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	Introduction to Accounting & Finance

Assessment 1

1. Give short answers for the following questions:
Define ‘Accounting’.

Accounting is the process of recording, summarizing, analysing, and interpreting financial (money related) activities to permit individuals and organizations to make informed judgments and decisions.

Explain the primary objectives of accounting.

The primary objectives of accounting are as follows:

· Ascertains any profit earned or loss incurred by a business during a particular period through Trading Profit and Loss account or an Income and Expenditure account.

· Keep track on a daily basis of transactions by recording them in books of accounts.

· Help the business owner to determine the health of his enterprise.

· Help to determine an entity’s liquidity and solvency.

· Help a business owner in rational decision-making.

· To satisfy the requirements of law as is mandatory.

Discuss the limitations of accounting.

LIMITATIONS OF ACCOUNTING

1. Different accounting policies and frameworks

Accounting frameworks such as IFRS allow the preparers of financial statements to use accounting policies that most appropriately reflect the circumstances of their entities. Whereas a degree of flexibility is important in order to present reliable information of a particular entity, the use of diverse set of accounting policies amongst different entities impairs the level of comparability between financial statements.

The use of different accounting frameworks (e.g. IFRS, US GAAP) by entities operating in different geographic areas also presents similar problems when comparing their financial statements. The problem is being overcome by the growing use of IFRS and the convergence process between leading accounting bodies to arrive at a single set of global standards.

2. Accounting estimates

Accounting requires the use of estimates in the preparation of financial statements where precise amounts cannot be established. Estimates are inherently subjective and therefore lack precision as they involve the use of management's foresight in determining values included in the financial statements. Where estimates are not based on objective and verifiable information, they can reduce the reliability of accounting information.

3. Professional judgment

The use of professional judgment by the preparers of financial statements is important in applying accounting policies in a manner that is consistent with the economic reality of an entity's transactions. However, differences in the interpretation of the requirements of accounting standards and their application to practical scenarios will always be inevitable. The greater the use of judgment involved, the more subjective financial statements would tend to be.

4. Verifiability

Audit is the main mechanism that enables users to place trust on financial statements. However, audit only provides 'reasonable' and not absolute assurance on the truth and fairness of the financial statements which means that despite carrying audit according to acceptable standards, certain material misstatements in financial statements may yet remain undetected due to the inherent limitations of the audit.

6. Measurability

Accounting only takes into account transactions that are capable of being measured in monetary terms. Therefore, financial statements do not account for those resources and transactions whose value cannot be reasonably assigned such as the competence of workforce or goodwill.

7. Limited predictive value

Financial statements present an account of the past performance of an entity. They offer limited insight into the future prospects of an enterprise and therefore lack predictive value which is essential from the point of view of investors.

8. Fraud and error

Financial statements are susceptible to fraud and errors which can undermine the overall credibility and reliability of information contained in them. Deliberate manipulation of financial statements that is geared towards achieving predetermined results (also known as 'window dressing') has been a unfortunate reality in the recent past as has been popularized by major accounting disasters such as the Enron Scandal.

Explain the term “recordative”.

After the historic data has been collected, it is recorded in accordance with generally accepted accounting theory. A large number of transactions or events have to be entered in the books of original entry (journals) and ledgers in accordance with the classification scheme already decided upon. The recording and processing of information usually accounts for a substantial part of total accounting work. This type of activity of accounting may be called recordative. The processing method employed for recording may be manual, mechanical or electronic. Computers are also used widely in modern business for doing this job.
Which types of activities are included in data evaluation?

The types of activities included in data evaluation are as follows:

· Budgetary control

· Performance analysis

· Funds flow analysis

· Internal Audit

Outline the main functions of accounting.

The main functions of accounting are as follows:

· Communicate results of companies and firms to all those who are interested whether they are owners, employees, investors or creditors.

· Accounting facilitates in making the analysis and studying the comparison of actual operations and the performance standards.

· Record keeping as it is used for classification and summary of financial transactions. 

· Legal requirement as it used as a instrument for audit.

Distinguish management accounting from financial accounting.

The difference between this two accounting are as follows:

1. Financial accounting involves financial              

Statements and recording financial transactions like income statement and balance sheet.

1. Management accounting involves accounting of a business or a firm that is carried out for the purpose of facilitation in decision making by the management.

2. Financial accounting follows certain

Guidelines, accounting standards and principles.

2. Management accounting is not restricted by

Guidelines. Managers prepare reports according to their requirements.

How does the accountant help in planning and control process of a large commercial organisation?

Planning operations like sales, production, cash requirements for next accounting periods are achieved with the help of accounting information and estimates based on that information. Management is also interested in observing that the operations in the business are going on according to plan and all the departments are spending within their prescribed limits.

2. Discuss the role of accountants in modern business organizations.

2.1. A Role Model for Entrepreneurs 


In the modern organization, an accountant is a role model for entrepreneurs. A great treasure inside of accountant which can grow the entrepreneurs. By doing his accounting work and by becoming expert in accounting, he shows the way to entrepreneurs. His accounting records are always updated. He analyzes where did entrepreneur do mistake. He taught to entrepreneur, “By deep learning of accounting reports, entrepreneur should take the decision of their investment." He should never exploit the labors and employees. Capital will not increase such a way but capital will increase with reduce the wastage and losses. He wants to grow the financial position instead of making highest profits through all wrong ways whose end is bankruptcy.



2.2. Role as the Founder of Business Organization 

We know there are lots of functions of business organization like production, marketing, sales, administration of employees, management of cash flow and accounting records. Do you know, accountant is expert in all these things.

a) He is better producer because he has capacity to analyze all the production and sales reports together. He can buy the best quantity at best prices. For him, all these things are just a game.

b) He knows the systematic business process for promoting sales because he is able to analyze every sale report in 1000 ways.

c) No one transparent than accountant because he makes the accounts, he publish the accounts and he is accountable for every record of expense and money matter.

2.3. Role as Tax Manager 

Modern accountant works also as tax manager. He records all the tax matters like VAT,Service Tax, TDS, Income Tax and Excise. He is also expert to file their e-return.


2.4.. Role as Financial Advisor

If business organization thinks that it can do everything on the basis of money alone, then it is wrong.  Accountant's financial advice is important. When business organization will take the financial advice from his accountant instead of taking any decision, accountant will use his brain for checking each financial fact. He will make his own financial strategy. He will also review all the past financial facts. On this basis, he will give his financial advice which will be helpful for business organization.


2.5.. Role in Investment Decision Making 

Accountant knows advance financial management and Finance. He helps in better investment decision. He studies the risk and reward of each investment decision. By hedging the risk, he tries to give the advice for investment decision. His advice will help highest earning at lowest risk. He has full knowledge of all the tools of investment decision making like capital budgeting, capital rationing, NPV, IRR and cost of capital. He is also expert in all the market in which investor can invest their money like share market, mutual fund market, money market, commodity market, real estate and forex market.

2.6. Role in Public Relation 

There is lots of parties who are interested in accounting record. One of them is public. Public represent a society. Business organization takes all resources from society. By making and publishing accounting record, he creates a public relation. All the public wants to know who maintains these books of accounting. It is just like if you have read this content, you should know who write this content. Who is the author of this content? You will know more about me. You may be connecting with me with different social media. Like this, lots of business community has the relation with CAs and other professional accountants of companies. These accountants and CAs also give the informal message through media and their articles in the newspaper. Through these informal message, public can get deep idea about the company's financial position. 


2.7. Role as Internal Auditor

In modern organization, accountant plays the role of internal auditor. When he is doing the duty of internal audit, he checks accounting department's record. He makes internal audit reports on his enquiries and investigations. This report is very useful for independent auditor. It will make easy the work of independent audit.


2.8. Role as Information Provider

Today, accountant has become the information provider. He provides right information at right place at right time through entrepreneur resource processing.


2.9. Role in Waste Reduction 

When we make profit and loss account. One side, we show the revenues and other side we show the expenses. If we have to grow our business, we have to increase our revenue and reduce our expenses. For increases our revenue and decreasing our expenses, we can take the help from our accountant. Accountant can see the analytic view of each source of revenue. He also views the each expense. He also checks the effect of each expense on the revenue. In end, he will surely recommend to reduce the waste. When accountant will check the electricity bill of January and February bill is 40% high than January bill. He can give signal of wastage of electricity because he know the report of production in these months. There is 20% less production in the feb. It means, there is clear proof of wastage of electricity in the month of feb. So, if we follow the recommendation of our accountant and do best to reduce each wastage, we can grow our business.

3. What is accounting cycle? Outline the basic steps included in accounting cycle.

ACCOUNTING CYCLE is the sequence of steps in preparing the financial statements for a given period.

The accounting cycles are as follows:

· Transactions

· Journal entries

· Posting

· Trial balance

· Worksheet

· Adjusting journal entries

· Financial statements

· Closing the books
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