Business Finance Assignment 1
1. A
2. C
3. B
4. C

5. A) The realisation concept of accounting states that income should be realised when an invoice is made, not when the customer settles their bill. 
The accruals concept states that all expenses should be matched to the income of their respective accounting period, regardless of when the payment is made for the incomes and expenses.

B) The revenue received for the health policy should be proportionately spread across the period of 12 months when the policy is active. The same should be done for the expenses incurred and claims paid for the policy.

6. A company might overstate heir profit to keep a positive image in the stock market. This can be done by showing fake revenue that would increase the profit.
The company can understate its profit to pay minimal tax to the government. This can be done by inflating the expenses
Directors may be bribed to manipulate the financial statements for a third party’s own benefit.

7. Answer

	
	Effect on gross profit
	Effect on cash flow

	1
	No effect
	No effect

	2
	No effect
	Decrease

	3
	Increase
	No effect

	4
	No effect
	No effect

	5
	No effect
	No effect



8. 
i) The main roles of regulation in the financial system are:
· To avoid unfair practices in the market
· To avoid the formation of monopolies in the market
· To ensure consistency in the financial services offered by various companies
· To protect the rights of a consumer 
ii) The 5 regulatory bodies governing the Indian financial regulatory system are
· SEBI – securities and exchange board of india.
· RBI – Reserve Bank of India
· IRDAI- Insurance Regulatory and Development Authority of India 
· FMC- Forward Market Commission of India 
· PFRDA- Pension Fund Regulatory and Development Authority

iii) a) Banks – Reserve Bank of India
b) Superannuation Products – Insurance Regulatory and Development Authority of India
c) General Insurance companies – Insurance Regulatory and Development Authority of India
d) Stock brokers – Securities and Exchange Board of India
e) Mutual Funds – Securities and Exchange Board of India
f) Market for listed securities – Securities and Exchange Board of India
g) Foreign exchange dealers - Foreign Exchange Dealers Association of India 
h) Money changers - Reserve Bank of India
9. I)The cost concept states that all transactions and all assets should be recorded at their historic value (the amount paid) and not their fair value.
The going concern concept states that the business should be treated and operated in a manner that assumes the business to run for a long time.
ii)The board of directors should value the transaction at fair value to give the shareholders a reasonable figure. 
iii)This will be true in the short term as this would indicate that the company is performing well. But as the shareholders and the stock markets realise that the improved numbers were due to change in policy and not due to better performance, the share price will correct itself and this will impact negatively on the reputation of the company.

10. The answer is as following:
a) Investment Bank
Role: An investment bank is a financial institution that performs multiple functions.
· Acts as a broker for large, complex transactions eg - merger
· Assists start-ups while they are going public (IPO) or raising funds.
· Investments banks often act as an advisor for large institutions and some banks also manage funds for their clients.
Source of funds: Investment banks do not require major funds as its main activity is being a broker. However, the capital that flows in is from large institutions and industrialists who have spare cash and are looking to invest.
Application of funds: These funds are then given to clients who are looking to raise money. This is how a transaction goes through and the investment bank makes it profit in the form of commission/brokerage for the transaction.
b) Pension Scheme
Role: A pension scheme is taken out by individuals for financial support post-retirement. They have to pay a certain proportion of their income while they are earning, in exchange of which they get a continuous stream of payments when they retire. I
Source of funds: The cash reserve of a pension company is built by the accumulation of premiums that their customers pay in exchange of the payments received in the annuitization phase.
Application of funds: These funds are accumulated to form a pool of funds. Majority of the funds are invested into the capital markets to gain interest and make money. The rest of it is kept with the company as cash reserve in order to meet day-to-day expenses as well as to smoothly continue paying the pension payments to the customers.

c) Life Insurance Company
Role: A life insurance company provides insurance coverage and financial security to individuals by insuring their lives against death. Now, there are various products offered by life insurance companies that can protect an individual in various circumstances.
Source of funds: The cash reserve of a life insurance company is built by the accumulation of premiums that their customers pay in exchange of protection.
Application of funds: These funds are accumulated to form a pool of funds. Part of the pool is invested into the capital markets to gain interest and make money. The rest of it is kept with the company as cash reserve in order to meet any claims that arise.


11. The following shall be the challenges:
The regulators might require the companies to report their financials in different ways.
The regulators may suggest different accounting policies
The regulators might ask their companies to prepare a different set of accounts.
Hence, it is only logical that a life insurance company should be analysed by comparing it with another life insurance company only. And the same applies for a general insurance firm.


12. [bookmark: _GoBack]i)Unlike other companies, insurance companies do not have a particular service/product they sell for money. Insurance companies collect premiums over a period of time in exchange of a claim usually paid out on the occurrence of a certain event in the future. Insurance companies also invest the premiums into various instruments for long-term policies. Hence, insurance companies need to create reserves for the payments they will have to make in the future and calculate the profit on the basis of change in these reserves.

ii)The ‘claims equalisation reserve’ is a reserve made by general insurance companies for smooth payment of claims.
The ‘fund for future appropriations’ is a reserve made out of the funds which haven’t been allocated to the shareholders/policyholders. This is generally applicable to life insurance businesses.

13. i) 

	
	Advantages
	Disadvantages

	1
	They help in keeping uniformity in the way accounts are prepared
	All standards are not applicable to all companies

	2
	They allow more flexibility than legislation
	Politics and other external factors come into play while setting these standards

	3
	Ask the companies to be more transparent
	Some standards are so general that they are meaningless

	4
	The existence of such standards promote
	Some standards are worded so vaguely that they could be interpreted in more than one way


ii) International Financial Reporting Standards
Stock Exchange regulations
National Laws
Other legislation
Principles, concepts and conventions
Practices by leading companies

iii) The cash flow statements show where cash comes in from and where the cash goes. The amounts are recorded at the cash values and the concepts of matching and realisation do not apply to the cash flow statement. Hence only income that has been received and expenses that have been paid is recorded. Also, the cash flow statement shows how healthy the business is in terms of liquidity.
