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Introduction to accounting and Finance

Assignment 1

Define accounting:

“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” This is the definition provided by the American Institute of Certified public accountants (AICPA). Modern accounting is a methodological and comprehensive recording of financial transactions applied by and to a business. Accounting analyses reports and summarises all transactions in order to oversee and conjecture with tax collection agencies. Accounting has become a compulsory and sole financial system and language used worldwide in consensus.
The primary objectives of accountings diverges from businesses to businesses however the basic objectives of accounting that can be found in most businesses infancy are as follow:

1. Keeping systematic records, meaning daily business transaction are written onto books of account like ledgers.
2. Ascertaining the results of the Operation meaning that accounting will have to revue loss, profit and expenditure generated by “a” or the business for a given period.
3. Ascertaining the financial position of the business. Each year the business issued a financial statement that will indicate the financial value and ranking of a business (assets, cash, liabilities capital etc.); these data’s highlight the financial health of a business and their sustainability onto the regional, national, continental and international market depending of the aim of the business plan growth.  
4. Portraying the liquidity position, this being an important part of the business as most businesses will spend enormous amount of cash, repaying loans as well as paying the shareholders. 
5. Protecting the business properties, which refers to literally protecting business assets 
6. Facilitating rational decision. By gathering accurate financial data chronologically; the business is more incline in making rational and financially viable decision to further up the business, such as applying changes or reducing costs.
7. Satisfying the requirements of the law is an important point for all businesses as this can secure a business growth or failure; it is important that all taxes regulations are met and applied. 
However, accounting has its limits despite providing a large amount of information on the value of the business (profits, losses, assets and liabilities). Accounting regards itself as a purely rational and methodological applied science however the drivers of this system are not at risk from irrational business perspectives, ambitions or oscillations which are often based of the uncertainties of the demands (consumer confidence), the commodities value, the geopolitical stability as well as the changing of climates. Accounting can be a biased science however it takes the processes mentioned above to make the process free from falsehood, discrepancies hence making it a rational procedure.
We can therefore say that the limitations of accounting are:

· Record keeping (Most companies will keep a data of all transaction information or information that support accounting)
· Accuracy of information generated by the accounting system chosen, each company develops its own methods of “determining depreciation and valuating stocks”.
· Value of assets (although apparent on balance sheet, not all assets have market value as they can come under many forms such as Goodwill)
· Window dressing (this refers to assets such as machineries that are depreciated in value but highly needed for the production of goods and services. 
· Changing price levels. This can limit accounting KPI as the constant change of price commodities may change sporadically the value of assets as the market price becomes more volatile, accounting perform best during a more stable economy.

The type of activities included in data evaluations are as follow:

· Data creation and collection
· Data evaluation
· The analytical and interpretative
· Audit
· Data reporting

We can look at accounting by the following main functions:

· Lenders / trades creditors
These are business suppliers of the raw materials, goods and services. They lend money or supply on credit for a year or less during the course of the business financial year. The lender expect the goods or services to be paid within a certain set period hence the reason why most companies request credit reviews on companies in order to ensure that the business is trust worthy and can repay the loans or the debts. Lenders rely on financial statement in order to secure that the payment is being made.
· Employees
Most companies and this is mostly observable in Corporation, the employees have been considered a working driven force that needs to be included into the running and growth of a business. The positive and approachable managerial attitude will decrease absenteeism, lateness etc. these can cause a business to drop in profit; employees are fit hence the business being fit to prosper. The financial accounting information usually needed, will be mostly wages, bonuses, shares etc.
· Customers
The customers are most relevant at providing consumer confidence and product performance, supportive information for the business as it helps building relevant accounting data. Usually accounting keeps track of valuable information with invoices, credit notes. All information gain from the customer and other groups helps evaluate companies’ turnover. 

The role of accounting in the modern business is to generate various accounting information. The business first considers the raw material; this date is identified, classified, recorded and finally summarized for book keeping purposes. The modern accounting mostly rely on the financial statement for internal as well as external business for short term and long term business planning activities, this is important for business forecast as it help preparing budgets. Accounting has a comparative measure as mention previously as it rely enormously on establishing business performance based on current year’s profit with previous years however this comparative information much done within the same business industry for identical product.

Modern accounting, also serves as a business memory, the collection of data is there as a reference hence the reason why it is important for business to have a good use of business book of accounts or computerised accounting. In short, modern accounting plays an important role in recording, summarising reliable data’s that supports financial decision making.

3 What is accounting cycle?

The accounting cycle consists of 8 steps.


The sale of an asset, acquisition of equipment’s, loans repayments, debt recovery are some of the transactions at the opening of the accounting cycle. The journal of entries simply refers to all occurring chronological transactions recorded on journals, ledgers etc. All transactions received or issued will be posted onto a general ledger. Which will be then reviewed each month, quarterly and at the financial year end through a trial balance however this regularity of the trial balance reviews will defers from company practices; most trial balances are supported by a worksheet as this is another form of keeping records for corrections and financial adjustment purposes in case the balance sheet does not balance. Once the trial balance has been adjusted, the accounting perform an adjusting journal entries that simply rectify the errors observed so that a financial statement can be produce and published which will show the profit and loss generated by the business. It is only when all the steps mentioned above have been completed that accounting close the books with the revenue and expenses figures.
Various accounting activities that organisation under takes; there are three main areas of accounting actives:

1. Financing activities

This concerns all transactions (loans or credit) that involve financing the company also all payments will be considered to be financing activities and will be added onto the statement of cash flow. If, a company has shareholders or purchase supplementary stocks, this will also be taken into account as a financial activity.

2. Operating activities

This concern all activities applied by the business in their day to day practice (paying bills, employees, product cost, delivery cost, sales and income) basically all expenditures made for the necessary running of a company. 

3. Investing activities

This is also part of the daily accounting and will be for the sole purpose of company investment; it could be providing loans to customers or other entities as well as purchasing assets such properties, equipment’s etc. Investment will mean that there will be dividends and interests earned that will be added onto the statement cash flow. 
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