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Question 1:
Accounting is the combination of many different processes that is used to record, summarise and account for business or non-business resources used for all forms of activities such as Financial transactions and business progress.

Accounting has many different objectives as follows:
Record Keeping
A book of accounts can be used to record and track a business’s various daily transactions.

Ascertain the results of an operation
This means to work out how the business has performed over a certain period of time. This is done by using profit and loss accounts or income and expenditure accounts using key figures from the business.

Ascertain the financial position of the business
This means to determine how the business is currently operating, this takes in to account assets, cash, liabilities etc.

To show a liquidity position of a company
Factors including cashflow, company lending, dividends paid, assets etc are used to calculate the liquidity of a company – this is the availability of assets converted to cash.

Protecting business properties
Keeping up to date records of what assets and liabilities are held can help to prevent against false claims.

Aids decision-making
Accounting can be used to analyse different aspects of a business to help make rationalise future decisions.

Law requirements
There are many different governing acts for business’s that accounting will help to keep records up to date and evidence this.



Question 2:
An “Accounting Cycle” is also known as an accounting workflow, which is eight steps that are carried out by book keepers to record financial transactions. It is referred to as a cycle as once the cycle is complete a new one begins with the same steps.
The eight steps in the accounting cycle are shown below:

1 Transactions
This is when the business transaction itself takes place, this will include for example purchase of equipment, sale of assets, dividends paid, loan repayments etc.

2 Journal Entries
All transactions above are entered in to “journals” also known as books of original entry. These transactions are entered in chronological order including the transaction type and the date.

3 Posting
This is when transactions from the journals are posted to the specific accounts that they belong to, this is the General Ledger which gives a summary of all accounts.

4 Trial Balance
A trial balance is prepared at the end of the accounting period, an accounting period will differ depending on the business’s practice, some exams of periods are monthly, quarterly and yearly.

5 Worksheets
A trial balance may not balance (the figures do not add up properly). In this case adjustments will be made and recorded on to worksheets. Some other transactions may show on worksheets for example, depreciation of assets, one off payment etc.
Once adjustments are made, a new trial balance should be produced.

6 Adjusting Journal Entries
This is when the journal entries are adjusted to show any errors that were noticed with the trail are corrected.

7 Financial Statements
From the figures created after step 6, the profit and loss accounts and the balance sheets can be created.

8 Closing the book
Revenue & expense accounts (income and expenditure accounts) are created which bring the cycle to an end. After this a new cycle will start with a zero-balance carried forward.





Activity
Activities of accounting: 
1 Data Creation and collection
Collecting data from the business will provide the basis needed to create statements and records.

2 Recording
Recording data can be done manually or electronically.
Data collected above is recorded in to journals which is done in line with general principles that help to provide standards and a framework.

3 Data Evaluation
This is a way of setting up controls of the business.
This can be done through budgets, evaluating performance, analysing statements and cash flows etc. This is one of the most important activities of accounting.

4 Analysing and interpretation
This activity has a wide range of uses for a business for example, producing reports, making projections/forecasts and budgets etc.

5 Audits
Audits are used to verify reported transactions from a business, this is used to ensure that they are kept up to date and prevent fraud.

6 Data reporting
Internal reporting is used to communication around the business and to help with internal decision-making.
[bookmark: _GoBack]External reporting can be used to provide required information to governing and regulatory bodies and to share information with shareholders.

