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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    Define “Accounting”

The purpose of accounting is to provide information on the financial position, cash flow and the performance of a business. To provide information on what a business owns and owes. 

 1.ii   Explain the primary objectives of accounting
                
· To keep Systematic Records:
 
A business is involved in various business transactions, on a daily basis and accounting records, these transactions are recorded in books of accounts.
Day Sales Book Purchases Day Book Nominal Ledger 

· To Ascertain the Results of the Operation:

Accounting discovers if any profit has been earned or loss incurred by a business during a certain period through an Income and Expenditure account or Trading, Profit and Loss account. These accounts provide the income and expenditure of the business thus calculating a profit or loss. Assets and liabilities along with capital invested and any profit/loss for a given period of time are shown on the balance sheet.

· To ascertain the financial position of the business:

A business’ financial statements reflect its financial position of what the business owes and owns. 

· To portray the liquidity position: 

The information given in the financial reports will provide information for decision making such as loans, shares dividends and the liquidity and solvency of the business (entity).


· To protect business properties: 

Keeping updated accounting records of the business’ assets and liabilities to prevent false claims being made against the business’s assets and liabilities. The accounting transaction will record payments and receipts for the assets and liabilities thus leading to a current balances of liabilities and assets.

· To facilitate rational decision – making: 

Current and pass financial statements and records will help a business owner to analyze different aspects of his business and decision-making.
· To satisfy the requirements of law: 

To maintain accounts so the entity is keeping within the laws such the Companies Act, HMRC etc.

 1.iii  Discuss the limitations of accounting.

·    Record keeping: 

Accounting helps in maintaining records of only financial transactions only. Any non-financial nature (actions, dealings or events) do not fall in accounting. Sometimes the financial statements may include information that directly or indirectly influence the financial health of the business. 
Other Items that should be taken into consideration are items such as management skills, any other changes in the Human Resources or changes in consumer preferences, may not be recorded in accounting but are, very important factors in running a business.

· Accuracy of information generated by accounting system: 

Financial health of a business, including revenues, losses, assets and liabilities, are examined by Accounting. During the examination, accountants rely on both real and assumed estimates. The methods of determining depreciation and valuating stocks may differ from business to business as they have their own standard practices and provisions following the conventional rules of accounting.

· Value of assets: 

The true market value of the assets is not normally reflected in balance sheets, this is due to the assets shown have had the costs adjusted accordingly to the conventional rules of accounting. Further assets like goodwill, patents, etc. do not have any real market value. When these assets are shown on the balance sheet, the result may appear dubious
· Window dressing: 

Some entities will postpone maintenance of plat and machinery to increase profit in the short term this will decrease the costs, but it could lead to a complete breakdown in production and operations when machinery breaks down.

· Changing price levels: 
[bookmark: _Hlk527892093]The accounting measures and evaluation of the Financial position may not be accurate due to changing prices and changes in the value of assets. Additional information will be required to place the current value on the assets



1.iv. What types of activities are included in data evaluation?

Evaluation of data is one of the most important business activities.
The use of data evaluation controls the business activities through analysing financial statements, analysing cash flows, budgets and standard costs, evaluating the performance of the business, and choosing other courses of action for decision-making process. 

1.v. Outline the main functions of accounting considering the following groups;
Please suggest information that each one is likely to need from accounting
statements and reports

Lenders 
One of the primary functions of accounting is to provide information on the company’s wealth and keeping track of profitability and reporting growth/loss for the Lenders (Shareholders) to check that their investment is safe.

Employees
Employees will use the financial information for matters such has settlement of wages, bonuses, profit sharing and output bench marks there is four types of benchmarking
a. Internal benchmarking is a comparison of a business process to a similar process inside the organization.
b. Competitive benchmarking is a direct competitor-to-competitor comparison of a product, service, process, or method.
c. Functional benchmarking is a comparison to similar or identical practices within the same or similar functions outside the immediate industry. 
d. Generic benchmarking broadly conceptualizes unrelated business processes or functions that can be practiced in the same or similar ways regardless of the industry.
( Benchmark Information from www.certisafety.com)
· The financial information provided can lead to a highly motivated workforce and allows for better relationship between managers and workforce as today in the work place there is a greater participation of employees in the managerial decision making
· 
· Customers.
· Consumer groups and other organisations will use the financial information so the can analysis and check on the performance and social responsibility of a company. This will give the customer the information is the business is financially viable 

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 Financial Accounting
1 The production of Income statement (Profit and Loss) and Balance Sheet (Assets and Liabilities) so that the business owners, investors, employees and other interested parties may use them for the analysis of the financial sustainability, decision making and minimise the risk of investment.

2 Cost Accounting
2 Cost accounting was developed to give industrial management the tools to minimise cost and improve efficiency. Cost accounting has come an important aspect of the business it helps with decision making when determining cost and profitability. Cost accounting incorporates the costing principles and methods.

3 Management Accounting
3 Management accounting does not have to follow the strict guideline of financial accounting as it is internal report. The management accounts will show routine and non-routine operations and to provide information that effect future decision making.


4 Social Responsibility Accounting
4 They have to take into account the fact that they will be held responsible for the social impact of their decisions. Social Responsibility Accounting goes beyond evaluating economic outcomes from business decisions to focus on the social effects as well.

5 Human Resource Accounting
5 Human Resource Accounting (HRA) identifies and measures data regarding the company’s human resource and communicates it to interested parties it takes in to the investing in people, replacement costs of human assets, intellectual assets of in employees. It helps with HR decision making.

6. Inflation Accounting
6. Inflation accounts provides a method to remove overstating current and fixed assets distortion deals with the changing costs of current and fixed assets. If this is not done the overstating could sometime result with inaccuracies being reported.
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