Introduction to Financial
Accounting

Financial accounting is the process of recording, summarizing, and
reporting a company's financial transactions. It provides crucial
information for decision-making and helps stakeholders assess a
company's financial health.
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Definition of Financial Accounting

1 Accuracy & 2  Standardization &

Transparency

Financial accounting
aims to provide accurate

Comparability

It follows standard
accounting principles,

and transparent ensuring that financial

information about a
company's financial

statements can be
compared across

performance and companies and

position.

industries.
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External Reporting

Financial accounting
focuses on reporting
financial information to
external parties such as
investors, creditors, and
regulatory bodies.
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Purpose and Importance of Financial

Accounting

Financial Decision-
Making

Financial accounting helps
individuals and organizations
make informed decisions by
providing relevant financial
information.

Assessing Financial
Performance

It enables stakeholders to
evaluate a company's
profitability, liquidity, solvency,
and overall financial health.
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Investor Confidence

Accurate and reliable financial
information builds trust and
confidence among investors,
increasing the likelinood of
iInvestment.




Basic Principles and Concepts of
Financial Accounting

1 Accrual Basis
Transactions are recorded when they occur, regardless of cash flow, ensuring
accurate reporting of revenue and expenses.

2  Consistency
Accounting methods and practices should remain consistent from one accounting
period to another, facilitating comparability.

3  Materiality

Only significant transactions and events that could influence stakeholders' decisions
should be reported.
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Financial Statements
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Income Statement Balance Sheet Cash Flow Statement

Summarizes a company's Presents a snapshot of a Tracks how cash flows in and
revenues, expenses, gains, company's financial position at out of a company, categorizing
and losses over a specific a specific point in time, cash inflows and outflows into
accounting period, providing showing its assets, liabilities, operating, investing, and
information on profitability. and equity. financing activities.
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Role of Financial Accounting in Decision-

Making

Internal Investment
Management Decisions

Financial accounting helps Investors rely on financial
managers analyze costs, statements to assess
revenues, and profitability to iInvestment opportunities,
make effective operational evaluating potential risks and
and strategic decisions. returns.
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Creditworthiness

Lenders use financial
accounting information to
evaluate a company's
creditworthiness and
determine loan terms and
interest rates.
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Limitations of Financial Accounting

1 Estimations & Judgments

Some financial elements require estimations, assumptions, and professional
judgments, introducing potential subjectivity.

2  Historical Information

Financial accounting focuses on past events, making it less effective in predicting
future performance or changes.

3 Non-Financial Factors

It doesn't consider non-financial factors, such as a company's reputation or
environmental impact, which can influence decision-making.
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Conclusion and Key Takeaways

Foundation of Business Effective

Communication

Financial accounting forms

the foundation of sound Accurate and transparent
business management, financial statements enable
providing critical effective communication
information for decision- between a company and its
making. stakeholders.
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Ongoing Learning

Continued learning and
staying updated with
accounting standards are
essential to maintain the
reliability of financial
information.




