7th Batch theory
1.

A) Define Accounting. What are the users of accounting information?
Definition of Accounting:

Accounting is the process of recording, classifying, summarizing, and interpreting financial
transactions and events to provide useful financial information for decision-making.

A more formal definition:

"Accounting is the art of recording, classifying and summarizing in a significant manner and in
terms of money, transactions and events which are, in part at least, of financial character, and
interpreting the results thereof." — American Institute of Certified Public Accountants (AICPA)

Users of Accounting Information:

Accounting information is useful to a variety of users. These are divided into two main
categories:

1. Internal Users (Inside the organization):
These users are directly involved in managing and operating the business.
e Owners — To know the financial performance and position of the business.
e Managers — For planning, decision-making, and controlling business activities.

o Employees — To assess the stability and profitability of the company for job security and
benefits.

2. External Users (Outside the organization):

These users are not involved in day-to-day operations but need financial information for
different purposes.

¢ Investors / Shareholders — To assess the profitability and decide whether to invest or
not.

e Creditors / Lenders / Banks — To evaluate the creditworthiness and ability to repay
loans.

¢ Government and Tax Authorities — For taxation and regulatory compliance.



e Customers — To ensure the company can continue supplying goods/services.
e Regulatory Agencies — To ensure the company follows financial rules and regulations.
e General Public — To understand the impact of the company on the economy and society.

B) What is the importance of financial accounting?

Importance of Financial Accounting:

Financial accounting is very important for businesses, investors, and other stakeholders. Here
are some key reasons why:

1. Provides Financial Information
e Financial accounting helps record and summarize all financial transactions.

e |t provides essential financial statements like the Income Statement, Balance Sheet,
and Cash Flow Statement.

2. Helps in Decision Making

e Owners, managers, investors, and creditors use accounting reports to make smart
decisions about investments, expenses, loans, etc.

3. Maintains Business Records

e |t keeps a systematic and permanent record of all financial activities, which can be used
for reference in the future.

4. Ensures Legal Compliance
e Helps in meeting legal and tax obligations.

¢ It provides information required by government authorities, income tax departments,
and regulators.

5. Assists in Performance Evaluation

e By comparing financial results across different time periods, businesses can evaluate
their profitability, efficiency, and growth.

6. Useful for External Parties

¢ Investors, creditors, banks, and suppliers use financial accounting reports to assess the
financial health of the business before investing or lending.



7. Helps in Budgeting and Planning

e Past financial data helps management to prepare budgets, plan expenses, and control
costs.

8. Facilitates Auditing

e Well-maintained accounting records make the auditing process smoother and more
transparent.

C) Distinguish between financial accounting and management accounting.

Here is a clear and simple comparison between Financial Accounting and Management
Accounting:

Difference between Financial Accounting and Management Accounting:
Point of Difference Financial Accounting Management Accounting

To provide financial information to To help internal management in

1. Purpose . . .
external users planning and decision-making

2 U Investors, creditors, tax authorities, Managers, executives, internal

. Users

government, public decision-makers

3. Reports Income Statement, Balance Sheet, Budgets, cost reports, performance

Prepared Cash Flow Statement reports, forecasts

. Focuses on the past — records Focuses on the future — plans and

4. Time Focus . . .
historical data predicts

5. Legal Mandatory for most businesses;  Not mandatory; used as needed by

Requirement must follow standards management

6. Accounting No fixed standards; flexible according
Follows GAAP/IFRS or other rules

Standards to need

Quantitative and monetary data L. L.
7. Nature of Data Both quantitative and qualitative data

only

8. Reporting As frequently as management needs
Usually annually or quarterly )
Frequency (daily, weekly, monthly)



2.a) what are the steps in the recording process?
Steps in the Recording Process in Accounting:

The recording process is the first stage in the accounting cycle. It involves systematically
recording all business transactions. Here are the main steps:

¢ 1. Identifying Transactions
e Recognize and analyze events that are financial in nature.
e Only transactions that affect the financial position of the business are recorded.
Example: Buying goods, paying rent, receiving cash.
¢ 2. Analyzing Transactions
e Determine which accounts are affected (e.g., Cash, Sales, Expenses).
o Decide whether the accounts are debited or credited.
Rule: Every transaction has a dual effect (Double Entry System).
¢ 3. Recording in the Journal (Journalizing)
¢ Record each transaction in the general journal in chronological order.
e This step is called journalizing.
e Each entry includes: Date, Accounts involved, Debit and Credit amounts, and Narration.
Example:
Date:Jan 1
Cash A/C Dr. 10,000
To Capital A/C 10,000
(Being capital introduced)
¢ 4. Posting to the Ledger
e Transfer journal entries to individual ledger accounts.
e This helps in summarizing all transactions under each account.

Example: All cash-related entries go to the Cash Ledger.



¢ 5. Preparing a Trial Balance
o List all ledger account balances to check the mathematical accuracy.

e |If total debits = total credits = recording is assumed correct (but not error-free).

a) a) Define cost. What are the different types of costs?

a) Definition of Cost:

Cost refers to the amount of expenditure (money spent) incurred by a business to produce
a product, offer a service, or carry out an activity.

In simple words, cost is the value of resources used (such as materials, labor, and overhead)
to produce something.

b) Different Types of Costs:
Costs can be classified in several ways depending on purpose. Here are the major types:
¢ 1. Fixed Cost
¢ Cost that does not change with the level of production or sales.
o Example: Rent, salaries, insurance.
¢ 2. Variable Cost
e Cost that changes directly with the level of production.
. Example: Raw materials, direct labor, electricity for machines.
¢ 3. Direct Cost
e Cost that can be directly traced to a specific product or service.
. Example: Fabric in clothing, wood in furniture.
¢ 4. Indirect Cost
e Cost that cannot be directly traced to one product; supports multiple activities.

. Example: Factory rent, supervisor salary.



¢ 5, Operating Cost
o Day-to-day costs required to run a business.
. Example: Utilities, wages, maintenance.
¢ 6. Sunk Cost
e Cost that has already been incurred and cannot be recovered.
. Example: Cost of a machine that is no longer in use.
¢ 7. Opportunity Cost
e The benefit foregone from not choosing the next best alternative.

. Example: If you invest in Project A, the return from Project B (not chosen) is
opportunity cost.

¢ 8. Marginal Cost
¢ Additional cost of producing one extra unit.
. Example: If making one more unit costs 50 Taka, that is the marginal cost.
4
a) Distinguish between break-even point and margin of safety?

Here is a clear and simple comparison between Break-Even Point and Margin of Safety:

Difference between Break-Even Point and Margin of Safety:

Point of ] .
. Break-Even Point (BEP) Margin of Safety (MOS)
Difference

The level of sales at which total .
. . The amount by which actual or expected
1. Definition revenue = total cost (no profit, no
loss) sales exceed the break-even sales
0SS

To know the minimum sales required To measure the risk of loss if sales
2. Purpose .
to avoid a loss decrease



Point of

. Break-Even Point (BEP) Margin of Safety (MOS)

Difference

3. Indicates No profit, no loss position Profit safety zone
BEP (units) = Fixed Cost + (Selling

4. Formula ) ) ] MOS = Actual Sales — Break-Even Sales
Price — Variable Cost per unit)

5. Value Expressed in units or amount Expressed in amount or percentage

6. Business  Helps in setting minimum sales Helps in measuring how safe the current

Insight targets profit is

@, Example:

e Suppose:

o Break-even sales = 5,000 units
o Actual sales = 7,000 units
Then:

¢ Margin of Safety = 7,000 — 5,000 = 2,000 units

5. a) What is the basic difference between process costing and job-order costing?

a) Basic Difference between Process Costing and Job Order Costing:

Point of .
. Process Costing

Difference
A costing method used when products

1. Definition are mass-produced in a continuous
process

2. Type of Used for homogeneous products (all

Production items are identical)

3. Cost Costs are accumulated by process or

Accumulation  department

Job Order Costing

A costing method used when
products are made as per specific
orders

Used for customized or unique
products

Costs are accumulated by
individual job or order



Point of

. Process Costing Job Order Costing
Difference
Oil refining, textile manufacturing, food Furniture making, printing press,
4. Examples ) ) i
processing construction projects
5. Cost Costs are averaged over all units Costs are calculated separately for
Calculation produced each job
6. Work Order  No specific work order is required Work order is essential for each job
6.a)

what is npv? can it ever be negetive ? explain

What is NPV?

NPV (Net Present Value) is a financial metric used to evaluate the profitability of an investment
or project by comparing the present value of cash inflows to the present value of cash outflows.

NPV Formula:
NPV=3(Rt(1+r)t)-CO\text{NPV} = \sum \left( \frac{R_t}{(1 + r)*t} \right) - C_0
Where:

RtR_t = Cash inflow at time tt

e rr = Discount rate (cost of capital)

e tt=Time period

COC_0 = Initial investment (cash outflow)

Can NPV Ever Be Negative?

Yes, NPV can be negative.

Explanation:

¢ A negative NPV means that the present value of cash inflows is less than the initial
investment.



e In other words, the project or investment will result in a loss, not a profit, when
accounting for the time value of money.

What Negative NPV Means:

If NPV is... Meaning Decision

Positive  Project is profitable Accept the project
Negative Project gives a loss Reject the project

Zero No profit, no loss  Accept if other benefits exist

Example:
e Initial Investment = $10,000
e Future Cash Inflows (total) = $9,000 (after discounting)

Then:
NPV=9000-10000=-1000\text{NPV} = 9000 - 10000 = -1000

Negative NPV, so the project is not financially viable.

Let me know if you’d like a Bengali explanation or visual diagram to help understand it better!

6t Batch

1.

A) define accounting ? who are the interested users of accounting information ?
Definition of Accounting:

Accounting is the process of recording, classifying, summarizing, and interpreting financial
transactions to provide useful information for decision-making.

Formal Definition:

“Accounting is the art of recording, classifying, and summarizing in a significant manner and in



terms of money, transactions and events which are, in part at least, of financial character, and
interpreting the results thereof.”
— American Institute of Certified Public Accountants (AICPA)

Interested Users of Accounting Information:

Accounting information is useful to many individuals and groups. They can be divided into two
main categories:

¢ 1. Internal Users (Inside the organization):

These are people involved in the day-to-day management of the business.
User Purpose

Owners  To know profit, financial position, and growth

Managers For planning, controlling, and decision-making

Employees To know the stability and performance of the business

¢ 2. External Users (Outside the organization):

These users are not involved in daily operations but use accounting data for various decisions.
User Purpose

Investors To decide whether to invest in the business

Creditors/Lenders To assess the business’s ability to repay loans

Government For taxation and regulatory compliance

Tax Authorities  To calculate and collect proper taxes

Customers To check the company’s stability before long-term deals

General Public  To understand the economic impact of the company



Summary:

e Accounting helps in making informed economic decisions.

e lItsinformation is useful to both internal and external stakeholders.
Let me know if you'd like this in Bengali or in short note form for exams!

b) Age
c) bRIEFLY EXPLAIN THE four assumptio of accounting

Four Basic Assumptions of Accounting (Brief Explanation):

Accounting is based on several fundamental assumptions that help maintain consistency
and reliability in financial reporting. Here are the four main assumptions:

¢ 1. Business Entity Assumption
¢ The business is treated as separate from its owner.

¢ All business transactions are recorded from the business's point of view, not the

owner's.

Example: If the owner invests money in the business, it is treated as capital, not income.

¢ 2. Going Concern Assumption
¢ Assumes that the business will continue to operate in the foreseeable future.
e Assets are recorded based on cost, not liquidation value.

Example: Machinery is recorded at purchase cost, not resale value, assuming the

business will keep using it.

¢ 3. Monetary Unit Assumption
e All transactions are recorded in terms of money (a common currency).

e Non-financial aspects (like employee skills or customer satisfaction) are not recorded.

Example: Only measurable financial data like sales, rent, or salaries are recorded.



¢ 4. Accounting Period Assumption

e The life of a business is divided into specific time periods (like months, quarters, years)

for reporting purposes.

Example: Companies prepare yearly or quarterly financial statements to assess

performance.

Summary Table:

Assumption

Business Entity
Going Concern
Monetary Unit

Accounting
Period

Explanation

Business is separate from its owner

Business will continue operating in the future

Only transactions measurable in money are recorded

Business life is divided into regular time periods for reporting (e.g.,
yearly)

Let me know if you need this in Bangla or a multiple choice format for practice!

2.a) what is accounting equation? Explainn the of accounting equation

What is the Accounting Equation?

The Accounting Equation is the fundamental equation in accounting that shows the

relationship between a company’s assets, liabilities, and owner’s equity.

Accounting Equation:

Assets=Liabilities+Owner’s Equity\text{Assets} = \text{Liabilities} + \text{Owner’s Equity}

Explanation of the Accounting Equation:

e Assets: Resources owned by the business that have economic value.

Examples: Cash, inventory, buildings, equipment.

o Liabilities: What the business owes to others (debts or obligations).

Examples: Loans, accounts payable.



e Owner’s Equity: The owner’s claim or interest in the business after all liabilities are paid.
It represents the residual interest in the assets.
Examples: Capital invested by the owner, retained earnings.

Meaning:

e The equation shows that everything the business owns (assets) is financed either by
borrowing (liabilities) or by owner’s investment (equity).

e It must always balance — the total value of assets will always be equal to the sum of
liabilities and owner’s equity.

Example:

If a business owns assets worth $50,000, owes $20,000 to creditors, then the owner's equity
is:

Owner’s Equity=Assets-Liabilities=50,000-20,000=30,000\text{Owner’s Equity} =
\text{Assets} - \text{Liabilities} = 50,000 - 20,000 = 30,000

Let me know if you want a Bengali explanation, examples, or diagram for better
understanding!

3.a) Define financial state ment? what is the importance of financial statement?
Definition of Financial Statement:

Financial Statements are formal records that summarize the financial activities and position
of a business. They provide a clear picture of a company’s financial performance and
condition over a specific period.

Common financial statements include:

¢ Income Statement (Profit & Loss Statement)

¢ Balance Sheet (Statement of Financial Position)
e Cash Flow Statement

¢ Statement of Changes in Equity



Importance of Financial Statements:
1. Helps in Decision Making

o Investors, managers, and creditors use financial statements to make informed
decisions.

2. Shows Financial Performance

o It shows how much profit or loss the company has made in a period.
3. Reveals Financial Position

o Provides details on assets, liabilities, and owner’s equity at a given time.
4. Facilitates Planning and Control

o Management uses financial statements to plan budgets and control expenses.
5. Legal and Regulatory Compliance

o Helps companies comply with tax laws and regulatory requirements.
6. Builds Investor Confidence

o Transparent financial reporting attracts investors and lenders.
7. Enables Comparison

o Helps compare performance across periods or with other companies.

4.3) What is meant by a products contribution margin ratio?how is this useful in planning
business operation?

What is Contribution Margin Ratio?

The Contribution Margin Ratio (CM Ratio) is the percentage of each sales dollar that
contributes to covering fixed costs and then generating profit.

Formula:

Contribution Margin Ratio=Sales-Variable CostsSalesx100\text{Contribution Margin Ratio} =
\frac{\text{Sales} - \text{Variable Costs}}{\text{Sales}} \times 100

Or,



CM Ratio=Contribution MarginSalesx100\text{CM Ratio} = \frac{\text{Contribution
Margin}}{\text{Sales}} \times 100

Example:

e Selling Price per unit = $100

e Variable Cost per unit = S60

e Contribution Margin = $100 - $60 = $40

CM Ratio=40100x100=40%\text{CM Ratio} = \frac{40}{100} \times 100 = 40\%

This means 40% of each dollar of sales goes toward covering fixed costs and profit.

How is CM Ratio Useful in Planning Business Operations?

1. Break-Even Analysis

o Helps calculate how much sales are needed to cover all fixed costs (break-even

point).
2. Profit Planning
o Assists in predicting how much profit can be earned at different sales levels.
3. Pricing Decisions

o Helps decide whether the selling price is high enough to cover costs and give
profit.

4. Cost Control
o Identifies the impact of variable costs on profitability.
5. Decision Making

o Useful in choosing between multiple products or projects based on their
contribution.



