
Overview of Accounting

1. Definition of Accounting:

Accounting is the process of recording, summarizing, analyzing, and reporting financial

transactions of a business entity.

2. Purpose of Accounting:

To provide financial information about the company's performance and financial

position.

To assist in decision-making by management, investors, creditors, and other

stakeholders.

3. Types of Accounting:

Financial Accounting: Focuses on external reporting to stakeholders.

Managerial Accounting: Focuses on internal decision-making and planning.

4. Basic Accounting Principles:

Accrual Principle: Recognize revenue and expenses when they occur, not when

cash is exchanged.

Conservatism Principle: Be cautious in recognizing revenues and assets, but quick

to recognize expenses and liabilities.

Consistency Principle: Use the same accounting methods and principles from one

period to the next.

5. Key Financial Statements:

Income Statement: Shows a company's revenues, expenses, and net income over a

period.

Balance Sheet: Provides a snapshot of a company's assets, liabilities, and equity at a

specific point in time.

Cash Flow Statement: Tracks the inflow and outflow of cash in a company.

6. Accounting Cycle:
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Analyzing Transactions: Identifying and analyzing business transactions.

Journalizing Transactions: Recording transactions in the journal.

Posting to Ledger: Transferring journal entries to the general ledger.

Trial Balance: Ensuring debits equal credits.

Adjusting Entries: Making necessary adjustments for accruals, deferrals, and

depreciation.

Financial Statements: Preparing and distributing financial statements.

Closing Entries: Closing temporary accounts at the end of the accounting period.

7. Role of Accountants:

Prepare financial statements.

Provide financial analysis and recommendations.

Ensure compliance with accounting standards and regulations.

Understanding the basics of accounting is essential for businesses to effectively manage their

finances and make informed decisions.
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