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Introduction to Accounting and Finance
Assessment 1 

1. 
Define Accounting
Accounting is the recording & analysis of the financial side of a business. 

Explain the primary objectives of accounting
The primary objectives of accounting are to keep records showing the profits and loss incurred in a financial period. Records also must be kept showing the business’ assets and liabilities. 

Discuss the limitations of accounting
Accounting is primarily to keep records and to make conclusions after the financial period has ended. However, record keeping in accounting is only for items that have a monetary value & anything else in a business, that is important, although does not, will not be recorded. Financial statements will contain actual and assumed estimates, therefore affecting the reliability of the accounting information. The financial statements will show the past performance of a business, and although the estimates can predict for the future financial period, these cannot be completely trusted as they will not account for price changes. When preparing the financial statements, personal judgement is another limitation as the accountant may interpret the records different to others. 

What types of activities are included in data evaluation?
Analysing financial statements, analysing cash flows, & evaluating the performance of the business. 

Outline the main functions of accounting considering the following groups;
Lenders 
Employees
Customers 
Please suggest information that each one is likely to need from accounting statements and reports;
Lenders will be looking to make sure the company has the ability to pay back any loans either short or long term. They will evaluate the financial statements accessing the companies liquidity & whether or not they will have the capacity to repay the money. 

Customers will use financial statements to make sure the company can provide the necessary goods needed in the future. If the customer is dependant on these goods, then the customer will have to ensure that these can be supplied on going without any reason for change. 

Employees will need to make sure the company is making enough profit & if not - the consequences this could have on their job security and future employment opportunities. 

2. Discuss the role of accountants in modern business organizations;
The traditional roles of accountants include auditing, book keeping, & analysing the financial side of the business. The additional more modern roles of accountants include financial planning, and consulting with managers/ owners for the future of the business. The accountant should look for opportunities for improvement with regards to reporting so that management can make better decisions based on business growth. An accountant should have a good basis of administration and how the business runs so they can make improved decisions on what is best for the company. 

3. What is accounting cycle? Outline the basic steps included in accounting cycle; 
a) The accounting cycle starts of with transactions – this includes all cash sales, all purchases & anything that would have an impact of the companies financial position. 
b) The next step would be to input these transactions into journals – this will include the date, the amount, whether it is a credit or debit & a brief explanation. 
c) Posting - when the transactions imputed into the journal are then inputted into a ledger. This is where the financial statements are created from.  
d) After all journal entries are complete onto the ledger, the next step would be trial balance – which would show a balance of all accounts at the end of the accounting  period. 
e) Worksheet – this would be when you would have to check through the trial balance & work out why/ if there are any corrections that need to be made. 
f) After all the corrections have been made – the trial balance could then be amended – this can only be once the amendments have been corrected on the worksheet. 
g) A financial statement would then be prepared from the adjusted trial balance – showing the business’s financial state and cashflow. 
h) Lastly would be closing the books – must make sure the revenue and expense accounts are at Zero so that the cycle can start again. 
List the various accounting activities that an organisation under takes and give reasons for each as to why that particular activity is performed in the organisations;
1) Data creation & collection  – Data must be collected to start processing the accounting records. This may either be data from the past or it may be predictions on the future financial state. 
2) Recording – Data is then recorded in either journals or ledgers in accordance with the GAAP – a set of accounting principles that must be followed by all businesses, to ensure a level of consistency and will therefore make it easier for the company/ outsiders to analyse. 
3) Data evaluation is looking at everything, including all cash flows and statements and then planning to move forward. This would be the most important as the future financial state of a business would depend on this. 
4) The analytical and interpretative aspect of accounting; The analytical aspects would be analysing and highlighting inconsistencies & then the interpretative aspect would be looking in to this and solving any problems that may have occurred. They would be used to closely examine, and identify the information provided. 
5) Auditing – this is an individual examination of all records, books and financial statements kept by a company . The purpose of an audit is to verify the information given by the company & to make sure it is complying with all regulations. 
6) Data reporting – Internal reporting is within the company, therefore reporting all necessary information to the management for them to make decisions on how to move forward. All the information given to the management must be correct in order them to make the right decisions so that the business can progress. External reporting is communicating the business’s financial position to other businesses & the public etc. Customers and investors will need to see this information before they express an interest in the business for their own benefit.
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