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Answer the following questions:
1. Define ‘Accounting’. What are the primary objectives of accounting. (10)
Accounting can be defined as the system of recording and summarizing business and financial transactions and analyzing, verifying, and reporting the results or, according to AICPA- the art of recording, classifying and summarizing in a significant manner and in terms of money, transactions and events, which are, in part at least, of a financial character and interpreting the results thereof.

The primary objectives of accounting: 
- To keep systematic record,
- To ascertain the results of the operation,
- To ascertain the financial position of the business,
- To portray the liquidity position,
- To protect business properties,
- To facilitate rational decision – making,
- To satisfy the requirements of law.

2. What is accounting cycle? Outline the basic steps included in accounting cycle.
(10)
Accounting cycle is the circular accounting workflow. It can be described as a collective process of identifying, analyzing, and recording the accounting events of a company. The series of steps begin when a transaction occurs and end with its inclusion in the financial statements.

The steps in accounting cycle:
1. Transactions
Financial transactions include different types of activities such as a sale of an asset, acquiring new equipment, paying off loans, recovering debt and any other activity that involves an exchange of the company’s asset. The accounting cycle starts from these transactions.


2. Journal Entries
After transactions have occurred, they are entered in a chronological order in the
journals. These journals are called books of original entry and they contain a record of
business transactions along with the date on which the transaction occurred, the kind
and amount of the transaction.

3. Posting
The General ledger contains a summary of all business accounts. Transactions recorded
in journals are then posted to accounts that they belong to in the general ledger.

4. Trial Balance
A trial balance is prepared at the end of an accounting period, which can be a month, a
quarter or a year depending on the business’s practice.

5. Worksheet
It often happens that the entries in trial balance do not balance i.e. inflows do not equal
outflows, and certain corrections and adjustments have to be made. These adjustments
are recorded in worksheets.
Depreciation of an asset, one-time payments like insurance, advance payments etc. are
some examples of the adjustments that are shown in worksheets. An adjusted trial
balance is made to ensure that all accounts are in balance.

6. Adjusting Journal Entries
After the errors in trial balance are recognized and corrections are made, the adjusted
trial balance is prepared. Adjusting entries are not made until all corrections are made
and trial balance is prepared.

7. Financial Statements
Profit and loss account and balance sheet are prepared using the correct and adjusted
accounts.

8. Closing the Books
Revenue and expense accounts are closed at the end of an accounting cycle and a new
cycle begins with zero carry forward balances in accounts.

Activity (10)
List the various accounting activities that an organisation under takes and give reasons
for each as to why that particular activity is performed in the organisations.
1. Preparation of budgets: it serves as a measurement tool that can visually illustrate if there is enough assets to operate.
2. Analysis of financial statements : thanks to financial statements the company is able to forecast the prospects for future earnings, ability to pay interest, debt maturities etc.
3. Variance Analysis: is the quantitative investigation of the difference between actual and planned behavior. This analysis is used to maintain control over a business.
4. Cost Analysis: is concerned with determining money value of inputs (labour, raw material), called as the overall cost of production which helps in deciding the optimum level of production.
5. Preparation of projected financial statements: projected financial statements take into account past financial trends, market conditions, possible changes and management expectations to arrive at a future financial picture.
6. Preparation of fund flow statement:  is prepared by the company to analyse the reasons or changes in the financial position of a company. It shows the inflow and outflow of the funds.
