IAQS: SEMESTER - 2
SUBJECT: BUSINESS FINANCE -2
ASSIGNMENT 1

1. D – ii and iv
2. C – an adverse opinion
3.C – a chairman’s report
4. B – ii and iii

5.
a) Realisation Concept: Income is recognised as and when it is ‘earned’. It is not, therefore, necessary to wait until the customer settles his or her bill.
    Accrual’s Concept: Expenses are recognised as and when they are incurred, regardless of whether the amount has been paid.
b) For a Health Insurance company, the premiums to be paid for the year health plan can be recognised as income (Realisation Concept), while the claims to be paid out by the company on these policies can be recognised as expenses incurred (Accruals Concept). 

6. The ways through which accounts can be manipulated are:
- Inappropriate valuation of inventories
- Omitting contingent liabilities 
- Incorrect depreciation of tangible assets and incorrect amortization of intangible assets
- Increasing or decreasing current operating income  
- Inappropriate future valuation of liabilities

7.
	Event
	Gross Profit
	Cashflow

	i) Property that the company possesses has been revalued upwards by Rs.100 crores by the valuer
	No Change
	No Change

	ii) There has been an interest payment of Rs.1000 crores towards Masala bond issued by the company
	No Change
	Decreases

	iii) There has been an increase in inventory of Rs.500 crores which were manufactured out of raw materials available in the previous year end, ignoring any man power and production cost
	No Change
	No Change

	iv) There was a depreciation of plant and machinery to the extent of Rs.250 crores
	Decreases
	No Change

	v) It was decided to write off Rs.200 crores due to EHFL defaulting
	No Change
	No Change



8.
i) The main role of regulations in the financial system are:
- To supervise, regulate and provide rules to ensure the soundness of the financial system
- To prevent illegal and fraudulent activities
- To enforce safety standards and protect the rights of the consumer
- Ensure that the market is competitive to avoid a select few firms from exercising market power
- Provide adequate frameworks by which the market is fair, and all companies have an equal chance to thrive

ii) The regulatory bodies that regulate the Indian Financial System are:
- Securities and Exchange Board of India (SEBI) 
- Reserve Bank of India (RBI)
- Insurance Regulatory and Development Authority of India (IRDAI)
- Pension Funds Regulatory and Development Authority (PFRDA)
- Association of Mutual Funds in India (AMFI) 

iii)  a) Reserve Bank of India (RBI)
b) Pension Funds Regulatory and Development Authority (PFRDA)
c) Insurance Regulatory and Development Authority of India (IRDAI)
d) Securities and Exchange Board of India (SEBI)
e) Association of Mutual Funds in India (AMFI)
f) Securities and Exchange Board of India (SEBI)
g) Reserve Bank of India (RBI)
h) Reserve Bank of India (RBI)

9.
i) Cost Concept: non-current assets generally appear in the statement of financial position at their original cost less depreciation to date. An amount of depreciation is calculated each year and taken as a cost through the statement of profit or loss. The asset is placed on the balance sheet, but its value is written down year by year as the original cost is depreciated to zero.
Going Concern Concept: it is usually assumed that a business will continue indefinitely in its present form, as there is little harm in reporting historical figures for value if the assets concerned are unlikely to be sold in the immediate future.

ii) 


iii) While the share price will increase in the short term because of optimistic accounting, when actual reports and numbers are displayed and the company fails to meet its own optimistic financial outlook, its share price will fall. Additionally, the company’s reputation will also take a hit as it would fail to deliver on the promises that have encouraged greater number of investors to invest in this venture.

10.
	Financial Institution
	Role
	Sources of Funds
	Application of Funds

	Investment Bank
	They act as a bridge between large enterprises and the investor, advise businesses and the government in raising capital, going public and in mergers and acquisitions
	Underwriting fee, commission on trades, fee for being an advisor for mergers and acquisitions, propriety trading
	Distribution of securities, in providing underwriting, financing, hedging services to its clients

	Pension Scheme
	A pension scheme involves pooling and investing large amounts of money in order to provide retirement income
	The funds or premiums collected from investors
	The funds are invested in securities markets asper individual preference and capacity

	Life Insurance Company
	They not only provide protection against the risk of death but also include an investment component in order to generate earnings
	Premiums paid by the policyholders
	The premiums collected are used to pay out claims, maintain reserves and invest in the stock market




11.
The challenges one would face because of multiple regulators for the same industry are:
- Treatment of certain items may differ from company to company
- The regulators may have differing accounting standards and rules which would make it harder to compare accounts of different companies
- Differing disclosure rules will cause companies to disclose different amounts of data making it tougher to interpret the accounts

12.
i) It is more complicated to prepare insurance companies accounts as compared to normal companies accounts as:
- The concept of profit is not so clear cut: when a policy is sold, the policyholder pays the company a premium and the company incurs sales and administration expenses. However, at this point the company does not know how much profit it will make as the policy may last for many years
- The underlying contracts (liabilities) fall due outside the accounting period and are uncertain in size
- Premature transfer of ‘profit’ to shareholders may endanger the financial stability of the company and the ability to meet future liabilities.
- Estimated values for future liabilities are assessed either on a statistical basis or by expert judgement making calculating profits a more tedious task
- The provisions made for future liabilities are likely to be conservative in nature, with the result that the current profit is under-stated.

ii) The major components of reserves for a general insurance company’s technical accounts are:
-	Earned Premiums: Premiums earned from policyholder’s net of reinsurance ceded
-	Investment Income/Realised capital gains: Amount earned on investments held to cover the insurance liabilities
-	Claims Incurred or Benefits Payable: Claims or benefits that are due net of reinsurance
-	Net operating expenses incurred: Operating expenses for the company inclusive of investment expenses

13.
i) The advantages of compiling with the International Accounting Standards are:
- Such standards reduce or eliminate variations between how companies produce accounts, allowing comparisons to be made across companies
- In formulating the standards attention is paid to particular areas of the accounts, the resulting debate can help ensure an appropriate approach
- International standards may lead to companies disclosing more information that otherwise they would do 
- The standards may give flexibility in a way that legislation does not

The disadvantages of compiling with the International Accounting Standards are:
- The standards are likely to be based on an average company, and may not be appropriate for all companies in all situations 
- The standards may not be objective
- The standards may allow flexibility in approach, which makes it more difficult to compare company’s accounts 
- The detail in the standards may not be appropriate, either too high level or too detailed

ii) Apart from the standards, companies can be asked to prepare accounts in a certain way in accordance with local regulatory bodies (like RBI, SEBI etc.), industry specific bodies (IRDAI, PFRDA), principles, concepts and conventions, practices by leading companies and stock exchange requirements.

iii) The statement of profit or loss and statement of financial position do not provide a sufficient insight into movements in cash balances. This is unfortunate because even profitable companies will collapse if they are not sufficiently liquid. Every entity needs cash to survive and the main reason for being in business is to earn a profit. A cashflow statement allows shareholders to check whether the company is being run efficiently (not holding too much cash) as well as checking on liquidity (holding too little cash), and to focus on the changes in a company’s holdings of cash.
14.

	ABC Ltd. Statement of Comprehensive Income for year ended 31st March 2019

	Particulars
	Amount (000’s)
	

	
	
	

	Revenue
	1500
	

	Cost of Sales
	-647
	

	
	
	

	Gross Profit
	
	853

	
	
	

	Sales and Delivery Expenses
	-211
	

	Administrative Wages
	-3
	

	Marketing Cost
	-55
	

	
	
	

	Operating Profit
	
	584

	
	
	

	Interest Paid
	-10
	

	
	
	

	Profit before Tax
	
	574

	
	
	



Cost of Sales = Opening inventories + Purchases – Closing Inventories + Wages and salaries of production staff + depreciation of non-current assets = 350,000 + 100,000 + 21,000 + 175,000 = 647,000
Sales and Delivery Expenses = 120,000 + 60,000 + 31,000 = 211,000



	Statement of Changes in Equity

	
	Attributable to Equity Shareholders

	
	Share Capital
	Other Reserves
	Retained Earnings
	Total Equity

	
	200
	180
	250
	630

	Revaluation Reserves
	
	540
	
	

	Profit for the Year
	
	
	574
	

	Dividend Paid
	
	
	-45
	

	
	
	
	
	

	Total
	200
	720
	779
	1699



Revaluation reserves = (800,000 – 600,000) + (693,000 – 40,000 – 7,000) = 540,000
Retained Earnings = 250,000 + 574,000 + 180,000 – 45,000 = 959,000
	ABC Ltd. Statement of Financial Position as on 31st March 2019

	Particulars
	Amount
	

	
	
	

	ASSETS
	
	

	Non-Current Assets
	
	

	Buildings
	693
	

	Delivery Vehicles
	124
	

	Machinery
	55
	

	Land
	800
	

	
	
	1672

	Current Assets
	
	

	Trade Receivables
	210
	

	Closing Stock
	30
	

	
	
	

	Total Assets
	
	1912

	
	
	

	Equity and Liabilities
	
	

	
	
	

	Equity
	
	

	Share Capital
	200
	

	Retained Earnings
	959
	

	Revaluation Reserves
	540
	

	
	
	

	Total Equity
	
	1699

	
	
	

	Liabilities
	
	

	Non-Current Liabilities
	
	

	Loan Capital
	145
	

	
	
	

	Current Liabilities
	
	

	Bank Overdraft
	18
	

	Trade Payables
	50
	

	
	
	213

	
	
	

	Total Equity and Liabilities
	
	1912

	
	
	



Retained Earnings = 250,000 + 574,000 + 180,000 – 45,000 = 959,000

Value of Non-Current Assets:
Buildings = 700,000 – 7000 = 693,000
Delivery Vehicles = 325,000 – 201,000 = 124,000
Machinery = 150,000 - 95,000 = 55,000
15.
	ABC Ltd. Statement of Comprehensive Income for year ended 31st December 2019

	Particulars
	Amount 
	

	
	
	

	Revenue
	58000
	

	Cost of Sales
	
	

	
	
	

	Gross Profit
	
	58000

	
	
	

	Depreciation (Laptops and Office Equipment)
	-5041
	

	Office Supplies
	-1000
	

	Rent
	-142077
	

	Salaries
	-14000
	

	Electricity Bill
	-4000
	

	Mobile and Internet Bill
	-583
	

	
	
	-38831

	
	
	

	Operating Profit
	
	19169

	
	
	

	Financing Costs
	
	0

	
	
	

	Profit before Tax
	
	19169

	
	
	

	Tax Paid
	-3000
	

	
	
	

	Profit Attributable to Shareholders
	
	16169

	
	
	



 






	ABC Ltd. Statement of Financial Position as on 31st December 2019

	Particulars
	Amount
	

	
	
	

	ASSETS
	
	

	Laptops
	31792
	

	Office Equipment
	18167
	

	
	
	

	Current Assets
	
	

	Trade Receivables
	3500
	

	Bills Receivables
	5000
	

	Inventory of Office Supplies
	1000
	

	Cash
	1000
	

	Provision for Rent
	1710
	

	
	
	12210

	
	
	

	Total Assets
	
	62169

	
	
	

	Equity and Liabilities
	
	

	
	
	

	Equity
	
	

	Share Capital
	32000
	

	Retained Earnings
	11169
	

	
	
	

	Total Equity
	
	43169

	
	
	

	Liabilities
	
	

	Non-Current Liabilities
	
	

	
	
	

	Current Liabilities
	
	

	Provision for Salary
	4000
	

	Provision for Tax
	3000
	

	Trade Payables
	3000
	

	Unearned Fees
	9000
	

	
	
	

	Total Liabilities
	
	19000

	
	
	

	Total Equity and Liabilities
	
	62169



	Retained Earnings

	
	

	Profit for the Year
	16169

	Dividend Paid
	-5000

	
	

	Total
	11169




Rent Paid = 1000  = 14207
Provision for Rent = 1710

Total Salaries = 10,000 + 4,000 = 14,000
Provision for Salaries = 4,000

Laptops: 
Depreciation till Dec 2019 = 3208
Book Value as on 31st Dec 2019 = 35,000 – 3,208 = 31,792

Office Equipment:
Depreciation till Dec 2019 = 1833
Book Value as on 31st Dec 2019 = 20,000 – 1,833= 18,167






