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History of accountancy

Early history

= Accountancy's infancy dates back to the carliest dayvs of human
agriculture and civilization
= the Sumerians in Mesopotamia,
= the Feyptian Old Kingdom.

« Ancient cconomic thought of the Near Fast facilitated

« (he ereation of accurate records of the quantitics and relative

values ol agricultural products,

= methods that were formalized in trading an
systems by 2000 BC.

d monetary

oSimple accounting is mentioned in the

= Christian Bible (New Testament) in the Book of Matthew, in
the Parable of the Talents

= Islamic Quran (for trade and credit arrangements)

()

Luca Pacioli (1445 - 1517),

Luca Pacioli and the birth of modern
accountancy

salso known as Friar Luca dal Borgo,
«is credited for the "birth” of accountancy

*Summa on arithmetic, geometry, proportions and

proportionality (Venice 1494)

*a lextbook for use in the abbaco schools of northern Italy,
where the sons of merchants and craftsmen were educated.

«a compendium of the mathematical knowledge of his time,
[=l

sincludes the first printed description of the method ol
keeping accounts that Vencetian merchants used at that
time, known as the double-entry accounting svstem.
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Pacioli codified rather than invented this system, he is widely
regarded as the "father of accounting,,

the system he published included most ol the accounting cvcle as we
know it today

he described the use of journals and ledgers, and warned that a
person should not ¢o Lo sleep alt night until the debils equaled the

credits

his ledger had accounts for

assels (including receivables and inventories),

liabilities,

capilal,

income, and

L‘\'pL‘ﬂSk‘\
the account categories that are reported on an organization's balance
sheet and income statement, respectively

he demonstrated year-end closing enfries
his treatise also touches on a wide range of related topics from
accounting ethics (0 cost accounting. @

Modern accountancya

Definition of accounting

= The process of
= identilyving,
= measuring and
= communicaling
cconomic information so a user of the information may
make informed economic judgments and decisions based

onil.

= A service-based profession that
= provides reliable and relevant financial information
useful in making decisions,
= [inancial information may include sales, expenses, laxes
and other figures.

©

What is accounting about?

=Why do we need accounting?

= What does accounting do/what do accountants

do?

Process the data
(documents)

Reporting the financial
situation of the entity

Issue legal
document

retilony e el Analysis of the report

(financial statements)

that occur in the
entity

The role of accounting

= Practice-orientated

= Language of bussiness: to communicate the results and
position to stakeholders

= ILis determinated by the technological development

= It is a part of economics

= [t has past of centuries

Characteristics of accounting

= It creates an information system
= It aims to be complete
It prepares every evenl:
= continually,
= itemised,
= all inclusive.
= Its standard/ fundamental unit is money
= It needs to be supported by vouchers
= It needs external control
= It creates a closed system

= ILis oulput-oricnated
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The parts of accounting

1. Traditional approach
a.) bookkeeping
b.) cost accounting
¢.) financial reporting :
d.) the voucher system connected with the ACCOIllltlllg on
international level

previous parts

2. Functional approach:

a.) [inancial accounting
b.) management accounling
¢ ¢

Internationalization of accounting

Accounting on international level

in perception and

=accounting is a regulated activity
- . . in disclosure, recognition and
=(raditionally regulation was carried out on measurement understanding

[

T
different accounting principles

different objectives for

financial reporting

national (country) level

=globalization made companics more complex

=nced for international regulation view

prudence

social, economic and cultural

particularities of countries @

Harmonization (convergeitce)

= Harmonization in accounting
Accounting methods

PRACTICE
(de facto/material)

as regulated by standard setters.

(by law or by profession)

IHow can we reduce the differences between

REGULATION
(de jure/formal)

accounting svstems?

‘Disclnsure ‘ ‘Measurement ‘ ‘ Disclosure | ‘ Measurement ‘
select one accounting \ \ / /
by bringing closer svstem as benchmark
and “adjust” the other Harmony (higher uniformity)
Uniformity

Total divergence

accounting svslems

svslems accordingly

Harmonization(standardization), as process
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Internationalization of accounting

= International standardization since 1973
= by International Accounting Standards Board (IASB, formerly
TASC)
= It's main goal: harmonization of accounting
= to ensure high quality standards worldwide
= 1o establish a common language for financial reporting
= [How can this be achieved?

= An independent standard-selling board, overseen by a
geographically and professionally diverse body of Trustees,
publically accountable to a Monitoring Board of capital market
authorities

A thorough, open and transparent due process

= Lngagement with investors, regulators, business leaders and the
global accountancy prolession al every stage of the process
Collaborative efforts with the worldwide standard-setting
community

* Asol2017:
there are 195 independent sovereign nations in the world

approximately 126 of them require the use of International Financial Reporting
Standards (IFRS), with another 12 permitting its use.

The Global Move Towards IFRS

approves Trustees

IASC

Foundation

monitors

reviews Informs
effectiveness

appoints

funds

interprets

-”» IASR [P IFRIC

creates

IFRS

high quality, enforceable and global

~

—_— [ —
\ J
RESEARCH I
Discussion
Paper (DP>
(Optional)
PROPOSALS PROPOSALS
PUBLIC CONSULTATION
INPUT FROM: |
- Advisory Council
- Working Group
= International groups: Exposure
Analysts; Preparers; Draft (ED)
Audit technical partners
- Special interest groups.
- Local standard-setters PUBLIC
= Reeufoies CONSULTATION
- Political groups.
Published Feedback
IFRS Statement
!
Al

Jurisdictional adoption procass
LASE two year post-implementation review

@

Accounting information

= Accounting information is cconomic information :
it relates to the financial or economic activities of the
business or organisation

Steps of preparation of accounting information:

identification
measurement
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MEASUREMENT

IDENTIFICATION,

= Lthe "measurement” of accounting information
involves
= making judgements aboul the value of assels owned
by a business or liabililies owed by a business

=cconomic events (accounting information) needs to
be identified:
=cconomic events

= asale al a eas station, . -
’ =accuralely measuring how much profit or loss has

= pavment of laxes by a commercial enlerprise, . . . .
I
: : been made by a business in a particular period.

= purchase of insurance

= the measurement of accounting information often
requires subjective judgement to come to a
conclusion

=the accounting system identifies "accounting
transactions".

RECORDING COMMUNICATION

. " ;;) 1 o . s e ) q - I ) I . - . . .
all "accounting transactions,, have to be recorded =information about classified and summarized

=to provide a history of a company's financial economic events is communicated to interested
activities parties

= in this step economic events are also classified *who needs the accounting information?
and summarized =what they need to know?

=this is done by way of a "set of accounts”, based =forms of accounting communication:

on a system of accounting known as double-entry
bookkeeping

"financial statements™
=annual report and accounts,

= management accounting reports

Criteria of useful accounting information I. edtarda nf : 2.8 :
Lusc] g anf Criteria of useful accounting information 1.

- TG ilitv - Y ONDFOSS] no V. . . e R
_Undusta_ndqlﬂhty the exgp ression ol accountling = Comparability - implics the ability for users to be able to:
information in such a way that it will be understandable to N § :
users - who are generally assumed to have a reasonable
knowledge of business and cconomic activities

= compare similar companies in the same industry group

= make comparisons ol performance over lime.

= Reliability - implics that the accounting information that is

= Relevance - implics thal, lo be useful, accounting
presented is:

information must assist a user to form, confirm or mavbe

revise a view - usually in the context of making a decision: = truthful,
= should I invest, =accurale,
s ¢ » W is iness? . . . e .
hould 1lend money to this business? = complete (nothing significant missed out) and

= should Iwork for this business? 1 s . 1
= capable of being verified (¢.g. by a polential investor).

= Consistency - implies consistent treatment of similar items

S ' . - = Objectivity - implics that accounting information is
and application of accounting policies ] 3 F abde S ¢ :

prepared and reported in a "neutral” way.
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Interested parties - Users of accounting information

= Stakeholder: anvone with an interest in the performance and
activities of an organisation.

external users internal users

Lxternal users

= Potential investors (owners)

se accouniing information to make buv decisions related to shares, bonds, el

= Lenders:
= Banks and loan stockholders who lend money 1o a business require information
that helps them determined whether loans and interest will be paid when due

= Creditors:
« Supplicrs and trade creditors requirement information that helps them understand
and assess the short-term ligquidily of a business. Ts the business able to pay shore-

tere deblt when it falls due?

= Deblors:

¢ trade deblors require information about the ability of the business

= Caslomers ¢
Lo survive and

prosper

= As customers ol e company's products, they have a long-term interest in the
company's range of products and services

= They need accounting information (o decide which products and from whicl
company (o buy and they may even be dependent on the busmess for certain

procucts or services

©

External uscrs

= Government:
= There are many government agencies and departments that are interested in
accounting information:
= Inland Revenue needs information on business profitability morder to levy arnd
collect Corporation Tax
= Customs & Excise need accounting information to verily Value Adced Tax (VAL

ret S

r
= Local govermmnent need simlar information to levy local texes and rates
= Investment analysts:
= specifically for compenies quoted on a stock exchange
= They require very detailed financial and other information in order to
analyse the competitive performance ot a business and its sector.

= Public al large:
« Interest groups, formed by various groups of individuals who have a
specific

require accounting intormation.

nterest in the activities and performance of businesses, will also

©

linternal users

= Investors (owners)

= use accountng information o make buy. se'l or keep decisions related 1o shares. bonds
cle

= are concerned about risk and returm i relation o their investments

= They require nformation to decide whether they should continue (o invest in a
business

= They also need 1o be able

= 1o assess whether @ husiness will be able to pay dividends, and

= 1o measure the performance of the business” management overall

= A company’s senior and middie management

= uses accounting miormation to run business

= Employees
= utilize accounting information to determine a company's profitability and profit

sharing

trade unions) require

= Lmployees (and organisations that represent thicm
ty ol the busir

information about the stability and continuing profitab

= They are crucially interested i information about employiment prospects and the

nantenance of pension fundmg and retrement benelits

in thie pay and benelits obtained by senior @

= They are also likely to interes

emenl

Types of accounting information

= Financial Accounts:
= provides information that is designed to satisfy the needs
ol external users
= such reporting is usually done in the form of financial

statements.

= Management Accounts:

= provides information that is uselul in running a company
by internal users.

= such reporting is usually accomplished through custom
designed reports.
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Connection between lypes of accounlting and accounting

information users

/\

External Users
of Accounting
Information

Investors. Creditors

Customers

4

Internal Users
of Accounting
Information

Characteristics of accounting

Financial accounting Managerial accounting

= Public information = Private information

= For all stakeholders

= All operations:
= exchange between entity
and its environment

= Only for management

= Operations and other events
= Focus on managerial decisions

* Standard documents = Non-standard documents

. i iod (?

= Reporting period: financial Reporting period (?)
year = Weak regulation

= Strong regulation

Comparison of financial and management accounting I.

Financial Accounts Management Accounts

Describe the performance of a business over a
specific period and the state of affairs at the end of
that period.

The specific period is often referred to as the
"Trading Period" and is usually one year long.

The period-end date as the "Balance Sheet Date"

Companies are required by law/standars to
prepare and publish financial accounts. The level
of detail required in these accounts reflects the
size of the business.

The format of published financial accounts is
determined by several different regulatory
elements:

o Accountancy Act (2000. C.)
*  Accounting Standards (IAS, IFRS)

Are used to help management record, plan and
control the activities of a business and to assist
in the decision-making process.

They can be prepared for any period (for
example, many retailers prepare  daily
management information on sales, margins and
stock levels).

There is no legal requirement to prepare
management accounts, although few (if any) well-
run businesses can survive without them.

There is no pre-determined format for
management accounts. They can be as detailed
or brief as management wish.

Comparison of financial and management accounting 1.

Financial Accounts

Management Accounts

Concentrate on the business as a whole rather Can focus on specific areas of a business'
than analysing the component parts of the activities. ~For example, they can provide
business. insights into performance of:

For example, sales are aggregated to provide a e Products

figure for total sales rather than publish a e Separate business locations (e.g. shops)

detailed analysis of sales by product, market e Departments / divisions

etc.

Most financial accounting information is of a Usually include a wide variety of non-

monetary nature. financial information, for example, analysis
of:

e Employees (number, costs, productivity)

e Sales volumes (units sold etc.)

e Customer transactions (e.g. number of calls
received into a call centre)

By definition, financial accounts present a Largely focus on
historic  perspective on the financial performance.
performance of the business

analysing historical

However, they also usually include some
forward-looking elements - c.g. a sales
budget; cash-flow forecast.

Structure of accounting

Financial accounting

= Financial (external)
reporting

=

= Bookkeeping

53

= Documenting

Managerial accounting

= Managerial (internal) reporting

=

= Bookkeeping, planning,
budgeting, analyzing

5

= Documenting

Process of accomnting - “l'inancial Management”

1) Collection : in money ferms of information relating lo fransacions
thet have resulied from business operations

2) Recording and Classifying: dala inlo a permanent and

logical form. This is usually referred to as "Book-
keeping”

3) Summarising: data to produce statements and reports
that will be useful to the various users of accounting
information - both external and internal

4y Interpreting and Communicating: the performance of
the business to the management and its owners

5

lorecasting and Planning: for future operation of the
business by providing management with evaluations ol
the viability of proposed operations. The key forecasting
and planning tool is the "Budget”
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Key objectives of financial management

Create
wealth for
the

business
Provide an adequate

return on

investment bearing

in mind the risk
that the business is
taking

Thank you for your

attention!




