Financial Accounting Important Questions

Rectifying Entries:
Entries necessary to correct the errors in boolezcbunts are called rectifying entries.

Accounting Cycle:
Accounting cycle includes the following stages:

Transaction® Journal=» Ledger=>» Trial Balance® Financial Statements

Trading Account:
The account which shows the gross result i.e. goosft or gross loss of the business is known as

trading account.

Profit & Loss Account:
The account which shows the net result i.e. nditpyonet loss of the business is known as pr&fit

loss account.

Financial Statements \4
Financial statements are the statements which shemﬁnanmﬁ mG«Qs well as financial

position of the business. Financial statementsudu:ll_ie ent, balance sheet, statement of
nts

changes in equity, cash flow statement.an
* Income Statemen ] e@ﬂch shows eﬁm% erformaridbe business during

a particula @ alled inco

. Er% eet Balance s@t@@statement which shows thadialposition of the business
on a specific date.

* Cash Flow Statement: The statement which shows total cash inflows argh aautflows of

operating, investing and financing activities.

Real & Fictitious Assts:
* Real Assets: Assets which have some market value are calledassalts e.g. machinery.
* Fictitious Assets: Assets which have no market value are called ibicti assets e.g. preliminary

expenses.

Wasting Assets:
Assets whose value gradually reduce on accounsefand finally exhausted completely are called

wasting assets e.g. mines, forest.
Contingent Liabilities:
Contingent liability is not a liability at presebut may or may not become liability in future. It

depends upon certain future events.
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Financial Accounting

Important Questions
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Cost & Management Accounting Important Questions

Difference between Product and Period Cost

* Product Cost: Product cost is a cost that is incurred in progdgigoods & services and included
in the value of inventory (direct material, diréabour, manufacturing overheads).

* Period Cost: A cost that relates to a time period and are ffected by changes in the level of

activity are called period costs e.g. selling adchian expenses.

Difference between Fixed & Variable Cost:

* Fixed Cost: Fixed costs are the cost that does not vary with ¢hange in production, if
production increases or decrease fixed cost rencaimstant.

* Variable Cost: Variable costs are the costs that vary with thange in production e.g. if
production increases variable cost increasespiystion decreases variable cost decrease.

 Step Cost:

Sunk Cost, Opportunity Cost & Avoidable Cost:
* Sunk Costs: Sunk cost is unrecoverable past outlay that éewant to future decisiog making.
*  Opportunity Cost: Opportunity cost is the value of the benefit sfamfd h&urse of
action is chosen, in preference to another. Iiss ealled mpév @t; onomics.

ar

e Avoidablecost: A cost that can be avouﬁm

known as avoidable cost.

tXdking a particular decision is

of 50
Costlng Vé \e\l\l ( e l
s used for the La'\g)f cost pérafroutput are known as costing methods.

. Job Costing (Job Order Costing): Job costing applies where work is undertaken aiegrto
specific order and individual customer requiremehtt can be completed in a single accounting
period e.g. shipbuilding.

» Process Costing: Process costing is used by the companies thairadeicing large quantities of
identical products through continuous operations.

Unit cost = total manufacturing cost + total urpteduced

Costing Techniques:

* Absorption (Full) Costing: Absorption costing includes variable manufacturcogts e.g. direct
material, direct labour and variable manufacturovgrheads along with fixed manufacturing
overhead costs to each unit of product.

+ Marginal (Variable) Cogting: A costing technique that includes only variablenofacturing
costs (direct material, direct labor and variabnofacturing overheads) in unit product costs.

« Standard Costing: A costing that uses standards for costs and regefuu the purpose of control

through variance analysis.
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Financial Management Important Questions

Corporate Social Responsibility:
A concept that implies that the firm should consigsues such as protecting the consumer, paying
fair wages, and considering environmental issukadsvn as corporate social responsibility.

Corporate Governance:
Corporate governance is the system by which cotipoisa are managed and controlled by senior
management. Three key groups in corporate goveenarecboard of directors, executive officer and

common shareholders.

Financial Markets:
A market in which people trade financial securitgegh as stock and bonds is known as financial
markets.
* Primary Market: A market where new securities are bought andfeolthe first time.
» Secondary Market: A market where existing securities are boughtsoid.
* Money Market: A market where short-term government and corpateb# securities_ are traded.
» Capital Market: A market for relatively long-term financial instnents e.g.és \4
.

\e G
Financial Intermediary: tesa-
An institution that holds funds borro froN& order tg@ investment and to make loans

to borrowers 8.9. comm Ciﬁva . O‘
Ti@\g@},l\/})%y: P age ’Lg

Time value of money concept says that rupee in haddy is worth more than the rupee you are
going to get tomorrow.

Simple and Compound Interest:

» Simple Interest: Interest paid on only the original principal bamex is often referred to as
simple interest.

* Compound Interest: Interest paid on both the original principal beveal as well as on unpaid

interest is often referred to as compound interest.

Discount Rate:
Interest rate used to convert future values togmesalue is called discount rate and the process i

called discounting.

Compounding and Discounting:

Compounding is a way to determine current valueaofinvestment to its future value while
discounting is a way to determine future valuerofrevestment to its current value.
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Financial Management Important Questions

Difference between Sunk Cost and Opportunity Cost:

* Sunk Costs: Sunk costs are unrecoverable past outlays thaireevant to future decision
making.

* Opportunity Cost: The value of the benefit sacrificed when one o®wfkaction is chosen, in

preference to another.

Hurdle Rate:
The minimum required rate of return on an investnire@ discounted cash flow analysis. Hurdle rate

is the rate at which a project is acceptable.

Capital Rationing:
Capital rationing selects the combination of inwestit proposals that will provide the greatest

increase in the value of the firm within the budggiting constraint.
Fisher's Rate of Intersection:

of intersection.

Types of Project: NO 0
Following are the three (f@]g\ " 6
. Indepen@ YA prq&c@ a%@xce does not prevent ariresthe acceptance of
ore alternativ
. Dependent Project: A project whose acceptance requires the acceptahcene or more
alternative projects.

« Mutually Exclusive Project: A project whose acceptance prevent the acceptanmee or more

alternative projects.

Post-Completion Audit:
A formal comparison of the actual costs and bes@fita project with original estimates is known as

post-completion audit.

Cost of Equity, Debt and Overall Capital:

e Cost of Equity Capital: It is the required rate of return on investmenttb& common
shareholders of the company.

» Cost of debt:lt is the required rate of return on investmenthaf lenders of the company. Cost of
debt is represented by K

» Overall Cost of Capital: It is the weighted average of cost of common equitgt of preferred

stock, and cost of debt.
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Financial Management Important Questions

Dividend Reinvestment Plan (DRIP):
An optional plan allowing shareholders to autonalycreinvest dividend payments in additional

shares of the company’s stock is called dividefavestment plan.

Public Issue:

Sale of bonds or stock to the general public ikedgbublic issue.

Initial Public Offering (IPO):
A company’s first offering of common stock directtygeneral public is called IPO.

Lease:

Lease is a contract giving the right to lesseerjuseuse the asset for specific time period, tunre
for payment to lessor (owner).

» Operating Lease:Operating lease refers to a short-term leasdglaiten cancelable.

* Financial Lease: Financial lease is a long-term lease that is Boicelable and its life often
matches the useful life of the asset

Underwriting: A Sa\
Underwriting occurs when the invest bN risk O%Qemg able to sell a new security

at the established pr{le\I -‘(O 9 O"
el oage

The price at which an asset can be sold at armigthetransaction is called fair market value.

Difference between Convertibles, Exchangeable and &kfants:

» Convertible Bond: Convertible bond is a bond that may be exchangeddmmon stock of the
same company.

« Exchangeable Bond: Exchangeable bond allows the holder to exchangebtind for
common stock of another company

* Warrants: A warrant is a relatively long-term option to poase common stock at a specified

exercise price over a specified period of time.

Derivative:

A financial asset which derives its value from sameerlying asset is called derivative.

» Put Option: A contract that gives the holder the right to sellspecified quantity of the
underlying assets at a predetermined price onforéa fixed expiration date.

» Call Option: A contract that gives the holder the right to pase a specified quantity of the

underlying assets at a predetermined price onforéa fixed expiration date.
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Economics Important Questions

Supply:
Supply is that part of stock which a supplier ifling to offer for sale at a given price.
« Law of Supply: Law of supply states that increase in price irgeesn quantity supplied and

decreases in price decrease in quantity supplied.

Market:
Market is a place where goods are bought and sildden buyers and sellers.
* Free Market: Free market is a market in which the price is dpieed by the market forces i.e.

demand and supply.

Market Equilibrium:

Market equilibrium is a point where market forcastsas demand and supply are balanced.

Market Price or Equilibrium Price:
The price which is determined by the market fosigsh as demand and supply is caIIe(\zlrket price.

Equilibrium price = price at which quantity demascqual to quantity supplied

\S-
Factorsof Production: Sa
Land, labour, capital and organizatio NQ(&roduc%@uts)

o 1O o7 of
Formsof M :e e
. P&(%y Monopoly i?oaguarket in which there ispslingle seller in the market.

* Duopoaly: Duopoly is a form of market in which there are tfirmms having a complete control
over the market.

» Oligopaly: Oligopoly is a form of market in which few firmawe control over the market.

+ Competition: Competition is a form of market in which there daege number buyers and
sellers.

Monopolistic Competition:

Monopolistic competition is that market situationwhich both monopoly and competition co-exist.

Profit:

Profit is the difference between total revenue tatal cost.
* Normal Profit: AR =AC (or) TR=TC

e Abnormal Profit: AR > AC (or) TR > TC

Price Discrimination:
If producer or seller charges different price frdifierent consumers of the same product is known as

price discrimination.
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Commerce Important Questions

M eetings of Company:
A meeting in which directors and shareholders dedite company’s matter is called meeting of
company;
+ BOD Mesting: A meeting in which board of directors decide tbenpany’s matter.
* Shareholders Meseting: shareholders meeting is called to discuss the eogip affairs with
shareholders.
0 Statutory Meeting: The first meeting of shareholders of company.
0 Annual General Meeting (AGM): AGM is the annually meeting of shareholders inahihi
annual performance of company is discussed.
0 Extra-ordinary General Meeting: The meeting which is conducted for particular angent

nature of work which cannot be postponed till n&s&M.

Resolution:
The formal expression of opinion obtained by th¢amity votes of members is known as resolution.
» Ordinary Resolution: A resolution which is passed by the simple majasitynember

» Special Resolution: A resolution which is passed by three fourth (3hjori k
» Extra-ordinary Resolution: A resolution which is pass é&@re ﬁ

members on special notice of 14 days. NO
Co-operative Somety "( Om
Co-oper é n assom ef A'&s woluntarily pool their resources for mutual
embers.

wigr{o

Business Combination:

h (3Majority of

Business combination is the joining of two or momnpanies to form a single company for better

business activities.

* Horizontal Combination: When two or more similar nature of business uaits combined
under one management is called horizontal comlinati

* Vertical Combination: When two or more different nature of businesssuaie combined under

one management is vertical combination.

Difference between Amalgamation & Merger:
Amalgamation: When two or more existing companies lose their isgpaentity to form a new

company is called amalgamation.

Merger:
When a company purchases the business of anothgratty in which acquiring company retains its

identity is called merger.

41|Page




