BBS 15 Year Account Theory 45-55 marks

What is the matching concept of accounting?

e English: The matching concept states that expenses incurred during a period should be
recorded in the same period as the revenues they helped to earn.

«  Nepali: T IAUROT #ee foh ot ARTA HATUAT JHToleT TRTHT
TFCTIRAIT TEY 3MFCTAT UTC o7 PR TAelTs AET afAT d@rgshed
TR |

2. State the meaning of bookkeeping accounting.

e English: Bookkeeping is the process of recording daily financial transactions and
information systematically in a business.

« Nepali: §& fhUS (TEAUTel) $oioh! SHGHIIRT &fcleh HTTVh HRITREEATS T3
cgateyd alerer 3ifdera WY ufshar &t |

3. Define the meaning of NFRS.

e English: NFRS stands for Nepal Financial Reporting Standards. These are the accounting
standards adopted by the Accounting Standards Board (ASB) of Nepal to bring
uniformity in financial statements.

e Nepali: NFRS T EI'\USF & ATl AT 9fcddeel Hlel" (Nepal Financial Reporting
Standards) 81 | JT #AGTelohl oI @T GXI&TOT A1SeaRT fadid fAaRugsAT Th&adr
Sq13+] dIR YIRU! HAUGUS & |

4. Write down the meaning of contingent liabilities.

e English: A contingent liability is a potential liability that may occur in the future
depending on the outcome of an uncertain specific event (e.g., a pending lawsuit).

e Nepali: 3T THAD GIfAcd (Contingent Liability) Helehl Tl TFHTAT &Iidcd al
A AfasTAT ol HfARTT AR IRUTHAT A gresr (STEc: Jererdan
ITIRTER=T Fee) |

5. What is Trial Balance?




e English: A Trial Balance is a statement that lists the closing balances of all ledger
accounts to check the arithmetical accuracy of the books of accounts.

«  Nepali: ool TI&TUT (Trial Balance) U3€T J&AT faaR0T g1 STHAT WA A
Ao Hisedg® UWese] dlich S@Tehl IO ST Sid Il Alharg |

Set 2 Questions
1. What is financial accounting?

e English: Financial accounting is a specific branch of accounting involving a process of
recording, summarizing, and reporting the transactions resulting from business

operations over a period of time.

o Nepali: fadir s @1faf®r (Financial Accounting) Sr@Tfaf&isl T T@T &I STHAT
SIGHTIHRT FRITREES STARXAT FIAT G IR, IR Aahrest T faxia
gfddeel IR e HIH IS |

2. Define the realization concept of accounting?

e English: The realization concept states that revenue should be recognized and recorded
only when it is actually earned or realized, usually when goods are delivered or services

are rendered.

e Nepali: 9TfCcT @t HAegd AaYROT (Realization Concept) HJHR H‘Iﬁl?ﬁ?al'lé' ds AT
AIShe IIS S AT qEAfAF FIAT IIed g af a& dT Hal §EATwRoT
MRS |

3. What is periodic inventory system?

e English: A periodic inventory system is a method of inventory valuation where the
inventory account is updated at the end of a specific accounting period rather than after

every sale.

o Nepali: 3Tafe Alserd JoTelr (Periodic Inventory System) el Hiserd IT0TAT
It JEAT IR B STHAT T AF FRITRUTS A9 T3er [Afad @t
ecTAT AT Hiserasr #ifas o e |

4. Write down the meaning of contingent liabilities. (Same as Set 1, Question 4)




5. What is GAAP?

e English: GAAP stands for Generally Accepted Accounting Principles. It is a collection of
commonly-followed accounting rules and standards for financial reporting.

o Nepali: GAAP & qUT & "GdAT @l fAUTd' (Generally Accepted Accounting
Principles) & | a7 o ufddes aaR el greeTr IRe AT AIH T

HIUCUSER! THE & |

Set 3 Questions
1. What is realization concept of accounting? (Same as Set 2, Question 2)
2. Write about the accrual basis of accounting.

e English: Accrual basis of accounting is a method where revenues and expenses are
recorded when they are earned or incurred, regardless of when the cash is actually

received or paid.

« Nepali: MEHTAT 3TUR (Accrual Basis) Halehl of@l IRS J&ar fafer gy saar
TFETAT a7 @I HATRT AIAT o HTHIE AQes, 791 olelcsd HT Uil aT AHT
gfelr |

3. What are the objectives of internal control of a business?

¢ English: The objectives are to safeguard assets, ensure the accuracy and reliability of

accounting data, and promote operational efficiency.

o Nepali: 3TecdRe AAAUHRT 3egeag® FFafrep! FI&T 1], @ qLATSHeh!
YT T faaw-adr AR ] I PIGETdr a3 g |

4. Define the meaning of current liabilities.

e English: Current liabilities are a company's short-term financial obligations that are
expected to be settled within one year or one operating cycle.

 Nepali: dTef arffica (Current Liabilities) $Teiehl STGETIR! cITdl FOT T Glidcd &l
ST Ueh @y a1 Teh F>dlelel Tsh 0 Yeobell TIRAFAIS |

5. What is treasury stock?




e English: Treasury stock is the portion of shares that a company keeps in its own treasury,
usually bought back from the open market.

. Nepali:ax_ﬂff Th (Treasury Stock)ﬁqﬁaff FFTeTel A WEE ToIREC foRar
foheiT 3T Gehdle el AT & |

Unit 1: Introduction

Define Financial Accounting. Explain its objectives and functions.

Financial Accounting is a specialized branch of accounting that focuses on the systematic
recording, summarizing, and reporting of an organization’s financial transactions. Its primary
purpose is to provide an accurate and fair view of the company's financial performance (profit
or loss) and financial position (assets, liabilities, and equity) over a specific period. This
information is primarily intended for external users, such as investors, creditors, regulators, and
tax authorities, but is also used by internal management. The final reports, known as financial
statements, are prepared according to standardized guidelines like Generally Accepted
Accounting Principles (GAAP) or International Financial Reporting Standards (IFRS) to ensure
consistency, comparability, and reliability. fafr @@t (Financial Accounting) a@TeheIeh! <ar faferse
ATET 1 ST Fol HEUTH FAT FRIAREEATS AU SaTel IS e, AR TR 1A, T wfcrdeet
T e B ITET| TR HEY 3T HEUTR! TaNT Jediel (AT ar sArerare) T faci sraean
(FFAfd, SoarY, TUT Goft) T FEY Td fcueT qed TEdd 3T 811 A STelhRl HEITIT STed
ARG (STECt SMettehell, FOTETAT, farae e, Tored Hrafier) 1 Sl geo, TR IR
SIIEAIAS Ufal JHH T S| Afedd dfddeaAg®as aard fdavor (Financial Statements) Hfa=,
Sl WATICAT TR ol@ichel ffetled (GAAP) T 3ecRifted fadi gfddest Al (IFRS) THR AR
Tes e Jelaraeg T faRaae iy &g

Objectives of Financial Accounting
The main objectives of financial accounting are as follows:

1. Systematic Record Keeping: To maintain a complete, systematic, and chronological
record of all financial transactions (e.g., sales, purchases, payments, receipts) in the
books of original entry and ledgers.




Determination of Profit or Loss: To ascertain the net result of business operations
during an accounting period by preparing a Profit and Loss Account (or Income
Statement). This shows whether the business has earned a profit or incurred a loss.

Determination of Financial Position: To present a clear picture of the business’s financial
health at the end of a period by preparing a Balance Sheet (or Statement of Financial
Position). This statement shows what the business owns (assets) and owes (liabilities),
along with the owners’ equity.

Providing Information to Stakeholders: To provide relevant, reliable, and timely financial
information to various external and internal users for decision-making, such as investing,
lending, taxation, and regulation.

Ensuring Accountability and Stewardship: To act as a tool for management to report
(provide an account of) how effectively they have used the resources entrusted to them
by owners and other stakeholders.

Functions of Financial Accounting

The functions are the practical activities performed to achieve the above objectives:

1.

Recording (Bookkeeping): The primary function is to record every financial transaction
in a systematic manner using the double-entry system. This includes journalizing
transactions and posting them to ledger accounts.

Classifying: To group all similar transactions together. For example, all sales transactions
are grouped in a "Sales Account," all rent expenses in a "Rent Account.” This is done in
the ledger.

Summarizing: To condense and summarize the classified data into a more
understandable and useful form. This involves preparing a Trial Balance to check
arithmetic accuracy, followed by the final accounts: Trading Account, Profit & Loss
Account, and Balance Sheet.

Analyzing: To establish relationships between the items in the financial statements. This
is done using ratio analysis, trend analysis, and cash flow analysis to interpret the
meaning of raw figures. For example, calculating the current ratio to assess liquidity.

Interpreting: To explain the significance and meaning of the analyzed data. It involves
drawing conclusions and making explanations, such as "Profits fell by 20% due to rising
material costs and decreased sales volume."




Differentiate between Book-keeping and Accounting.
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—

Basis of Difference

Definition

—
.

Book-keeping

It is the systematic process of recording all
financial transactions in the books of original
entry (journal) and ledgers.

Accounting

It is a broader process that includes classifying,
summarizing, analyzing, interpreting, and
communicating financial information.

The primary objective is to maintain a complete

The objective is to ascertain the financial position

2. @ Objective and accurate chronological record of every (Balance Sheet), profitability (Profit & Loss), and
transaction. provide useful information for decision-making.
3 q s Narrower. It is limited to the recording and Wider. It includes book-keeping plus summarizing,
* cope classifying phase. analysis, interpretation, and reporting.
Routine and clerical. It involves repetitive, Analytical and non-routine. It involves judgment,
4. O Nature of Work day-to-day tasks. estimates, and strategic thinking.
[ ] Usually performed by a book-keeper Performed by an accountant (senior staff
5. . Who Performs It (junior staff). or professional).
6 @ Skills Required Basic knowledge of debits, credits, and ledgers. In-depth knowledge of accounting principles
* L Requires accuracy and attention to routine detail. (GAAP/IFRS), standards, taxation, auditing, and
financial analysis.
Q> e 2 Does not involve direct decision-making. Directly aids management and external parties in
7. F ¥ 3 Decision-making Role It only provides raw data (the "input"). making economic decisions by providing
. interpreted data (the "output"”).
8 AN . Does not prepare financial statements. The end Prepares final financial statements: Trading
-l Financial Statements product of book-keeping is the Trial Balance. Account, Profit & Loss Account, Balance Sheet,

and Cash Flow Statement.

Analysis & Interpretation

¢

No analysis or interpretation is done.

Analysis (ratio analysis, trend analysis) and
interpretation are core functions.

10. R subsidiary Books

Involves maintenance of subsidiary books like
Cash Book, Purchase Book, Sales Book, etc.

Uses the data from these books but does not
maintain them directly.

Discuss the users of accounting information and their specific needs.

Accounting information is used by different individuals and organizations for decision-making.

These users can be divided into internal users and external users.




1. Internal Users
a) Management

Managers use accounting information for planning, controlling, and decision-making. They need
information about profit, cost, sales, budget, and performance to operate the business
efficiently.

Specific Needs:

¢ Planning future activities

¢ Controlling business operations

e Preparing budgets

¢ Making investment and pricing decisions
b) Employees

Employees are interested in the financial stability and profitability of the business because it
affects their salary, bonus, job security, and promotion.

Specific Needs:
¢ Salary and incentives
e Job security
e Retirement benefits

¢ Growth opportunities

2. External Users
a) Investors / Shareholders

Investors use accounting information to evaluate the profitability and financial position of the
business before investing.

Specific Needs:
e Profitability of the company
e Return on investment

« Dividend information




e Financial strength and future growth
b) Creditors and Lenders

Banks and other lenders analyze accounting reports to determine whether the business can
repay loans and interest on time.

Specific Needs:

Liquidity position

Creditworthiness

Ability to repay debt

Financial stability
c) Suppliers
Suppliers want to know whether the business can pay for goods purchased on credit.
Specific Needs:
e Short-term solvency
e Payment capability
e Business continuity
d) Customers

Customers are interested in the company's long-term survival, especially when they depend on
its products or services.

Specific Needs:
e Continuity of supply
e Product quality and reliability

e Long-term stability




Explain the scope and limitations of financial accounting.
Introduction

Financial accounting is the branch of accounting that records, classifies, summarizes, and
reports financial transactions of a business. It helps users understand the financial position and
performance of the organization through financial statements.

Scope of Financial Accounting

The scope of financial accounting is broad because it covers various activities related to
recording and reporting financial information.

1. Recording Financial Transactions
Financial accounting records all business transactions systematically in journals and ledgers.

Example: Purchase, sales, payment, and receipts are recorded properly.

2. Classifying Transactions

Transactions are classified into different accounts such as assets, liabilities, capital, income, and
expenses.

Purpose: Helps in easy understanding and analysis of accounts.

3. Summarizing Financial Data

Financial accounting summarizes accounting data through preparation of:
e Trial Balance
e Trading Account
e Profit and Loss Account

e Balance Sheet




4. Preparing Financial Statements

It prepares financial statements to show the financial performance and financial position of the
business.

Main Statements:
e Income Statement
e Balance Sheet

e Cash Flow Statement

5. Determining Profit or Loss

Financial accounting helps determine whether the business earned profit or suffered loss during
a particular period.

Limitations of Financial Accounting
Despite its importance, financial accounting has several limitations.
1. Historical Nature

Financial accounting records only past transactions and does not provide future predictions.

2. Ignores Non-Monetary Items

Iltems that cannot be expressed in money, such as employee efficiency, customer satisfaction,
and goodwill, are not recorded properly.

3. Based on Accounting Principles

Financial statements are prepared using accounting conventions and estimates, which may not
always show the true picture.

4. Possibility of Manipulation




Management may manipulate accounting figures through window dressing to show better
financial performance.

5. Does Not Consider Inflation

Financial accounting records transactions at historical cost and ignores changes in price level or
inflation.

Financial accounting is essential for recording and reporting financial information and helps
various users in decision-making. However, it also has limitations such as historical nature,
ignoring non-monetary factors, and possibility of manipulation. Therefore, financial accounting
should be used together with other accounting tools for effective business decisions.

5. What is the role of an Accountant in a modern business organization?

In a modern business organization, the role of an accountant has evolved far beyond traditional
bookkeeping and tax compliance. Today, an accountant acts as a strategic business partner. The
key roles include:

1. Recording and Classifying Transactions (Bookkeeping): The foundational role is to
systematically record all financial transactions (sales, purchases, payments, receipts) in
the books of accounts and classify them into ledgers.

2. Preparation of Financial Statements: Accountants prepare periodic financial statements
(Income Statement, Balance Sheet, Cash Flow Statement) to provide a true and fair view
of the company’s financial position and performance to external stakeholders (investors,
creditors, regulators).

3. Decision Support and Management Reporting: Modern accountants provide real-time,
actionable reports (e.g., variance analysis, sales trends, cost breakdowns) to
management for planning, budgeting, and strategic decisions.

4. Compliance and Regulatory Adherence: They ensure the organization complies with tax
laws (income tax, GST/VAT), company law, accounting standards (e.g., IFRS, GAAP), and
other statutory requirements, thereby avoiding legal penalties.

5. Internal Control and Risk Management: Accountants design and monitor internal
control systems to prevent fraud, errors, and asset misappropriation. They also identify
financial risks (liquidity, credit, market) and suggest mitigation strategies.




6. Performance Measurement and Analysis: Through tools like ratio analysis, trend
analysis, and key performance indicators (KPls), they evaluate profitability, efficiency,
liguidity, and solvency.

7. Strategic Planning and Forecasting: They contribute to long-term strategy by preparing
financial models, forecasting future cash flows, analyzing capital investment proposals
(e.g., NPV, IRR), and supporting mergers or acquisitions.

8. Technology and Systems Management: Modern accountants manage or work with
Enterprise Resource Planning (ERP) systems, cloud accounting software, and data
analytics tools to automate processes and generate insights.

9. Ethical Stewardship: As guardians of financial integrity, they ensure transparency,
objectivity, and ethical handling of financial information.

Thus, the modern accountant is no longer a “number cruncher” but a value creator, advisor,
and decision enabler.

6. Briefly explain the qualitative characteristics of accounting information.

Qualitative characteristics are the attributes that make accounting information useful to users
for decision-making. According to the Conceptual Framework (e.g., IFRS), they are divided
into fundamental and enhancing characteristics.

A. Fundamental Qualitative Characteristics (Essential)
1. Relevance: Information must be capable of making a difference in user decisions. It has:
o Predictive value (helps forecast future outcomes)
o Confirmatory value (confirms or corrects past evaluations)
o Materiality — if omitting or misstating it could influence decisions.

2. Faithful Representation: Information must faithfully represent the economic
phenomena it claims to represent. This requires:

o Completeness (all necessary information included)
o Neutrality (free from bias)
o Free from error (no inaccuracies or omissions).

B. Enhancing Qualitative Characteristics (Increase usefulness)




1. Comparability: Users can compare information across different companies (inter-
company) or same company over time (intra-company). Consistency in applying

accounting methods helps comparability.

2. Verifiability: Different knowledgeable and independent observers can reach consensus
that the information is faithfully represented (e.g., audited financial statements).

3. Timeliness: Information is available to decision-makers in time to influence their

decisions. Old information loses relevance.

4. Understandability: Information should be clearly presented and classified, with the
assumption that users have a reasonable knowledge of business and economics.

Constraint: The cost-benefit constraint ensures that the benefit of providing information should

outweigh the cost of producing it.

7. Explain the relationship between financial accounting and cost accounting.

Financial accounting and cost accounting are two branches of accounting that complement each

other, though they serve different purposes.

Aspect

Primary users

Objective

Time
orientation

Reporting
frequency

Legal
requirement

Financial Accounting

External (investors, creditors, tax
authorities)

Provide a true and fair view of overall
profitability and financial position

Historical (records past transactions)

Periodic (quarterly, annually)

Mandatory for most companies (by
law/GAAP)

Cost Accounting

Internal (management, department

Determine product/service cost, cof
costs, aid in pricing and efficiency

Both historical and future (budgetin
standard costing)

Continuous (daily, weekly, monthly 1

Voluntary (internal use only)

heac

trol

epor




Aspect Financial Accounting Cost Accounting

Focus Entire organization as a whole Products, processes, departments, j
Valuation Uses historical cost Uses standard, marginal, or actual c
Relationship:

1. Source of Data: Cost accounting uses basic transaction data (e.g., raw material
purchases, wages) that financial accounting also records. Both systems can be
integrated.

2. Inventory Valuation: Financial accounting relies on cost accounting to provide the cost
of goods sold (COGS) and closing inventory values (e.g., using FIFO, LIFO, or weighted
average) for the balance sheet and income statement.

3. Cost Classification: Cost accounting classifies costs into direct/indirect, fixed/variable,
product/period. Financial accounting uses this classification to present expenses
correctly.

4. Profit Reporting: Financial accounting reports total profit of the firm. Cost accounting
provides cost data that helps explain why profit increased or decreased (e.g., due to
higher material cost or inefficiency).

5. Decision Support for Financial Outcomes: Cost accounting helps management reduce
waste and improve efficiency, which directly improves the final net profit reported by
financial accounting.

In essence, cost accounting supplies detailed cost information, while financial accounting
presents the summarized overall results. Many organizations use an integrated accounting
system where both are merged.

8. What do you mean by Accounting Information System (AlS)?

An Accounting Information System (AIS) is a structured system that collects, records, stores,
processes, retrieves, and reports financial and accounting data for use by decision-makers. It
combines traditional accounting principles with modern information technology.

Key Components of an AlS (often described as “people, processes, data, software,
infrastructure”):

obs

DSt




People: Users include accountants, managers, auditors, analysts, and even external
stakeholders who interact with the system.

Procedures and Instructions: Both manual and automated methods for collecting,
processing, and reporting data (e.g., how to record a sale, approve a purchase order).

Data: The financial transactions (sales, purchases, receipts, payments) stored in
databases — the core of AlS.

Software: Accounting software (e.g., QuickBooks, Tally, SAP FICO, Oracle Financials) that
processes transactions and generates reports.

Information Technology Infrastructure: Hardware (servers, computers, scanners),
networks (LAN, cloud), and security systems (firewalls, encryption).

Functions of an AlS:

Transaction processing: Records daily operations (sales, purchases, payroll).

General Ledger & Financial Reporting: Automatically posts journal entries and produces
trial balance, income statement, balance sheet.

Management reporting: Produces budgets, variance reports, cash flow forecasts.

Internal controls: Enforces approval hierarchies, audit trails, access controls to prevent
fraud.

Compliance: Helps generate tax returns and statutory filings.

Example:

When a company makes a credit sale, the AlS simultaneously:

Records the sale in the sales journal
Updates accounts receivable
Adjusts inventory levels

Posts to the general ledger

Creates an invoice for the customer.

Importance:

AlS improves accuracy, speed, security, and decision-making. Modern AIS are often part of

an ERP system that integrates accounting with HR, supply chain, and CRM.




9. Short Note: Ethics in Accounting.

Ethics in accounting refers to the system of moral principles and professional standards that

guide accountants’ conduct in recording, analyzing, and reporting financial information. It is the

foundation of trust in the accounting profession.

Core Ethical Principles (based on codes like IFAC, AICPA, ICAIl):

1.

Integrity: Being honest and straightforward; not being associated with false or
misleading information.

Objectivity: Not allowing bias, conflict of interest, or undue influence of others to
override professional judgment.

Professional Competence and Due Care: Maintaining knowledge and skills at the
required level; acting diligently in accordance with applicable technical and professional
standards.

Confidentiality: Refraining from disclosing client or employer information unless legally
obligated or permitted.

Professional Behavior: Complying with relevant laws and regulations; avoiding actions
that discredit the profession.

Importance of Ethics:

Public Trust: Investors, creditors, and the public rely on financial statements. Unethical
accounting (e.g., Enron, Satyam) erodes capital market confidence.

Legal Compliance: Laws like Sarbanes-Oxley Act (SOX) impose penalties for fraudulent
accounting.

Quality of Decisions: Ethical accounting ensures relevant and faithful representation,
leading to better decisions.

Professional Reputation: Ethical conduct protects the reputation of both the individual
and the profession.

Common Ethical Dilemmas:

Pressure to manipulate earnings to meet targets
Conflict of interest (e.g., auditing a client where the auditor owns shares)

Reporting a superior’s fraudulent act (whistleblowing)




Professional Safeguards:
e Codes of ethics from professional bodies (e.g., AICPA Code, IESBA Code)
e Continuing professional education (CPE)
e Whistleblowing policies
e Independent audits and ethics committees

Conclusion: Ethics is not optional in accounting. It is mandatory for survival and credibility of
the profession.

10. Define accounting as an information system.

Definition:

Accounting as an information system means viewing accounting not merely as bookkeeping or
record-keeping, but as a structured system that identifies, measures, records, processes, and
communicates financial information to help users make informed economic decisions.

Formally, the American Accounting Association (AAA) defines accounting as:
“The process of identifying, measuring, and communicating economic information to permit
informed judgments and decisions by users of the information.”

Explanation of Accounting as an Information System:

An information system has inputs, processes, outputs, and feedback. Applied to accounting:

Information System ) .
Accounting Equivalent

Component
Inputs Economic events (transactions): sales, purchases, expenses, receipts, etc.
. Journalizing, classifying into ledgers, summarizing into trial balance, adjus
Processing .
closing
Financial statements (income statement, balance sheet, cash flow statem
Outputs

management reports, tax returns

ting,

ent),




Information System . .
Accounting Equivalent

Component
Storage Books of accounts, databases, ledgers

Internal controls, variance analysis, audits to correct errors and improve f
Feedback/Control

input

Key Characteristics of Accounting as an Information System:

1. User-Oriented: Designed to serve both internal users (managers) and external users
(investors, creditors, regulators) with relevant information.

2. Data vs. Information: Raw transaction data is converted into meaningful, summarized,
and analyzed information.

3. Quantitative & Monetary: Primarily deals with transactions measurable in monetary
terms.

4. Historical & Predictive: Records past but also provides budgets and forecasts.

5. System of Controls: Includes procedures to ensure accuracy, reliability, and security of
financial data.

Importance of this Perspective:

e Recognizes that accounting is a dynamic, integrated sub-system of the total
organization’s management information system (MIS).

¢ Highlights the role of technology (e.g., accounting software, databases) in capturing and
reporting.

¢ Emphasizes that the output is only as good as the input and process — hence the need for
internal controls.

Example: When a cash sale occurs — the cash register records the input, AIS processes it by
updating sales and cash accounts, and outputs a daily sales report. A manager uses that report
to decide whether to reorder inventory.

uture




Unit 2: Conceptual Framework of Accounting
1. What are Generally Accepted Accounting Principles (GAAP)? Explain their importance.

AGHAR ATIT: FliFd RGUTTEE (GAAP) HAH & g faareh Hgca sarEar e

Generally Accepted Accounting Principles (GAAP) are a common set of accounting rules, standards, and
procedures issued by professional accounting bodies. GAAP is a combination of authoritative standards
(set by policy boards) and the commonly accepted ways of recording and reporting accounting
information.

Importance of GAAP:

1. Consistency and Comparability: GAAP ensures that financial statements are consistent across
different periods for the same company and comparable across different companies. This allows
investors and creditors to analyze "apples to apples" .

2. Credibility and Trust: Following GAAP assures stakeholders that the financial information is
accurate and prepared with integrity, which helps in building trust in the capital markets.

3. Regulatory Compliance: In many jurisdictions (like the US with the SEC), public companies are
legally required to follow GAAP to remain listed on stock exchanges.

AWHAF FHAAT: FIFd RGUas® (GAAP) FEHREE [ fIaRoes aar et
TelelT ATejuel ATYEUS, fad T Iishaig®en! WAT A 811 AT A SSgeeann SRy
ARV ITETINT ATYCUS T FIAT IS Il WHAT FIAT Fdichd ARPIEwenl HATSTel
gl

GAAP &Y Hgcd:

1. FRURar T qaaTcHSAr: GAAP o FiAfRad o f fad faeores wae swwueir enfar
fafdesr srafgear ¥ Rffie Hrdeles < JoeT 7ot Aot So3o)| IHe efameiiehall
{ RUCIAEEATS TEl Joflell a1 Hegd IS |

2. Treawgar T sIT: GAAP FI UTeleTel TRIBRATATEERATS 3TRATd TAT3S o SATeThRT
HET O, THA Yol SISIRAT AT FATOT 97 Hegd 6o |

3. Flefell JHe[aTerer: O SRGEAT (ST ITARGH), ASIoteh HFETAEEen! ol GAAP UTelell
6] oot e & |




2. Explain the Matching Principle and Revenue Recognition Principle.
framer Rigurea T weorea aftasr Rguea sarear TR

English:
Both are fundamental accrual accounting principles.

1. Revenue Recognition Principle: This principle states that revenue should be recognized
(recorded) when it is earned, regardless of when cash is received. Revenue is considered earned
when the goods are delivered or the service is performed, and the company has a legal right to
collect the payment .

2. Matching Principle: This principle requires that expenses be recorded in the same accounting
period as the revenues they helped to generate. For example, if a company sells a product in
January, the cost of that product (COGS) and the sales commission must also be recorded in
January, even if the bills are paid later .

Nepali:

4 @' TR 39St (Accrual) SRR RGHTrde® gl

1. orea gfgaer Riqured: 70 fAced 3aR Aeed FASEHUTS (earned) AT Ihs
IS, YAT TIed $TH FHAIAT Bisol| Tied o HASeS o9 a&q T ddl Fald
W@Tﬁmmﬁmﬁmwwﬁmé e HgHDH! §o o |

2. freme Ry 79 AcUed HTaR TUEE ST Toed HHASA Hagd o], ol Tde®
T WA IATIHAT XS ]IS | SETEXTEHT AT, FAaHAT oAt fehr a1el, g
STl AGATAT TShIhT ST T AT IS Iues, TR off $[Fclelt 9fes A fobet
eI |

3. Discuss the Business Entity Concept and Going Concern Concept.
SHAHIAF FHIE HTURON T FSATTAITAT HGUROM (Going Concern) T Tl IT{E |

English:

1. Business Entity Concept: This concept states that the business is separate and distinct from its
owners. The personal assets and liabilities of the owner are not mixed with the business's assets
and liabilities. The business itself is treated as a "person" in accounting .

2. Going Concern Concept: This concept assumes that the business will continue to operate
indefinitely for the foreseeable future (usually the next 12 months). Consequently, assets are




recorded at their cost (not forced liquidation value), and liabilities are expected to be paid
through future operations .

Nepali:

1. SqAUIAF $HE HTURVT: I IAUROT IR FaHT T JHH! Alioleh g8 Beh T
gee forehrar getl HAfersheh Tl Tl T cagame! T U HIficeT | AGTheTen!
GSCAT cgadTy T3el gec "oafad” gl |

2. G ATATASIAT HTURYM (Going Concern): I8l HAleGS oh cIAATT HIASTAT (FedlAT
3l 92 AfRET) e FoaTeld | THel FFARgEe! Jiee foshr Fed (sh-317
FATe]) AT Hedihel e, 9 SelgEenl oIl HedH 1S NS |

4. Define Nepal Financial Reporting Standards (NFRS). Explain its importance in the Nepalese context.

aurer T wfddes ATagus (NFRs) aReT Tefei| A9Tel FeeetaT JwH Fgca sarEar
AR |
English:
Nepal Financial Reporting Standards (NFRS) are the accounting standards issued by the Accounting

Standards Board (ASB) of Nepal. They are based on and are largely converged with the International
Financial Reporting Standards (IFRS).

Importance in Nepalese Context:

1. Increased Transparency: A study on Nepalese commercial banks found that after the
implementation of NFRS, earnings management (manipulation of profits) significantly declined.
This indicates that NFRS has improved the quality of financial reporting in Nepal .

2. Global Comparability: As it aligns with IFRS, NFRS allows Nepalese companies to present their
financial statements in a language that international investors, banks, and partners understand,
facilitating foreign investment.

3. Regulation: NFRS is mandatory for specified entities (like commercial banks, insurance
companies, and large corporations) in Nepal, ensuring a standardized financial discipline .

Nepali:
At R 9fddesT AMEUS (NFRS) AUTaah! of@T HATIEUS TIATT (ASB) of STRT IR ol@idhed

AIEUS g A IeRIey fadhT ufddest Ameus (IFRs) AT 3MeTRd &
AUTell HgdHAT Agca:




1. FE IRGHRIAT: AUT aAT0IeT FdhgEAT TNTH U AT NFRS o] HUUTS
ECETA SHGEATIA (ATHT gII) Feoll=1d FIAT TChH GfSC TNHN S| Tl NFRS A

facia yicdesTehl URER FUR TRl WSS |

2. dfa® Fe=TcHFAT: NFRS, IFRS HeT THeihr gal, AUTel FFIAGEes HrcRifoe e
SHTeATehell, f:h T AHIGREEA o1 VAT faiy fderor y&dd I Hegd IO, STl

f3eel SR Tgsl T3]

3. 3rfaardar AureAr Afdse FEuRs (FEd S, i geur T g Fa#Egs) o gt

IATet 3TTAAT ATISUS &l |

5. Differentiate between Accounting Concepts and Accounting Conventions.

AGIFT HTUROT T AWl TR sl Bretar e

English:
Although both guide accountants, there are key differences :

Basis Accounting Concepts

Basic assumptions or conditions upon which the

Definition . L
science of accounting is based.
. Officially recorded and recognized by
Recording : )
law/accounting bodies.
Nature Self-evident, logical, and objective statements.
Business Entity Concept, Going Concern, Dual
Example
Aspect.
Nepali:

Accounting Conventions

Customs or traditions that guide the account
while preparing statements.

Generally accepted practices; not officially
recorded.

Customary procedures that evolve based on
general agreement.

Conservatism, Materiality, Consistency.

eI Godl AWHRERATS AFIGYET IS, TG Headdlgs oot ol :

~

ant




oI@Tehe] JTERUT (Concepts)

I3t fcuTeden! 3MUR gl A
MRS ATAEE el

A EHN FIAT S TRTH T FHlefelt

HlI AT 9red gruoil

diféheh T TEIT FUAEE ol -

TISE goose|

gagTAs SHS TR,
g>areleTeiierdr, S8R J&|

eIdTehe] UIFIT (Conventions)

Telel T RFRT g1 STl fIaR0T F13eT Hege|
TS|

& FHAT: TG A g, R RS
FIAT IS ITRTHT S'a?-l?-r: 7|

WEREIT TihAes S JHAIHA! faenfad
g

fehell, Hrs{ddT, T

6. Explain the Prudence (Conservatism) Concept with examples.

Hd$dl TR (Prudence Concept) 3GTEI0THTRd SATEAT ﬂﬂ?ﬁ:l

English:

The Prudence Concept (also known as Conservatism) states that when there is uncertainty, accountants

should choose the solution that does not overstate assets or income, and does not understate liabilities

or expenses. It encourages recording all possible losses but recognizing profits only when they are

actually realized.

Examples:

1.

Inventory Valuation: If inventory was bought

profit" from a future lawsuit win .

for 1,000butitscurrentmarketvaluefellto1,000butitscurrentmarketvaluefellto700, the prudent
approach is to record the inventory at 700(the lower value) to immediately recognize the loss.
The profit is not recorded at 700 (the lower value) to immediately recognize the loss. The profit is
not recorded at 1,500, even if the selling price is high until the sale actually happens.

Lawsuits: If a company is facing a potential lawsuit (expected loss), it should record the probable
loss immediately as a "provision." However, the same company cannot record an "expected




Nepali:

HdsdT JTURYM (Prudence) & 3+ & Si9 ifafRadaar 0. , IGThRel T FHATTT Aso]ae
STHel TFART aT 3Iels Sl @3¢, T gIfdcd al Wdells HeTW @3¢ | IqeT ITed
FAHURN AGI o] ITodl §of TFal "TeTals UrAfAsdr Geo|

3CTgIUT:

1. AISEIT AedAie: Tie HIHATT ¢ oo oH T ATRETRH A ¢ 00 oAb iU STRHA TG00 HT
S 31, JETUATA TR HeAshl HisTch! Hed Sboo IRY & (ST AR)| HIATT Toishr

AHTHFH AT GET3] 'g’u'afrrl

2. FeaT AIfAAT: IS HEAAATY Hegl T T ol HFATGAT S Hel, Al FFEATAT BT Jooc!
ogTohel fhdTeAT STBATS| R, el fSicel g4 FFATAT AThN Hod G@I3T I |

7. What is the Full Disclosure Principle? Why is it necessary?
qoF gfeaor Riguea & g @ fFa sraeds o2

English:

The Full Disclosure Principle requires that a company's financial statements and accompanying notes
provide all necessary, relevant, and material information to users (investors, creditors) to make informed
decisions. It does not mean releasing every internal memo, but it does require disclosing any fact
significant enough to affect the judgment of a reasonably prudent investor .

Why is it necessary?

1. Reduces Information Asymmetry: Without it, company management would know much more
than the owners/shareholders. Full disclosure levels the playing field.

2. Prevents Fraud: Mandatory disclosure of accounting policies, contingent liabilities, and lawsuits
prevents management from hiding bad news .

3. Informed Decision Making: It allows investors to see the "fine print," such as changes in
accounting methods, potential legal battles, or related party transactions, which impact future
cash flows.

Nepali:
got yshfedor fAgutea (Full Disclosure Principle) 31eT@R &heUaiienl fadiiar faaRor T a&eht

feoqolt (A1) of A 3TaRTw, A fHh T HEcAYUT STeThRI FAThAIghells 3T IRTSTIS |




TEHT Y ¥ Al Goall e 815, R HMeilenl A0S 3R a1t Fof uiey aegens
I3 goe |

qY fheT 3TaTF B?

1. AN Aedl FH TS IG A YU AHT T T@MAIhdT Heal O
SRR TES| Yo7 Feh{ehivTel gd T&Tells SRR T35 |

2. @R QFS: AWicheT A, FFAAT eTfcd T HEgedeh! iR Sileshrrel

SIEATIAATS TS HHATAR o[13eT UFS |

3. WAd fAUYe: oeTeihdlel "ATY 38R (fine print)" g UT3Ge], ST ol@iehe] AT
aRade a1 qFefad Heams|

8. Explain the Materiality Concept in accounting.
AGFTH! FANAAT HTUROM SATEAT e |

English:

The Materiality Concept states that financial reporting should focus on items that are significant enough
to influence the economic decisions of a user of the financial statements. Immaterial (trivial) items can
be handled in the most expedient way (e.g., expensed immediately) even if accounting rules technically
say they should be treated as an asset .

Key aspects:

e Size: Avoiding $100 can be material for a small shop, but it is immaterial for a multi-billion dollar
company.

¢ Nature: A small bribe of $50 is small in size but "material" in nature because it is illegal and must
be disclosed.

e Threshold: It acts as a "threshold" or filter. If an omission or misstatement cannot change the
user's decision, it is considered immaterial.

Nepali:

HES[AT FTUROT (Materiality Concept) 38R facar faaorer AR fFAoers 3aw et
TEEEAT AN Hied GITS| [ TEIET Fecdplel Bl (& T, Yo H FHAN), faeTerrs
Tifafee Tade o 9o 9fa AT @A IRT Aiheo |

T TR




o 3MMHR: WAl THelR! oIl . 20,000 HgcaqU] 0 R Qoll HFETAP! AT AT A0y
el

o UPMA:T. o P TH A Fell g1 TFS, T TR TS 3T HTH gaT AT "Feasqd”
g5 T 9ohe oIS |

« HAT (Threshold): a1 T3eT WhoeX g1l A Fol Faawr Afder a1 e Ear AU Bk
qé 9T, 4y a¥d 3fHerRd (Immaterial) &

9. Discuss the role of the Accounting Standards Board (ASB) of Nepal.
AqTTR! AWT ATYEUs FiATAH sfAwr =T TR

English:
The Accounting Standards Board (ASB) Nepal was formed by the Government of Nepal on July 8, 2002 .
Its primary role includes:

1. Setting NFRS: The main role is to formulate and issue accounting standards for the preparation
and presentation of financial statements in Nepal, known as NFRS (Nepal Financial Reporting
Standards) .

2. Convergence with IFRS: ASB Nepal is responsible for converging Nepalese standards with the
International Financial Reporting Standards (IFRS) to ensure global alignment .

3. Issuing Interpretations: The board issues interpretations to clarify how specific NFRS standards
should be applied in complex or industry-specific situations.

4. Regulation: It ensures that business entities in Nepal follow a standardized discipline, which
leads to uniformity and transparency in the financial market.

Nepali:
AYTAH! AWT AMIGUS AATA (Accounting Standards Board - ASB) &l 3G AUTel HIHRGIRT
SIS ¢, 003 AT ANTHT AL | THA! W HfABEE:

1. NFRS fa&Ton: aurer 7 AT {AaRor G a9 afar NFRS (@uter o ufadee
AYCUS) ST 1] THQ fHT 8l |

2. IFRS T AATAATT (Convergence): ASB & STell ATIGUSHTS ecRISeT HIIEGUS (IFRS) HaT
faeesteal da3 AT foeo |




3. =gredr 9Y 9 e IRTEATAEEAT NFRS HEL @I19] 1ot 3oet IR FTISCSAT A3

SITEITEE SIRT 55|

4. TAIHAT: THS AT TG Aeh HEATEHel HTAMAT T TRl @iehe] Gegfcl 3deirent

AR 5|

10. Distinguish between IFRS and NFRS.

IFRS T NFRS dfiereh! flieerar avgel

English:
The key difference is one of scope and jurisdiction:
Nepali:

IFRS (International Financial Reporting
Feature

Standards)

Issued by the IASB (International
Issuing Body Accounting Standards Board), based in

London.

\ . Used in over 140 countries globally. It

Jurisdiction . )

is a "global language" for business.
Relationship The parent/original standard.

Modifications

Generally principle-based with
minimal country-specific changes.

NFRS (Nepal Financial Reporting Standards)

Issued by the ASB Nepal (Accounting Standards
Board of Nepal) .

Specifically applicable to companies registered in
Nepal.

NFRS is essentially the Nepali version of IFRS. ASB
Nepal has fully converged NFRS with IFRS to
ensure consistency.

Tailored to the Nepalese legal and economic
environment but without compromising the core
principles of IFRS.




Unit 3: Accounting Process

1. Define the Accounting Cycle. Explain its various stages.
English:

The Accounting Cycle is the step-by-step process of recording, classifying, summarizing, and reporting
financial transactions of a business during an accounting period.

Stages of Accounting Cycle:
1. Identification of transactions
2. Recording in Journal
3. Posting into Ledger
4. Preparing Trial Balance
5. Passing Adjusting Entries
6. Preparing Adjusted Trial Balance
7. Preparing Financial Statements
8. Closing Entries
Conclusion:

The accounting cycle helps maintain systematic and accurate accounting records.

AT

Accounting Cycle 3faTehl oI@T AT cIaATIHT ’fIF FRITRAS HiAe FIAT g,
31foerE, Feffertor, IR aur gfddesT It gfshar grl

Accounting Cycle T TIUTE:
1. FHRITRA qigared
2. SeieAr 3fFerE Tt
3. AT qif¥es a1t
4. TS SATeled IR et
5. A yfafse ot




6. TANTST T sdTeled IR et
7. o AaRor aur e
8. WHYS wfafse aref
s
Accounting Cycle of STaTEUd T HET 1@l HHAE IRT Hegd TS|

2. What is a Trial Balance? Explain its objectives and the errors it cannot detect.
English:

A Trial Balance is a statement prepared to check the arithmetic accuracy of ledger accounts by
comparing total debit and credit balances.

Objectives:

1. To check mathematical accuracy.

2. To help prepare financial statements.

3. To detect posting errors.

4. To summarize ledger balances.
Errors it cannot detect:

1. Errors of omission

2. Errors of principle

3. Compensating errors

4. Complete omission of transactions

5. Wrong entry in correct accounts
Conclusion:

Trial Balance ensures arithmetical accuracy but cannot detect all types of accounting errors.
ATl

Trial Balance ¥l JoiX WidTe 3fde T hf3e T HT FHTH ST I JIR IR fIaIoT
gl




ELCAD

1. IMOTCHY Qetrdr S et

2. T RAavor aIR a1t FgdeT a6t

3. Qs I gam S

4. AR IR TR T et
Tl WS AHFA e

2. Remeaase=T e

4. FRER g7 TGAT FHT

. TET WIarAT Ioid & JfQuenr

(S,

ey

Trial Balance o 3/haTOTN Ul STrd ey o FS I Il M3l HerdeT |

3. Explain the importance of Subsidiary Books in a large business.
English:
Subsidiary Books are special books maintained to record similar types of transactions separately.
Importance:
1. Saves time and labor.
2. Helps division of work.
3. Reduces errors.
4. Makes recording systematic.
5. Facilitates quick reference.

6. Helps in internal control.




Conclusion:

Subsidiary books increase efficiency and accuracy in large businesses.

AYTell:

Subsidiary Books #Teiehl HATe JehRT HRISN Feergee A 71 MW AT Teahe® gl
Agea:

1. AT ¥ HH ddd @l

2. FF ST I A g

3. 3fC FA &

4. HafeYa AAIW IRT Acgd IS5

5. &l SRR 9Ied 3 Afhes|
6. AedReh HAI=TUT FferdT go|
sy

QT SGHIIAT Subsidiary Books of SRIETHAT T YT T35

4. Discuss the rules of Debit and Credit for different types of accounts.

English:

Type of Account Debit Rule Credit Rule

Personal Account Debit the receiver Credit the giver

Real Account Debit what comes in Credit what goes out
Nominal Account Debit expenses/losses Credit incomes/gains

Conclusion:

Debit and credit rules help record transactions correctly in accounting.

AYTAT:




grdre YR 3fee f@as *f3ec Fax

ITFaTd @ e T sfae et Hhfse

aredfas @rar T 3m3a sfae a1fgt aa shise

ATHATT @iaT  ga/aner 3o meemE/aTeT shise

fasay:

S T $ReH T oft S ST T aEaT el

5. What is an Adjusted Trial Balance? Why is it prepared?
English:
An Adjusted Trial Balance is a trial balance prepared after recording adjusting entries.
Reasons for Preparation:
1. Toinclude adjustments.
2. To ensure accuracy of accounts.
3. To prepare financial statements.
4. To show updated balances.
Conclusion:

Adjusted Trial Balance helps prepare correct financial statements.

AqrelT:

AT IS sATeled Helel A 9fafSe INGTS TIR IR g1l sareled &l
TR I FROT:

AT GATIA ey

=

N

. TRl el FiAfReEa aet
3. fodi Qe TR o=
. Jcurafas Alsard darse

IS




A
JHe e oM faavor qaR 9 Acgd TS|

6. Explain the purpose of Ledger Posting and Balancing.
English:
Ledger Posting:
It is the process of transferring journal entries into respective ledger accounts.
Purpose:
1. Classifies transactions account-wise.
2. Helps know account balances.
3. Assists in preparing Trial Balance.
Balancing:
Balancing means finding the difference between debit and credit sides of an account.
Purpose of Balancing:
1. Determines final account balance.
2. Helps prepare financial statements.
3. Shows financial position clearly.
Conclusion:

Posting and balancing are essential for systematic accounting.
ATl
Ledger Posting:

SeloldTe TFafeyd @A wfafse It quFl'l'é Ledger Posting A& |
ELCADH
1. HRITNATS TIABNTER Jeiepior e

2. @rareh AlSErd UTer 9i3a




3. Trial Balance IR e TgJT et
Balancing:

@rare 3f8e T Hfsea! e’ Ao IfHATAS Balancing HfA=o |
Balancing #I 3642T:

1. 3fean Alserd fFuRor ot

2. T RAaRor aIR a7 JgdheT It

3. i saear Toe q@Ea
s

Posting T Balancing SIAEUd oI@Iaheiah] ‘HS(‘d‘—I‘\U(I gfsear gl

7. Define Journal. Explain the importance of Narration in journal entries.
English:
A Journal is the book of original entry where business transactions are first recorded chronologically.
Importance of Narration:
1. Explains the nature of transaction.
2. Helps understand journal entries easily.
3. Provides clarity and reference.
4. Assists in auditing.
Conclusion:

Narration increases clarity and usefulness of journal entries.

AYTel:

Journal $1o¥eh! ETGHIHT HRISR Ffgell Yeoh fATIIFER 3ifdoa IR Her g&aeh gl
Narration Y HEca:

1. BRGNS Thid TS 5|




2. St gfafSe g1 Aol s3]
3. TUSEAT T Hogd Vel e
4. JQEOYETOTAT FEAT |
s
Narration o Sfefel YfafSears Tase T 3Rl T3]

8. Distinguish between Capital Expenditure and Revenue Expenditure.

English:

Basis Capital Expenditure Revenue Expenditure
Meaning Expenditure for long-term benefit Expenditure for day-to-day operations
Benefit Period More than one year Current accounting period
Nature Capital in nature Revenue in nature
Example Purchase of machinery Salary, rent

Aqrel:

YR Yelrera @ TSI &

ko) CTEhTellel STSTeRT T1faT ITNTHl @I &feleh HsaTeleThl T
oITeT 37af Uk ausear adr qre] JafaaeH

Shlad  Yeierd TSTEd GFaeel

3egtor AR @Re SEERIEl




Unit 4: Accrual Basis of Accounting

1. Differentiate between Cash Basis and Accrual Basis of Accounting.

English:
Basis Cash Basis Accrual Basis
Meani Transactions are recorded when cash is Transactions are recorded when earned
eaning . ) .
received or paid or incurred

Revenue ] .

. Recorded when cash is received Recorded when earned
Recognition
Expense . . :

Vé Recorded when cash is paid Recorded when incurred
Recognition
Accuracy Less accurate More accurate
Use Small businesses Large businesses and companies
Conclusion:

The accrual basis is more scientific and reliable than the cash basis.

ATl

3R TG IMUR St TR

- FA9TE GToc aT Sl gal RIS e FHT3ET a1 T gar ™
I T NS

e ofaTe e gal ITFCTT FHATIET

HeareT

Td ATIAT o916 fdar T HUHT dell

R[EErdT hH Y EE IR

geT el SIaag ol SATHT TAT FHFTaA]

ey




37ToTd 3TUR #7916, MRSl 961 e T [gaa Affaes|

2. Why are Adjusting Entries necessary under the accrual basis?

English:

Adjusting Entries are necessary to record revenues earned and expenses incurred in the correct

accounting period under the accrual basis.

Reasons:
1. To match revenue with related expenses.
2. To show accurate profit or loss.
3. To update asset and liability balances.
4. To prepare correct financial statements.
5. To follow accrual accounting principles.
Conclusion:

Adjusting entries ensure accuracy and fairness in financial reporting.

AT

3T IMURAT TET AR 3Tl T T IHAG T4 Adjusting Entries RIS gooed|

FRUTEE:
1. e ¥ Gdieud @9 Ao
2. TE AR IT °IET W3
3. WFYT dUT ER¥icd JeAraitie e
4. & o fQavor R Iy
5. 3ifold 3MUReRT FAcUTed dTefell et
s

Adjusting Entries of fadhr fIawures Tdr T fasueT sa3a|




3. Explain the concept of Accrued Revenue and Unearned Revenue.

English:

Accrued Revenue:

Revenue that has been earned but not yet received in cash is called accrued revenue.
Example:

Interest earned but not yet received.

Unearned Revenue:

Revenue received in advance before providing goods or services is called unearned revenue.
Example:

Advance rent received from tenant.

Conclusion:

Accrued revenue increases income, whereas unearned revenue creates liability.
Accrued Revenue:

191G Tt AT Ui HATSHRS! PGS Accrued Revenue Hidea |
3aTeUT:

9T gl ST saTe|

Unearned Revenue:

g a1 Gar AleS afgel Wi TRTH HFEEATS Unearned Revenue Hiole |
3cTeuT.

ERETST A red gl

fasay:

Accrued Revenue o 3G J&I38 e Unearned Revenue &IfAcd ATlA=o |

4. Discuss Prepaid Expenses and Outstanding Expenses with their accounting treatment.




English:
Prepaid Expenses:
Expenses paid in advance for future periods are called prepaid expenses.
Example:
Insurance paid for next year.
Accounting Treatment:
e Deduct from expense account
e Show as current asset in Balance Sheet
Outstanding Expenses:
Expenses incurred but not yet paid are called outstanding expenses.
Example:
Unpaid salary at year-end.
Accounting Treatment:
e Add to expense account
e Show as current liability in Balance Sheet
Conclusion:

Both adjustments are necessary for accurate profit measurement.
Aqrel:
Prepaid Expenses:
ygiasTepr rafder onfar afger fARuar @IS Prepaid Expenses A= |
3cTeUT:
3ol ST AT THA IR o]l
AW IUEK:
o TJ HANE HTEeS
 Balance Sheet AT dTe] TR FIAT CWBS

Outstanding Expenses:




TP R faaT S1hr @IS Outstanding Expenses s |
3cTeuT.

aY IecaaFA FAfel dore |

9T 3UER:

o WY WA U

« Balance Sheet &T TTe] ETAcashl TUAT CTZ-

IGACD P

q gd gATISITS HEY ATGI fAEROT 9o Fega e

5. Explain the importance of the Periodicity Concept in the accrual basis of accounting.
English:

The Periodicity Concept states that business activities should be divided into specific accounting periods
for reporting purposes.

Importance:
1. Helps determine periodic profit or loss.
2. Facilitates preparation of financial statements.
3. Assists comparison between accounting periods.
4. Supports accrual accounting adjustments.
5. Improves decision-making.

Conclusion:

The periodicity concept ensures timely and systematic financial reporting.
ATl

Periodicity Concept ]8R cHTHIIDT ?rf?rfafﬁarré AfRaa or@r afasdr e NI gfadeT
TS|

Agca:




1. 3afeeTd 1% ar grer R 76T Aegd TS|
2. fodi faavor IR 91t HedheT 5|
3. Raferet safdea gt 91 FfSel gool
4. AT MUREH HHARSTTS FAIF 5|
5. fAvT ufsharar agdier 5|
s
TH IAUROTl GAIH ¥ Fafeyd fada ufddes dar a1+ #ged 15|

6. How does the accrual basis provide a more accurate picture of profit?

English:

The accrual basis records revenues when earned and expenses when incurred, regardless of cash

movement.

How it provides accurate profit:

1. Matches revenues with related expenses.

2. Includes outstanding and prepaid items.

3. Avoids misleading cash-based results.

4. Reflects actual business performance.

5. Provides reliable financial information.
Conclusion:

The accrual basis gives a true and fair view of business profit and financial position.

AYTel:

ST MR SHTGaHT IMURAT A0S HFET HATID I T HUR TAIAT ARG TS|

HEY SITHT SW3A ARSI
1. 3T T gHefeud @ Rass|
2. ST qAT FAH AEE FHAL T |




3. o916 3MYUREI HAYOT Al FeE3o|

4. IIEAAS IIAIRAF Y WS |
5. faegwaa o SRy gera S|
IGACA R

3T HTURl SIIHTIR drEdideh «IhT JUT AT 36EAT SEsa|

10. Short Note: Temporary vs. Permanent Accounts

English:

Basis Temporary Accounts Permanent Accounts

Meaning Accounts closed at the end of accounting Accounts carried forward to next accounting
period period

Purpose Measure periodic income and expenses Show continuous financial position

Closing Closed through closing entries Not closed at year-end

Examples Revenue, Expense, Drawing accounts Assets, Liabilities, Capital accounts

Temporary Accounts:

Temporary accounts are accounts used to record revenues, expenses, gains, and losses for a specific
accounting period. Their balances are transferred to the capital account at the end of the year.

Example:
Salary Expense, Sales Revenue.
Permanent Accounts:

Permanent accounts are accounts whose balances continue from one accounting period to another. They
appear in the Balance Sheet.

Example:
Cash Account, Building Account, Capital Account.
Conclusion:

Temporary accounts help determine profit or loss, while permanent accounts show the financial position
of the business.




Unit 5: Accounting for Inventories and Cost of Goods Sold

Answers already listed in Chapter 5 theory

Unit 6: Accounting for Cash and Internal Control — 5 marks

1. Define Internal Control. Discuss its basic principles.
English:

Internal Control is a system of policies and procedures adopted by a business to safeguard assets, ensure
the accuracy of accounting records, and prevent fraud and errors.

Basic Principles of Internal Control:
1. Division of duties
2. Proper authorization
3. Proper documentation
4. Physical control over assets
5. Independent verification
6. Rotation of duties
7. Proper supervision
Conclusion:

Internal control helps improve efficiency and reliability in business operations.
AqrelT:

Internal Control $Toiehl TFITT {RHT,@I'@T et %Eﬁl?—lT FIIH JAT O1E@T T aﬁ' et
SITHIA A3 i dAT YRR JoTrelr 8l

Internal Control T 31'[%@' ﬁ?\}ﬂm:
1. & fasrse
2. 3Rd wpfa
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s
Internal Control of SITHTIH! HIIGTHAT I fITEAIAT T3S |

2. What is a Bank Reconciliation Statement (BRS)? Why is it prepared?
English:

A Bank Reconciliation Statement (BRS) is a statement prepared to reconcile the balance shown in the
Cash Book with the balance shown in the Bank Statement.

Reasons for Preparation:
1. To identify differences between bank and cash records.
2. To detect errors and omissions.
3. To know the correct bank balance.
4. To prevent fraud.
5. To ensure the accuracy of accounting records.
Conclusion:

BRS helps maintain accurate cash and bank records.
AqrelT:

Bank Reconciliation Statement (BRS) a1l Cash Book ¥ Bank Statement HT ¢RITah! Aisera Aasa
IR IR faaor gl

TIR Ief FRT:
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3. Discuss the importance of internal control over cash receipts and payments.
English:

Internal control over cash receipts and payments is important because cash is the most liquid and easily
misused asset.

Importance:

1. Prevents fraud and embezzlement.

2. Ensures proper recording of cash transactions.

3. Protects cash assets.

4. Helps maintain accurate financial records.

5. Improves operational efficiency.

6. Increases reliability of financial statements.
Conclusion:

Strong internal control over cash ensures financial safety and accuracy.
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4. Explain the "Petty Cash System" and the "Imprest System."
English:
Petty Cash System:

The petty cash system is used to handle small day-to-day expenses such as postage, tea expenses, and
stationery.

Example:

Payment for local transportation.

Imprest System:

Under the imprest system, a fixed amount is given to the petty cashier, and reimbursement is made
equal to the amount spent.

Example:
If petty cash fund is Rs. 5,000 and Rs. 3,000 is spent, Rs. 3,000 is reimbursed.
Conclusion:

These systems help control small cash expenses effectively.
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5. What are the causes of differences between the Cash Book and Bank Statement?
English:
Causes:
1. Cheques issued but not yet presented.
2. Cheques deposited but not yet collected.
3. Bank charges not recorded in Cash Book.
4. Interest credited by bank.
5. Direct deposits by customers.
6. Errors in Cash Book or Bank Statement.
7. Dishonoured cheques.
Conclusion:

Timing differences and recording errors mainly cause differences between Cash Book and Bank
Statement.
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6. Define Cash Equivalents.
English:

Cash Equivalents are short-term, highly liquid investments that can easily be converted into known
amounts of cash with very low risk.

Examples:

1. Treasury bills

2. Commercial papers

3. Short-term deposits
Features:

1. Highly liquid

2. Short maturity period

3. Low risk of value change
Conclusion:

Cash equivalents help maintain liquidity in business operations.
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7. Explain the limitations of internal control systems.

English:

Limitations of Internal Control:

1. Human error may occur.

2. Collusion among employees may defeat controls.

3. Cost of control may exceed benefits.

4. Management override is possible.

5. Inefficiency due to excessive procedures.

6. Difficult to control unusual transactions.
Conclusion:

Internal control reduces risks but cannot completely eliminate fraud and errors.
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8. What is a voucher system? Explain its importance.
English:

A Voucher System is a system in which every payment transaction is supported by written evidence
called a voucher.

Importance:
1. Provides proof of transactions.
2. Prevents unauthorized payments.
3. Helps maintain accurate records.
4. Facilitates auditing.
5. Reduces chances of fraud.
6. Improves accountability.
Conclusion:

The voucher system strengthens financial control and accounting accuracy.




Unit 7: Accounting for Receivables

1. Define Accounts Receivable and Notes Receivable.

English:

Accounts Receivable:

Accounts Receivable are amounts due from customers arising from credit sales of goods or services.
Example:

Goods are sold on credit to customers.

Notes Receivable:

Notes Receivable are written promises from debtors to pay a specific amount on a certain future date.
Example:

A promissory note received from a customer.

Conclusion:

Accounts receivable arise from normal credit sales, whereas notes receivable are supported by formal
written agreements.

AT

Accounts Receivable:

3URY fashiaTe amgehaTe STed gl dihT THAATS Accounts Receivable $fde |
3aTeUT:

Agehells SURTAT ATATT foshr 9747 |

Notes Receivable:

AfRaa e wfosgar Ot fAf@a 9faaa=Tes Notes Receivable Heiea |
3cTeuT:

ATgehdlc UTCd Promissory Note|




IGACD P

Accounts Receivable ITHATTT 3URT HRITREE 3cled grt& 9T Notes Receivable faf@a gfazraT
3meniRa g ol

2. Explain the Allowance Method vs. the Direct Write-off Method for bad debts.

English:

Basis Allowance Method Direct Write-off Method

Meaning Estimates bad debts in advance Records bad debts only when identified
Matching Principle Followed Not followed

Accuracy More accurate Less accurate

Timing Expense recognized earlier Expense recognized later

Suitability Large businesses Small businesses

Conclusion:

The allowance method is more scientific and follows accrual accounting principles.
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3. How is the "Provision for Doubtful Debts" calculated using the Aging Schedule?
English:

The Aging Schedule method classifies accounts receivable according to the length of time outstanding
and estimates bad debts based on different percentages.

Steps:
1. Classify receivables by age.
2. Apply estimated uncollectible percentage.
3. Calculate expected bad debts.
4. Total estimated amount becomes provision for doubtful debts.
Example:
Older debts are considered more risky than recent debts.
Conclusion:

The aging schedule provides a realistic estimate of doubtful debts.
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4. Explain the "Percentage of Sales" method for estimating bad debts.
English:

Under the Percentage of Sales method, bad debt expense is estimated as a fixed percentage of credit
sales.

Advantages:
1. Simple to calculate.
2. Follows matching principle.
3. Helps estimate expected losses.
Example:
If credit sales are Rs. 100,000 and estimated bad debts are 2%, bad debt expense = Rs. 2,000.
Conclusion:

This method estimates bad debts based on sales performance.
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5. What is "Factoring" or "Pledging" of accounts receivable?

English:

Factoring:

Factoring means selling accounts receivable to a finance company for immediate cash.
Purpose:

To improve liquidity and collect cash quickly.

Pledging:

Pledging means using accounts receivable as security for a loan.
Purpose:

To obtain short-term finance.

Conclusion:

Both methods help businesses obtain cash using receivables.
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6. Discuss the accounting treatment for the "Dishonor of a Bill."
English:
Dishonor of a bill occurs when the acceptor fails to pay the bill amount on the due date.
Accounting Treatment:
1. The bill receivable account is cancelled.
2. Debtor’s account is debited again.
3. Noting charges paid are added to the debtor’s account.
Conclusion:

Dishonor restores the debtor’s liability and records additional charges.
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7. Explain the components of a Promissory Note.

English:

A Promissory Note is a written promise by one party to pay a certain amount to another party on a

specified future date.
Components:

1. Date of issue

2. Name of maker

3. Name of payee




4. Amount payable

5. Due date

6. Promise to pay

7. Signature of maker

8. Stamp as required by law
Conclusion:

A promissory note is a legal financial instrument containing clear payment terms.
Aqrelt:
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Unit 8: Accounting for Current Liabilities and Contingencies

1. Define Current Liabilities. Give examples.

Current Liabilities are short-term obligations that are payable within one accounting year or operating
cycle.

Examples:

1. Accounts Payable

2. Short-term Notes Payable

3. Outstanding Expenses

4. Bank Overdraft

5. Unearned Revenue

6. Taxes Payable
Conclusion:

Current liabilities represent short-term financial obligations of a business.

2. What are Contingent Liabilities? How are they disclosed in financial statements?

Contingent Liabilities are possible obligations that may arise depending on the outcome of a future
event.

Examples:

1. Pending lawsuits

2. Guarantees given

3. Disputed taxes
Disclosure in Financial Statements:

e They are usually disclosed in the notes to accounts.

e If the liability is probable and measurable, a provision is created.
Conclusion:

Contingent liabilities are disclosed to inform users about possible future obligations.

3. Explain the accounting for "Product Warranties."




Product Warranty is a promise by the seller to repair or replace defective products within a certain
period.

Accounting Treatment:
1. Estimated warranty expense is recorded at the time of sale.
2. A warranty liability account is created.
3. Actual repair or replacement costs reduce the liability.
Journal Entry:

Warranty Expense A/c Dr.To Warranty Liability A/c\text{Warranty Expense A/c Dr.} \\ \text{To Warranty
Liability A/c}Warranty Expense A/c Dr.To Warranty Liability A/c

Conclusion:

Warranty accounting follows the matching principle by recording expected expenses in the same period
as sales.

4. Differentiate between Accounts Payable and Notes Payable.
Basis Accounts Payable Notes Payable

Meaning Amount owed for credit purchases Written promise to pay debt

Nature Informal liability Formal liability
Evidence Invoice Promissory Note
Interest Usually no interest Usually includes interest
Duration Short-term Short or long-term
Conclusion:

Accounts payable are ordinary credit obligations, while notes payable are formal written liabilities.

5. What is "Unearned Revenue" and how is it a liability?
Unearned Revenue is income received in advance before goods or services are provided.
Why it is a Liability:

e The business still has an obligation to provide goods or services in the future.

e Until services are delivered, the amount belongs to the customer.




Example:
Advance rent received from tenants.
Conclusion:

Unearned revenue is treated as a liability because it represents future obligations.

6. Explain the concept of Payroll accounting and related liabilities.

Payroll Accounting refers to the recording and management of employee salaries, wages, bonuses, and
related deductions.

Related Liabilities:

1. Salaries Payable

2. Tax Payable

3. Provident Fund Payable

4. Insurance Deductions Payable
Importance:

1. Ensures timely payment to employees.

2. Maintains legal compliance.

3. Helps accurate expense recording.
Conclusion:

Payroll accounting helps manage employee compensation and related obligations effectively.

7. Discuss the characteristics of a liability.
Characteristics of Liability:
1. Itisa present obligation.
2. It arises from past transactions.
3. It requires future payment or sacrifice of assets.
4. It can be measured in monetary terms.
5. Itis legally enforceable in most cases.

Conclusion:




Liabilities represent obligations that reduce future economic benefits of a business.

8. What are "Estimated Liabilities"?

Estimated Liabilities are obligations whose exact amount or timing is uncertain but can be reasonably
estimated.

Examples:

1. Warranty liabilities

2. Bonus payable

3. Tax liabilities

4. Pension obligations
Importance:

1. Ensures accurate financial reporting.

2. Follows matching principle.

3. Prevents understatement of expenses and liabilities.
Conclusion:

Estimated liabilities help present a fair and realistic financial position of the business.

Unit 9 & 10: Long-Lived Assets & Long-term Liabilities

1. Define Fixed Assets. Explain the factors determining the cost of fixed assets.

Fixed Assets are long-term tangible assets used in business operations and not intended for resale.

Examples:
1. Lland
2. Building
3. Machinery

4. Furniture

5. Vehicles




Factors Determining the Cost of Fixed Assets:

1. Purchase price of the asset

2. Transportation charges

3. |Installation costs

4. Import duties and taxes

5. Legal charges

6. Testing and trial run expenses

7. Any expenditure necessary to make the asset ready for use
Conclusion:

The cost of fixed assets includes all expenses incurred to acquire and prepare the asset for business use.

2. Define Depreciation. Explain the straight-line and diminishing balance methods.

Depreciation is the systematic allocation of the cost of a fixed asset over its useful life.

Straight-Line Method:
Under this method, equal depreciation is charged every year.
Formula:

Annual Depreciation=Cost of Asset—Residual ValueUseful Life\text{Annual Depreciation} =
\frac{\text{Cost of Asset} - \text{Residual Value}}{\text{Useful
Life}}Annual Depreciation=Useful LifeCost of Asset—Residual Value

Features:
1. Simple and easy to calculate

2. Equal expense every year

Diminishing Balance Method:

Under this method, depreciation is charged at a fixed percentage on the book value of the asset each
year.

Formula:




Depreciation=Book ValuexRate of Depreciation\text{Depreciation} = \text{Book Value} \times \text{Rate
of Depreciation}Depreciation=Book ValuexRate of Depreciation

Features:
1. Higher depreciation in early years
2. Lower depreciation in later years
Conclusion:

Both methods allocate asset cost systematically, but the amount of depreciation differs.

3. Differentiate between Depreciation, Amortization, and Depletion.

| Basis | Depreciation | Amortization | Depletion |

o]

| Meaning | Reduction in value of tangible assets | Allocation of cost of intangible assets | Reduction in
natural resources |

| Asset Type | Tangible assets | Intangible assets | Natural resources |

| Examples | Machinery, Building | Patent, Copyright | Mines, Oil wells |

| Cause | Wear and tear | Expiry of legal rights | Extraction of resources |

Conclusion:

All three methods allocate asset cost, but they apply to different types of assets.

4. What is "Capitalization of Interest" in fixed assets?

Capitalization of Interest means adding interest incurred during the construction or acquisition of a fixed
asset to the cost of the asset instead of treating it as an expense.

Purpose:

1. To determine the true cost of the asset

2. To follow the matching principle

3. To spread the cost over the asset’s useful life
Example:
Interest paid on a loan used for constructing a building.
Conclusion:

Capitalized interest becomes part of the fixed asset cost and is depreciated over time.




5. Explain the accounting treatment for the disposal of fixed assets.

Disposal of a fixed asset occurs when the asset is sold, exchanged, or discarded.

Accounting Treatment:
1. Update depreciation up to disposal date
2. Remove asset cost from books
3. Remove accumulated depreciation
4. Record cash received from sale
5. Recognize profit or loss on disposal

Journal Entry for Sale:

Cash A/c Dr.Accumulated Depreciation A/c Dr.Loss on Disposal A/c Dr.To Fixed Asset A/cTo Gain on Dispos
al A/c\text{Cash A/c Dr.}\\ \text{Accumulated Depreciation A/c Dr.} \\ \text{Loss on Disposal A/c Dr.} \\
\text{To Fixed Asset A/c}\\ \text{To Gain on Disposal

A/c}Cash A/c Dr.Accumulated Depreciation A/c Dr.Loss on Disposal A/c Dr.To Fixed Asset A/cTo Gain on Di
sposal A/c

Conclusion:

Proper accounting treatment ensures accurate recording of gains or losses from asset disposal.

6. What are Intangible Assets? Give examples and explain their amortization.

Intangible Assets are non-physical long-term assets that provide future economic benefits.

Examples:
1. Goodwill
2. Patent
3. Copyright
4. Trademark
5. Franchise
Amortization:

Amortization is the systematic allocation of the cost of intangible assets over their useful life.

Features:




1. Similar to depreciation

2. Applied to intangible assets

3. Reduces asset value gradually
Example:
Patent cost spread over its legal life.
Conclusion:

Amortization helps allocate the cost of intangible assets fairly over time.

7. Define Bonds Payable. Explain the types of bonds.

Bonds Payable are long-term liabilities arising when a company borrows money by issuing bonds to
investors.

Types of Bonds:

1. Secured Bonds:

Bonds backed by specific assets as security.
2. Unsecured Bonds:

Bonds issued without collateral.

3. Convertible Bonds:

Bonds that can be converted into shares.

4. Callable Bonds:

Bonds that can be redeemed before maturity.
5. Registered Bonds:

Ownership is recorded in company records.
6. Bearer Bonds:

Payable to the holder of the bond certificate.
Conclusion:

Bonds payable are important sources of long-term finance for companies.




Unit 11 & 12: Shareholders' Equity & Basic Financial Statements
1. Define a Company. Explain the features of a Joint Stock Company.

A Company is an artificial legal entity formed by a group of persons to carry on business activities for
profit.

Features of a Joint Stock Company:

1. Separate legal entity

2. Limited liability of shareholders

3. Perpetual succession

4. Transferability of shares

5. Common seal

6. Large capital collection

7. Professional management
Conclusion:

A joint stock company is a large business organization with a separate legal existence and limited liability.

2. Differentiate between Common Stock and Preferred Stock.

Basis Common Stock Preferred Stock

Voting Rights  Usually has voting rights Usually no voting rights
Dividend Dividend not fixed Fixed dividend

Risk Higher risk Lower risk

Claim on Assets Paid after preferred shareholders Paid before common shareholders
Return Variable return Fixed return

Conclusion:

Common stock provides ownership control, while preferred stock provides fixed income preference.

3. What is Treasury Stock? Why does a company buy back its own shares?

Treasury Stock refers to the company’s own shares that have been repurchased from shareholders.




Reasons for Buyback:

1. Toincrease the market price of shares

2. To reduce excess cash

3. To improve earnings per share

4. To prevent a hostile takeover

5. To distribute surplus cash to shareholders
Conclusion:

Treasury stock helps companies manage capital structure and shareholder value.

4. Explain Cash Dividends vs. Stock Dividends.

Basis Cash Dividend Stock Dividend
Meaning Dividend paid in cash  Dividend paid in additional shares
Effect on Cash Reduces company cash No cash outflow

Shareholder Benefit Immediate cash income Increase in number of shares
Capital Structure  No major change Increases share capital

Conclusion:

Cash dividends provide cash return, while stock dividends increase shareholders’ ownership units.

5. Discuss the components of "Retained Earnings."

Retained Earnings are accumulated profits kept in the business after paying dividends.

Components:
1. Beginning retained earnings
2. Net profit or net income
3. Less: Dividends declared
4. Prior period adjustments

Formula:




Ending Retained Earnings=Beginning Retained Earnings+Net Income-Dividends\text{Ending Retained
Earnings} = \text{Beginning Retained Earnings} + \text{Net Income} -
\text{Dividends}Ending Retained Earnings=Beginning Retained Earnings+Net Income-Dividends

Conclusion:

Retained earnings represent reinvested profits used for business growth.

6. What is the purpose of preparing a Balance Sheet and Income Statement?
Balance Sheet:
The Balance Sheet shows the financial position of a business at a specific date.
Purpose:

1. Shows assets and liabilities

2. Determines financial strength

3. Helps decision-making

Income Statement:
The Income Statement shows profit or loss for a specific period.
Purpose:
1. Measures profitability
2. Shows revenues and expenses
3. Assists performance evaluation
Conclusion:

Both statements are essential for understanding financial performance and position.

7. Explain the "Classified Balance Sheet."

A Classified Balance Sheet is a balance sheet in which assets and liabilities are grouped into specific
categories.

Classifications:

Assets:




1. Current Assets

2. Non-current Assets
Liabilities:

1. Current Liabilities

2. Long-term Liabilities
Equity:

1. Share Capital

2. Retained Earnings
Importance:

1. Improves clarity

2. Facilitates analysis

3. Helps compare financial data
Conclusion:

A classified balance sheet presents financial information in a more organized and understandable form.

8. What is a "Statement of Changes in Equity"?
The Statement of Changes in Equity shows changes in owners’ equity during an accounting period.
It includes:

1. Share capital changes

2. Retained earnings changes

3. Net profit or loss

4. Dividends

5. Reserves and adjustments
Importance:

1. Explains movement in equity

2. Helps shareholders understand changes

3. Supports transparency in reporting




Conclusion:

This statement provides detailed information about changes in shareholders’ equity.

9. Discuss the limitations of financial statements.
Limitations:

1. Based on historical cost

2. lgnore inflation effects

3. May contain personal judgments

4. Cannot show qualitative factors

5. Possibility of manipulation

6. Based on accounting assumptions

7. Do not provide complete future information
Conclusion:

Financial statements are useful but not fully sufficient for all decision-making purposes.

10. Explain the concept of "Authorized," "Issued," and "Paid-up" capital.
Authorized Capital:

The maximum amount of share capital a company is legally allowed to issue.
Issued Capital:

The portion of authorized capital offered to the public for subscription.
Paid-up Capital:

The part of the issued capital actually paid by shareholders.




Unit 13, 14 & 15: Cash Flow, Value Added & Analysis

1. Define Cash Flow Statement. Explain its three main activities.

A Cash Flow Statement is a financial statement that shows the inflow and outflow of cash and cash
equivalents during a specific period.

Three Main Activities:

1. Operating Activities:

Cash flows from main business operations like buying and selling goods or services.

2. Investing Activities:

Cash flows related to purchase or sale of long-term assets such as machinery, buildings, or investments.
3. Financing Activities:

Cash flows related to capital and borrowing such as issuing shares, loans, and dividend payments.
Conclusion:

Cash Flow Statement helps understand how cash is generated and used in a business.

2. Differentiate between Direct and Indirect methods of Cash Flow.
Basis Direct Method Indirect Method

Meaning Shows actual cash receipts and payments Starts with net profit and adjusts non-cash items

Approach Cash basis approach Accrual basis adjustment
Complexity Simple to understand More complex

Usage Less commonly used Most commonly used

Accuracy Shows detailed cash flows Shows reconciliation of profit to cash
Conclusion:

Direct method focuses on actual cash flow, while indirect method adjusts accounting profit to cash flow.

3. What is the importance of a Cash Flow Statement for investors?
Importance:

1. Shows liquidity position of business




2. Helps assess ability to pay dividends

3. Indicates financial stability

4. Helps evaluate cash-generating ability

5. Supports investment decision-making

6. Shows real cash movement (not just profit)
Conclusion:

Cash Flow Statement helps investors understand the real financial strength of a company.

4. Define Value Added Statement (VAS). Explain its advantages.

A Value Added Statement shows the value created by a business and how it is distributed among
stakeholders.

Advantages:
1. Shows contribution of business to economy
2. Helps measure performance
3. Useful for employees and government analysis
4. Promotes transparency
5. Helps in social accounting
Conclusion:

VAS highlights the wealth created and its distribution among stakeholders.

5. Discuss the concept of "Gross Value Added" vs. "Net Value Added."
Gross Value Added (GVA):

It is the total value created by a business before deducting depreciation.
Net Value Added (NVA):

It is the value remaining after deducting depreciation from GVA.

Formula:

Net Value Added=Gross Value Added-Depreciation\text{Net Value Added} = \text{Gross Value Added} -

\text{Depreciation}Net Value Added=Gross Value Added-Depreciation




Difference:

e GVAincludes full value created

e NVA deducts wear and tear of assets
Conclusion:

NVA gives a more realistic value of business contribution.

6. What is Financial Statement Analysis? Explain its objectives.

Financial Statement Analysis is the process of evaluating financial statements to understand a company’s
performance and position.

Objectives:

1. Measure profitability

2. Assess liquidity position

3. Evaluate financial stability

4. Support decision-making

5. Compare performance over time

6. Identify strengths and weaknesses
Conclusion:

It helps users make informed financial decisions.

7. Explain Ratio Analysis. Discuss Liquidity, Solvency, and Profitability ratios.
Ratio Analysis:

Ratio Analysis is a technique of analyzing financial statements using mathematical relationships between
items.

1. Liquidity Ratios:

Measure ability to meet short-term obligations.
Example: Current Ratio, Quick Ratio




2. Solvency Ratios:

Measure long-term financial stability and debt-paying ability.
Example: Debt-Equity Ratio, Interest Coverage Ratio

3. Profitability Ratios:

Measure earning capacity of the business.
Example: Gross Profit Ratio, Net Profit Ratio, Return on Investment

Conclusion:

Ratio analysis helps evaluate liquidity, stability, and profitability of a business effectively.




