Financial Accounting - (528)

First Assignment


	
	1(a) 
Describe “The Financial Accounting Process” in detail.

	
	

	Financial Accounting Process
	The “Financial Accounting Process” refers to the role of accounting which links decision makers with economic activities and with the results of their decision.  The accounting measure and describe the results of economic activities of business and that results facilitate businessmen in making economic decision such as measuring result and evaluating performance of the business.  


	
	1(b)
Accounting has often been called the language of business.  In what respects would you agree with the statement?  How might it be argued that it is deficient?



	
	

	The language of business
	Accounting is often called as the “language of business” because affairs of a business organization are made understood to others as well as to those who manage it through accounting information which has to be suitably recorded, classified, summarized and presented.  In order to make this language to convey the same meaning to all people, it is necessary that it should be based on certain uniform scientifically laid down standards.  These standards are termed as accounting principles.  Accounting principles may be defined as those rules of action which are adopted by the accountants universally while recording accounting transactions and measuring business performance.



	Accounting is deficient
	In my view there is no way to stress that “Accounting” itself is deficient because it starts with correctly recording in books of accounting and ends with showing true picture of performance of the business in the form of financial statements such as Profit & Loss Accounts and Balance Sheet.  

In other way we can say that if accounting is adopted on the basis of certain uniform scientifically laid down standards, it will be proved efficient and if it is adopted in a manner that is not based on prescribed standards, then it will be found deficient. 


	
	1(c)
Give at least 5 examples of transaction that would have the following effects on the elements in a firm’s accounting system:-



	
	

	(i)
Increase cash; decrease some other assets.


	EXAMPLES OF TRANSACTION
1.
On July 2, collected cash of Rs. 15,000/- from accounts receivable.

2.
On July 3, sold machinery on cash of Rs. 100,000 to ABC Company.

3.
On July 4, sold land of industrial park on cash at a price of Rs. 150,000.

4.
On July 5, sold Suzuki Car on cash at a price of Rs. 125,000 to Mr. Rashid.

5.
On July 6, office equipment sold on cash at a price of Rs. 10,000/-



	(ii)
Decrease cash; increase some other assets.
	1.
On July 7, purchased building for office of Rs. 1,500,000 .

2.
On July 8, purchased machinery on cash of Rs. 100,000 from ABC Company.

3.
On July 9, purchased land for industrial park on cash at a price of Rs. 1,050,000.

4.
On July 10, purchased Suzuki Pick up on cash at a price of Rs. 125,000.

5.
On July 11, purchased office equipment on cash at a price of Rs. 15,000/-



	(iii)
Increase in assets; increase a liability.
	1.
On July 12, purchased building for office of Rs. 1,500,000 from ABC company on account.

2.
On July 13, purchased machinery of Rs. 100,000 from ABC Company on account.

3.
On July 14, purchased on account land for industrial park at a price of Rs. 1,050,000 from Mr. Khalid.

4.
On July 15, purchased Suzuki Pick up on account at a price of Rs. 125,000 from XYZ Car Dealer.

5.
On July 16, purchased office equipment on account at a price of Rs. 15,000/- from IBM Computers



	(iv)
Increase an expense; decrease an asset.
	1.
On July 1, paid Rs. 1,500,000. to employees as salaries.

2.
On July 3, paid office rent of Rs. 100,000 to ABC Company.

3.
On July 4, paid Electricity Bill of Rs. 10,000.

4.
On July 5, Advertising expenses of Rs. 125,000 to ABC Advertisers.

5.
On July 31, paid Water Bill of Rs. 200/-.



	(v)
Increase an asset other than cash.
	1.
On July 2, purchased building for office of Rs. 100,000 from ABC company.

2.
On July 3, purchased machinery of Rs. 10,000 from ‘C’ Company .

3.
On July 4, purchased land at a price of Rs. 150,000 from Mr. Khalid.

4.
On July 5, purchased Toyota Pick up at a price of Rs. 125,000 from XYZ Car Dealer.

5.
On July 6, purchased office equipment at a price of Rs. 150,000/- from IBM Computers



	(vi)
Decrease an asset; decrease a liability
	1.
On August 2, paid remaining liability of Rs. 3,000/- on account of purchase of building from ABC company.

2.
On August 3, paid remaining liability of Rs. 1,000 on account of purchase of machinery from ‘C’ Company .

3.
On August 4, paid remaining liability of Rs. 2,000 on account of purchase of land from Mr. Tariq.

4.
On August 5, paid remaining liability of Rs. 23,000 on account of purchase of Toyota Pick up from XYZ Car Dealer.

5.
On August 6, paid remaining liability of Rs. 21,000 on account of purchase of office equipment from IBM Computers




	
	2(a)
Differentiate between the Trial Balance, Chart of Accounts, Balance Sheet, and Income Statement.

	
	

	Trial 

Balance
	In a trial balance separate debit and credit columns are used to list the balances of the individual ledger accounts..  The total of two columns proves the equality of the debit and credit balances.

	Chart of Accounts
	In Chart of Accounts a list of ledger titles and accounts numbers are maintained.  This is used by a particular business for record and reference.



	Balance

Sheet
	A balance sheet is a financial statement which shows the financial position in the form of assets, liabilities and owner’s equity of a business entity at a specific date.  It does not show the how much a business currently is worth.

	Income Statement
	An income statement is a financial statement which indicates the profit or loss of a business over a period of time that may be a year, six months or three months etc.


	
	(b)
Describe the nature and purposes of the general journal.  What does “journalizing means?  give five examples of a compound entry in the general journal.



	
	

	Journalizing
	A “Journal” in which information about each business transaction is initially recorded in an accounting record.  This is also called book of original entry.

“Journalizing” means entry in “Journal” of all information about a transaction in one place and also an explanation of the transaction in a chronological order.  Examples of “Journalizing in General Journal” with compound entries are given below:


Transactions:

1.
On January 1, 1998 started business by introducing a machine of Rs. 50,000 and Cash Rs. 10,000.

2.
On April 1, 1998 give away a charity of Rs. 500 and goods worth Rs. 1000/- to Edhi Welfare.

3.
On April 2, 1998 Received Rs. 1000 on accounts receivable and given discount of Rs. 100.

4.
On April 3, 1998 paid Rs. 200, on accounts payable and received Rs. 20 on cash discount.

5.
On April 10, 1998 purchased furniture of Rs. 10,000/- and paid carriage of Rs. 200/-.

JOURNALIZING

	
	(c)
Define debit and credit.

	
	

	Debit
	A debit is used to record an increase in an asset or a decrease in a liability or in owners equity.  Debit amount is entered on the left hand side of ledger account.



	Credit
	A credit is used to record a decrease in an asset or an increase in a liability or in owners equity.  credit amount is entered on the right hand side of ledger account.



	Name the accounts that are:
	

	(i)
Increased by debits
	Assets e.g. -

Cash account, Land account, Machinery account, accounts receivable, Tools & Equipment account, Building account.

	(ii)
Decreased by debits
	Liabilities and owners’ equity e.g. -

Notes payable account, accounts payable, 



	(iii)
Increased by credits
	Liabilities and owners’ equity e.g. -

Notes payable account, accounts payable, 



	(iv)
Decreased by credits
	Assets e.g. -

Cash account, Land account, Machinery account, accounts receivable, Tools & Equipment account, Building account.



	
	(v)
Describe the purpose for which the work sheet is prepared.  At what stage of the accounting cycle a work sheet is usually prepared.



	Purpose of 

Work Sheet

Stage of

preparation
	Work Sheet is prepared for the purpose to avoid errors in the permanent records of account.  It simplifies work to be done at the end of the accounting period.  It may be prepared for testing Ledger accounts, adjusting entries and financial accounts.  

It is prepared for use at the end of the accounting period as an aid to preparing financial statements and for planning purposes.


	
	3(a)
What account titles are likely to appear in the accounting system of a merchandising company that do not appear in the system employed by a service enterprises?

	
	

	Account titles
	The account titles as are appeared in the accounting system of a merchandising company have some separate titles in comparison with a service rendered organization.  As the basic purpose of merchandising companies is to earn their revenue by selling goods.  Therefore, the following main account titles are used:

Inventory/merchandising account

Cost of goods sold account

Purchases of merchandising account

Every merchandising company, in addition to the main subsidiary ledgers also maintains general subsidiary ledgers for each creditor/debtor and for one type of product.


	
	(b)
Explain the different between trade discount and cash discount.  What are the chain discount and purchase discount?



	
	

	Trade

Discount
	“Trade Discount” is a rebate or allowance from the schedule price granted by the seller to the buyer.  This discount is usually granted when selling to a fellow trader, or the buyer is an old customer or sales are made in bulk, etc.



	Cash Discount
	Whereas the “Cash Discount” is a deduction or allowance allowed by a creditor to a debtor.  If a person pays his debt before the due date of payment the recipient may grant him an allowance for doing so.



	Chain

Discount
	The term “Chain Discounts” is a kind of cash discount in which discounts are offered in a chain to encourage prompt payment as soon as possible.  

For example a sale made with terms of  2/20, 1/30, n/60.  This chain of discounts provide debtor an opportunity of two discounts i.e., (1) if he pays payment within 20 days he will get 2% discount and (2) if he pays payment within 30 days he will get 1% discount.

	Purchase

Discount
	This is also one of the kinds of cash discount.  This term is used by buyers for cash discount.


	
	(c)
Periodic inventory procedure is said to afford little control over inventory.  Explain why?



	
	

	Periodic

Inventory

System
	Periodic inventory procedure is adopted as an alternative to the perpetual inventory system.  This procedure eliminates the need for recording the cost of goods sold as sales occurs.  However, the amounts of inventory and the cost of goods sold are not known until a complete physical inventory is taken at years end.  For this reasons a Periodic Inventory System is well suited to the preparation of only annually final statements.  But as it is argued that the Periodic Inventory System has afforded little control over inventory that will be for the reasons as explained above as well as the Periodic inventory system has the lack of inventory subsidiary ledger which provide useful information to management for making decisions regarding development of the marketing strategies and sale purchase of merchandises.


	
	4(a)
The credit manager of a company has established a policy of seeking to completely eliminate all losses from uncollectible accounts receivable.  Is this a desirable objective for a company? Explain.

	
	

	Elimination of all losses from uncollectible accounts

receivable
	In my view it may be a desirable objective of any company but it is not possible of operation of this type of policy in organized business.  Because in any modern business, credit sale is almost indispensable and it is common experience of traders that some of the debtors fail to pay their debts in full.  After all these uncollectible accounts receivable are written off.  

A policy can be established to minimize the numbers of uncollectible accounts receivable.  In this way business concerns allow discount to debtors at the time of payment by fixing certain percentage.


	
	(b)
For what purpose might a company issue a mortgage note payable?

	
	

	Mortgage Note Payable
	Note payable is an unconditional promise against the loan to a bank.  This is issued whenever bank loan is obtained.

Mortgage note payable is issued when a borrower wants to take loan of heavy amount and/or long term basis for purchase of real estate or costly equipment etc.  Such type of note provides security  by way of charge on the company’s asset(s) to the bank against the loan’s repayment.  


	
	(c)
On June 1, 1997 the Shafiq Company received a Rs. 12,000/- 120 days, 8% note from Saleem Company dated June 1, 1997.  On August 15, 1997 the note was discounted at the Bank.  The rate of discount was 12%.



	
	


(v) 
The proper entry to record the receipt of proceeds at the date of discount.

	
	5
On January 2, 1997, Tirmizi Company purchased a machine for Rs. 57,000 cash, the machine has an estimated useful life of six years and an estimated salvage value of Rs. 1,900.  The double declining balance method of depreciation is being used.

	
	

	Required
	i.
Compute the book value on the machine as on July 1, 1997.




Depreciation Schedule: Double Declining Balance Method 

	Year
	Computation
	Depreciation Expenses
	Accumulated Depreciation
	Book Value

	
	
	
	
	Rs. 57000

	7/1997
	Rs. 57000 X 33.33% X 1/2
	Rs. 9499
	Rs. 9499
	Rs. 47501


ii.
Assume the machine is disposed of on July 2000.  Prepare the journal entries to record the disposition of the machine under each of the following unrelated assumptions:-

Depreciation Schedule: Double Declining Balance Method 

	Year
	Computation
	Depreciation Expenses
	Accumulated Depreciation
	Book Value

	
	
	
	
	Rs. 57000

	7/1997
	Rs. 57000 X 33.33% X 1/2
	Rs. 9499
	Rs. 9499
	Rs. 47501

	7/1998
	Rs. 47501 X 33.33%
	Rs. 15832
	Rs. 25331
	Rs. 31669

	7/1999
	Rs. 31669 X 33.33%
	Rs. 10555
	Rs. 35886
	Rs. 21114

	7/2000
	Rs. 21114 X 33.33%
	Rs. 7037
	Rs. 42923
	Rs. 14077


(a)
The machine is sold for Rs. 9,500 cash.

	
	
	General Journal


	
	Page 
	______

	Date
	
	Account Titles and Explanation
	LP
	Debit 
	Credit

	2000
	
	
	
	
	

	July
	1
	Cash
	
	9500
	

	
	
	Loss on Disposal of Machine
	
	4577
	

	
	
	Accumulated Depreciation: Machine
	
	42923
	

	
	
	
Machine
	
	
	57000

	
	
	Sale of machine at a price below book value


	
	
	


(b)
The machine is sold for Rs. 14,250 cash.

	
	
	General Journal


	
	Page 
	______

	Date
	
	Account Titles and Explanation
	LP
	Debit 
	Credit

	2000
	
	
	
	
	

	July
	1
	Cash
	
	14250
	

	
	
	Accumulated Depreciation: Machine
	
	42923
	

	
	
	
Gain on Disposal of Machine
	
	
	173

	
	
	
Machine
	
	
	57000

	
	
	Sale of machine at a price above book value


	
	
	


(c)
The machine and Rs. 57,000 cash are exchanged for a new machine that has a cash price of Rs. 61,750.

	
	
	General Journal


	
	Page 
	______

	Date
	
	Account Titles and Explanation
	LP
	Debit 
	Credit

	2000
	
	
	
	
	

	July
	1
	Machine (New) 
	
	61750
	

	
	
	Accumulated Depreciation: Machine (Old) 
	
	42923
	

	
	
	Loss on Disposal of Machine (Old) 
	
	9327
	

	
	
	
Machine (Old) 
	
	
	57000

	
	
	
Cash
	
	
	57000

	
	
	Sale of machine (old)  in exchange of new machine and cash


	
	
	


(d)
The machine is completely destroyed by fire.  Cash of Rs. 7,600 is expected to be received from insurance company.

	
	
	General Journal


	
	Page 
	______

	Date
	
	Account Titles and Explanation
	LP
	Debit 
	Credit

	2000
	
	
	
	
	

	July
	1
	Accounts receivable from Insurance Co.
	
	7600
	

	
	
	Loss on fire
	
	6477
	

	
	
	Accumulated Depreciation: Machine
	
	42923
	

	
	
	
Machine
	
	
	57000

	
	
	Insured Machine destroyed by fire


	
	
	


	
	6
The Murtaza Company acquired a machine on September 26, 1995 at a total cost of Rs. 90,200.  The machine was estimated to have life of 10 years and a salvage value of Rs. 2,200/-.  It was also  estimated that the machine would produce one million units of product during its life.  The machine produced 99,000 unit in 1995 and 137,500 units in 1996.

	
	

	Required
	Compute the amount of depreciation to be recorded in 1995 and 1996 under each of the following:




a.
Straight line method

Cost - Residual value


  Years of useful life


= 
Rs. 90200 - 2200

         
         10


=
8800 per year

Depreciation Schedule: Straight line Method 

	Year
	Computation
	Depreciation Expenses
	Accumulated Depreciation
	Book Value

	
	
	
	
	Rs. 90200

	1995
	Rs. 88000 X 1/10 X 1/4
	Rs. 2200
	Rs. 2200
	Rs. 88000

	1996
	Rs. 88000 X 1/10
	Rs. 8800
	Rs. 11000
	Rs. 79200


b.
Unit of production

Depreciation Schedule: The Unit-of-Output Method 

	Year
	Computation
	Depreciation Expenses
	Accumulated Depreciation
	Book Value

	
	
	
	
	Rs. 90200

	1995
	Rs. 99000 X 0.088
	Rs. 8712
	Rs. 8712
	Rs. 81488

	1996
	Rs. 137500 X 0.088
	Rs. 12100
	Rs. 20812
	Rs. 69388


c.
Sum of the year’s digit method

Depreciation Schedule: Sum of the year’s digit method
	Year
	Computation
	Depreciation Expenses
	Accumulated Depreciation
	Book Value

	
	
	
	
	Rs. 90200

	1995
	
	Rs. 4000
	Rs. 4000
	Rs. 86200

	1996
	
	Rs. 15600
	Rs. 19600
	Rs. 70600


d.
Double declining balance method.

Depreciation Schedule: Double Declining Balance Method 

	Year
	Computation
	Depreciation Expenses
	Accumulated Depreciation
	Book Value

	
	
	
	
	Rs. 90200

	1995
	Rs. 90200 X 20% X 1/4
	Rs. 4510
	Rs. 4510
	Rs. 85690

	1996
	Rs. 85690 X 20%
	Rs. 17138
	Rs. 21648
	Rs. 68552


	
	7
The trial balance of Afzal Company on December 31 of the current year includes among other items, the following account balances:



	
	

	
	
	
	(In Rupees)
	

	
	
	Debits
	Credits



	
	Office supplies in hand
	6000
	

	
	Prepaid rent
	25200
	

	
	Buildings
	200000
	

	
	Accumulated Depreciation: Building
	
	33250

	
	Salaries expenses
	124000
	

	
	Unearned delivery fees
	
	4000


Additional Data:

1.
Part of the supplies represented by Rs. 6,000 balance of the office supplied in hand account have been consumed.  An inventory count of the supplies actually in hand at December 31 total Rs. 2,400/-

2.
On May 1 of the current year, a rental payment of Rs. 25,200 was made for 12 months of rent;  it was debited to prepaid rent.

3.
The annual depreciation for the building is based on the cost shown in the building account less an estimated salvage value of Rs. 10,000.  The estimated useful lives of the buildings are 40 years each.

4.
The salaries expenses of Rs. 124,000 do not include Rs. 6,000 of unpaid salaries earned since the last pay day.

5.
One fourth of the unearned delivery fees have been earned by December 31.

6.
Delivery services of Rs. 600 were performed for a customer but a bill has not yet been sent.

Required:

(a)
Prepare the adjusting journal entries for December 31, assuming adjusting entries are prepared only at the year end.

	
	
	General Journal


	
	Page 
	______

	Date
	
	Account Titles and Explanation
	LP
	Debit 
	Credit

	1998
	
	
	
	
	

	Dec.
	31
	Supplies Expenses
	
	3600
	

	
	
	
Office supplies
	
	
	3600

	
	
	Being the supplies in hand on Dec. 31


	
	
	

	
	31
	Rent Expenses
	
	16800
	

	
	
	
Prepaid Rent
	
	
	16800

	
	
	Estimate of rent expenses at Dec. 31


	
	
	

	
	31
	Depreciation Expenses: Building
	
	4750
	

	
	
	
Accumulated depreciation: Building
	
	
	4750

	
	
	Annual depreciation of building


	
	
	

	
	31
	Salaries Expenses
	
	6000
	

	
	
	
Salaries Payable
	
	
	6000

	
	
	To accrue salaries unpaid as the month end


	
	
	

	
	31
	Unearned Delivery Fees
	
	1000
	

	
	
	
Delivery Fees earned
	
	
	1000

	
	
	Portion of delivery fees earned at Dec. 31


	
	
	

	
	31
	Accounts receivable
	
	600
	

	
	
	
Services Revenue
	
	
	600

	
	
	To recognize revenue from service rendered from a customer during Dec.


	
	
	


(b)
Based on the adjusted balance shown in the accumulated Depreciation-Building Account, how many years has the Afzal Company around the building.
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