Principles of Accounting B.A/B.Com Autumn, 2010
Single entry system is a system of book keeping which does not follow the double entry system and such as does not record or give effect to the twofold aspects of each and every transaction. Under this system of book keeping generally cash book and books to records personal accounts are only maintained. It is not really a system because under this method there may be no record of some of the transactions and only partial record of some others. As such, single entry system of book keeping is not perfect and frauds and mistakes can hardly be detected. We shall discuss the system in greater detail later, but suffice it to say here that proper results can not be obtained by its rules.
Single entry records only one aspect of transaction, such as:
- - Cash received from sale is recorded in cash register only

- - Goods sold on credit are recorded in the individual's account only

- - When cash is received from the customer, to whom the something was sold on credit, the receipt may be just recorded in the account of individual only
Double entry records both aspects of transaction, such as:
- - When good are sold on cash the two aspects of the transaction are - the seller has sold goods and received cash against them. The goods sold are benefit transferred to the purchaser (Credit) whereas the cash received if the benefit against the goods sold (Debit).

- - When the goods are sold on credit the benefit given is the same i.e. goods sold but the benefit received is not cash but a right to receive cash from the customer. Therefore, in this case Debit is given to customer's account (account receivable) instead of cash.

- When cash is received from the customer the right to receive cash ceases. So, the benefit received is cash and benefit transferred is the right to receive cash. Here cash will be debited and customer will be credited.
b) Describe accounting cycle giving explanation to each step.
The accounting cycle is a series of steps in recording an accounting event from the time a transaction occurs to its reflection in the financial statements also called book keeping cycle. The order of steps in the accounting cycle are:- recording in journal, posting to the ledger, preparing a trial balance and preparing financial statements. This procedure is summarized as:-

Journalize transactions. Enter each transaction in the general journal, creating a chronological record of each and every event considered as a transaction.

Post to ledger accounts Post debits and credits from the general journal to the proper ledger accounts first we have to create ledger accounts and than classify each entry with in its ledger account.

Prepare a Trial balance. A trial balance is the sheet which proves the equality of debits and credits in the ledger.

Making adjusting entries. Adjusting entries are the entries made at the end of each period these are like recording of depreciation after entering these entries in the Journal we will post them in their respective ledger accounts

Prepare Adjusted Trial balance. Adjusted trial balance is the prove of the accuracy of the adjusting entries.

Prepare financial statements. Income statement shows the shows net profit or net loss for the period. Statement of the owner's equity shows how the equity has been changed during the period. A balance sheet shows the financial position of the business at the end of the period in terms of Assets and Liabilities.

Journalize and posting closing entries. Clearing the accounts of revenue, expense, and drawing accounts and make them ready to record for a new period. It also transfers the net income or loss of the period to the owners capital account.

Prepare an after closing Trial balance. This shows that the ledgers are in balance after closing entries.
Q.2

a) What do you think about the differences in book of accounts of a services enterprise, merchandising enterprise and manufacturing enterprise?

b) M/s Nomi and Brothers started a computer repair services business as a sole proprietor; he is unaware of maintaining accounting record. He desired you to Journalize the following transactions in Journal General, post them to concerned ledgers and prepare trial balance account.

Nomi started business with Rs. 100,000

Bought PC for office use for Rs. 30,000

Bought tool kit for Rs. 15000

Purchased office furniture for Rs. 10,000

Paid office rent Rs. 5000

Purchased stationary for Rs. 500

Paid salary to office boy Rs. 2000

Services rendered during the month worth of Rs. 10,000 and received cash.

Services performed during the month but not yet billed to clients worth of Rs. 2000

Journal
Date

Particulars

Dr

Cr

1

Cash Account

100000

To capital Account

100000

Being Business start with cash

2

PC Account

30000

To Cash Account

30000

Purchase PC for Business Use

3

Tool Kit account

15000

To Cash Account

15000

Tool kit purchased for cash

4

Office furniture account

10000

To Cash Account

10000

purchased office furniture for cash

5

Office Rent account

5000

To Cash Account

5000

Being paid office rent

6

Stationary account

500

To Cash Account

500

Being paid cash for stationary Exp.

7

Salary account

2000

To Cash Account

2000

Being paid salary

8

Cash Account

10000

To service revenue

10000

Being service render

Total Receivable

2000

To service revenue

2000

Being service render
Cash Account

Capital Account

PC Account

Tool Kit

Office Furniture Account

Office rent Account

Stationary Account

Salary Account

Service Revenue Account

Account Receivable

Trial Balance

As on …….

Q.3 Noor ud Din Company operates consultancy business. Some clients are required to pay in advance for the company’s services, while other are billed after the services have been rendered. The business adjusts and closes its accounts each month. At May 31, the trial balance appeared as follows:

Trial Balance

May 31, 2008

Title of Accounts

Dr. (Rs)

Cr (Rs)

Cash

17150

Fees receivable

37800

Unexpired insurance

2000

Prepaid rent

5400

Office supplies

1050

Office equipment

17100

Accumulated depreciation-office equipment

5700

Accounts payable

3900

Unearned consultancy fees

24000

Capital stock

48600

Consultancy Fees earned

24800

Telephone expense

1200

Salaries expense

19500

Utilities expense

2400

Travel expense

3400

Retained earnings

0

Other information:

The useful life of the office equipment was estimated at five years.

Fees of Rs. 6400 were earned during the month by performing services for clients who had paid in advance.

Salaries earned by employees during the month but not yet recorded or paid amounted to Rs. 1700.

One May 1st the business moved into a new office and paid the first three month’s rent in advance.

Consultancy services rendered during the month but not yet collected or billed to clients amounted to 2900.

Office supplies on hand may 31st amounted to Rs. 600.

On April 1st Rs. 2400 was paid as the premium for six months insurance.

1. Prepare the adjusting entries required at May 31st.

2. Prepare work sheet.

3. Prepare formal Profit and Loss account for the month and balance sheet as on May 31st.

Adjustment Entries
Total Balance

Adjustment

Adjustment trial balance
 
Porfit & Loss Account

Dr

Cr

Dr

Cr

Dr

Cr

Dr

cr

Cash

17150

17150

17150

Fee Receivable

37800

2900

10700

40700

Unexpired insurance

2000

2000

100

400

Prepaid rent

2700

2700

2700

2700

Office Supplies

1050

0

450

450

Office Equipment

17100

17100

17100

Accumulated depreciation office equipment

5700

8420

9120

9120

Account payable

3900

3900

3900

Unexpired consultancy fees

24000

6400

17600

17600

Capital stock

48600

48600

48600

Consultancy Fees earned

24800

6400

31200

31200

Telephone expense

1200

1200

1200

Sales Expense

19500

1700

21200

21200

Utility Expense

2400

2400

2400

Travel Expense

3400

3400

Retained Earnings

0

Salaries payable

1700

1700

1700

Consulting Fee earned

2900

2900

2900

insurance expense

2400

2400

2400

Rent expense

2700

2700

27000

Supplies expense

0

600

600

Depreciation expense

3120

3420

3420

Net Income/Profit/Loss

3220

3220

Total

116700

116700

20120

20120

115420

115420

34100

34100

78100

78100
Q.4 M/s Shoukat a trader extracted the following trial balance from his books for the year ending 31st March 2010.

Purchases and Sales

Opening Stock (1.4.2009)

Capital

Bank Overdraft

Cash

Discount

Returns Inwards

Return Outwards

Carriage outwards

Rent and insurance

Provision for Bad & Doubtful debts

Fixtures and Fittings

Delivery Van

Debtors and Creditors

Drawings

Wages and Salaries

General Office Expenses

22860

5160

90

1440

810

2160

1740

1200

2100

11910

2880

8940

450

61740

41970

7200

4350

930

570

660

6060

_____

61740

The following adjustments are also to be made.

Adjustments:

Stock on 31st March 2010 was Rs. 4290.

Wages and Salaries accrued at 31st March 2010, Rs. 210

Office Expenses owing Rs. 20.

Rent prepaid 31st March 2010 Rs. 180.

Increase the provision for bad and doubtful debts by Rs. 810.

Depreciation is charged as follows:

Fixture & Fitting 10%.

Delivery Van Rs. 300

Required: Prepare profit and loss account and balance as on 31st March 2010.

Ms Shoukat

As on 31st March 2010

Rs

Rs
To opening stock

5160

By sales

41970

+ purchases

22860

less return

810

41160

less return

570

22290

By closing stock

to wages and salaries

8940

add outstanding

210

9150

to gross profit

8850

45450

45450

By gross profit

8850

to discount

By discount

930

to carriage outward

to generate office expenses

450

Add outstanding office expenses

20

To rent and insurance

1740

470

Less prepaid rent and insurance

180

1560

to depreciation on fixture and fitting

120

to depreciation on delivery van

300

to provision for bed debts

420

new provision

810

less old provision

660

150

To net profit

3580

9780

9780
Balance sheet

For year ended 31st May

Liabilities

Rs

Assets

Rs
Creditors

6060

Cash

90

Outstanding wages and salaries

210

Fixture and fitting

1200

Bank overdraft

4350

Loss depreciation

120

1080

Capital

7200

Delivery van

Add net profit

3580

2100

1800

10780

Less depreciation

300

less drawings

2880

7920

Stock

Debtors

11100

11910

180

18540

Less new provision

810

18540

Prepaid rent
Q.5

a) On 1st July 1998, Ajmal purchased a second-hand machine for Rs.46000 and spent Rs.4000 on its repairs and installation. On 30th June, 2001 the machinery as disposed off for a sum of Rs.27000. Assuming the books are closed on 31st December each year and taking the rate of depreciation at 10% p.a. on diminishing balance, show the machinery account.

b) On April 1st 2000, Angro industries purchased new equipment at a cost of Rs.325000. The useful life of this equipment was estimated at 5 years, with a residual value of Rs.25000. The equipment on expiry of its life was sold for Rs.20,000.

Computer the depreciation expense for each year using following methods and also record the journal entry for disposal of assets on expiry.

Straight line method

Declining balance method

Sum of years digit method

Machinery account

Date

Particulars

Amount

Date

Particulars

Amount
1998

1998

Jul 1

To bank

46000

Dec 31

By depreciation

5000

To bank

4000

By balance

45000

50000

1999

50000

1999

To balance

45000

Dec 31

By depreciation

4500

Jan 1

By balance

40500

45000

45000

2000

2000

40500

Dec 31

By depreciation

4050

Jan 1

To balance

By balance

36450

40500

2001

40500

36450

Dec 31

By bank

27000

2001

By depreciation

1823

Jan 1

To balance

By balance

7627

36450

36450
(b)

1. Straight line method

Book value-residual value

Estimated useful life

325000-25000

5

300000/5\60000 depreciation each year under straight line method

2. Declaiming balance method

Year

Cost

Deprecation cost

Depreciation experts

Accumulated Depreciation

Book value end of year
1

32500

10%

32500

32500

292500

2

32500

10%

29250

61750

263250

3

32500

10%

26325

88075

236925

4

32500

10%

23693

111768

213232

5

32500

10%

21323

133091

191909
3. Sum of year digit method
Years

Fractions for depreciation

1

5/15

2

4/15

3

3/15

4

2/15

5

1/15
Year

Cost

Depreciation cost

Fraction rate

Depreciation experts

Accumulated Deprecation

Book value end of year
1

32500

30000

5/15

100000

100000

25000

2

32500

30000

4/15

80000

180000

145000

3

32500

30000

3/15

60000

240000

85000

4

32500

30000

2/15

40000

280000

45000

5

32500

30000

1/15

20000

300000

25000
Q.6 Napa Ltd took delivery of a microcomputer and printer on 1st July, 2009, the beginning of its financial year. The list price of the equipment was Rs. 4999 but Napa Ltd. was able to negotiate a price of Rs. 4000 with the supplier. However, the supplies charged on additional Rs. 340 to install and test the equipment. The supplier offered a 5% discount if Napa Ltd paid for the equipment and additional installation cost within seven days. Napa Ltd was able to take advantage of this additional discount. The installation of special electrical wiring for the computer cost Rs. 110. After initial testing certain modifications costing Rs. 199 proved necessary. Napa Ltd also insured the machine against fire and theft at a cost or Rs. 50 per annum. A maintenance agreement was entered into with supplier. Under this agreement supplier promised to provide 24 hours breakdown cover for one year. The cost of the maintenance agreement was Rs. 350.
Identify the expenditure which will be capitalized and distinguish capital expenditure with revenue expenditure by giving justification.

Particulars

Nature of expenditures

Purchased of microcomputer

Capital expenditure

Instillation and testing expenses

Capital expenditure

Discount received

Capital receipt

Electric wring

Capital expenditure

Modification made

Revenue expenditure

Insurance

Revenue Expenditure
