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Accounting

 Accounting is language of business.

 Communicate the result of business operations and   its  other aspects.

 Accounting  is  an 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 financial character and interpreting  the results 

thereof.



The Basic Accounting Equation

 Financial accounting is based upon the accounting 

equation

Assets =  Liabilities  +  owner’s  Equity

 The balance sheet is an expanded expression of the 

accounting equation



Purpose of accountancy

 To keep a systamatic record

 To ascertain the results of operations

 To ascertain financial position  of business.

 To facilitate rational decision making

 To satisfy requirement of law and useful  in many respects.



Assets

 Assets are valuable resources that are owned by a firm.  

 They represent probable future economic benefits and arise as the result of 

past transactions or events.

Liabilities

 Liabilities are present obligations of the firm.  

 They are probable future sacrifices of economic benefits which arise as the 

result of past transactions or events.



Owners Equity

 Owners' equity is a claim by the owners.

 Owners' equity represents the owners' residual interest in the assets of the 

business

 Owners may make a direct investment in the business or operate at a profit 

and leave the profit in the business. 

 Yet another name for owners' equity is net assets which Indicates that 

owners' equity results when liabilities are subtracted from assets.

Owners’ Equity = Assets – Liabilities



Types of accounts

 Personal Accounts

These accounts are related to individuals, firms, companies, etc. A few examples of 

personal accounts include debtors, creditors, banks, outstanding/prepaid accounts, 

accounts of credit customers, accounts of goods suppliers, capital, drawings, etc.

 Real Accounts

All assets of a firm, which are tangible or intangible, fall under the  category “Real 

Accounts“.

 Nominal Accounts

Accounts which are related to expenses, losses, incomes or gains are called Nominal 

accounts



Golden Rules for Accounting

 Personal Accounts

Debit the receiver

Credit the giver

 Real Accounts

Debit what comes in

Credit what goes out

 Nominal Accounts

Debit all Expenses and Losses

Credit all Incomes and Gains



Accounting Reports

 Trial Balance

 Profit & Loss Account

 Balance Sheet



Accounting Cycle



Trial Balance

 A trial balance is a list of all the general 

ledger accounts (both revenue and 

capital) contained in the ledger of a 

business. 

 The trading profit and loss statement and 

balance sheet and other financial reports 

can then be produced using the ledger 

accounts listed on the trial balance.



Profit & Loss Statement

 A profit and loss statement (P&L) is a 

financial statement that summarizes 

the revenues, costs and expenses 

incurred during a specific period of 

time, usually a fiscal quarter or year.

 It can also be called as income & 

expenditure statement



Balance Sheet

 A balance sheet is a financial 

statement that summarizes a 

company's assets, liabilities and 

shareholders' equity at a specific 

point in time. 
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