Accounting
· Accounting is the system used by an organization to keep a record of all the money that comes in and goes out of that organization

· All accounting records are kept based upon a set standard of principles

· These principles allow two major occurrences:
1. a person who is not involved with a business can understand key aspects of its financial activities of performance by studying the company’s accounting records

2. a person can use accounting records to compare the financial activities or performance of different types of businesses

Types of Accounting
Financial Accounting

· Is the process of recording and analyzing information about the financial position of an organization

· A financial position is its standing with its owners, and its creditors

· All people involved with the organization (shareholders, creditors, customers, suppliers) use the information created to make decisions about the company

Managerial Accounting

· Type of accounting used within a company to help make decisions about the company

· Examples of decisions:

· What to charge for a product

· Whether to expand 
· How much can be spent on certain elements (advertising, production)

Financial Statements

· Financial statements are formal documents that use a standard format to provide the key information about a company’s financial position
· Accounting records are published in these statements 
· Producing accurate financial records is the best way to ensure that a business stays profitable

· Statements are often produced at the end of a 12 month period
· This period of 12 consecutive months is referred to as the fiscal period 

· A fiscal period is not necessarily a calendar year, it is just a 12 consecutive month period

· All businesses are required by law to produce financial statements for tax purposes
· Only organizations that sells stocks or shares must make their statements public

· Private organizations must only show the Canada Customs and Revenue Agency

· Only exception:  banks may ask to see records if they are lending money

International Financial Reporting Principles

· International Financial Reporting Standards (IFRS), are the guidelines developed by professional accountants for the way accounting records and financial statements are prepared
· These were formally called GAAP (Generally Accepted Accounting Principles), but changed to be consistent with other countries.
Business Entity Concept

· The finances of a business must be kept separate from those of its owner
· An owner may purchase furniture for its business and classify that as a business transaction

· If the owner purchases furniture for their home, they may not include this purchase in their business records

Time Period Concept

· An accountant uses time periods of equal and appropriate length to measure the financial health of a business

· You may not just illustrate/analyze periods of financial prosperity, you must illustrate all periods for the entire fiscal year
· Measure the business over similar fiscal periods

Cost Principle

· The actual cost of a business transaction must be recorded at cost in the books

· If you get a deal on a truck that is valued at $20,000 and purchase the truck for $16,000, you must illustrate the $16,000 in your books because that was the purchase price

Consistency Principle
· Accountants must apply the same rules, methods, and procedures from one fiscal period to the next

· Your records must be consistent from year to year

· You can’t show items in some years and not in others to make your company look better or worse

