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What is accounting  ? 

 

1-1  Recording  and   summarizing   transactions 

 

Accounting  can  considered  as consisting   of  two  elements , recording  and  

summarizing+  
 



 

Recording   

 

Transaction  must  be  recorded  as they  occur  in order  to provide  up-to-date  

information  for management . for example ; credit sales must  be recorded  so that  

statements  can be sent  to the customers and the money due collected . 

 

Summarizing  

 

The transaction  for a period  are summarized in order to provide  information about  

the performance  and  position of  a business  to interested  parties . 

 

The  two  most  important   summary  statements produced  are the income statement  

and the balance sheet .  
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The  users  of  financial  accounts  and statements 

 

The purpose of  accounting  is to provide information to users  of financial statements 

. Different users have different  needs . The main users and need are noted  below : 

 

1-     Management   

Management need  very  detailed  information in order to control their business 

and plan for the future . Budgets will be based  upon  past performance and future 

plans .These budgets will then be compared  with the actual results . Information 

will also be needed about the profitability of individual departments  and  

products. 

 

2-     Shareholders  and  potential  shareholders  

 



This group includes investors and their advisors . They are interested in their 

potential profits and the security of their investment . having bought shares , the 

shareholders are then responsible for (re)electing  the  Board of  Directors. 

 

3-     Employees  

Employees  need to know if their employer can offer secure employment and 

possible pay-rises.  

 

4-     Lenders  

Businesses  will owe money to banks ( for loans) and suppliers ( for payment for 

goods and services ) . both banks and suppliers  will need to know if they will be 

repaid . 

 

5-     Government  

Governments need to  know how the economy  is performing in order to plan their 

financial and industrial policies. 

 

6-     The business contact group  

Businesses will use financial statement to compare their own performance against 

that of their competitors .  

 

7-     The public  
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Nature , principles and scope of accounting 

 

1-     Financial  accounting  

Financial accounting  is mainly concerned  with  the production of financial 

statements for external  users . it is a report  on the Directors’ stewardship  of the 

funds entrusted to them by the shareholders .  



 

2-     Management accounting  

Managers need much more detailed  and up-to –date  information in order to 

control the business and plan for the future . they need to be able to cost out 

products and production  methods , assess profitability and so on . 

Management  accounting is an integral part of management activity concerned  

with identifying .  

 

3-     Financial management  

Financial management ensures that financial resources are obtained and used in 

the most effective way  to secure attainment of the objectives of the organization . 

 

4-     Auditing  

Auditing  may be external  or internal  

 

4-1 External audit  

This is ‘the independent examination of , and expression of opinion  on , the 

financial statements of an enterprise ‘ 

 

4-2 Internal  audit  

This is ‘ an appraisal activity established  within an entity as a service to the entity 

. its functions include , amongst other things , examining , evaluating and 

monitoring the adequacy and effectiveness  of the accounting and internal control  

systems ‘ 
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Desirable qualities of accounting information  

 

 

Having identified  the  users  of  financial  statements  , the  problem arises as to what 

information is useful to them . some criteria can be identified  . They are listed briefly 

in the table below . 

 

 

 
Criteria                                                 comment   



 

 
  

Relevance                                         the  information  should  be  relevant  to the needs  

                                                          of  the  users   ,  so that  it  helps them to evaluate    

                                                         the  financial  performance of the business  

  

   

 
  

Reliability                                           the information should be of a standard  that  can 

be  

                                                             relied  upon by  external  users , so that it is free  

                                                            from  error and  can be depended upon by users 

in  

                                                            their decision . 

 

 
Comparability                                    accounts should  be comparable with those of 

other   

                                                           similar enterprises  , and from one period to the 

next  

 

 

 
Understandability                              the information should be in a form which is 

                                                        understandable  to user groups   

 

 
Completeness                                  accounting statements should  show all aspects of 

the  

                                                        business . 

 

 
Lack of  bias                                  accounting statements should not be biased  

towards  

                                                       the  needs of one user ; they should be objective . 

 

 

 
Timeliness                                   accounting statements should be publish as soon as  

                                                     possible after the  year end . 
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Desirable qualities of accounting information  

 

 

Having identified  the  users  of  financial  statements  , the  problem arises as to what 

information is useful to them . some criteria can be identified  . They are listed briefly 

in the table below . 

 

 

 
Criteria                                                 comment   

 

 
  

Relevance                                         the  information  should  be  relevant  to the needs  

                                                          of  the  users   ,  so that  it  helps them to evaluate    

                                                         the  financial  performance of the business  

� 
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Reliability                                           the information should be of a standard  that  can 

be  

                                                             relied  upon by  external  users , so that it is free  

                                                            from  error and  can be depended upon by users 

in  

                                                            their decision . 



 

 
Comparability                                    accounts should  be comparable with those of 

other   

                                                           similar enterprises  , and from one period to the 

next  

 

 

 
Understandability                              the information should be in a form which is 

                                                        understandable  to user groups   

 

 
Completeness                                  accounting statements should  show all aspects of 

the  

                                                        business . 

 

 
Lack of  bias                                  accounting statements should not be biased  

towards  

                                                       the  needs of one user ; they should be objective . 

 

 

 
Timeliness                                   accounting statements should be publish as soon as  

                                                     possible after the  year end . 
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