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Paper: Financial Accounting (528)

Maximum Marks: 100

Time Allowed: 3 Hours



Pass Marks: 40

Note: 

Attempt any Five questions. All carry equal Marks.

Q.1


Explain the following accounting concepts:

a. The Accounting equation

b. Business entity concept

c. Going concern concepts

d. Cost concepts

Q.2



The beginning inventory and the purchases of commodity X for the year are presented below:

COMMODITY – X





Inventory

10 units at Rs. 40






Purchase

15 units at Rs. 42






Purchase

08 units at Rs. 41






Purchase

07 units at Rs. 44

Assuming that there are 11 units on hand at the end of the year, determine (a) the cost of the inventory and (b) the cost of goods sold by each of the following methods:

a. FIFO


(2)
LIFO, and


(3)
weighted average

Q.3
The following facts are related to Tariq & Co.

a. January 1, 2002, balance of Allowance for doubtful accounts, Rs. 5,650. (credit)

b. Total of customer accounts written off during 2002, Rs. 4,230.

c. Total sales during 2002, Rs. 405,000 90 % of sale are on credit.

Required: Calculate Tariq & co.’s Bad expense for 2002:

1. Assuming that the direct write off method is in use.

2. Assuming that the percentage of credit sales method is used: Tariq uses 2.5% to estimate bad debts losses.

Q.4
Prepare an income statement from the following information.

Sales (Net)


50,000

Merchandise (Opening)
7,000

Purchase (Net)

12,000

Merchandise (Closing)
2,500

Marketing Expenses
1,700

Admn. Expenses

2,800

Rent Expense

2,000

Utilities


4,000

Prepared Expenses

9,000

Accrued income

3,400

Note:
Out of the prepaid expenses. A total 3700 have been consumed during the current period.

Q.5
During the fiscal year ended 31st October; Irshad Corporation engaged in several transactions that involving notes payable.

	June, 6
	Borrowed Rs. 11,200/- from Shahid Majeed, issuing to him a 45- Day, 12% note payable.

	July, 13
	Purchased office equipment from Tahir & Company the invoice amount was Rs. 16,800/- and Tahir & Co. agreed to accept as full payment a 12% three month note for the invoiced amount.

	July, 21
	Paid Shahid Majeed note plus accrued interest.

	September, 01
	Borrowed Rs. 235,200/- from National Bank of Pakistan at an interest rate of 12 % per annum; signed a 90-day note with interest included in the face amount of the note (use discount on notes payable account.)

	October, 01
	Purchases merchandise in the amount of Rs. 3,000/- from Faiz & Co. gave in settlement of a 90-day note bearing interest at 14 %.

	October, 13
	The Rs. 16,800/- note payable to Tahir & Co. matured today. Paid the interest accrued and issued new 30-days, 12 % note replace the maturing note.


Instruction:

a. Prepare the necessary journal entries use a 360-days year in making the interest calculations.

b. Prepare the adjusting entries needed at 31st October prior to closing the accounts. Use one entry for the two notes on which interest is stated separately and a separate entry for the National Bank note where interest is included in the face amount of the note.

Q.6


Compute the correct amount to replace each letter in the following table:

	
	1
	2
	3
	4

	Balance a Per Bank Statement

Deposit In Transit

Outstanding Cheques

Balance Per Cash Books
	A

600

1500

2600
	8200

B

1000

9400
	175

50

C

225
	1200

125

D
1250


Q.7


Make distinction between a partnership and a company. Also highlight the accounting procedures for issuance of Company’s share capital and its allotment.
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Q.1

a. Why are the total assets shown in a balance sheet always equal of the total of the liabilities plus the owner’s equity?

b. Can a business transaction cause one asset to increase without affecting any other asset, liability or the owner’s equity

c. State the accounting equation in two alternative forms.

d. What is the purpose of an audit?

Q.2
Shown below is the Trial Balance of X Company:

X Company
Trial balance for the month ending June 30, 2002

	Particulars
	Rs.
	Rs.

	Cash
	3,700
	

	Account receivable
	2.900
	

	Unexpected insurance
	490
	

	Supplies
	1,460
	

	Equipment
	18,600
	

	Accumulated deprecation equipment
	
	2,480

	Notes payable
	
	10,000

	Earned revenue
	
	1,200

	A’s capital
	
	14,190

	A’s drawing
	1,500
	

	Revenue from services
	
	5,130

	Rent expanse
	2,450
	

	Salaries
	1,900
	

	
	33,000
	33,000


Adjust required:

a) Insurance expired for the month Rs.70

b) Supplies used Rs. 560

c) Depreciation expanse on equipment Rs. 310

d) Interest accrued on note payable Rs. 80

e) Revenue earned during the period Rs. 800

f) Salaries payable Rs. 500

Prepare a 10 column work sheet and how the adjusting entries.

Q.3

a. Describe the nature and usefulness of cash budget.
b. With respect to voucher system, what is meant by the terms voucher, voucher register and cheek register?
Q.4
Discuss the process of accounting system of accounting cycle?

Q.5


Electronic warehouse uses a perpetual inventory system. At year end, the inventory account has a balance of Rs. 314,000 but a physical account shows that the merchandise on hand has a cost of Rs. 307,500.

Required

a. Explain the probable reasons for this discrepancy.

b. Prepare the journal entry required in this situation.

c. Indicate all the accounting records to which your journal entry in part should be posted.










(6+6+8)

Q.6

In partnership firm A has capital of Rs. 100,000 and B has a capital of Rs. 80,000. They agree to share income as follows:

Salary allowance of Rs. 80,000 to A and Rs. 50,000 to B.

Interest allowance at 15% on that beginning capital.

Profit will be distributed at the ratio of 6:4 to a A and B respectively.

The partnership income for the year is Rs. 2, 47,000

a    Show the division on income to parties.

b    Prepare the capital accounts for both A and B.



 (10+10)

Q.7

a. Explain the significance and meaning of book value, market value and par value of capital stock.

b. Contrast the features of common stock with those of refereed stocks.
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Q.1


Write short note on the following:

a. Cost principle

b.
Going concern assumption

c.
Financing activities

d.
Retained earnings

e.
Articulation

Q.2


On April 1, 2001m, Pat Hamilton, an attorney, opened her own legal practice, to be known as the Law Office of Pat Hamilton. The business adjusts its accounts at the end of each month. The following trial balance was prepared at April 30, 2001, after one month of operations:

LAW OFFICE OF PAT HAMILTON

Trial Balance

April 30, 2001

Cash








10,060

Unexpected Insurance





3,000

Prepaid Office Rent






4,800

Office Supplies






1,460

Office Equipment






26,400

Notes Payable








16,000

Unearned Retainer Fees







16,020

Pat Hamilton Capital







20,000

Pat Hamilton Drawing





4,000

Legal Fees Earned








1,580

Salaries Expanse






2,680

Miscellaneous Expanses





1,200










53,600

53,600

Other Data:

a. No interest has been yet paid on the note payable. Accrued interest at April, 30 amounts to Rs. 180.

b. Salaries earned by the office staff but not yet recorded or paid amounted to Rs. 3,470 at April 30. 

c. A professional liability insurance policy was purchased on April 1. The premium of Rs. 3.000 for the first six months was paid and recorded as Unexpired Insurance.

d. The business rents as office at a monthly rate of Rs. 1, 6000. On April 1, three months rent was paid in advance and charged to the Prepaid Office Rent Account.

e. Office supplies on hand at April 30 amounted to Rs. 1,100.

f. Office equipment was purchased on April 1 and is being depreciated over an estimated useful life of 10 years.

Instructions

a. Prepare the adjusting entries required at April 30.

b. Determine the amount of net income to be reported in the company’s income statement for the month ended April 30, 2001.

Q.3


Concord products uses a perpetual inventory system. On January 1, the inventory account had a balance of 84,500. During the first few days of January the following transactions occurred.

Jan 2 Purchased merchandise on credit from Smith Company for 9,200.

Jan 3 Sold merchandise for cash 22,000. The cost of this merchandise was 14,300.

a) Prepare entries in general form to record the above transactions.

b) What was the balance of the inventory account at the close of business January 31?

Q.4


The Credit manager of Olympic Sporting Goods has fathered the following information about the company’s accounts receivable and credit losses during the currently year.

Net credit sales for the year







3,000,000

Accounts receivable at year end






360,000

Uncollectible accounts receivable





43,650

Estimated potion of year end receivable expected to prove


18,000

Uncollectible (Per aging schedule)






61,650

Instructions

Prepare one journal entry summarizing the recognition of uncollectible accounts expanse for the entire year under each of the following independent assumptions.

(a) Uncollectible accounts expense is estimated at amount equal to 15% of net credit sales.

(b) Uncollectible accounts expense is recognizes by adjusting the balance in the allowance for doubtful accounts to the amount indicated in the year end aging schedule. The balance in the allowance account at the beginning of the current year was 15,000 (Consider the effect of the write off during the year upon the balance in the allowance for doubtful accounts.)

(c) The company uses the direct write off method of accounting for uncollectible accounts.

Q.5


During the current year. Airport Auto entails purchases 60 new automobiles at a cost of Rs. 13,000 per car. The cars will sold to a wholesaler at an estimated Rs. 4000 each as soon as they gave been driven 50,000 miles. Airport Auto Rentals computes depreciation expanse on its automobile by the units of output method, based upon mileage.

Instructions:

a. Compute the amount of deprecation to be recognized for each mile that a rental automobile is driven.

b. Assume that the 60 rental cars are driven a total of 1,650,000 miles during the current year, compute the total amount of depreciation expense that Airport Auto Rentals should recognize on this fleet of the cars of the year.

Q.6


What are the main features of partnership which distinguish it from other form of business?

Q.7

Write a note on the following:

(a) Donated capital.

(b) Stock split.

(c) Continued operations.

(d) Preferred stock.

Q.8


Bar Harbor Gas & Electronic obtain authorization to issue 90 million face values of 10% 20 year bonds, date may 1, 2001. Interest payment dates were November 1, and May 1. Issuance of the bonds date take place until August 1, 2001. On this date all the bonds were sold at a price of 100 plus three months’ accrued interest instructions.

Prepare the necessary entries in journal from on:

(a) August 1, 2001, to record the issuance of bonds.

(b) November 1, 2001, to record the first semi annual interest payment on the bond issue.

(c) December 1, 2001, to accrue bond interest/ expense thought year end.

(d) May 1, 2001, to record the second semi-annual interest payment.
****************************************************
ALLAMA IQBAL OPEN UNIVERSITY ISLAMABAD

Level: MBA







Semester: Autumn 2004

Paper: Financial Accounting (528)



Maximum Marks: 100

Time Allowed: 3 Hours





Pass Marks: 40

Note: 


Attempt any Five questions. All carry equal Marks.

Q.1


 Explain the following concepts and give examples.
a. Cost principle.

b. Concept of going concern.

c. Reliability or objectivity principle.

d. Entity concept.

Q.2


The following balance appeared in the books of merchants on 30th June, 2005.

Building

70,000

Carriage on Purchase


1,291

Motor Trucks

12,000

Carriages on Sales


800
Furniture

1,640

Reserve in Bad Debts


1,320
A/C Receivable
15,600

Establishment



2,135
A/C Payable

18,852

Taxes & Insurances


783

Stock


15,040

Interest (Cr.)



340

Cash In hand

988

Bad Debts



613
Cash at Bank

14,534

Audit Fee



400
Bills Receivable
5,844

General Charges


3,950
Bills Payable

6,930

Traveling Expenses


325
Purchases

85,522

Discount (Dr.)



620

Sales


121,850
Investments



8,922
Capital


92,000

Sales Returns



285

Prepare trading & Profit & Loss Account/Income Statement for the year ended on 30th June, 2005 and balance sheet as on that date. In doing so take the following matter into consideration.

(i) Stock on 30th June, 2005 amounted to Rs. 15,500.
(ii) Depreciate Motor trucks at 20 % and Furniture at 10 %.

(iii) Increase Bad Debts reserve by 5 % on Sundry Debtors.
(iv) Salaries Rs. 500 and taxes Rs. 150 are outstanding.

(v) Unexpired insurance Rs. 50.

(vi) Interest accrued on investment Rs. 120.
(vii) Rent due for a portion of the building let Rs. 150.
(viii) A bill receivable for Rs.500 was discounted in 30th June, 2005 but was not due till July next.
Q.3


Jamal Farms is a large merchandising firm engaged in the retail sales of eggs. Its sole supplier at the present time is Noor poultries. Noor’s lost price to retailers is Rs. 200 per crate. However, discounts may be offered on the following bulk purchases.
Quantity Purchased






% of Discount

Below 10 crates






0%

10 to 20 crates






8%
21 to 30 crates






10%

Over 30 crates






15%

During July, Jamal purchased 30 crates from Noor with terms of 3/10, n/30

Required:
(i) Record the sale and the receipt of the payment by Noor within the discount period using the gross method.
(ii) Record the purchase and the payment by Jamal with in the discount period using the gross method.

Q.4

Prominence, boss account (extract) it the year ended 30th June 2005, 2001

	Profit before tax
	
	1,976

	Taxation
	528
	

	Profit after tax
	
	1,448

	Transfer to asset replacement reserve
	200
	

	Transfer to general reserve
	400
	

	Dividends paid and proposed
	720
	4,320

	Relined profit for the year
	
	128

	Retained profit brought forward
	
	576

	Retained profit carried forward
	
	704


Notes:

During the year following transaction took place:

1. Fixed assets costing Rs. 860,000 were disposed during the year. The accumulated depreciation on these assets was Rs. 680,000.

2. Bonus shares were issued on the basis of one for every three shares already held i.e. 80,000 shares, by using part of the share premium account.

3. The company then made a rights issue on the basis of one share for each four held, the new shares wore offered at a premium of Rs. 1 each.

4. There had been on additions to freehold property during the years.

5. The debentures were redeemed in January 2001.

Required:
A cash flow statement for the year ended 30th June 2005.

Q.5


Zahid was hired by Muslim Store to take a physical stock of its goods on hand at the end current financial period. Zahid had never done this type of work before and he was very slow le4amer after the physical tock had been taken. Zahid was asked to compile the information necessary to determine store’ cost of goods sold.
	
	Zahid’s Figures
	Actual Corrected

	Beginning stock
	Rs. 62,000
	Rs. 22,000

	Ending stock
	Rs. 47,000
	Rs. 72,000


Required:
Determine the net affect of Zahid’s errors on Muslim’s gross margin on sales.

Q.6


A and B were in partnership sharing profit and issues in the proportion three fourth and one fourth respectively. Their balance sheet stood as following on 30th June, 2005.
	Liabilities
	Rs.
	Assets
	Rs.

	Creditors
Capital Account:

A

B
	37,500
40,000

10,000
	Cash at bank
Bills receivable

Book debits

Stock

Furniture

Building
	22,500
3,000

16,000

20,000

1,000

25,000

	Total
	87,500
	Total
	87,500


They admitted Conto partnership on 30th June, 2005 on the following terms:

(a) That C pays Rs. 10,000 as his capitalism for a fifth share in the future profits.

(b) That goodwill accounts for Rs. 20,000 is raised in the books of the new firm.

(c) That stock and furniture are reduced by 10 % and that a 5% provision is made for likely bad debts.

(d) That the value of the buildings is increased by 20 % and
(e) That the capital accounts of A and B are read journal on the basis of the sharing ratios.

Required:
Pass the necessary journal entries and give the ledger accounts and opening balance sheet of the new firm.
Q.7
Distinguish between corporation, partnership and sole proprietorship in terms of the following characteristics:

· Formation
· Owner’s liability for debt of business

· Continuity of existence

· Federal taxation on income

Q.8

(a) Define non trading concern and explain how does the accounting of non trading concern differ from those of trading concern?

(b) Mention the important points of distinction between a receipt and payment account and an income and expenditure in court.
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Q.1

a. Discuss briefly the basic functions of an accounting system?
b. Accounting information system is helpful for decision making comment.
Q.2

Write short notes on the following:

a. Articulation

b. Matching principle

c. Stable dollar assumption

d. Solvency

Q.3


Island Hopper Island airline providing passenger and freight services among some pacific islands. The accounts are adjusted and closed each month. At June 30th the trial balance shown was prepared from the ledger.

ISLAND HOPPER

Trial balance

June 30, 2004

Cash







23,600

Accounts Receivable




7,200

Prepaid Rent






9,600

Unexpired Insurance




21,000

Aircraft






1,200,000

Accumulated Depreciation Aircraft




380,000

Notes Payable







600,000

Unearned Passenger Revenue





60,000

Mary Earhart. Capital






230,850

Mary Earhart. Drawing




7,000

Freight Revenue







130,950

Fuel Expense





53,800

Salaries Expense





66,700

Maintenance Expense




12,900









1,401,800
1,401,800

Other Date:

a. The aircraft is being depreciated by the straight line method. Over a period of 10 years.

b. The amount shown as unearned passenger revenue represents tickets sold to customers in advance of flights. During June, Rs. 38,650 of this amount was earned by the airline.

c. Salaries earned by employees but not yet paid amount to Rs. 3,300.

d. Accrued interest on notes payable amounts to Rs. 5,000 at June 30 and has not yet been recorded.

e. Three month rent had been prepaid on May 1.

f. On April 1, a 12-month insurance policy had been purchased for Rs. 25,200.

1 Prepare income statement for the month ended June 30, 2004.

2 Prepare balance sheet as at June 30, 2004.

Q.4

Explorer scopes sells state of the telescopes to individuals and organizations interested in studying the solar system. At December 31 last year. The company’s inventory amounted to Rs. 120,000. During the first week of January this year the company made only one purchase and one sale. The transactions were as follows.

Jan 2
Sold one telescope coasting Rs. 37,200 to Central University for cash Rs. 62,000.

Jan5
Purchased merchandise on account from ABC Rs. 80000 terms net 30 days.

a
Prepare journal entries to record these transactions assuming that Explorer Scopes uses perpetual inventory system

b
Computer the balance of inventory account on Jan 7.

c
Prepare journal entries to record these transactions assuming that Explorer Scopes uses periodic inventory System?

Q5:


When Anne Blair arrived at her store on the morning of January 29, she found empty shelves and display racks; thieves had broken in during the night and stolen the entire inventory. Blair’s accounting records showed that she had inventory costing $55800 on January 1. From January 1 to January 29, she had made net sales of $200000 and net purchases of $142800. The gross profit during the past several years had consistently averaged 30% of net sales. Blair whishes to file an insurance claim for the theft loss. You are to use the gross profit method to estimate the cost of her inventory at the time of the theft. Show computations.

Q6:

Grain Products uses straight-line depreciation on all its depreciable assets. The accounts are adjusted and closed at the end of each calendar year. On January 4, 1999, the corporation purchased machinery for cash at a cost of $80000. Its useful life was estimated to be 10 years with a residual value of $12000. Depreciation for partial years is recorded to the nearest full month.

In 2001, after almost 3 years of experience with the equipment, management decided that the estimated life of the equipment should be revised from 10 years to 6 years. No change was made in the estimate of residual value. The revised estimate of useful life was decided on prior to recording depreciation for the period ended December 31, 2001.

a. Prepare journal entries in chronological order for the above events, beginning with the purchase of the machinery on January 4, 1999. Show separately the depreciation for 1999, 2000, and 2001.

b. What factors may have caused the company to revise its estimate of the equipment’s useful life?

Q7:

On September 1, 2001. American Farm Equipment issued 60 million in 10% debenture bonds. Interest is payable semi-annually on March 1 and September 1, and the bonds mature in 20 years. Company policy is to amortize bond discount or premium by the straight-line method at each interest payment date and at year-end. The company’s fiscal year ends at December 31.

Instructions

a. Make the necessary adjusting entries at December 31, 2001, and the jounal entry to record the payment of bond interest on March 1, 2002, under each of the following assumptions:

1. The bonds were issued at 98.

2. The bonds were issued at 101.

b. Compute the net bond liability at December 31, 2002, under assumptions 1 and 2 above.

Q8:

a. Distinguish between a stock split and a stock dividend. Is there any reason for the difference in accounting treatment of these two events?

b. What is liquidating dividend and how does it relate to a regular dividend?
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Q.1:

a. What is a financial statement?

b. What is the relationship between tie and financial statement?

c. What is purpose of accounting?

d. What is meant by term Window Dressing?

Q.2:


The following transactions were carried out during the month of June by Davis and company. A firm of real estate brokers for each of the live transaction you are or state whether the transaction represented revenue to the firm during the month of June give reason for your decision in each case.

a. Davis invested additional Rs. 6,400 cash in the business.

b. Borrowed Rs. 12.800 from Century Bank to be repaid on three months.

c. Earned Rs. 63 interest on a company bank account during the month of June. No withdraws were made from this account to June.

d. Collected cash of Rs. 2.400 from an account receivable. The receivable originated in May from services rendered to a client.

e. Arranged a sale of an agreement building owned by a client. The commission asked in side was.

Q.3:


How an effect accounting information system can be developed? Why it is necessary to do so?

Q.4:


Fedder TV uses a perpetual inventory system. The following are the three recent merchandising transactions:

June 10
Purchased 10 TV sets from Shogun Electronics on account. Invoice price. Rs. 250 per unit, for a total of Rs. 2,500. The terms of purchase were 2/10, n/30.

June 15
sold one of these TV sets for Rs. 400 cash.

June 20
paid the account payable to Shogun within the discount period.

INSTRUCTIONS:
a. Prepare journal entries to record these transactions assuming that Fedders records purchases of merchandise at GROSS INVOICE PRICE.

b. Assume that Fedders did not pay Shogun within the discount period but instead paid the full invoice price on July 10. Prepare journal entries to record this payment assuming that the original liability had been recorded at NET COST.

c. Assume that you are evaluating the efficiency of Fedder’s bill paying procedures. Which accounting method …. Net cost or gross invoice price …. Provides your with that the most useful information? Explain.

Q.5:

King Mining Company purchased the Lost Creek Mine for Rs. 15,000,000 cash. The mine was estimated to contain 2 million tons of ore and to have a residual value of Rs.3, 000,000. 

During the first year of mining operations at the Lost Creek Mine. 4000,000 tons of ore were mined, of which 3000,000 tons were sold.

a. Prepare a journal entry to record depletion of the Lost Creek Mine during the year.

b. Show how the mine and the accumulated depletion would appear in King Mining Company’s balance sheet after the first year of operations.

c. Would the entire amount of depletion computed in (part a) be deducted from revenue in determining the income for the year? Explain.

d. Indicate how the journal entry in (part a) affects the company’s current ratio. Do you believe that the activities summarized in this entry do, in fact. Make the company any more or less liquid?

Q.6:


The Common Stock of Newton Corporation was trading at Rs. 45 per share on October 15, 2000. A year later, on October 15,2001, it was trading at Rs. 100 per share. On this date, Newton’s Board of Directors decided to split the company’s common stock.

a. If the company decides on a 2 for 1 split, at what price would you expect the stock to trade immediately after the split goes into effect?

b. If the company decides on a 4 of 1 split, at what price would you expect the stock to trade immediately after the split goes into effect?

c. Why do you suppose Newton’s Board of Directors decided to split the company’s stock?

Q.7:

a. Explain the elative priority of the claims of owners and of creditors to the assets of a business. Do all creditors have equal priority? Explain.

b. Briefly explain the income tax advantage of raising capital by issuing bonds rather than by selling capital stock?

c. Why do bond prices vary inversely with interest rates?

Q.8 A:


Explain the relationship between the matching panicle and the need to estimate uncollectible account receivable?

Q.8 B:


Upon Corporation was formed at the beginning of 2000 by issuing 20,000 shares of capital stock at Rs. 5 per share the Corporation reported a net loss of Rs. 8.000 for 2000 and net income of Rs. 15,000 for 2001: the corporation declared on dividends for either year.

1 Prepare the stockholder’s equity section at the end of 2001.

2 Contrast the two types of capital contained in the stockholder’s equity section of Upton’s balance sheet.
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Q.1:

(a)
How an Accounting information system can be helpful in decision making?
(14)

(b)
What do you understand by the term subsidiary ledger?



(06)

Q.2:

Write short notes on the following:

a. Capital Stock

b. Inflation

c. Window dressing

d. Realization Principle

Q3:

ISLAND HOPPER

Trial Balance

June 30, 2004

Cash
23600

Accounts Receivable
7200

Prepaid Rent
9600

Unexpired Insurance
21000

Aircraft
1200000

Accumulated Depreciation Aircraft

380000

Notes Payable

600000

Unearned Passenger Revenue

60000

Mary Earhart. Capital

230850

Mary Earhart. Drawing
7000

Freight Revenue

130950

Fuel Expense
53800

Salaries Expense
66700

Maintenance Expense
12900


1401800
1401800

Other Data

a. The aircraft is being depreciated by the straight line method over a period of 10 year.

b. The amount shown as unearned passenger revenue represents tickets sold to customers in advance of flights. During June, Rs. 38650 of this amount was earned by the airline.

c. Salaries earned by employees but not yet paid amount to Rs. 3300

d. Accrued interest on notes payable amounts to Rs. 5000 at June 30 and has not het been recorded.

e. Three month rent had been prepaid on May 1.

f. On April 1, a 12 months insurance policy had been purchased for Rs. 25200.

1.
Prepare a work sheet for the month ended June 30, 2001

2.
Prepare adjusting entries.

Q4:

Clean air management pays income taxes at a rate of 30% on capital gains at December 31, 2000 the company own marketable securities that cost Rs. 25000 but that have a current market value of Rs. 90000.

a. How will the users of clean airs financial statement be made aware of this substantial increase in the market value of the company investments.

b. As of December 31, 2000 how much income taxes has clean air paid on the increase in the value of these investment Explain?

c. Prepare a journal entry at January 4, 2001 to record the sale of these investments for Rs. 90000 in cash.

d. What effect will this transaction have on clean airs income tax obligation for 2001.

Q5:

Norfleast Company prepared the following condensed income statements for two successive years.


2001
2000

Sales
1500000
1440000

Cost of goods sold
879600
914400

Gross Profit on Sales
620400
525600

Operating Expenses
460500
447000

Net Income
459900
78600

At the end of 200, the inventory was understated by Rs. 50400, but the was not discovered until after the accounts had been closed and financial statements prepared at the end of 2001 the balance sheets of the two years showed owner’s equity of Rs. 414200 at the end of 2000 and Rs. 460000

At the end of 2001

a. Compute the corrected net income figures for 2000 and 2001

b. Compute the gross profit amounts and the gross profit percentages for each year based on corrected data.

c. What correction, if any, should be made in the amounts of company’s owner’s equity at the end of 2000 and at the end of 2001?

Q6:

Ogilvie construction traded in a used crane on a similar new one. The original cost of the old crane was Rs. 60000 and in both Ogilvie’s accounting records and income tax returns the accounted deprecation amounted to Rs. 48000 the new crane costs Rs. 75000 Ogilvie was grade in allowance of Rs. 15000.

a. What amount of cash must Ogilvie pay?

b. Compute the gain or loss on disposal of crane?

c. Assume that trade in allowance was only Rs. 7000 which implies a Rs. 5000 loss on disposal from an income tax stand pint would it be more advantage for Ogilvie to sell the old for Rs. 7000 or trade in for the Rs. 7000 allowance? Explain

Q7:

a. Briefly explain the income tax advantages of raising capital by issuing bonds rather than by selling capital stock?

b. What is meant by bond sinking fund

Q8:

When Enviro system inc was formed the company was authorized to issue 5000 shares of Rs. 100 per value 8% cumulative preferred stock, and 100000 shares of Rs. 2 stated value common stock. The preferred stock is callable at Rs. 106.

Half of the preferred stock were issued at price of Rs. 103 per share and 70000 shares of the common stock ware sold for Rs. 13 per share. At the end of the current year, Enviro systems inc has retained earnings of Rs. 29000.

a. Prepare the stockholders equity section at the company balance sheet at end of the current years.

b. Assume enviro system common stock is trading at 22 per share and the preferred shock is trading at Rs. 105 per share at the end of current year what the stock Holders Company owned in per that be affect by this additional information.
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Q.1:

a. Explain the role of accounting concepts in the preparation of financial statements.
(08)

b. Is it possible to give a true or a fair view of a company’s position using accounting information?









(06)

c. Why accounting practices should be standardized? Explain.


(06)

Q.2:


The unadjusted trial balance of Sanam Gardens follows



(20)

	Particulars
	Rs.
	Rs.

	Bank
	30,000
	

	Debtors
	14,000
	

	Landscaping supplies
	16,800
	

	Prepaid insurance
	32,000
	

	Investment in plots
	60,000
	

	Trucks
	420,000
	

	Accumulated depreciation, trucks
	
	170,000

	Landscaping equipment
	57,000
	

	Accumulated depreciation, landscaping equipment
	19,000
	

	Building
	680,000
	

	Accumulated depreciation, building
	
	198,000

	Land
	160,000
	

	Franchise
	300,000
	

	Unearned landscape architectures fees
	
	10,500

	Long-term loans
	
	756,000

	Sarfaraz’s capital
	
	492,700

	Sarfaraz’s drawings
	270,000
	

	Landscaping architecture fees earned
	
	122,500

	Landscaping services revenue
	
	840,000

	Office salaries expense
	142,000
	

	Landscape wages expense
	319,000
	

	Interest expense
	68,000
	

	Gas, oil and repairs expense
	39,400
	

	Total 
	2,608,700
	2,608,700


Required:
Prepare a profit and loss account and a balance sheet.

Additional information’s provided are:

a. Insurance premium of Rs. 22,200 expired during the year, 106

b. An inventory showed Rs. 4,100 if unused landscaping supplies on hand.

c. Estimated depreciation on the landscaping equipment, Rs. 8,200.

d. Estimated depreciation on the trucks, Rs. 66,000.

e. Estimated depreciation on the building, Rs. 30,200.

f. Of the Rs. 10,500 credit balance in unearned landscape architecture fees, Rs. 7,500 was earned by the year-end.

g. Accrued landscape architecture fees earned but unrecorded was Rs. 20,000.

h. Unpaid landscape wages at the year-end were Rs. 3,000.

Q.3:
A company uses periodic inventory system. Following are the income statement of five different companies. Fill the missing information. Also show your calculations.

(20)

	
	1
	2
	3
	4
	5

	Net sales
	300,000
	600,000
	700,000
	900,000
	

	Beginning inventory
	95,000
	90,000
	230,000
	
	260,000

	Net purchases
	130,000
	340,000
	
	500,000
	

	Ending inventory
	44,000
	
	185,000
	150,000
	255,000

	Cost of goods sold
	
	330,000
	490,000
	
	660,000

	Gross profit
	119,000
	
	210,000
	260,000
	225,000

	Expanses
	90,000
	
	165,000
	300,000
	

	Net income (loss)
	
	25,000
	
	
	(25,000)


Q.4:


On 1st July, 2005 the provision for doubtful debts stands at Rs. 6,000 (credit balance). In year 2004-2005, the bad debts amounted to Rs. 5,000. The debtors on June 30, 2005 are amounted to Rs. 160,000 and a new provision for doubtful debts is to be maintained at 5%. Show journal entries and the necessary accounts and also show how the items will appear in profit and loss account and in the balance sheet as on 30th June, 2005.


(20)

Q.5:


What are the different steps involved in development if accounting information system? Give examples of each step.

Q.6:


During 1999, Bashir Traders purchased goods as follows:



(20)

	Jan 1
	Opening stock
	40 units @ Rs. 30.00
	Rs.1,200

	May 5
	Purchased
	200 units @ Rs. 28.00
	Rs.5,600

	July 10
	Purchased
	80 units @ Rs. 25.00
	Rs.2,000

	Oct 2
	Purchased
	160 units @ Rs. 28.00
	Rs.4,480

	Dec 22
	Purchased
	120 units @ Rs. 30.00
	Rs.3,600

	
	Total
	600 units
	Rs.16,800


The total units sold during the year were 450.

Required:
Determine the cost of the closing stock and cost of goods sold under each of the following by using periodic method:

i. Costs are assigned on a weighted-average cost basis.

ii. Costs are assigned on the basis of FIFO.

iii. Costs are assigned on the basis of LIFO.

Q.7:

A and B are partners sharing profits and loss in the ratio of 3:2. C is admitted as new partner and the new profit sharing ration is 2:2:1. C brings in cash Rs. 8,000 for capital and Rs. 2,000 for good will. Balance sheet of A and B is as follows:




(20)

Liabilities


Rs.


Assets



Rs.

Capital A


10,000


Good will


4,000

Capital B


10,000


Other assets


16,000





20,000






20,000

Partners decide that good will account should appear in the new firm’s books as Rs. 8,000.

Give journal entries and prepare balance sheet of the new firm (show the calculations)

Q.8:
a) Why investment in marketable securities is usually regarded as current asset?

b) Why must an investor who owns numerous marketable securities maintain a marketable securities subsidiary ledger?

c) Distinguish between bonds and debentures.
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