Account for Business, Making Sense of the Mess
Key Accounting Principles and Terms

As you read through the Project resources for this Project, use this document to record the definitions of essential accounting principles, terms and concepts. 
Note: the terms “principles” and “assumptions” are often used synonymously throughout the Project resources. 

Accounting Principles and Concepts

· Purpose of Accounting Principles: 
The purpose of having accounting principles is make sure that the information present to business makers is useful, informative and standardized (Dauderis & Annand, 2014). There is a standard of principles called “Generally Accepted Accounting Principles (GAAP)” and is commonly used across the United States and Canada (Dauderis & Annand, 2014). 
· Accruals Principle: 
The accruals principle recognizes revenues when sales are made or services are preformed, regardless of when cash is received (Textbook Equity, 2011).  
· Going Concern Principle: 
The going concern principle assumes that the business will continue for the unforeseeable future (Dauderis & Annand, 2014).
· Time Period Principle: 
The time period principle divides an entity’s life into months or years to report economic activities and then use the time period to provide useful information to investors/creditors (Textbook Equity, 2011).
· Historical Cost Principle: 
The historical cost principle requires that each economic transaction be based on the actual original cost (Dauderis & Annand, 2014).
· Accounting Entity Principle: 
[bookmark: _GoBack]The accounting entity principle requires that the activities/accounting records of each business entity be separated from other entities and from personal finances of the owners (Textbook Equity, 2011).
· Full Disclosure Principle: 
The full disclosure principle requires that accounting information communicate sufficient information to allow users to make informed/knowledgeable decisions (Dauderis & Annand, 2014).
· Matching Principle: 
The matching principle requires that financial transactions be reported in the same time period/timeframe it occurred/were realized (Dauderis & Annand, 2014).
· Monetary Unit Principle: 
The monetary unit principle requires financial information to be reported in stable units of money (Dauderis & Annand, 2014).
· Realization Principle: 
The realization principle is a concept that states revenue can only be recognized once the good/services associated have been delivered or rendered (Textbook Equity, 2011). 
· Conservatism Concept: 
The conservatism concept means being cautious and making sure that all assets and net incomes are not overstated (Textbook Equity, 2011).
· Consistency Concept: 
The consistency concept requires that the business use the same accounting policies and procedures from period to period (Dauderis & Annand, 2014).
· Materiality Concept: 
The materiality concept requires a business to apply proper accounting only for items that would affect the decisions by users (Dauderis & Annand, 2014).
· Neutrality Concept:
The neutrality concept means that the accounting information should be free of bias.

Key Terms

Income Statement Definition: An income statement communicates information about a business’s financial performance by summarizing revenues less expenses over a given time (Dauderis & Annand, 2014).  
· Key elements of an income statement: 
The key elements of an income statement are (Dauderis & Annand, 2014):
· Heading
· Name of Entity
· Statement Name
· Period
· Revenues
· Business providers product/service to customers
· Expenses
· Assess that’s been used up to help create revenues 
· Net Income
· Revenues less expenses

Balance Sheet Definition: A balance sheet shows a business’s assets, liabilities, and equity at a point of time (Dauderis & Annand, 2014).
· Key elements of a balance sheet: 
The key elements of a balance sheet are (Dauderis & Annand, 2014):
· Heading
· Name of Entity
· Statement Name
· Point-in-Time Date
· Assets
· An asset is an economic resource that provide future benefits to the business.
· Examples are:
· Cash
· Accounts receivable
· Equipment
· Liabilities
· A liability is an obligation to pay an asset in the future.
· Examples are:
· Loans
· Accounts payable
· Equity
· Equity represents the net assets that are owned by the shareholders/owners.
· Examples are:
· Shared earnings – how much shareholders have invested
· Retained Earnings – is the sum of all net incomes earned by a corporation over its life less any distributions
· Total Assets/Total Liability and Equity 
· Both should equal each other

Statement of Cash Flows Definition: The statement of cash flows shows how the balance in cash changed over a period of time (Dauderis & Annand, 2014):
· Key elements of a statement of cash flows: 
The key elements to a statement of cash flow are (Dauderis & Annand, 2014):
· Header
· Name of Entity
· Statement Name
· Period-in-Time
· Operating Activities
· Day-to-date processes that are involved in selling product/services to generate net income.
· Investing Activities
· The buying of assets required to generate revenue.
· Financing Activities
· Raising of money needed to invest in assests.
· Net Increase in Cash
· Cash Balances


Types of Business Ownership

· Sole Proprietorship:
A sole proprietorship means the business is owned by one person and the business and person are considered to be the same entity (Dauderis & Annand, 2014).
· Partnership:
A partnership is a business which is owned by two or more individuals (Dauderis & Annand, 2014).
· Corporation:
A corporation is a business which is owned by one or more owners (Dauderis & Annand, 2014). Owners are otherwise known as a shareholder, who owns shares of the company (Dauderis & Annand, 2014).
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