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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. 
	
[bookmark: _GoBack]1. Give short answers to the following questions: (15)

i. What is a 'dual aspect concept'?
As per the accounting simplified website it’s based on the duality principle and was devised to account for all aspects of a transaction not only single entry. Under the system, aspects of transactions are classified under two main types Debit and Credit.

ii. What do you understand by the term 'convention of materiality'?
Career Ride website acknowledge that the convention of materiality “anticipate all the future losses and expenses, without considering the future incomes and profits unless they are actually realized.” When accounting only transactions that have material impact on the financial status of the organization and the transactions which have insignificant effect will be ignored. It also gives relative importance to an item or event.

iii. What is accounting equation?
As per the accounting 101 web page all transactions that happens within a business has an effect on its financial position and the accounting equation is what keeps all of the transactions in balance and help users of the information make sense of what areas each transaction affects.

iv. What does GAAP stand for?
· GAAP stands for Generally Accepted Accounting Principles and it properly organize their financial information into accounting records and summaries the accounting records into financial statements. 

v. What you understand by the following terms?
· Liabilities: 
Financial obligations of a company that’s reported on their balance sheet.

· Assets:
The items that are owned by a company and which have future economic value that can be measured and expressed in a desired currency.

· Revenue:
It is the total amount of income generated by sales of goods and services related to a company’s primary operation.

2. Explain the various types of accounting concepts. (7)
· Accruals concept. 
According to the investing answers.com website accrual concepts allows companies to reflect the fact that sales may have been made and expenses incurred, even if cash has not changed hands yet. Example it recognizes by matching revenues to expenses at the time in which the transaction occurs rather than when payment is made or received. The accounting tools website confirms that a business may recognize sales, profits and losses in amounts that vary from what would be recognized based on the cash received from customers or when cash is paid to suppliers and employees. Auditors will only certify the financial statements of a business that have been prepared under the accruals concept.
· Conservatism concept. 
The conservatism concept provides a more realistically, an ethical guideline that creates reliable financial statements. Revenues are only recognized when there is a reasonable certainty that they will be realized, whereas expenses are recognized sooner, when there is a reasonable possibility that they will be incurred. This concept tends to result in more conservative financial statements. In turn, accounting conservatism creates a reliable means of comparing financial results from industry to industry and from year to year.
· Consistency concept. 
Once a business chooses to use a specific accounting method, it should continue using it on a go-forward basis. By doing so, the financial statements prepared in multiple periods can be reliably compared. The consistency principle requires accounts to be consistent from one accounting period to another in applying accounting principle methods, practices, and procedures. In other words, the readers of a company's financial statements can presume that the same rules and measurements were followed in all of the years being reported. If a change is made to a more preferred accounting method, the effects of the change must be clearly disclosed.
· Economic entity concept. 
The debitoor.com dictionary is of opinion that the economic entity principle is an accounting principle that states that a business entity’s finances should be keep separate from those of the owner, partners, shareholders, or related businesses. Accounting tools. Com website agrees that by doing so, there is no intermingling of personal and business transactions in a company's financial statements.
· Going concern concept. 
Accounting for management website states that the business entity will continue its operations in the future and will not liquidate or be forced to discontinue operations due to any reason. Financial statements are prepared on the assumption that the business will remain in operation in future periods. Under this assumption, revenue and expense recognition may be deferred to a future period when the company is still operating. Otherwise, all expense recognition in particular would be accelerated into the current period. For example, a company discontinues one of its product and continues with others, it does not mean that the company is no longer a going concern, because the going concern concept is applicable to the entity as a whole not to the particular product.

· Matching concept. 
The expenses related to revenue should be recognized in the same period in which the revenue was recognized. By doing this, there is no deferral of expense recognition into later reporting periods, so that someone viewing a company's financial statements can be assured that all aspects of a transaction have been recorded at the same time. According to the business case analysis website he purposes of the matching concept is to avoid misstating earnings for a period. Reporting revenues for a period without reporting all the expenses that brought them could result in overstated profits
· Materiality concept. 
· Transactions should be recorded when not doing so might alter the decisions made by a reader of a company's financial statements. This tends to result in relatively small-size transactions being recorded, so that the financial statements comprehensively represent the financial results, financial position, and cash flow of a business.

3. Why do we need accounting standards'? Discuss (8)
As per the content money constructor website we need accounting because it’s the only way for a business to grow and flourish. The Investopedia website states that accounting standards specify when and how economic events are to be recognized, measured and displayed. External entities such as banks, investors and regulatory agencies rely on accounting standards to ensure relevant and accurate information is provided about the entity. The concepts of assets, liabilities, and income and the need to reconcile these areas still remain the basis for all accounting functions today. For example, an entrepreneur, wants to compare his financial statements with that of his competitors. If there were no standards, comparison would’ve been difficult. Standards ensure the financial statements from multiple companies are comparable. This is because all entities follow the same rules and it makes the financial statements credible and allow for more economic decisions based on accurate and concise information.
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