ASSIGNMENT 1: - BUSINESS FINANACE

1) A) IV ONLY: - Amount collected from one of the customers to whom goods were sold on credit being recorded as additional sales made
2) B) qualified opinion
3) C) chairman report

5) A) Accrual concept: - The meaning of accrual is something that becomes due especially an amount of money that is yet to be paid or received at the end of the accounting period. It means that revenues are recognised when they become receivable. Though cash is received or not received and the expenses are recognised when they become payable though cash is paid or not paid. Both transactions will be recorded in the accounting period to which they relate. Therefore, the accrual concept makes a distinction between the accrual receipt of cash and the right to receive cash as regards revenue and actual payment of cash and obligation to pay cash as regards expenses.

Realization concept: - This concept states that revenue from any business transaction should be included in the accounting records only when it is realised. The term realisation means creation of legal right to receive money. Selling goods is realisation, receiving order is not.

B) The earned premium for the year is calculated by considering the earned portion of the total written premium in the year and carried forward unexpired risk premium is an application of realization concept. The incurred claims for a financial year consider the paid claim during the year, outstanding claim reserves for known and un-known claims at end and start of the financial year
6)  Financial statement manipulation refers to the practice of using creative accounting tricks to make a company’s financial statements reflect what the company wants its performance to look like rather than its actual performance. Manipulation of financial statements always involves doing one of two things – either manipulating records to inflate apparent revenue or manipulating them to reduce apparent expenses or liabilities.
More specifically, here are some of the accounting tricks used to provide a false picture of a company’s actual financial condition:
· Recording revenue prior to supplying goods or services
· Reporting income from investments or capital obtained by taking out a loan as business revenue
· Capitalizing ordinary business expenses, thus shifting them from the income statement to the balance sheet
· Inaccurately reporting liabilities – or altogether neglecting to report them at all


7) I)  gross profit will increase
ii) cashflow will increase
iii) gross profit will increase
iv) decrease in gross profit
v) decrease in cashflow



8)
i) Main roles of regulation in the financial system are:
 Maintain public/ investor confidence
 Promote stability of the financial system Product A -100000 Product B -10,000 Success (0.5) Failure (0.5) Success (0.8) Failure (0.2) 900,000 -100,000 390,000 -10,000
 Protect investors
 Maintain international confidence
 Deter fraudulent behaviour
ii)
 The Reserve Bank supervises via prudential regulations all deposit taking activities as well controls foreign exchange market beside overall stability of financial system and setting monetary policy and payments system.
 SEBI is responsible for financial market integrity, companies’ consumer protection in relation to financial products and services, and enforcement of law relating to financial products and services. It also licenses and supervises a number of financial market participants such as security brokers, underwriters, depositories, mutual funds etc
.  IRDA is responsible for insurance companies in a manner similar to RBI in arena of banking. It licenses all insurance sector related intermediaries and prudentially supervises over them.
III) 
· Entity Regulator Banks RBI
· Superannuation products IRDA
· General Insurance Companies IRDA
· Stock Brokers SEBI
· Mutual Funds SEBI
· The market for listed securities SEBI
· Foreign exchange dealer’s RBI
· Money Changers RBI


9) I) Going concern concept: - The going concern concept of accounting implies that the business entity will continue its operations in the future and will not liquidate or be forced to discontinue operations due to any reason. A company is a going concern if no evidence is available to believe that it will or will have to cease its operations in foreseeable future.

Cost concept: - The cost concept of accounting states that all acquisition of items (such as assets or things needed for expending) should be recorded and retained in books at cost. Thus, if a balance sheet shows an asset at a certain value it should be assumed that this is its cost unless it is categorically stated otherwise.

ii) Key guiding principles for setting accounting policies for unusual transactions are - a) There is a general requirement that the financial statements give a true and fair view. Amongst other things, that any treatment gives a realistic and representative treatment of the transaction. b) The guidance provided by Accounting Regulations Board in this regard should be considered. For example, the objectives of relevance, reliability, comparability and understandability should be applied. c) The directors might consider looking at the treatment laid down by standards for similar balances, even though those standards might not be strictly applicable. That would ensure that the logic underlying the chosen treatment was consistent with good accounting practice.

iii)  Most of the optimism in making accounting choices is quite visible to the analysts and market participants. For example, companies publish their accounting policies and so it is possible to tell whether a particular approach has been followed and accordingly opinions formed about the price. The stock market examines information carefully to ensure that it does not misprice securities. If shares are overpriced then there will be opportunities for astute market participants to make profits by identifying the overpriced companies and selling shares. Market forces would push the shares down and these activities would also draw attention to the distortion. Markets usually reward companies with good corporate governance which is also reflected from the conservativeness of estimates and accounting policies. Conservative policies also provide ability to the company to present more smooth results in volatile times which can work in favour of its stock price.


10) A) investment bank: -
· Investment banks are the bridge between large enterprises and investors.
· The primary goal of an investment bank is to advise businesses and governments on how to meet their financial challenges.
· Investment banks help their clients with financing, research, trading and sales, wealth management, asset management, IPOs, mergers, securitized products, hedging, and more.
· Common sources of financing are equity financing, mezzanine financing, and specialist financing (e.g., government loans)
· Investment banks earn commissions and fees on underwriting new issues of securities via bond offerings or stock IPOs.
· Investment banks often serve as asset managers for their clients as well.

B) Pension scheme: -

· Pension funds are investment pools that pay for workers' retirements. Funds are paid for by either employee, employers, or both. Corporations and all levels of government provide pensions.
· Source of fund for pension scheme is premium that people are paying towards the scheme


c) life insurance company: -

· Insurance companies are a special type of financial institution that deals in the business of managing risk. A corporation periodically gives them money and, in return, they promise to pay for the losses the corporation incurs if some unfortunate event occurs, causing damage to the well-being of the organization.

· Sauces of fud for life insurance company is premium





Q.11)
· SEBI has been encouraging investor-education. For this purpose, certain investors’ associations have been registered.
· SEBI has taken the responsibility of disclosing fair and adequate information for investors for the purpose of investment decisions
· There is an advertisement code by SEBI which has to be followed by companies or investors.
· To avoid any malpractice in allotment process, SEBI has appointed its representatives to look into allotment process which boosts the confidence of individual investors.
· Underwriters, registrar to issue and share transfer agent and portfolio managers have been brought under SEBI for the first time.
· Even the mutual funds have been brought under SEBI and they have to disclose NPV (Net present value) of units every day which benefits investors.
· For the benefit of the individual investors, a new scheme called stock invest account has been introduced in banks. From this stock invest account, the new issue of shares will be applied. In that, the investor will intimate the stock invest account to the company issuing the shares.
· 


Q.12
I) The reason of complication in preparing the insurance companies accounts as compared to normal company accounts are as follows –
a) The insurance contracts with policyholders fall due outside the accounting period and are uncertain in size
. b) Premature transfer of profit to shareholders may endanger the financial stability of the company and ability to meet the future liabilities.
ii)  The major component of reserves for a general insurance company’s technical accounts are as follows)
URR (Un-expired risk reserves)
b) Outstanding claim reserves
c) URR (Un-expired risk reserves): This reserve is kept to cover the claims and expense that are expected to emerge from an unexpired portion of the insurance cover in future period
d) Outstanding claim reserves: This reserve is kept to cover the claims and expense for all outstanding claims that have not yet been settled. These claims and expense may or may not be reported or known at the time of preparation of accounts.

Q.13 ADVANTAGES: -
I)
1. It would create a single set of accounting standards around the world.
2. It would reduce the time, effort, and expense of preparing multiple reports
3. It would not be a costly transition in the United States.
4. It would make it easier to monitor and control subsidiaries from foreign countries.
5. It would make it easier for all companies to do business in foreign countries.
DISADVANTAGES: -
1. It would increase the cost of implementation for small businesses.
2. It would lead to concerns with standards manipulation.
3. It would require global consistency in auditing and enforcement.
4. It would increase the amount of work placed on accountants.
5. It would require changes at the educational level as well.

II)
1.  The principle of regularity
This principle states that GAAP adherence happens around the clock, not just occasionally.
2. The principle of consistency
Accountants must adhere to the same practices during all accounting periods and across all external income statements. If an accountant changes their accounting practices, these changes must be explained and justified in the footnotes of your company's income statements.
3. The principle of sincerity
Accountants should remain unbiased and record entirely accurate entries.
4. The principle of permanence of methods
This requires accountants to use the same financial reporting methods across all financial statements for easier comparisons of one financial statement to another.
5. The principle of non-compensation
According to this principle, accountants must clearly report all positive and negative values on a financial statement. Additionally, accountants must not attempt to compensate a debt with an asset and/or revenue with an expense.
6. The principle of prudence
GAAP accountants should rely solely on numbers and facts when preparing financial statements. This means that accountants should not speculate or forecast financial figures on external financial statements, though you and your accounting team can develop internal budget forecasts for this purpose.
7. The principle of continuity
Accountants complying with GAAP assume that the business for which they are tabulating financial information will remain operational for the foreseeable future.
8. The principle of periodicity
GAAP compliance requires accountants to report all financial figures in the accounting period they represent rather than stretching periods or numbers to better fit a financial report.
9. The principle of materiality and good faith
This joint principle maintains that accountants should report all available financial data and accounting information to the best of their abilities.
10. The principle of utmost good faith
This GAAP principle requires that accountants, business owners and all other parties involved in financial reporting are honest and truthful.
III) Cash flow is the movement of money into or out of a business, project, or financial product from operating, investing, and financing activities. It is usually measured during a specified, finite period of time, or accounting period. The measurement of cash flow can be used for calculating other parameters that give information on a company’s value, liquidity or solvency, and situation. Without positive cash flow, a company cannot meet its financial obligations. cash flow statement's purpose is to show how much cash your business generates (also known as cash inflows) and how much cash it's spending (known as cash outflows).




Q .14.

I) income statement 31 march 20X1
TAX RATE IS NOT GIVEN IN THE QUESTION 

	revenue 
	1500000

	 
	

	cost of goods sold 
	

	manufacturing wages 
	175000

	factory running cost 
	100000

	inventory 
	320000

	delivery vehicle running cost
	60000

	 
	

	 
	

	gross profit 
	8,45,000.00

	 
	

	g & a expenses 
	

	administrative wages 
	3000

	sales salaries 
	120000

	 
	

	selling & distribution 
	

	dividend 
	45000

	cost of marketing 
	55000

	 
	

	other expense 
	

	delivery vehicle cost 
	151900

	bank overdraft 
	18000

	 
	

	operating profit 
	392900

	 
	

	profit before tax 
	4,52,100.00

	 
	

	finance income 
	10000

	 total profit 
	4,62,100.00
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