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Defining Accounting
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Accounting is The Language of Business It’s the language companies use to tell their financial story.

ACCOUNTING CONSISTS
OF TWO ELEMENTS:

[

Recording

J

Summarising

MANAGEMENT

ACCOUNTS

FINANCIAL
STATEMENTS

Statement of
Changes in Equity

Statement of
Profit or Loss

Statement of
Cash Flows

Statement of
Financial Position

Accounting information that is provided for internal users (managers) is referred to as

managerial accounting; that provided to external users is referred to as financial accounting.
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THE PUBLIC COMPETITORS GOVERNMENT
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An asset is a property or resource having monetary value, which is capable of

producing some future economic benefit, owned by an individual or entity

] s Aapdall e JguaY]
lapds deliny SUT ¥l ool Gles dugels
Loy 28,La01 cledladl .5 5! Belyy o Aole pd Lugina +
] cias Uspud) 225 s Jguat!
R RV KLY IR I TIPSR Y (FCY PTRRA R PRSI FOOY I
WU 319¥1s  parall Gligl Aebadl L (J2¥1 5ma) gladl Jua¥l -

LS Ggas
ML ldlae Jasg Llel 5l slaiud aay 3Ladll Jgunl oo 2uaall Aayall
el U

sLadl! e addl Bgas o
i) 23Liardl gilie pmintll Lple ity SLAIL e Blidiue ApsLatdl Slugad -
Jdiad!

https://manara.edu.sy/




iz

6)liaJ

il
Liabilities are obligations or debts that an enterprise has to pay at some time in the
future. They represent creditors' claims on the firm's assets
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Assets = Liabilities + Stockholders’ Equity
(creditors’ claims) (owners’ claims)
N, J \ ~ J
Resources Claims to Resources
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Revenues are the amounts recognized when the company sells products or provides services to

customers.
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Expenses are the costs of providing products and services and other business activities during the
current period.
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Accounting equation

Asset = equity + libilities
Asset + expense = equity + income + libilities

Asset = equity + income — expense + liabilities
Asset = equity + profit + liabilities
Asset = equity — loss + liabilities
Note: Another term used for equity is net assets or capital
Closing capital = opening capital + profit — drawings + further invstement
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Businessman needs information

Let’s starts with simple example. Suppose you own a small retail shop in your
town. In your routine you come across the following transaction.

1. Sale of goods

2. Purchase of goods

3. Payment of rent

4. Payment of utility bills

At end of day or month you may need certain information about these
transactions.

What information is needed

You may have sold goods on credit. It means cash is not immediately received.
So you must know how much different customers owe to you.

How Financial Accounting helps

Financial accounting will help you to record these transactions in such a way
that all information you need is readily available

e Basic purpose of Financial Accounting is to provide information
o To owners (Regarding sales, stock, expenses, profit etc.)
e What are characteristics of good information
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o Complete.
o Easily accessible.
Complete Information
Let’s take an example of credit sales Business will need to record name of
customer, credit terms, etc.
Easily accessible
Summarized and categorized

How transactions are recorded

Now question is how transaction should be recorded? These should be recorded
in such a way that information related to this transaction must be quickly
accessible, accurate, understandable etc. For this purpose financial accounting
has its own set of rules called debit and credit rules which we will discuss in
later chapters.

Definition of Transaction

Transaction can be defined as exchange of some property.
Frequency of transactions

Transactions that occur on daily basis

v" Sale of goods

v" Purchase of goods

v Payment for cash purchases
v" Receipts of cash sales

Transactions that occur on monthly basis

v" Payroll or wages ( keep in mind that some workers are paid on daily or
weekly basis)

v Payment for credit purchases or credit sales ( it depends on credit terms
decided with supplier)

v" Rent, electricity bills etc.

Transactions that occur in long term

v" Purchase and sale of non-current assets
v" Further investment by owner
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The dual effect of financial transactions

Double entry bookkeeping is based on the premise that every financial
transaction has a dual effect; a 'debit' and a ‘credit’ impact on aspects of the
business as recorded in the accounts

Who will record transactions

Next question is who will record the transactions. When you think about normal
routine, it is done by accountant or businessman himself. However you have to
make it clear that for financial accounting purpose we assume that transactions
are recorded by business. It will help you understand debit and credit rules
which we will discuss later

Definition of business
Any legal activity which is performed, on consistent basis, to earn profit.
Business is an artificial person

We will consider business as an artificial person. Business has its own identity
and it is considered as separate from its owner. SO when business makes
transactions even with its owner it will record these transactions. Transactions
made by owner in his personal capacity will not be recorded by business.

Now onwards we will divide the transactions made by business with two parties

1. Transactions made with businessman
2. Transactions made with all other parties.

Also Differentiate between

e Transactions made by businessman in his personal capacity
e Transactions made by business

Documentation

v" Every transaction must be documented
v Documents must be serially numbered
v" Missing documents must have valid reason

An important distinction

Goods is a term used for those items which are purchased or manufactured by
business for resale purpose. For example
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v" Cloth for cloth shop
v" Vehicles for VVehicles showroom

Asset is a term used for those items which are purchased for use in business.
For example, furniture purchased by furniture shop for resale purpose will be
termed as

Types of business entity
There are three main types of business entity.

v' Sole traders.
v’ Partnerships.
v Corporations

https://manara.edu.sy/




>y

6)liall

Slelbhall dasls
Account Form
Account Payable
Account Receivable
Accounting
Accounting Equation
Assets
Balance Sheet
Business
Business Entity Concept
Business Transaction
Certified Public Accountant (CPA)
Corporation
Cost Concept
Earnings
Ethics
Expenses
Fees Earned
Financial Accounting
Financial Accounting Standards Board (FASB)

Financial Statements
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Generally Accepted Accounting Principles (GAAP)
General-Purpose Financial Statements
Income Statement
Interest Revenue
Liabilities
Management (Or Managerial) Accounting
Manufacturing Business
Matching Concept
Merchandising Business
Net Income (Or Net Profit)
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