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	Accounting Method Concepts & Standard UNIT 2


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. Give short answers to the following questions: (15)

i. What is a 'dual aspect concept'?

ii. What do you understand by the term 'convention of materiality'?

iii. What is accounting equation?

iv. What does GAAP stand for?

v. What you understand by the following terms?

 Liabilities

 Assets

 Revenue
1. Dual Aspect Concept

i. The dual aspect concept states that every business transaction requires recorded in two different accounts. This concept is the basis of double entry accounting, which is required in order to produce reliable financial statements.
ii. Convention of materiality  

Financial statement are described as giving a true and fair view to show the  position of the company. The financial statement should show reasonable accuracy more rather absolute accuracy. The financial statement should be free from material misstatement. The material misstatement could influence the economic decision of the end users of the financial statement.

iii. Accounting equation 

Total Assets = Liabilities + Equity
Current Asset and Non-Current Assets

This is shown on a balance sheet

[image: image1.png]Assets
Current Assets
Cash
Accounts Receivable
Prepaid Rent
Inventory

Total Current Assets

Long-term Assets
Leasehold Improvements
Accumulated Depreciation
Total Long-term Assets

Total Assets:

100,000
(2,000)

32,800

1,000

39,800

73,900

Liabilities
Current Liabilities
Accounts Payable
Accrued Expenses
Unearned Revenue
Total Current Liabilities
Long-term Liabilities
Total Liabilities
Owner's Equity
Owner's Equity
Retained Earnings
Common Stock
Total Owner's Equity

Total Liabilities and Owner's Equity

49,000
450

1,000

50,450

99,500

149,950

11,950

10,000

171,900




iv. GAAP

General Accepted Accounting Principles

v. Liabilities

Expenses within the business which are the day to day cost of the business which are known as Current Liabilities
Loans are Non-Current Liabilities

vi. Assets

Tangible assets are things that you can usually see and touch, such as equipment or office furniture, investment , and land and Buildings also known as Non-current Assets

Inventory, debtors and Cash and Bank are known as Current Assets

Intangible assets are harder to value, like a company's reputation and brand awareness.
vii. Revenue

The income generated from the sale of goods or services 
(Gross Income before any expenses)

2. Explain the various types of accounting concepts. (7) 
               Accrual Accounting. Definition: Accounting method that records revenues and expenses
               when they are incurred, regardless of when cash is exchanged. The term "accrual" refers
               to any individual entry recording revenue or expense in the absence of a cash transaction.
              The going concern concept of accounting implies 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. ... Another example of the going concern
           assumption is the prepayment and accrual of expenses
3. Why do we need accounting standards'? Discuss(8)

Accounting standards ensure the financial statements from multiple companies are comparable. Because all entities follow the same rules, accounting standards make the financial statements credible and allow for more economic decisions based on accurate and consistent information.
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