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Total Marks: 100
Pass Marks: 50
ASSIGNMENT No. 1

(Units: 1–4)

Note: All questions are compulsory.

Q. 1
Describe the purpose of accounting and explain its role in business and society. Also, Identify the primary users of accounting information.
(20)
Q. 2
(a) 
What do you understand by Generally Accepted Accounting Principles (GAAPs)? Explain the need for GAAPs in financial reporting and discuss at least five fundamental GAAPs with appropriate examples.
(20)

(b) 
The following transactions occurred in the books of Naeem Traders during the year ended 31st December 2023. Identify the accounting principle or concept applied in recording each transaction under GAAP and briefly justify your answer:

1. The business paid Rs. 60,000 as rent for the office premises. However, the owner included this in his personal financial records.

2. The company purchased machinery worth Rs. 500,000 but recorded it at the purchase price, not at its current market value of Rs. 620,000.

3. Goods costing Rs. 80,000 were sold to a customer on credit. The company recorded the sale in the books even though payment had not been received yet.

4. A sum of Rs. 200,000 was expected from a customer but was not recorded as revenue due to uncertainty regarding recovery.

5. The company recorded the salary expense of Rs. 150,000 relating to December 2023 even though it was paid in January 2024.



Required:
(i) 
Identify the GAAP or accounting concept applied in each case.
(ii) 
Justify your identification with reasoning.

Q. 3
Shop Rite Services is ready to prepare its financial statements for the year ended December 31, 2022. The following information can be determined by analyzing the accounts:
(20)
1. 
On August 1, 2022, Shop Rite received a Rs. 4,800 payment in advance for the rental of office space. The rental period is for one year beginning on the date payment was received. Shop Rite recorded the receipt as unearned rent.

2. 
On March 1, 2022, Shop Rite paid its insurance agent Rs. 3,000 for the premium due on a 24-month corporate policy. Shop Rite recorded the payment as prepaid insurance.

3. 
Shop Rite pays its employees wages in the middle of each month. The monthly payroll (ignoring payroll taxes) is Rs. 22,000.

4. 
Shop Rite received a note from a customer on June 1, 2012, as payment for services. The amount of the note is Rs. 1,000 with interest at 12%. The note and interest will be paid on June 1, 2024.

5. 
On December 20, 2022, Shop Rite received a Rs. 2,500 check for services. The transaction was recorded as unearned revenue. By year-end, Shop Rite had completed three-fourths of the contracted services. The rest of the services won’t be completed until at least the middle of January 2023.

6. 
On September 1, Shop Rite purchased Rs. 500 worth of supplies. At December 31, 2022, one-fourth of the supplies had been used. Shop Rite initially recorded the purchase of supplies as an asset.


Required: Where appropriate, prepare adjusting journal entries at December 31, 2022, for each of these items.

Q. 4
A company that records credit purchases in a purchases journal and records purchase returns in a general journal made the following errors. Indicate when each error should be discovered.
(20)
1. 
Posted a purchase return to the Accounts Payable account and to the creditor’s subsidiary account, but did not post the purchase return to the Inventory account.

2. 
Posted a purchase return to the Inventory account and to the Accounts Payable account, but did not post to the creditor’s subsidiary account.

3. 
Correctly recorded a Rs. 4,000 purchase in the purchases journal but posted it to the creditor’s subsidiary account as a Rs. 400 purchase.

4. 
Made an addition error in determining the balance of a creditor’s subsidiary account.

5. 
Made an addition error in totaling the Office Supplies column of the purchases journal.

Q. 5
Prepare journal entries to record the following transactions involving both the short-term and long-term investments of Sophia Corp., all of which occurred during calendar year 2021. Use the account Short-Term Investments for any transactions that you determine are short-term.
(20)
a. 
On February 15, paid Rs. 150,000 cash to purchase American General’s 120-day short-term notes at par, which are dated February 15 and pay 10% interest (classified as held-to-maturity).

b. 
On March 22, bought 700 shares of Frain Industries common stock at Rs. 25 cash per share plus a Rs. 250 brokerage fee (classified as long-term available-for-sale securities).

c. 
On June 15, received a check from American General in payment of the principal and 120 days’ interest on the notes purchased in transaction a.

d. 
On July 30, paid Rs. 50,000 cash to purchase MP3 Electronics’ 8% notes at par, dated July 30, 2021, and maturing on January 30, 2012 (classified as trading securities).

e. 
On September 1, received a Rs. 0.50 per share cash dividend on the Frain Industries common stock purchased in transaction b.

f. 
On October 8, sold 350 shares of Frain Industries common stock for Rs. 32 cash per share, less a Rs. 175 brokerage fee.

g. 
On October 30, received a check from MP3 Electronics for three months’ interest on the notes purchased in transaction d.

ASSIGNMENT No. 2

Total Marks: 100
(Units: 5–9)
Pass Marks: 50

Q. 1
(a)
What do you know about stockholder equity? Explain. Also, draw the specimen of stocequity section of the balance sheet.
(20)

(b)
Prepare journal entries to record the following four separate issuances of stock.

1. 
A corporation issued 2,000 shares of no-par common stock to its promoters in exchange for their efforts, estimated to be worth Rs. 30,000. The stock has no stated value.

2. 
A corporation issued 2,000 shares of no-par common stock to its promoters in exchange for their efforts, estimated to be worth Rs. 30,000. The stock has a Rs. 1 per share stated value.

3. 
A corporation issued 4,000 shares of Rs. 10 par value common stock for Rs. 70,000 cash.

4. 
A corporation issued 1,000 shares of Rs. 100 par value preferred stock for Rs. 120,000 cash.

Q. 2
The stockholders’ equity of Whiz.com Company at the beginning of the day on February 5 follows.
(20)
Common stock—Rs. 25 par value, 150,000 shares
authorized, 60,000 shares issued and outstanding . . . . . . . . . . Rs. 1,500,000
Paid-in capital in excess of par value, common stock . . . . . . . …. 525,000
Retained earnings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   675,000
Total stockholders’ equity . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Rs. 2,700,000


On February 5, the directors declared a 20% stock dividend distributable on February 28 to the February 15 stockholders of record. The stock’s market value is Rs. 40 per share on February 5, before the stock dividend. The stock’s market value is Rs. 34 per share on February 28.

1. 
Prepare entries to record both the dividend declaration and its distribution.

2. 
One stockholder owned 750 shares on February 5 before the dividend. Compute the book value per share and total book value of this stockholder’s shares immediately before and after the stock dividend of February 5.

3. 
Compute the total market value of the investor’s shares in part 2 as of February 5 and February 28.

Q. 3
Koral Corporation engaged in the transactions listed below. Identify each transaction as (a) an operating activity, (b) an investing activity, (c) a financing activity, (d) a noncash transaction, or (e) not on the statement of cash flows. (Assume the indirect method is used.)
(20)
1. 
Declared and paid a cash dividend.
2.
Purchased a long-term investment.
3. 
Increased accounts receivable.
4. 
Paid interest.
5. 
Sold equipment at a loss.
6. 
Issued long-term bonds for plant assets.
7. 
Increased dividends receivable.
8. 
Issued common stock.
9. 
Declared and issued a stock dividend.
10. 
Repaid notes payable.
11. 
Decreased wages payable.
12. 
Purchased a 60-day Treasury bill.
13. 
Purchased land.

Q. 4
Moss issues bonds with a par value of Rs. 90,000 on January 1, 2021. The bonds’ annual contract rate is 8%, and interest is paid semiannually on June 30 and December 31. The bonds mature in three years. The annual market rate at the date of issuance is 10%, and the bonds are sold for Rs. 85,431.
(20)
1. 
What is the amount of the discount on these bonds at issuance?

2. 
How much total bond interest expense will be recognized over the life of these bonds?

Q. 5
(a)
Define liquidity and efficiency ratios in the context of financial statement analysis. Explain the significance of these ratios in evaluating a company’s short-term financial health.
(20)

(b)
The following financial data was extracted from the financial statements of three consecutive years of Arshad Trading Cooperative: 
	
	2022
	2023

	Sales
	3,000,000
	3,200,000

	Cost of Goods Sold
	2,300,000
	2,500,000

	Current Assets
	1,500,000
	1,650,000

	Current Liabilities
	1,100,000
	1,150,000

	Inventories
	750,000
	800,000

	Accounts Receivable
	400,000
	450,000

	Prepaid Expenses
	50,000
	40,000


Required:

Compute the following ratios for the years 2022 and 2023 and comment on each to ascertain liquidity analysis: -

a) 
Working Capital

b) 
Current Ratio
c) 
Acid Test ratio

d) 
Days' Sales in Receivables

e) 
Accounts Receivable Turnover ratio

f) 
Days' sales in inventories

g) 
Inventory turnover ratio

h) 
Operating cycle

