Accounting is the means by which we measure and describe economic activities.
Financial Accounting
Financial accounting is aimed at providing information to parties outside the organization in the shape of financial reports (financial statements).
Business Entity
An economic unit that controls resources, incurs obligations and engages into business activities.
Financial Statements
Four related accounting reports that concisely summarizes the current financial position of an entity and the result of its operations for the preceding (last) year.
1. The result of operations is shown in the Income statement in terms of revenues and expenses. It indicates the profitability of the business over the preceding year (or accounting period).
2. Balance sheet shows the financial position of the company.
3. Statement of owner’s equity explains certain changes in the amount invested (owner’s equity) in the business.
4. Statement of cash flows summarizes the cash receipts and cash payments over the same period covered by the income statement.
Balance Sheet
A balance sheet is a financial statement showing the financial position of a business at a specific date. However, a balance sheet does not show how much a business currently is worth.
Balance sheet is the financial statement showing the financial position of an entity by summarizing its assets, liabilities and owner’s equity at one specific date.
Financial Position
Financial position is defined in the terms of assets, liabilities and owner’s equity. In other words, it is the financial resources and obligation of an organization as described in a balance sheet.
Assets
Assets are the economic resources owned by the business.
Liabilities
Liabilities are debts or financial obligations of the business and owner’s equity is the residual claim of the owner to the assets of the business.
Owner’s Equity
Owner’s equity is the excess of assets over liabilities of a business.
