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This subject (basic accounting and income statement) introduces the basic accounting concepts and terminologies or principles, some of the terms includes assets, liabilities, income statement, expenses etc
It also helps to familiarise you with credits and debits that enables the business to generate additional income and make plans for the business’ current state and future.
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1. How would you define accounting?
Accounting is the recording, processing, communication and measurement of financial information about economic entities such as corporations and businesses.

It is the systematic recording of transactions relating to finance in connection with a business or a corporation. It also refers to the process of summarising, analysing and reporting these transactions to oversight agencies, regulators etc.
The accounting system is also based on double entries, for every debit there must be a credit, each entry within the accounting system has a double impact making it possible to balance (a balance sheet).

Accounting provides major service of gathering financial information, it also helps the investors to be in the know of the status of the business entity or corporation e.g. is the business thriving? is it making profit or loss? is the expenditure more than the income?
Account helps enables the investors to answer all the question above as the report includes .


2. What is the purpose of accounting?
Account is important for decision makers in every financial institution, business or corporate entities; the investors or stake holders in the business needs to know how well the company is doing, what it owns (asset) and what it owes(liability).

Another reason is to accumulate in the accounting record and report on all transaction pertaining to finances, cash inflow and outflow, revenue, income and expenditure, the cash-based accounting system is subject to criticism and in other to provide a true fair view, standards require that publicly traded companies incorporate the accrual accounting system. Although accrual accounting might count funds that haven’t been paid, it provides clearer and realistic picture of the company’s performance -especially for stock investors


The purpose of accounting is to report on financial information about the performance and financial position of a business which enables the investors or stake holders to know and decide how to manage the business further or invest more in into it. 

3. What is the basic accounting equation

The basic accounting equation also referred to as balance sheet equation describes the relationship between liabilities, assets and equity


4. What is an asset? Give an example

An asset is a useful and valuable thing or person; it is something valuable that an entity owns, benefits from or has use of, in generating income. Something that an entity has acquired or purchased and that has money value such as market value, book value, its cost or residual value.

Assets shown on their owner’s balance sheet are usually classified according to the ease with which they can be converted into cash.
 Assets can be something physical such as cash, machinery, land and building.
Asset can also be something intangible; right, such as patent, copyrights trade mark or assumption such as, goodwill, brand recognition, customer lists.

Current asset:-In financial accounting an asset is any resource owned by a business entity, anything tangible or intangible that can be owned or controlled to produce value and a positive Economic value.

Fixed asset :-In a financial set-up -a bank for example- assets are loans disbursed to its customers or over drafts, as it generates additional income (interest accrued) for the bank.
Bond for instance is an asset and it is an instrument of agreement between the bond issuer and the investor for the purpose of raising capital as the issuer is obligated to pay a specific amount of money at specified dates.

5. What is a liability? Give an example
A liability is a state of being legally responsible for something.
A liability can also be a future sacrifice of economic benefits that the entity is obliged to make to other entities or persons as a result of past transactions or events.

In finance, a liability is a claim against the assets or legal obligation of a person or an organisation arising out of past present or current transactions or actions.

In accounting, liabilities are accounts and wages payable, accrued rent and taxes, trade debt (which is a current liability), short and long-term loans. Owners equity is also termed a liability because it is an obligation of the company to its owner.


6. What is Equity? Give an example

Equity in account is simply the difference between the value of asset and the value of the liability of something owned.

It is the net-worth of a person or company computed by subtracting the total liability from the total asset. Equity in cooperatives represents members investments plus retained earnings or minus loses

Equity represents funds contributed by the owners (stockholders) plus retained earnings or minus accumulated losses. In a way equity is a form of liability, it is what the company owes the owners of the company.

7. What is income statement?
Income statement is the financial statement of a company, it shows the revenues and expenses during a period. Income statement is determining how much profit the company has made in a year for annual report.

Income statement is also a summary of the managements performance as reflecting in the profitability of an organisation over a certain period.

In contrast to a balance sheet, an income statement depicts what happened over a month, quarter, or a year; it is based on a fundamental accounting equation (Income=Revenue – expenses) and shows the degree at which the owners equity is changing for better or worst.

Purpose of income statement
To summarise or show the reader how much profit or loss the company has generated during a period. 


8. How would a business benefit from the income statement?

The business can benefit from the income statement as the business owners are in the know of the viability of the business if it is appreciating or depreciating. 

Provides detailed information on revenue- it provides detailed data on revenue.

Data for investor analysis- it is an important document for investors who need detailed information before investing.

It is of benefit to the company because it based on the matching principal and shows the expense incurred by the company to earn revenues. It helps the companies to analyse their expenses and take into account the major streams of operating revenues o the company.
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