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Accounting, 12 

definition, 12 
as language of business, 12 
the need to learn, 12 
functions, 14 
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branches of accounting, 17 
objective, 48 

Accounting assumptions, 31 
definition, 31 
going concern assumption, 31 
entity assumption, 32 
time-period assumption, 32 
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Accounting constraints, 40 
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nature of the accounting steps, 131 

Accounting education, 18 
Accounting elements, 50 

assets, SO 
liabilities, 50 
equity, 50 
income, 50 
expenses, 51 

Accounting equation, 103 
Accounting system, 18 
Accounts payable, see current liabilities 

accounts 
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Accounts receivable, see current asset 
accounts 

Accrual, 35 
basis of accounting, 35 
of expense, 197 
of income, 199 

Adequate disclosure principle, 46 
Adjusting entry, 193 

definition, 193 
nature, 193 
purpose, 194 
.kinds, 196 
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Allowance for bad debts, see current assets 
accounts . 

Assets, 67 
definition, 67 
recognition principle, 52 
classification, 52 
current assets, 69 

Auditing, 17 

B 
Books of accounts, 142 
Business, 3 

definition, 3 
attributes of business activities, 3 

Business activities, 3 . 
external business activity, 3 
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financial in character; 4 
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connected to business operation, 4 
legally undertaken, 5 

Business organization, 9 
nature, 9 
service concern, 9 
merchandising, 9 
manufacturing, 10 
agriculture, 10 
hybrid, 10 

C 
Cash, see current asset accounts 
Capital, 105 

items affecting, 105 
Chart of accounts, 149 

definition, 149. 
Check, see source documents 
Classifying, 14 
Closing entry, 266 

definition, 266 
procedures in closing, 267 
merchandising, 362 

Comparability, 38 
intracomparability, 38 
intercomparability, 38 

Completeness, 43 
Concept of capital, 57 

financial concept, 57 
physical concept, 57 
maintenance, 58 
transaction approach, 58 
capital maintenance approach, 58 

Conservatism, see prudence · 
Consistency principle, 46 
Cooperative, 7 

properties, 7 
Corporation, 7 

incorporators, 7 
stock corporation, 7 
non-stock corporation, 7 

Cost accounting, 18 
Cost of sales, 348 

formula, 348 

Cost principle, 44 
Credit terms, 294 

variations, 294 
Current assets, see assets 
Current assets accounts, 71 

cash,71 
petty cash fund, 71. 
notes receivable, 72 
accounts receivable, 72 
allowance for bad debts, 72 
interest receivable, 72 
advances to officers and employees, 72 
supplies or supplies on hand, 73 
prepaid expenses, 73 

Current liabilities, see liabilities 
Current liabilities accounts, 78 

accounts payable, 80 
notes payable, 80 
bank loan payable, 80 
utilities payable, 81 
salaries payable, 81 
interest payable, 81 
SSS premium payable, 81 
Philhealth premium payable, 81 
PAG-IBIG premium payable, 82 
withholding tax payable, 82 
unearned income, 82 

Current cost, see measurement 
Cut-off period, 195 

D 
Deferrals, 201 

definition, 201 
types, 201 

Delivery receipt, see source documents 
Depreciation, 75, 219' 

definition, 75, 219 
elements, 219 
methods of computing, 221 
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Discounts, 292 
accounting treatment, 292 
trade, 292 
cash,293 
payment within, 296 
payment beyond, 296 

E 

Enhancing qualitative characteristics, 38 
comparability, 38 
understandability, 38 
verifiability, 39 
timeliness, 39 

Entity assumption, 32 
Equity, 50, 85 

definition, 50, 85 
withdrawal/drawing, 85 
net income or net loss, 85 

Expenses, 51 
. definition, 51 

Expenses accounts, 89 
salaries and wages, 89 
rent expense, 90 
office supplies expense, 90 
store supplies expense, 90 
insurance expense, 90 
interest expense, 90 
taxes and licenses, 91 
utilities expense, 91 
bad debts expense, 91 
depreciation expense, 91 
SSS contributions, 91 
Phi!Health contributions, 91 
Pag-lBIG contributions, 91 
miscellaneous expense, 92 

Expense recognition principle, 53 
cause and effect recognition, 53 
systematic and rational allocation, 53 
immediate recognition, 53 

F 
Financial accounting, 17 
Financial concept, see concept of capital 

Financial statements, 344 
users, 20 
preparation, 241 

Financing charges, 351 
Footing, see posting 
Forms of business organization, 6 

sole proprietorship, 6 
partnership, 6 

Framework, 28 
purpose, 28 
scope, 29 

Free from error, 43. 
Fundamental qualitative characteristics, 37 

relevance, 37 
faithful representation, 37 

G 
Generally accepted accounting principle, 2 7 
Going concern assumption, 31 

business has indefinite life, 31 
business will not liquidate, 32 

Government accounting, 19 
Gross profit, 347 

definition, 347 
formula, 347 

H 
Historical cost, see measurement 

I 
Identifying, 134 
Income, 50, 87 

definition, 50, 87 
Income accounts, 87 

service income, 87 
professional income, 87 
rental income, 88 
interest income, 88 
miscellaneous income, 88 
gains from sale of assets, 88 

Intangible assets, see noncurrent assets accounts 
Interest receivable, see current assets accounts 
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Interpreting, 15 
profitability, 15 
liquidity, 15 
stability, 15 
management efficiency, 16 

Inventory cost, 322 
first-in, first-out, 322 
weighted average, 322 

Inventory system, 310 
definition, 310 
periodic inventory, 310 
perpetual, 310 

· Invoice, see source documents 
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I 
Journal, 142 

definition, 142 
description, 144 
guidelines in using, 145 
special, 142 

Journal entry, 147 
definition, 147 
simple entry, 147 
compound entry, 148 
correcting erroneous entry, 156 

Journalizing, 141 
definition, 141 

L 
Ledger, 167 

description, 167 
Liabilities, SO 

definition, SO 
recognition principle, 51 
requisites, 67 
current liabilities, 78 

Long term investment, see nancurrent assets 
accounts 

Materiality principle, 45 
Measurement, 55 

historical cost, 55 
current cost, 55 
realizable value, 56 
present value, 56 

Merchandising, 286 
definition, 286 
comparison with service, 287 

Merchandising accounts, 94, 288 
sales, 94, 288 
sales returns and allowances, 94, 288 
sales discounts, 95, 288 
purchases, 95, 288 
freight-in, 95, 288 
purchase returns and allowances, 95, 

288 
purchase discounts, 95, 288 
merchandise inventory, 96, 288 
cost of goods sold, 96, 288 
freight-out, 96 
accounting or method of recording, 297 
adjustment, 319 

N 
Neutrality, 43 
Net realizable value, 231 

of accounts receivable, 231 
of inventory, 320 

Non current assets accounts, 74 
property, plant and equipment, 74 
long term investment, 74 
intangibles assets, 75 

Noncurrent liabilities accounts, 83 
mortgage payable, 83 
long-term bank Joan, 83 
noncurrent portion of long-term debt, 83 
finance lease liability, 84 

Normal balances of accounts, 185 
Notes receivable, see current asset accounts 

M 
Management accounting. 17 
Matching principle, 45 
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0 
Objectivity principle, 44 
Official receipt, see source documents 
Operating expenses, 350 

R 
Realizable value, see measurement 
Receiving report, see source documents' 
Recognition of accounting element, 50 

p 
Partnership, 6 

causes of dissolution, 6 
Petty cash fund, see current asset accounts 
Posting, 166 

process, 170 
footing, 173 

Post-closing trial balance, see trial balance 
merchandising, 364 

Pre-collection, 210 
definition, 210 
types of, 210 
income method, 210 
liability method, 213 

Prepayment, 202 
definition, 202 
types of, 202 1 · 

expense method, 203 
asset method, 206 

Present value, see measurement 
Prepaid expenses, see current assets accounts 
Property, plant and equipment, see noncurrent 

assets accounts 
Provision for doubtful accounts, 226 

basis of estimating, 228 ' 
percent of sales, 228 
percent of receivable, 229 ' · 

Prudence, 44 

recognition criteria, 51 
recognition principle, 52 .. , 
asset recognition principle, 52 
liability recognition principle, 52 
income recognition principle, 52 
expense recognition principle, 53 · 

Recording, 14 
sales and purchase transactions, 290 
net method, 297 , ·, , ·. 
returns and allowances, 300 
freight charges, 303 

Relevance, 37 
Reliability, 42 
Reversing entry, 274,365 

definition, 274 
entries to be reversed, 274 

Rules of debit and credit, 110 

'A' 

classification of business transactions, 111 
application of the rule, 115 ·, 
transactions affecting more than two 

accounts, 121. 
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Purchase order, see source documents 

Q 
Qualitative characteristics, 37 

fundamental qualitative characteristics, 37 
enhancing qualitative characteristics, 38 

Quantifiabi!ity aspect, 33 

s 
Sole proprietorship, 6 

characteristics, 6 
Source documents, 135 

· purchase order, 135 
invoice, 136 
official receipt, 136 
delivery receipt, 137 
receiving report, 138 
check, 138 
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Stability aspect of peso, 33 , .. · . ,: · , 
Statement of changes in owner's equity, 259 

definition, 259 
Statement of comprehensive income, 253, 345 . 

definition, 253, 345 
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Statement of financial position, 377 
definition, 377 
parts, 377 
forms, 378 
preparation in accordance with PFRS, 382 

Straight line method, see depreciation 
Substance over form, 43 
Summarizing, 15 

T 
Tax accounting, 18 
Terms of shipment, 305 

F.O.B. destination, 305 
FO.B. shipping point, 305 
payment of freight, 306 

Timeliness, see enhancing qualitative 
characteristics 

Time-period assumption, 32 
accounting period, 33 
calendar year, 33 
fiscal year, 33 

Trial balance, 175 
methods of preparing, 176 
types of trial balance, 176 
parts, 178 
procedures, 179 
error in trial balance, 180 
locating errors, 184 
post-closing, 272 
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Understandability, see enhancing qualitative 
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Unit of measure assumption, 33 

quantifiability aspect, 33 
stability aspect, 34 

Users of financial statements, 20 
investors, 20 
employees, 20 
lenders, 20 
suppliers, 20 
customers, 20 
government, 20 
public, 20 

V 
Verifiability, see enhancing qualitative 

characteristics 
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Worksheet, 240 

definition, 240 
parts, 240 
procedures, 241 
extension of accounts, 331 
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