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Accounting Fundamentals
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Introduction 
Accounting may be defined as the practise of maintaining accurate records of a company's commercial operations in a methodical and specific. Generally established accounting rules are adhered to throughout the course of carrying out this task (GAAP). There can be no business without accounting. It takes account of revenue and expenditures so that a company may meet its legal obligations while also providing measurable financial data to stockholders, management, and the authorities. Accounting also ensures that the organisation is run in accordance with legal requirements.
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Accounting is the practise of pulling together financial data from a variety of sources in order to present it in a manner that is transparent and understandable to all parties involved in the transaction. The fundamental goals of accounting are record-keeping and communication of a company's financial information to relevant parties (Britton and Waterston, 2019). The adoption of GAAP contributes to an improvement in the credibility of financial statements. Because of standardised reporting, all stakeholders and shareholders in a company are able to judge how well the firm is doing. It is very necessary for there to be transparency, dependability, and accuracy in the financial statements.
Accounting information is prepared for several stakeholders who use this information to make decisions.
i) Lenders: As part of their evaluation of the entity's overall financial health, banks are required to take into consideration an organization's profits before deciding whether or not to grant the organisation a loan (Malina, 2019). This is done so that the institutions can make an informed decision about whether or not to grant the organisation a loan. All of this is only possible in the event that a trustworthy accounting system is already in place. Before allowing management access to the necessary amount, the company's historical records of book profits produced, taxes paid, as well as its assets and liabilities, are examined thoroughly in an audit. This is done before the requisite quantity is made available to management.
ii) Investors: In the eyes of the business's stakeholders, which include investors, suppliers, the government, clients, and workers, the firm's accounts and financial statements serve as the organization's public face. Other stakeholders include anybody who has a financial interest in the company. The accounts are a reflection of the business's financial health, which is significant to the stakeholders since their interests are related to the performance of the firm (Schmidt, 2018). The position of the firm's finances may be seen as an indicator for the status of the corporation as a whole since they function as a barometer.. For the purpose of making an informed decision, a potential investor, for instance, would look at the financial performance of the firm as a point of reference prior to making a decision.
iii) Management: For the upper management of a firm to be able to properly operate a business, they need to have an understanding of how the company is currently doing financially. The information obtained through accounting may be used by management in a variety of contexts and for a variety of purposes, such as ratio analysis, budgeting, quality control, and the development of procedures. If the management of the company does not have sufficient knowledge of accounting, it will be difficult for them to make accurate judgements on the company's finances.
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Application of Cost Accounting 
Accounting professionals use the idea of cost accounting to keep track of "input" expenditures (such as labour and necessary raw materials) incurred throughout the manufacturing process of a product or service that is intended for sale. These "input" expenditures include things like labour and materials. This category takes into account the expense of not just the item or service itself but also the resources and labour necessary to produce it. Accounting for costs has the potential to assist organisations in recognising opportunities to cut costs and assisting them in making price choices that will keep them profitable (Lawrence, 2019). Because the only individuals who require access to cost accounting data are the personnel who are responsible for the company's internal management, the techniques that are utilised to acquire the data may be easily modified.
Some uses of Cost Accounting
Budgeting: A budget must be constructed using cost accounting. It is possible to better forecast future fixed and variable costs by analysing existing expenditures. The stated goals in an organization's budget are derived from forecasts and linked to planned actions. Future events may be predicted using forecasting through knowledge of historical and current market condition (Drury, 2020). There may be a single product or service line that generates the majority of sales forecasts. Business activities such as sales and manufacturing may be forecasted by using this strategy. It is also vital to remember that the word "budget" is used to refer to an organization's strategy and programme in a pre-set setting. If the circumstance warrants it, it may recommend a feasible line of action.
Efficiency: The standard labour and material costs are based on the most efficient utilisation of these resources. Accounting for cost provides management with a view of actual spending compared to projected expenditures (Bhatia, 2018). Redesigning a product or a process is one technique to save expenses. As a result, procurement costs are being decreased, and corporate productivity is being enhanced, both of which contribute to increased profitability. Maximizing your available resources is a must for achieving any kind of success. A cost-benefit analysis is carried out to evaluate how much money may be saved in the long term.
Profitability: Cost Accounting can be invaluable management tool that, among other things, compiles and preserves the information that is necessary to run a business in a manner that is both effective and lucrative. The primary objective of this function is to conduct a review and evaluation of a business's profitability. It is critical to make decisions based on objective facts while managing expenses, and this is among the most effective methods to do it. (Malina, 2019). It's possible for a firm to lose money even if it has a solid sales record if its expenses suddenly change in an unexpected way. Accounting for costs has the potential to be a useful management tool for companies that make more losses than profits as a direct result of the industrial activities they engage in.
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Accounting Principles 
Consistency principle: Accountants are required to continue using a certain accounting theory or method until such time as an alternative that is demonstrably superior is identified, unless another option is found first (Solomon, 2019). If a corporation does not adhere to a consistent set of accounting standards throughout all of its activities, then it will be impossible to assess the impact that those operations will have on the company's finances over the long run.
Materiality principle: This is a reference to the concept that accountants should record a transaction in the company's accounting records if the user of the company's financial statements may have had their decision-making process affected as a result of the absence of the entry had it been made if the entry had been made. This is the case if the user would have been able to make a more informed decision had the entry been made. Some of the most minute controllers have started logging even the smallest transactions as a consequence of the fact that this concept is rather hazy and difficult to measure. This is because of the fact that this is a challenging concept to quantify.
Monetary-unit principle: A company should only preserve transaction records that may be represented in way of given monetary unit, according to this principle. An organisation does not have to assign a value to its quality control system in order to properly document the acquisition of an asset due to the fact that the price has already been decided (Wild, 2020). It is important to adhere to this principle so that one does not make an exaggerated assessment of a company's assets and liabilities.
Going concern: This concept relates to the anticipation that a business will continue to function normally for an extraordinarily long duration of time (Schmidt, 2018). This would imply that some expenditures, like as depreciation, might be deferred until a later time in the year. It is necessary that all expenses be recorded without delay in order to avoid anything like this from occurring, and postponing the recording of any of them is not an option.
Conservatism principle: Costs and Obligations should be recorded immediately as it occurs, but income and assets should only be reported when it is absolutely assured that they will occur. As the recognition of income and assets is delayed, the character of the financial statements will become more cautious, which might result in lesser profits being reported. (Britton and Waterston, 2019). This notion, on the other hand, promotes the recording of losses sooner rather than later. A few companies have gone too far with this technique, and their bottom line and reputation may suffer as a result of overstated results.
Economic entity: It is necessary for organisations to keep their business activities distinct from those of its owners and any other companies they may be involved with. Transections of business should only be considered when recording accounting information and all transection that is of the owner and not related to business should not be included in the firm’s financial records (Wink and Corradino, 2019). Otherwise, personal transections may affect the financial situation of the firm and may produce wrong financial statements. 
Matching principle: This concept states that when an accountant reports revenue, he or she should also record any related expenditures. The cost of inventory is thus included in the price of goods sold by accountants when revenue from inventory sales is reported. Accretion accounting relies on this basic tenet. The idea of matching is not employed in the monetary basis of accounting.
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Accounting Principles' Effect on Financial Accounts
[bookmark: _Toc107873650]Effect on Income Statement 
In accordance with the principles of accrual and matching, revenues should be reflected on the income statement as soon as they are produced, and costs should be recorded on the income statement as soon as they take place (Drury, 2020). It is important that this be done in a timely manner in compliance with the standards of the income statement. In order for companies to be able to use the accrual way of recording transactions, they are needed to make adjusting entries on the very last day of the accounting period that is being evaluated. This is because the accrual method takes into account revenue earned rather than money paid out. Adjusting entries guarantee that the financial statements for a certain period appropriately represent the entire amounts of assets, liabilities, revenues, and expenses for the accounting period that is under consideration.
[bookmark: _Toc107873651]Effect on Balance Sheet
Asset: The "cost principle" dictates that the assets of a firm need to be valued at the level that corresponds to their actual value at the time the transaction is being carried out. Once they have been recorded, assets, with the exception of certain marketable investment instruments, will not increase in value in line with either inflation or market value. If a company adheres closely to the cost principle, it cannot account for its skilled personnel as assets. When the net worth of a firm is determined, brand names and logos, regardless of whether they were developed internally or gained via advertising, are not considered assets (Lawrence, 2019)..
Liabilities: Liabilities are the obligations that have been incurred by an organisation as a direct result of prior business operations and are known as the obligations that have been incurred by an organisation(Schmidt, 2018). Some examples of common forms of liabilities are accounts payable, notes or loans that need to be paid back, unpaid salary and interest, unpaid taxes, and deposits from clients. It is possible that in addition to these responsibilities, there are other ones of a different kind. When there is a duty, that obligation must always be recorded in line with the principle in order to fulfil the requirements of the conservative ideology.
[bookmark: _Toc107873652]Equity: The shareholders' equity portion of the balance sheet will still be reported according to the cost principle, even if there is an increase in the market price of the share. This is because the cost principle is based on historical data. This is done to guarantee that the right accounting equation is maintained, since the recording of assets on a cost basis necessitates that equity also be recorded on a cost basis. Therefore, this action is taken to ensure that the correct accounting equation is retained.
Conclusion 
[bookmark: _Toc107873653]Accounting is a vital area that is needed of every organisation to document all of the acts taken by the firm that may be equated to a monetary value. This is done so that the company can maintain accurate financial records. This is due to the fact that accounting is a very important topic. If a corporation does not have access to all of its accounting data, it is unable to accurately assess either its historical or current level of financial performance. With the support of accounting standards, the accountants of a company are able to provide more accurate and trustworthy information on the company's financial situation. The procedure of recording accounting information is built around these ideas, which serve as the basis for the process.
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