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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. 
	
Q# 01: GIVE SHORT ANSWER TO THE FOLLOWING QUESTIONS.

 a) What is a dual aspect concept?

Answer: 

Definition

Dual Aspect Concept, also known as Duality Principle, is a fundamental convention of accounting that necessitates the recognition of all aspects of an accounting transaction. Dual aspect concept is the underlying basis for double entry accounting system.

Explanation

In a single entry system, only one aspect of a transaction is recognized. For instance, if a sale is made to a customer, only sales revenue will be recorded. However, the other side of the transaction relating to the receipt of cash or the grant of credit to the customer is not recognized.

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:

I) Debit
II) Credit

Dual Aspect Concept =  Receiving Of benefit : Giving of benefit

Example 

When a business entity

buying an asset (receiving of benefit) - one aspect
must pay Cash (giving of benefit)  -   second aspect

Benefits of Dual Aspect

1) Dual aspect theory helps accountant to complete the accounts and in detecting error.
2)  It also gives confirmation to the accountant, to post and record each entry in opposite Sides of two affected accounts.
3) Every business transaction of financial nature affects the accounting equation through its aspect.


Q# b) What do you understand by the term ‘Convention of materiality? 
Answer:

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 needs not record events, which are insignificant and immaterial. Such convention is practiced so as to skip the insignificant details which Will burden accounting. 

The concept can be understood by an example:

Example:

Company ABC Ltd. bought 7 months supplies of stationary worth $700. 

Question :

 Should the Company spread the cost of this stationary for 6 months by expensing off $100 per month to the income statement? 

Answer : 

Based on this concept, as the amount is so small or immaterial, it can be expensed off in the next month instead of long expensing it in the next 7 months

Benefits of Convention of Materiality. 

Materiality is helpful in determining which figures are to be reported on income statement and balance sheet and which one in the notes. It is also helpful in helping decide which items should appear as line items and which ones are aggregated with others.


Q# c) What is accounting Equation?
Answer:

Definition 

The equation that is the foundation of double entry accounting. The accounting equation displays that all assets are either financed by borrowing money or paying with the money of the company's shareholders. 
Accounting equation is Assets = Liabilities + Shareholder Equity.
From the large, multi-national corporation down to the corner beauty salon, every business transaction will have an effect on a company's financial position. The financial position of a company is measured by the following items:
Assets (what it owns)
Liabilities (what it owes to others)
Owner's Equity (the difference between assets and liabilities)
If a company keeps accurate records, the accounting equation will always be in balance, meaning the left side should always equal the right side. The balance is maintained because every business transaction affects at least two of a company's accounts. 
Example:
When a company borrows money from a bank, the company's assets will increase and its liabilities will increase by the same amount. When a company purchases inventory for cash, one asset will increase and one asset will decrease. Because there are two or more accounts affected by every transaction, the accounting system is referred to as double-entry accounting.

Q# d) What Does GAAP stands for?
Answer:

1. DEFINITION
2.  
3. Generally Accepted Accounting Principles is the common set of accounting principles, standards and procedures that companies use to compile their financial statements. Such as balance sheets, income statements and cash flow statements, for publicly traded companies and many private companies.
4. 
5. Basically, GAAP is concerned with: 

6. 1) The measurement of economic activity.
7. 2) The time when such measurements are to be made and recorded.
8. 3) The disclosures surrounding this activity.
9. 4) The preparation and presentation of summarized economic information in financial statements.


Q# e) What you understand by the following terms?
Answer:

1) Liabilities

Definition:

A company's legal debts or obligations that arise during the course of business operations. Liabilities are settled over time through the transfer of economic benefits including money, goods or services.

Explanation:

Accounting liabilities due within one year are generally classified as current liabilities on a company’s balance. Liabilities due in more than one year are considered long-term liabilities. It is important to note that although debt commonly comes to mind when one considers liabilities, not all liabilities are debt. Companies may incur several other types of liabilities, including upcoming payroll, bonuses, legal settlements, payments to vendors, Loans repayment, and certain types of leases. 

Example:

ABC Company sold $1,000 of Leather Shoes during the holidays. The Leather Shoes entitle the holders to $1,000 of merchandise, and ABC Company must therefore record a liability for this merchandise. As the Leather shoes are redeemed, the company reduces the liability.
2) Assets:
Definition:
Any item of economic value owned by an individual or corporation, especially that which could be converted to cash. Examples are cash, securities, accounts receivable, inventory, office equipment, real estate, a car, and other property. 

On a balance sheet, assets are equal to the sum of 

a) Liabilities. 
b) Common stock.
c) Preferred stock.
d) Retained earnings. 

From an accounting perspective, assets are divided into the following categories: 

i) current assets
 
It includes cash and other liquid items.

II) Long-term assets

It includes real estate, land, plant, equipment etc. 

III) Prepaid and deferred assets.

It includes expenditures for future costs such as insurance, rent, and interest. 

IV) Intangible assets

It includes trademarks, patents, copyrights, goodwill.


3) Revenue :

Definition:

The income generated from sale of goods or services, or any other use of capital or assets, associated with the main operations of an organization before  any costs or expenses are deducted. Revenue is shown usually as the top item in an income (profit and loss) statement from which all charges, costs, and expenses are subtracted to arrive at net income.

Example:

There are many different kinds of revenue accounts, but they all represent the same basic concepts: a company receives cash or a claim to cash for the sale or use of its assets.

Revenues are typically separated into two different categories: 

i) Operating revenues.

It includes sales income, rent income and services income.

ii) Non-operating revenues or other income.

It includes interest income, exchange gain and loss etc.





Q# 02) Explain the Various Types of Accounting Concepts.

Answer:

Definition

Accounting concepts means flow of thoughts of all wise accounting professionals of this world. It can also be interpreted as "process of understanding of Accounting to make sense of universal acceptability.” 
In other words accounting concepts some normal rules which can be changed but which have come in to existence with so many hard works of accountants in past. These are basics thoughts of an accountant. 

Types Of Accounting Concepts

To know more about accountant Concepts are very necessary to learn because without this you cannot understand the fundamentals of accounting. There are many concepts which an accountant uses in their accounting working.

Separate Entity Concept

Under this concept the entity of business man is separate from its business. The main reason is that owner is just giver of capital but if he withdraws without any restriction or any control. Business can dissolve within two days. So every transaction related to withdrawing money from business must be recorded by accountant.
So this concept gives us basic knowledge while we are recording transactions in our books that we must know that concern has its own entity and our duty is to record every transaction even it is related to owner or not . Businessman's capital is also the liability of business and if he withdraws for personal use, it is known as drawing and it is deducted from his capital.

Cost Concept

Under this concept we record all assets on their cost not in market value. This concept is very useful for stable recording of accounting .Because if all transaction recording will start on their market value then it create tension to accountant. 

Because nobody can say what will the price of your fixed asset in next day. So record all assets on their original cost. But time to time depreciation is deducted from this. But we never record all assets on their market price.

Matching Concept

It means we will compare all expenses with the incomes of business. After matching or compare, it will provide you the real result of performance of business. We can say it profit or loss. So If today you want to know profit or loss of your business, let us start match of your business incomes with your business expenses.


Conservatism Concept

This concept is made when accountant thought that it is very important to secure our business. The risk of business is called losses. So it is the basic duty of accountant to secure his business from different losses. For securing Loss he can make different provisions like provision for doubtful debts, provision        for depreciation reserve for contingent liabilities.

Going Concern:

Going concern is one the fundamental assumptions in ACCOUNTING[image: http://cdncache-a.akamaihd.net/items/it/img/arrow-10x10.png] on the basis of which financial statements are prepared. Financial statements are prepared assuming that a business entity will continue to operate in the foreseeable future without the need or intention on the part of MANAGEMENT[image: http://cdncache-a.akamaihd.net/items/it/img/arrow-10x10.png] to liquidate the entity or to significantly curtail its operational activities. Therefore, it is assumed that the entity will realize its assets and settle its obligations in the normal course of the business. – 

Objectivity Concept:

Objectivity means the accounting information should be free from bias and capable of independent verification. The information should be based upon verifiable evidence such as invoices or contracts.

Example:

The recognition of revenue should be based on verifiable evidence such as the delivery of goods or the issue of invoices.

Accruals Concepts:

Accrual concept means revenue are recognized when they are earned, but not when cash is received. Expenses are recognized as they are incurred, but not when cash is paid. The net income for the period is determined by subtracting expenses incurred from revenues earned.

Example:

Expenses incurred but not yet paid in current period should be treated as accrued expenses under current liabilities. Expenses incurred in the following period but paid for in advance should be treated as prepayment expenses under current asset. Depreciation should be charged as part of the cost of fixed assets consumed during the period of use.


Periodicity concept

The accounting period concept facilitates the preparation of income statement and statement of financial position at the end of each accounting year and ascertains the operating results profit & loss and the financial position of the entity.

Only the income and expenses pertaining to the accounting period alone is considered for preparing the income statement distinguishing between capital and revenue. Since the statement of financial position reflects all the transactions till the date of its preparation, all items not considered in the preparation of income statement should be considered in its preparation.

Consistency Concept:

The consistency concept requires that once an organization has decided on one accounting method. So an organization has to follow one consistent method once chosen. Conversely, if an organization changes its accounting method in a particular period, then comparing the accounting figures of that period with those of the previous periods can be misleading. 

Frequently we find in auditor's report a comment like this: "in conformity with generally accepted accounting principles applied on a basis consistent with that of the preceding year". 

Example:

If a social welfare agency begins by depreciating the total value of equipment in the same accounting period of acquisition, then in subsequent periods it should use the same method to deal with acquisition of equipment.




Q# 3) Why Do we need accounting standards ? Discuss
Answer:
Accounting Standards:

Definition:

Accounting standards are authoritative standards for financial reporting and are the primary source of generally accepted accounting principles (GAAP). Accounting standards specify how transactions and other events are to be recognized, measured, presented and disclosed in financial statements.

Need for Standards:

One of the most pivotal objectives of financial statements is to provide information about the financial position of the business to interested parties such as investors, creditors, financial institutions and shareholders. The accountant’s job is to make sure that accurate information is properly presented andthat it reaches these stakeholders at the right time. However, there should be some universally accepted standards 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 existence of financial accounting standards is essential to ensure that all communicated information is understood properly. Both the accountants within the reporting organization and the decision makers analyzing the resulting financial statements must understand those rules. The question that has haunted the accounting profession in recent times is, who should have the authority to create those standards.


Standards at International Level:

1) Security and Exchange Commission (SEC)

Securities Exchange Commission was established in 1933 in order to evolve accounting methods and practices. The SEC is a government owned regulatory body to monitor, regulate and control companies that issue and deal with securities

2) Committee on Accounting Procedure (CAP)

Committee on Accounting Procedure was established in 1939 to carrying out accounting research. 

3) Accounting Principle Board (APB)

Accounting Principle Board was established in 1973 on carrying out research to set forth basic accounting concepts or postulates.

4) Financial Accounting Standard Board (FASB)

In 1973, the Financial Accounting Standards Board was established for the purpose of announcing statements that have been included in generally accepted accounting principles from time to time.

5) International Accounting Standard Committee (IASC)

International Accounting Standards Committee was established in 1973 to formulate international accounting standards. All members of the IASC were required to abide by these standards and disclose any variation or deviation from the standards in financial reports.

6) International Federation of Accountants (IFAC)

International Federation of Accountants was established in 1978 in order to bring consistency and transparency in financial reporting.   

A true understanding of the need for accounting standards comes about when you consider how the basic function of accounting i.e. information and communication, affects the society as a whole. Accounting information enables investors to allocate limited resources and capital in a way that they think would be most efficient, profitable and beneficial to them. They make this decision by comparing and evaluating financial information of different businesses. In theory, and in a broader perspective, this should lead to efficient allocation of scarce resources in the economy to maximize benefit to the society as a whole.

Reasonable accounting standards should prevent an organization from reporting an increase in profits made possible only through changing accounting methods rather than by means of becoming more efficient or profitable. The freedom of businesses to adopt any accounting practice or method would give business owners the discretion to distort crucial information. It would lead to misinformed investing decisions and unfair allocation of capital. This kind of freedom would serve the purpose of less profitable businesses, cause capital to be allocated to inefficient companies that distort their financial information and away from profitable businesses that adopt strict and consistent accounting methods.

The global economy is dynamic and often unpredictable. In order to maintain stability, institutional and retail investors must be able to trust publicly-available financial information. Accounting principles are created to meet this need, and accounting standards are enacted to guide reporting companies along this path. For the U.S. and global capital markets, there is simply no other alternative.
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