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Marking Criteria:
 We expect the learners to write minimum one well expressed point in three lines against each allocated mark. This means one needs to write 15 lines with 5 well expressed points to get high grades for a 5 marks question.
For high grades use examples and illustrations where appropriate. 
	1.
i. Accounting is the art of recording, classifying and summarising (in terms of money) transactions and events of financial character, and interpreting the results thereof.

ii. The primary objectives of accounting are: 
1) Keeping systematic records, because any business will have numerous transactions while conducting its business, which need to be captured in books of accounts, to keep track of all business activity.
2) Determining whether or not a business has been profitable during a certain period, by comparing its income and expenditure (with the use of an Income and Expenditure account) for the same period.
3) Determining the financial position of a business. A business owner may analyse the financial statements of the business to determine its profitability.
4) Describing the state of liquidity of a business. Liquidity being a measure of how quickly a business’ assets may be bought or sold without a significant fluctuation in price.
5) Protection of assets, to prevent false claims against a business’ assets by keeping an updated record of assets and liabilities.
6) Helping business owners in making rational decisions, by analysing financial statements and records.
7) To satisfy the requirements of the law.

iii. Accounting is only able to provide records of a financial nature. Non-financial aspects that may also influence the financial position of a business, such as customer preferences or the value of an employee cannot be reflected in these records.

The information produced during the accounting process is influenced by assuming the degree of depreciation, for example, and therefore is not always accurate.

The true value of assets cannot always be determined, because not all assets have a real market value, for example goodwill, patent or copyrights. 

A business’ short term profits may be increase through actions known as ‘window dressing’, which basically means to make the finances of a business look better than they actually are. An example would be to postpone the maintenance of a piece of manufacturing equipment by a couple of months, in order to increase profitability.

Finally, the changing nature of prices limits the accuracy of accounting. For example, the replacement value of a certain aspect will probably not be the same as the price of its purchase a couple of years before. 

iv. Within the field of accounting, the term "recordative" can be taken to be any form of event that can be stored in a systematic record, and has financial characteristics.
The best example of recordative events, is any form of financial transaction that a business is involved in.
An example of a non-recordative event, that would not be possible to be captured in the records of accounting, would be the customer's experience with a business during a recent purchase.

v. Activities included in data evaluation are:
· Setting up budgets and standard costs
· Evaluation business (financial) performance
· Analysing financial statements
· Analysing cash flows
· Choosing from alternative courses of action

vi. Lenders:
They need to be sure that a company is able to pay back the credit it took (wants to take). So, lenders are interested to know the liquidity and profitability of a company, before giving it a loan.

Employees:
Management style has changed to include the importance of employee satisfaction and motivation- motivated employees are more efficient and productive. Satisfied employees need to be confident that their companies are able to pay their salaries each month. Giving employees incentives such as the possibility of bonuses may increase motivation. Therefore, sharing a company’s financial information with staff is an important aspect of successful management. 

Customers: 
Customers are interested in the performance and the efficiency of a business. Financially successful business tend to provide reliable products. 

2.
In modern organizations accounting is as system for generating information. All financial transactions are classified and recorded. The summarised information is given to parties that are relevant to the business. So it helps to see the health of the organization, control activities, plan the future and make the right business decisions.

3.
The accounting cycle is a system that captures and processes information generated by financial transactions.
The cycle consists of the following steps:
· Transactions - The company cycle starts with the incurrence of financial transactions
· Journal Entries - All transactions are then entered into books of original entry (journals), which record the date, kind and amount of the transaction.
· Posting - After being recorded in journals, transactions are posted to the appropriate accounts in the general ledger
· Trial balance - A trial balance is prepared at the end of each accounting period (month/ quarter/ year)
· Worksheet – It is not often that entries in a trial balance are equal following the first attempt. The adjustments that need to be made for the trial balance to balance are recorded in worksheets.
· Adjusting journals entries – An adjusted trial balance is prepared following the amendment of the original trial balance. After  adjusting the trial balance, journal entries are adjusted.
· Financial Statements – the final and adjusted journals are used to prepare profit and loss account, and balance sheet.
· Closing the Books – Finally the revenue and expense accounts are closed, which also marks the start of the next cycle.

Activity

1. Data creation and collection – data collection is fundamental to accounting. Without it the accounting cycle cannot continue.
2. Recording – data is stored, so that it can be analysed using accounting techniques.
3. Data evaluation – based on the findings of the evaluation process a business decides how to move forward. Budgets and standard costs are determined through data evaluation.
4. Analysis and interpretation – This has various uses including financial forecasts and budgetary projections.
5. Audit – Audits are used to verify financial statements.
6. Data reporting – Reports are used to communicate the findings of data evaluation and analysis.
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