
BASIC ACCOUNTING CONCEPTS

There are a number of conceptual issues that one must understand in order to develop a firm foundation of how
accounting works. These basic.

This is also the stuff which - if you didn't get it down early on in your accounting studies - you'd be screwed!
The commission should also be recorded in March. It is entered on the left in an accounting entry. These terms
are used widely so it is necessary that we take a look at each element. Under accrual basis accounting, income
is recorded when earned and expenses are recorded when incurred. Time Period Assumption â€” The
indefinite life of an enterprise is subdivided into time periods or accounting periods which are usually of equal
length for the purpose of preparing financial reports. Business became more and more complex, hence the
development of more effective ways to keep track of business transactions. Those guidelines are called
generally accepted accounting principles or GAAP. However, a short and sweet description of accounting
does exist: Accounting is the language of business efficiently communicated by well-organised and honest
professionals called accountants. Or instead of accounting making sense and being easy - you'd become a total
accounting parrot! Investors who want to know how the business is doing. Basic Accounting Concept 9:
Accounting Period Accounting period is the final concept you should understand. For example, an automobile
repair shop that collects Rs. A liability is considered current of they are payable within 12 months from the
end of the accounting period, or within the company's normal operating cycle if the cycle exceeds 12 months.
Lesson 3 The accounting equation is the unifying concept in accounting that shows the relationships between
the accounting elements: assets, liabilities, and capital. This might be even worse than failing an exam - please
don't become an accounting robot or parrot!!! Revenue is recognized when earned, and expenses are
recognized when assets are consumed. This concept means that a business may recognize revenue, profits and
losses in amounts that vary from what would be recognized based on the cash received from customers or
when cash is paid to suppliers and employees. Nonetheless, the equation always stays in balance. Single-entry
bookkeeping: Under the single-entry bookkeeping, mainly used by small or businesses, incomes and expenses
are recorded through daily and monthly summaries of cash receipts and disbursements. Online resource for all
things accounting. Lesson 4 Here are some more sample transactions and their effect to the accounting
equation. Related Courses. Conservatism concept. It is decreased by withdrawals by owners dividends in
corporations and expenses. This tends to result in relatively small-size transactions being recorded, so that the
financial statements comprehensively represent the financial results, financial position , and cash flows of a
business. Matching concept. Did I mention it's key? The general rules are: to increase an asset, you debit it; to
decrease an asset, you credit it. I'm talking about the fundamentals. Similarly, these items go on the right side
of your general ledger. You can always check the full lessons out anytime. These basic accounting concepts
are as follows: Accruals concept. This will save you time and moneyâ€”two of your most valuable resources
as an entrepreneur. For example, two accountants may choose two equally correct methods for recording a
particular transaction based on their own professional judgement and knowledge. Accounting methods:
Companies choose between two methodsâ€”cash accounting or accrual accounting. This chapter covers the
core concepts in accounting that you need to know before moving on to the more intricate topics. This means
you will pay them on May  For example, if you receive cash, your cash account would be debited in your
accounting software.


