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PRINCIPLES OF ACCOUNTING
What is net income? How is it calculated? 
Net income refers to the total profits or earnings of a company. It is calculated by subtracting all the expenses of operating the business from total revenues of the company.
What are the four basic financial statements?
a) Income statement: It presents the results of entity's operations.
b) Balance sheet: It provides information about capitalization and liquidity of the organization
c) Statement of cash flows: It includes all inflows and outflows which occurred in a reporting period.
d) Statement of retained earnings: It shows the changes in equity in a reporting period.
What information is reported on an income statement?
An income statement reports the financial performance of a company over a specific reporting period. The financial performance provides a summary the company incurs in its expenses and revenues through operating activities and non-operating activities.

What information is reported on a balance sheet?
A balance sheet reports the amount of money of company's owner's equity, liabilities, and assets. It provides information about capitalization and liquidity of the organization
List the five steps used when preparing a worksheet.
Step 1: prepare a trial balance
Step 2: Enter total adjustments in the respective adjustment column.
Step 3: Enter total adjustments balances in an adjusted column of a trial balance.
Step 4: Adjust the amounts trial balance (adjusted) to the columns of financial statements.
Step 5: Complete the worksheet by totaling the columns of the statement and calculate the net income/loss.
What is the purpose of closing entries?
The purpose is to bring the temporary accounts to zero on the dividend, expense, revenue and general ledger accounts. All the balances in the income statement are then transferred to the account of retained earnings.
What are the four (4) steps to recording closing entries?
Step 1: Close all income accounts with income summary.
Step 2: Close all expense accounts with income summary.
Step 3: Close the income summary with capital account.
Step 4: Close all withdrawals with the capital account (in cases for partnership and sole proprietorship only)
What accounts are affected by closing entries?
Temporary or Nominal accounts are the ones affected by closing entries. The accounts include; Revenue account, Dividend account, Expense account, General ledger account and Retained earnings account
What are accounts not affected by closing entries?
Permanent or real accounts are continues in nature for they accumulate data in different period hence, are not affected when closing entries. They include; accounts receivable, cash, inventory, and owner's equity, accounts payable and prepaid insurance.
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