[bookmark: _GoBack][image: BOLC_Logo]                                                                  
   Assignment Cover Sheet





	Student Name:
	Deanna Starckey

	Student Number:
	23957

	Course:
	Diploma in Accounting and Finance

	Assignment NO:
	3



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. 
	Please insert your completed assignment ( in word format) here:

Accounting Concepts and Standards

1. Give short answers to the following question:

What is a ‘dual aspect concept’?
Dual aspect concept is the basic principle of the double-entry bookkeeping. It provides all the information of recording business transactions in the books of accounts. Dual aspect concept means that every transaction has two sides, for example it affects two different accounts in opposite sides. Therefore, the transaction should be recorded in two places. This means both aspects of the transactions must be recorded in the books of accounts. For example, an asset purchased by cash has two different aspects which are; giving of cash and receiving of goods. The concept of duality within this concept can also be expressed in an accounting equation, which is shown below;
Assets = Liabilities + Capital 

What do you understand by the term ‘convention of materiality’?
The convention of materiality states that an accounting standard can be ignored if the impact of doing this has is very small and does not impact the financial statements. According to the materiality convention, only transactions, important facts and items are shown that are useful for a business. The business does not need to record events which are not useful to the business. The convention is put in place to ensure that insignificant details that will become a burden to accounting are not recorded. In simpler terms, the concept of materiality means that small transactions do not need the same attention as other larger transactions. An example of this is shown below;

– A small company bookkeeper doesn’t do a very good job of keeping track of expenses. Most random expenses get recorded in the miscellaneous expense account. At the end of the year the miscellaneous expense account has a total of $1424.25 in it. The total net income of the company is $36,940. The miscellaneous account is immaterial to the overall financial picture of the company and there is no need to reclassify the expenses in it.
www.myaccountingcourse.com/accounting-principles/materiality-concept 

What is accounting equation?
The accounting equation can also be known as the balance sheet equation. The equation is Assets = Liabilities + Capital. The accounting equation is the foundation of double-entry accounting. This equation shows that a company has assets and owes it earnings to others. The accounting equation is a simple way to view the relationship of financial activities across a business. The balance sheet takes care of filling in each of the values in the equation, so the equation is not meant for use but is instead a simplified answer of how the financial side of a business is running.

What does GAAP stand for?
GAAP is short for ‘Generally Accepted Accounting Principles’. GAAP is a collection of accounting rules and standards for reporting financial data. 

What you understand by the following terms?
· Liabilities – A liability is a company’s financial debts that occur during business operations. Liabilities can be settled over time through the transfer of benefits which could be money, goods or services. On a balance sheet, any liabilities will be recorded on the right side, liabilities can include loans or mortgages etc. 
· Assets – Assets can also be described as resources or things of value which are owned by a company. Assets can be cash, receivable accounts, notes receivable, prepaid expenses, inventory of goods and supplies. There are also some long-term assets, which are fixed assets and intangible assets.
· Revenue – Revenue is what a company earns through selling its goods or services to its customers during a certain period. For example, a retailers revenues will be the sales of its merchandise, a law firms revenues will be the fee it earns from selling legal services to clients and a banks revenues will include the interest that it earns on the loans to borrowers.

2. Explain the various types of accounting concepts.
There are many different concepts when it comes to accounting. As you may know, accounting is the language of every business and has many different terminologies to describe this. There are many words that are used to describe the basic accounting ideas, such as: concepts, conventions, assumptions, principles and propositions etc. These terms which are used usually have a loose meaning to them, this means that an idea that is described as a concept by one, may be described as a convention by another. Below I will explain some of the various types of accounting that take place in many businesses today;
· Cost concept – A cost concept Is the monetary value that is assigned to assets which can be; machinery, land, equipment, building or property. This concept is one of the basic guidelines in accounting. The cost concept states that an asset is worth the cost that was paid at the time that it was acquired. In simpler terms, an asset should be recorded at their purchase price anything after the purchase price is ignored for a accounting standards. Therefore, the value of the assets in financial statements does not necessarily reflect their current market value at that time. Some assets, such as cash have the same accounting and market value. Generally, the longer a company holds an asset, the more the accounting value is likely to match up with its market value. Although, the cost concept doesn’t mean that the recorded value of an asset stays the same during the time a business has it. This is where the concept of depreciation comes in, this is where the asset slowly reduces in value over its long but limited life. 
· Money Measurement Concept – The money measurement concept states that a business should only record a transaction if it can be expressed in terms of money. A large number of items are not reflected in a businesses accounting records, which mean they do not appear on their financial statements. Examples of items that cannot be recorded as accounting transactions as they cannot be expressed in terms of money include; employee skill level, employee working conditions, expected resale value of an assets, value of an in-house brand, product durability and the quality of customer support or service. 
· Continuity Concept – According to this concept, it is considered that it is assumed that the business will be in operation for a long time, with no end in sight as of yet. This concept means that that business owners have no intention of closing the business or liquidating unless there is information to state otherwise. At the end of each accounting year, the functions are continued again with the same pattern for keeping accounts. 
· Consistency Concept – Due to the consistency concept, a business must chose one out of several possible ways to treat accounting events of the same background and apply that way in all its financial statements. In simpler terms, a business must be consistent in all its accounting practices and procedures. Many auditors are concerned whether their clients are following the consistency principle. 
· Accrual Concept – The accrual concept in accounting mean that expenses and revenues are recorded in the period they happen whether or not cash is involved. The accrual concept is the most fundamental principle of accounting which requires recording revenues when they are earned and not when they are received in cash, and recording expenses when they are incurred and not when they are paid. 

https://www.accountingtools.com/articles/what-is-the-money-measurement-concept.html 
https://accountingexplained.com/financial/principles/accrual 

3. Why do we need accounting standards? 
Accounting standards are a common set of standards and procedures that define the basis of financial accounting. We need accounting standards so that all financial statements will be fair and consistent when describing the financial performance of a company. It is a key objective of financial statements to provide information about the financial position of a business to outside parties such as investors and shareholders. The accountants job is to make sure the information given to the outside parties is accurate and presented in a way that is true and reaches the outside parties at the right time. 
Although, there should be some standards which are accepted which are put in place to make sure that any financial information is not manipulated to present the financial position of the company to the outside parties the way they would like to hear it. All public and other outside parties should trust the information that is provided to them and they must believe that the financial statements where prepared according to the principles of accounting. 
Some companies invest in other companies of all kinds and they would like to have faith and trust in the figures and statements reported to them. 
In easier, simpler terms, we need accounting standards to get values, revenues, expenses which are accurate. Without following these standards we cant get exact values of a company, which can result in shaky and bad decisions in the future. 
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