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	Accounting Concepts & Standards

ASSESSMENT 3

1. Give short answers to the following questions: 

I. What is a 'dual aspect concept'? 

Dual aspect is the foundation or basic principle of accounting. It provides the very basis for recording business transactions into the book of accounts. This concept states that every transaction has a dual or two-fold effect and should therefore be recorded at two places. In other words, at least two accounts will be involved in recording a transaction.

ii. What do you understand by the term 'convention of materiality'? 

Information is material if its omission or misstatement could influence the economic decisions of users taken on the basis of the financial statements (IASB Framework). Materiality therefore relates to the significance of transactions, balances and errors contained in the financial statements. Materiality defines the threshold or cut off point after which financial information becomes relevant to the decision making needs of the users. Information contained in the financial statements must therefore be complete in all material respects in order for them to present a true and fair view of the affairs of the entity.

iii. What is accounting equation? 

The accounting equation is the basis for double-entry accounting, and requires that every business transaction affect two accounts equally.

iv. What does GAAP stand for? The accounting profession relies on generally accepted accounting principles, or GAAP, to regulate the standards of accounting in the U.S. The Federal Accounting Standards Advisory Board developed GAAP and publishes the "most authoritative source" on GAAP principles, called the FASAB handbook. It is a lengthy document that covers all aspects of proper federal reporting of a business's financial condition.

GAAP keeps people honest and prevents "creative" accounting. It provides insight to accountants and other businesspeople on concepts of reporting and recording data. The idea behind the GAAP is to keep requirements equal for all businesses and adopt some uniformity in the field of accounting. GAAP consists of a hierarchy. The higher levels of GAAP contain statements from the Financial Accounting Standards Board and the American Institute of Certified Public Accountants. The lower levels contain opinions of FASB and AICPA staff. Accountants are encouraged to consult the higher levels of the GAAP first, and then consult lower levels for further clarification as appropriate.

v. What you understand by the following terms?

Liabilities is a company's legal debt or obligations that arise during the course of business operations.

Assets is a resource with economic value that an individual, corporation or country owns or controls with the expectation that it will provide future benefit.

Revenue is the increase in capital, which takes place due to operations.

2. Explain the various types of accounting concepts. 

There are the necessary assumptions or conditions upon which accounting is based. Accounting concepts are postulates, assumptions or conditions upon which accounting records and statement are based. The various accounting concepts are as follows:

1. Entity Concept:

For accounting purpose the “business” is treated as a separate entity from the proprietor(s). One can sell goods to himself,, but all the transactions are recorded in the book of the business. This concept helps in keeping private affairs of the proprietor away from the business affairs. 

2. Dual Aspect Concept:

As per this concept, every business transaction has a dual affect. 

3. Going Business Concept (Continuity of Activity):

It is assumed that the business concern will continue for a fairly long time, unless and until has entered into a state of liquidation. It is as per this assumption, that the accountant does not take into account the forced sale values of assets while valuing them.

4. Money measurement concept:

As per this concept, in accounting everything is recorded in terms of money. Events or transactions which cannot be expressed in terms of money are not recorded in the books of accounts, even if they are very important or useful for the business. Purchase and sale of goods, payment of expenses and receipt of income are monetary transactions which are recorded in the accounting books however events like death of an executive, resignation of a manager are such events which cannot be expressed in money.

5. Cost Concept (Objectivity Concept):

This concept does not recognize the realizable value, the replacement value or the real worth of an asset. Thus, as per the cost concept

a) As asset is ordinarily recorded at the price paid to acquire it i.e. at its cost, and

b) This cost is the basis for all subsequent accounting for the asset.

For example, if a machine is purchased for Rs. 10,000/- it is recorded in the books at Rs. 10,000/- and even if its market value at the time of the preparation of the final account is Rs. 20,000/- or Rs. 60,000/- the same will not considered.

6. Cost-Attach Concept:

This concept is also known as “cost-merge” concept. When a finished good is produced from the raw material there are certain process and costs which are involved like labour cost, power and other overhead expenses. These costs have a capacity to “merge” or “attach” when they are brought together.

7. Accounting Period Concept:

An accounting period is the interval of time at the end of which the income statement and financial position statement (balance sheet) are prepared to know the results and resources of the business.

8. Accrual Concept:

The accrual system is a method whereby revenue and expenses are identified with specific periods of time like a month, half year or a year. It implies recording of revenues and expenses of a particular accounting period, whether they are received/paid in cash or not.

9. Period Matching of Cost and Revenue Concept:

This concept is based on the period concept. Making profit is the most important objective that keeps the proprietor engaged in business activities. That is why most of the accountant’s time is spent in evolving techniques for measuring the profit/profitability of the concern. To ascertain the profit made during a period, it is necessary to match “revenues” of the period with the “expenses” of that period. Income (profit) earned by the business during a period is compared with the expenditure incurred to earn the revenue.

10. Realization Concept:

According to this concept profit, should be accounted for only when it is actually realized. Revenue is recognized only when sale is affected or the services are rendered. However, in order to recognize revenue, receipt of cash us not essential. Even credit sale results in realization as it creates a definite asset called “Account Receivable”. However there are certain exception to the concept like in case of contract accounts, hire purchase etc. Similarly incomes like commission interest rent etc. are shown in Profit and Loss A/c on accrual basis though they may not be realized in cash on the date of preparing accounts.

11. Verifiable Objective Evidence Concept:

According to this concept all accounting transactions should be evidenced and supported by objective documents. These documents include invoices, contract, correspondence, vouchers, bills, passbooks, cheque etc.

3. Why do we need accounting standards'? Discuss 

Accounting is used everywhere and it covers unlimited range of activities. The users need an assurance that the methods adopted to calculate revenue, expenses and balance sheet values are reliable. Without such an assurance there will be no faith and sensible decisions cannot be made. So some general principles can be laid, but detailed regulation is not possible. 

It can be said that Accounting Standards helps bring such an assurance to some extent. It is impossible to provide 100% assurance of the validity of financial statements through the creation of single set of rules and procedures.

 So there has to be some flexibility within the rules laid down.


Student Statement:

By submitting this assignment, I confirm that this is my own work.
	Student Signature
	Ussene Abdul Narcy
	Date
	18-02-2016


For Tutor / Assessor Use Only
	Total Marks
	

	Marks Obtained
	

	Percentage / Grade
	


   Assignment Cover Sheet











