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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.What is a`dual aspect concept`?
The dual aspect concept states that every business transaction requires recordation in two different accounts. This concept is the basis of double entry accounting, which is required by all accounting frameworks in order to produce reliable financial statements

Double entry accounting system is based on the duality principle and was devised to account for all aspects of a transaction. Under the system, aspects of transactions are classified under two main types:

Debit

Credit

Debit is the portion of transaction that accounts for the increase in assets and expenses, and the decrease in liabilities, equity and income.

Credit is the portion of transaction that accounts for the increase in income, liabilities and equity, and the decrease in assets and expenses.

The classification of debit and credit effects is structured in such a way that for each debit there is a corresponding credit and vice versa. Hence, every transaction will have 'dual' effects (i.e. debit effects and credit effects).

The application of duality principle therefore ensures that all aspects of a transaction are accounted for in the financial statements.

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

Convention of Materiality According to materiality convention, only those transactions, important facts and items are shown which are useful and material for the business. The firm need not record events, which are insignificant and immaterial. Such convention is practiced so as to skip the insignificant details which Will burden accounting.

The materiality concept says that small, insignificant transaction need not be given the same attention and strict treatment as other significant transaction. The cost of giving these events the correct accounting treatment exceeds the usefulness of the information that is derived from recording them.

iii.What is accounting equation?

Assets=Liabilities + Capital

According to this equation,the business owns assets and owes its earnings to various claimants.The accounting concept of the business entity for sole traders is different from the legal concept. In accounting,the income,expense,assets and liabilities, which are not related to the sole proprietorship business,are excluded from business accounts.Legally,the sole proprietor to settle business loans even if he/she has to utilise personal assets.

iv.What does GAAP stand for?

The business environment remains in constant flux due to changes in government policies and laws, the changing economic situation and changes in the business structure.Generally Accepted Accounting Principles need to be evaluated from tome to time in order to keep them relevant to an ever-changing business environment.It is necessary for accounting principles to keep up with changing times so that business are able to make financial statement that are valuable, acceptable and meet the needs for the users of financial information. 

v.What you understand by the following terms?

Liabilities: Obligations of a company or organization. Amounts owed to lenders and suppliers. Liabilities often have the word "payable" in the account title. Liabilities also include amounts received in advance for a future sale or for a future service to be performed.

Assets: Things that are resources owned by a company and which have future economic value that can be measured and can be expressed in dollars. Examples include cash, investments, accounts receivable, inventory, supplies, land, buildings, equipment, and vehicles.

Assets are reported on the balance sheet usually at cost or lower. Assets are also part of the accounting equation: Assets = Liabilities + Owner's (Stockholders') Equity.

Some valuable items that cannot be measured and expressed in dollars include the company's outstanding reputation, its customer base, the value of successful consumer brands, and its management team. As a result these items are not reported among the assets appearing on the balance sheet.

Revenue:In accounting, revenue is the income that a business has from its normal business activities, usually from the sale of goods and services to customers. Revenue is also referred to as sales or turnover. Some companies receive revenue from interest, royalties, or other fees. Revenue may refer to business income in general, or it may refer to the amount, in a monetary unit, received during a period of time, as in "Last year, Company X had revenue of $42 million." Profits or net income generally imply total revenue minus total expenses in a given period. In accounting, revenue is often referred to as the "top line" due to its position on the income statement at the very top. This is to be contrasted with the "bottom line" which denotes net income (gross revenues minus total expenses).

Explain the various types of accounting concepts.

Business Entity Concept: A business entity is an organization, which has been established to accomplish shared goals and objectives.This concept implies that the business is separate from the people who own it and provide capital to it. The business entity concept can be expressed in the form of an accounting equation as given below: ASSETS=LIABILITIES + CAPITAL

Money Measurement Concept: Money is the common denominator, which is used to express different facts, events, and business transactions in numerical terms.Anything that cannot be expressed in monetary terms is not recorded in accounting.Therefore, it is one of the loopholes of concept of money management, which sates that all business transaction cannot be taken into account. Another drawback is that the effect of inflation is ignored because stable values are used for measurement.

Continuity  Concept: According to this concept, the business entity is considered to be a going concern, or in other words, it is assumed that the business will be in operation for a long time, with no foreseeable end in sight.This concept considers that business owners have no intention of wrapping up the business and liquidating its assets, unless there is evidence to suggest otherwise.
Cost Concept: Any land, machinery, equipment buildings, or property right that a business owns are called its assets.Monetary values that are assigned to these assets have their basis in the cost concept.an asset is worth the cost that was paid at the time that it was acquired. 
Accrual Concept: In business operations, the obligation to pay and movement of cash may not coincide.Similarly, there is a difference between the right to receive cash and actual receipt. The accrual concept in accounting acknowledges this distinction.
Concept of Conservatism: Conservatism is prudence. It is an approach best described as “anticipate no profit, provide for all possible losses” . It is a conservative and a cautious approach, which accountants can adopt. While practicing this approach accountants record minimum possible revenues and value of assets and generous and high estimates for expenses and liabilities.
Materiality Concept: That small,insignificant transaction need not be given the same attention and strict treatment as other significant transaction. The cost of giving these events the correct accounting treatment exceeds the usefulness of the information that is derived from recording them.

Consistency Concept: According to the Consistency concept, the business must choose one out of several possible ways to treat accounting events of the same nature and apply that particular procedure in all its financial statements. In other words, the business must be consistent in its accounting practices and procedures.
Periodicity Concept: It is important to know the outcome of business operation of a company from time to  time, although full knowledge of this can only be acquired after the business ceases to function, all of its assets are sold and its liabilities paid off. The interested parties and stakeholders require a periodic update on the financial position of an enterprise. In order to provide information, the accountant reports any change in the company`s wealth over a period of time. The period after which a company`s financial position is reported varies, however, as per the established business practices and government requirements, this period is usually a year.Some companies report that after a calendar year while others adopt the financial year. The accounting practice of adopting a twelve-month reporting pattern is only applicable for external reporting.Companies usually adopt a much shorter interval(usually about three months) for the purpose of internal reporting.
Realisation Concept: All unrealised  profits will be ignored as long as the land is in possession of the firm and does not get sold off.
Objectivity Concept: An idea that accounting decisions should be made independently of biases and subjective methods and based instead on measurable assessments that can be supported by additional evidence. When a business employs the objectivity concept in its accounting practices, two accountants should come up with the same overall result when reviewing its financial documentation.

3.Why do we need accounting standards ?

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.

One of the most pivotal objectives of financial statement is to provide information about the financial position of the business to interested parties such as investors and shareholders.The accountant`s job is to make sure that accurate information is properly presented and that it reaches these stakeholders at the right time.However, there should be some universally accepted standards, which are set in place to ensure that financial information is not manipulated to present the financial position of the company to outsiders the way the owners like it. The public and other external parties must have trust in the information that they are provided with and they must believe that the financial statement were prepared in accordance with strict principles of logic, fairness and consistency. It is only then that they will be able to make important financial decisions based on the information they are provided. 
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