business

 Assistance to the insolvent

 For various parties



Limitations
• Records only monetary transactions

• Effect of price level changes not considered

• No realistic information

• Personal bias of accountant affects the 
accounting statements

• Permits alternative treatments (LIFO, FIFO)

• No real test for managerial performance

• Historical in nature



Various users 

need financial 

information

The accounting profession 

has attempted to develop a 

set of standards that are 

generally accepted and 

universally practiced.

Financial Statements
Balance Sheet

Income Statement

Statement of Owner’s Equity

Statement of Cash Flows

Note Disclosure

Generally Accepted 

Accounting Principles 

(GAAP)

LO 4  Explain generally accepted accounting principles.

Generally Accepted Accounting Principles



Generally Accepted Accounting Principles (GAAP) - A set of 

rules and practices, having substantial authoritative support, that 

the accounting profession recognizes as a general guide for 

financial reporting purposes.

Standard-setting bodies:

► Securities and Exchange Commission 

(SEC)

► Financial Accounting Standards 

Board (FASB)

► International Accounting Standards 

Board (IASB)

Generally Accepted Accounting Principles



Proprietorship Partnership Corporation

◆ Owned by two or 

more persons.

◆ Often retail and 

service-type 

businesses

◆ Generally 

unlimited 

personal liability

◆ Partnership 

agreement

◆ Ownership 

divided into 

shares of stock

◆ Separate legal 

entity organized 

under state 

corporation law

◆ Limited liability

◆ Generally owned 

by one person.

◆ Often small 

service-type 

businesses

◆ Owner receives 

any profits, 

suffers any 

losses, and is 

personally liable 

for all debts.

Forms of Business Ownership



Accounting Concepts
▪ Business entity concept: The Business is distinct from

the persons who own it.

▪ Going concern concept: It assumes that the business

will continue for a long time.

▪ Cost concept: All the transactions will be recorded at

cost in the books. It means deducted depreciation from

the assets yearly.

▪ Dual aspect concept: Each transaction is twofold

affect.

▪ Money measurement concept: The transactions

should be recorded in monetary aspect only. We should

not record the transaction in kilograms, quintals, meters,

liters, etc.



Accounting Concepts
▪ Accounting period concept: Measuring the profit, incomes or

expenses of the period only are to be considered. Usually the period is

one year (12 months).

▪ Realization concept: If the revenue is recognized too early or too

late, the company would not project the right financial position. It

would look more profitable or less profitable than what it actually is.

▪ Matching concept: Expenses incurred for a period are matched with

the revenues for the same period to arrive as a reasonably correct

measurement of the net income or the net loss. The difference

between revenues and expenses is a measure of how effectively

management has utilized the firm’s resources.

▪ Objective evidence concept: All accounting transactions should be

evidenced and supported by object documents.



Accounting Conventions
▪ Convention of disclosure: Accounts should be prepared in

such a way that all material information is clearly disclosed to
the users.

▪ Convention of consistency: An accounting method or
procedure once chosen should be followed consistently from
year to year.

▪ Convention of conservatism: Any business while recording
the transactions should ‘anticipate no profits but provide for all
possible losses’.

▪ Convention of materiality: Only those events should be
recorded which have a significant bearing and insignificant
things should be ignored. There is no formula for identifying
material and immaterial events. It depends on the accountant
discretion.



Accounting Terminology
• Business: An organization created with the objective of

making a profit from the sale of goods or services.

• Book keeping: The act of systematically recording the

financial transactions affecting a business.

• Book Value: The net amount (original value plus or minus

any adjustments such as depreciation) showed in the

accounts for an asset, liability, or owners' equity item.

• Calendar Year: An entity's reporting year, covering 12

months.

• Transactions: Exchange of goods or services between

businesses or individuals. Can also be other events having

an economic impact on a business.



Accounting Terminology
• Journal: A book or original entry in a double-entry

bookkeeping system. The journal lists all transactions and
indicates the accounts to which they are posted.

• Journal Entry: A recording of a transaction where debits
equal credits.

• Ledger: A summary statement of all the transactions
relating to a person, asset, expense or income which have
taken place during a given period of time and show their
net effect.

• Trial Balance: A listing of all account balances that
provides a test of whether total debits equals total credits.

• Revenues: Increases in a company's resources from the
sale of goods or services.



Accounting Terminology
• Balance sheet: A balance sheet is an itemized statement

which lists the total assets and the total liabilities of a given

business to show its net worth at a given moment in time

(like a snapshot).

• Capital: Property or money used and owned by a business

and used to acquire future income or benefits.

• Debtor: A debtor is a person who owes money. The

amount due from his is called debt.

• Creditor: A person to whom money is owing or payable is

called a creditor.

• Credit: An entry on the right side of a ledger account.



Accounting Terminology
• Goods: This includes all articles, commodities or

merchandise in which the business deals. Thus, cloth
would be goods for a dealer in cloth; furniture would be
goods for a dealer in furniture and so on.

• Assets: Economic resources owned or controlled by a
person or company.

• Net Assets: The difference between assets and liabilities.

• Liquidity: The availability of cash or ability to obtain it
quickly. Also used to determine debt repayment ability.

• Goodwill: An intangible asset that exists when a business
is valued at more than the fair market value of its net
assets.

• Interest: The cost of the use of money.



Accounting Terminology
• Current Assets: Current assets are those assets of a company

that are expected to be converted to cash, sold, or consumed
during the normal operating cycle of the business (usually one
year). Examples are cash, accounts receivable, short-term
investments, US government bonds, inventories, and prepaid
expenses.

• Current Liabilities: Liabilities to be paid within one year of
the balance sheet date.

• Drawings: Any amount or goods withdrawn by the owner of a
business for personal use is called drawings.

• Bad Debt: An uncollectible Account Receivable.

• Loss: A loss is expenditure without any benefit to the concern.
On the other hand, expense is incurred to result in some
benefit. Thus, amount spent on lighting is an expense but loss
due to fire is loss.



Accounting Terminology
• Income: It is an inflow of assets which results in an increase in

the owner’s equity.

• Expenditure: Expenditure takes place when an asset or service
is acquired. Expenditure will include both payment of a sum
immediately and a promise to pay it at a future date.

• Expense: An expenditure whose benefit is finished or enjoyed
immediately such as salaries, rent, etc.

• Turnover: It means total trading income from cash sales and
credit sales.

• Net worth: It means assets minus outside liabilities. Profits of a
business increase net worth whereas losses reduce the net worth
of a business.

• GAAP - Refer to Generally Accepted Accounting Principles.


