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ASSIGNMENT No. 01

Financial Accounting (1413) Associate Degree in Commerce

Spring, 2025

Q.1 (a) Who are the primary and secondary users of accounting information, and how
does accounting address the specific needs of each user?

Introduction to Users of Accounting I nformation

Accounting information serves a variety of stakeholders who require financial data for decision-making.
Understanding the distinction between primary and secondary'users is crucial for comprehending how
accounting meets diverse needs. Primary users typically .include those directly involved in the
business's financial performance, while secondary users encompass a broader range of external parties
interested in the company's financial health. This document explores these user categories and how
accounting provides tailored information to suit their respective needs:

Who are Primary Users?

Primary users of accounting information are individuals or groups that are directly engaged in the
operational and financial activities of an organization. 'This*category includes management, investors,
and employees. Each sub-grouprequires specific'financial reports and data:to guide their decisions and
actions. For management, accounting provides insight into operational efficiency, profitability;"and cost
control, enabling them to*make informed strategic decisions.! I'nvestors, on thefother hand, seek
information on returns, risks, and overall*financial health to. guide their investment choices.

The Role of Management as Primary Users

Management is perhaps the most significant- primrary user of aecounting information. They rely on
detailed financial reports, such as income:statements, balance ‘sheets, and cash flow statements, to
monitor business performance and identify areas for improvement. Management accounting includes
budgeting, forecasting, and variance:analysis, alk of“which aid in strategic planning and operational
decision-making. By translating “extensive financial ‘data into actionable insights, management can
implement policies that sustain growth and efficiency.

Investors’ Perspectives on Accountinglnformation

Investors represent another ‘'major=group of primary users, focusing on accounting information to
assess the viability and.profitability of their investments. They use earnings reports, return on equity,
and dividend payout ratios to gauge a company's financial performance. Investors may also look at
trend analyses over time to project potential future performance. The transparency offered by accurate
accounting practices is essential for building trust and encouraging investment.

Employees’ Access to Financial Data

While employees might seem like secondary users, they can also be considered primary users in terms
of job security and advancement. Accounting information plays a crucial role for employees, especially
in industries where performance metrics impact bonuses or promotions. Salary structures, benefits,
and other aspects of employment can be influenced by the overall financial health of the organization
as reported through accounting information. Thus, employees have a vested interest in understanding
the company’s financial performance.

Identifying Secondary Users of Accounting I nformation

Secondary users are not directly involved in the operations of a business but require access to financial
data to make informed decisions that might indirectly impact the organization. These users include
regulators, suppliers, creditors, customers, and the general public. Each subset has unique information
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needs that accounting practices aim to address, ensuring that the information is reliable, relevant, and
timely.

Regulators and Accounting I nformation

Regulatory bodies are secondary users who require accounting information to ensure compliance with
legal and ethical standards. Organizations must prepare financial statements according to Generally
Accepted Accounting Principles (GAAP) or International Financial Reporting Standards (IFRS) to meet
regulatory requirements. Regulators analyze this information to enforce laws, detect fraud, and protect
stakeholder interests, ensuring a level playing field in the financial market.

Suppliers and Their Dependence on Financial Reports

Suppliers depend on accounting information to assess thes'creditworthiness of potential clients.
Financial statements are used to evaluate an organization's ability to pay its debts and liabilities.
Suppliers may look for indicators such as accounts payable ratios and overall liquidity to determine the
risk involved in extending credit. Clear and transparentsaccounting practices can help suppliers build
trust and solidify long-term partnerships.

Government Agencies and Economic Analysis

Government agencies are also secondary users of accounting sinformation, relying on aggregate
financial data to analyze economic performance and trends at- a*macroeconomic level. They may track
industry performance, tax revenue, and economiciindicators derived fromsbusiness accounting data.
Policies and regulations can be shaped based on this analysis, mquencmg economic conditionsiand the
competitive landscape for businesses.

Customers: Indirect Users of Accounting'l nformation

Customers can also be consideredisecondary users of aeeeunting information’, particularly in relation to
corporate social responsibility and ethical business practices. Transparency in financial reporting can
assure customers that they are engaging with- a reputable and®trustworthy business. Customers
increasingly prefer to patronize companies that demonstrate 'sotnd financial health and responsible
management of resources, which can be:assessed through-public financial disclosures.

The Role of Creditors in Financial Reporting

Creditors, including banks ‘and other lending institutions, use accounting information to make lending
decisions. They assess-a company’s capital structure, asset management, and cash flow capabilities
through financial ratios derived {from “accounting data. Ratios such as debt-to-equity and interest
coverage ratios are crucial foricreditors, allowing them to gauge the risk associated with issuing loans
or extending credit lines.

The I mpact of Accounting on Public Perception

The general public also plays a role in the landscape of financial information users. Publicly traded
companies often disclose financial information to promote transparency and build public trust. A
company's commitment to ethical accounting practices can enhance its reputation and encourage
community support. Therefore, the accounting profession plays a vital role in shaping public opinion
and influencing consumer behavior.

Meeting Unique Information Needs Through Accounting

To address the unique needs of both primary and secondary users, accounting systems produce a
variety of reports and analyses. Financial accounting primarily aims to provide historical data for
external users, while managerial accounting focuses on providing real-time, actionable information for
internal decision-makers. This bifurcation ensures that all stakeholders receive tailored information
that is relevant to their respective interests.

Conclusion: The Importance of Accounting for Diverse Users
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In conclusion, accounting information is a cornerstone for informed decision-making among diverse
users. While primary users like management, investors, and employees rely on accounting for
operational and strategic insights, secondary users such as regulators, suppliers, and the public utilize
this information for larger economic and ethical considerations. By addressing the specific needs of
both categories, accounting facilitates transparency, efficiency, and trust within and beyond
organizations. Understanding these dynamics not only highlights the value of accounting but also
underscores its critical role in the broader economic ecosystem.

(b) The accountant for Ronaldo Company makes the assumptions or performs the activities
listed below. Tell which of the following concepts of accrual accounting most directly relates to
each assumption or action:

(a) periodicity, (b) continuity, (c) matching rule, (d) revenue recoghnition,

(e) deferral, and (f) accrual.

1. In estimating the life of a building, assume that the business will last indefinitely

2. BRecords a sale when the customer is billed

3. Postpones the recognition of a one-year insurance policy as an expense by initially
recording the expenditure as an asset

4. Recognizes the usefulness of financial 'statements prepared monthly even though they
are based on estimates

5. Recognizes, by making an adjusting entry, wages expense that has'been incurred but
not yet recorded

6. Prepare an income statement that shows the revenues ‘earned and the:expenses
incurred during the accounting period i R (20)

Certainly! Here's a breakdown of how each assumptlon or actlon corresponds to the concepts of
accrual accounting mentioned:

1. In estimating the life of a building, assume that the business will last indefinitely.
Related Concept: (b) Continuity

This assumption aligns with thecontinuity concept (or gomg concern assumption), which posits that a
business will operate indefinitely unless evidencersuggests otherwise. It allows for the allocation of
costs (like depreciation) over the useful'life of an asset.

2. Records a sale when the customer is billed.

Related Concept: (d) Revenue Recognition

This action is in line with.the.revenue recognition principle, which states that revenue should be
recorded when it is earned, not necessarily when cash is received. In this case, billing the customer
indicates that the sale has occurred.

3. Postpones the recognition of a one-year insurance policy as an expense by initially
recording the expenditure as an asset.

Related Concept: (e) Deferral

This reflects the deferral concept, where expenditures are initially recorded as assets when they are
paid upfront (like insurance). Over time, these costs will be expensed as the service period progresses,
adhering to the matching principle.

4, Recognizes the usefulness of financial statements prepared monthly even though
they are based on estimates.

Related Concept: (a) Periodicity

This action relates to the periodicity concept, which asserts that financial statements can be prepared
for specific time periods (e.g., monthly, quarterly, annually). Despite being based on estimates, these
periods provide valuable insights into the financial performance and position of a business.
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5. Recognizes, by making an adjusting entry, wages expense that has been incurred but
not yet recorded.

Related Concept: (f) Accrual

This represents the accrual concept, where expenses must be recognized when incurred, regardless of
when they are paid. Adjusting entries are made to ensure that all expenses are recorded in the period
they are incurred.

6. Prepare an income statement that shows the revenues earned and the expenses
incurred during the accounting period.

Related Concept: (c) Matching Rule

This action exemplifies the matching rule, which requires that revenues earned in an accounting period
be matched with the expenses incurred to generate those revenues. The income statement reflects
this by showing the proper correlation between revenues and related expenses within the same period.

Each of these assumptions and actions illustrates essential principles of accrual accounting that guide
the preparation and presentation of financial statements.

Q. 2 Mr Asif has started a trading business. The transactions for the month of March 2024
are as under: -

March

Invested Rs. 450,000 cash as capital.

Purchased furniture at the.cost of Rs. 70,000 on credit.
Purchased merchandise at the cost of Rs. 250,000 for sale and paid.cash.

D A W =

Paid rent of shop for the.month amounting to Rs. 25,000.
8. Sold merchandise at the price of Rs. 75;000-and collected cash.

10. Sold merchandise to ' Mr Arshad at the selling priceof Rs. 60,000 and‘collected cash of
Rs. 40,000, the balance due. 4 5 ] -

13. Paid telephone bill amounting to Rs. 3,000

16. Purchased merchandise costing Rs. 80,000 on credit from Subhan Company.
18. Collected cash of Rs. 10,000 from Mr Arshad for goods:sold to him on credit.
22. Paid electricity bill amounting-to Rs. 6,500.. . '

25. Paid Rs. 50,000 for the furniture purchased on credit.

31. Paid Salary of an employee amounting to Rs. 20,000.

Required
Pass the journal entries of the above transactions, prepare T accounts and Trial
Balance as of March 381, 2024. (20)

Journal Entries

Date Account Title Debit (Rs.) Credit (Rs.)
March 1 Cash 450,000
Capital 450,000

(Invested cash as capital)
March 3 Furniture 70,000

Accounts Payable 70,000
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Date

Account Title

Debit (Rs.)

Credit (Rs.)

(Purchased furniture on credit)

March 4

Merchandise Inventory

250,000

Cash

250,000

(Purchased merchandise for cash)

March 6

Rent Expense

25,000

Cash

25,000

(Paid rent for shop)

March 8

Cash

Sales Revenue

March 10

Cash

Accounts Re@gﬁ/able %&#

Sales Revenue Q%
&
i

(Sold merchandise on ge@{

March 13

Telephone EX;S;ﬁ%ﬁ * g
Cash E

3,000

(Paatelephone bi |@§

March 16

Mercha%ﬁn entory
il

80,000

Accounts Payable

80,000

(Purchased merchandise on credit)

March 18

Cash

10,000

Accounts Receivable

10,000

(Collected cash from Mr. Arshad)

March 22

Electricity Expense

6,500

Cash

6,500
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Date Account Title Debit (Rs.) Credit (Rs.)

(Paid electricity bill)

March 25 Accounts Payable 50,000

Cash 50,000

(Paid for furniture purchased on credit)

March 31 Salary Expense 20,000

Cash 20,000

(Paid salary to an employee) - o

T-Accounts " w

Cash Account

Cash

Date

March 1

March 4

March 6

March 8

March 10

March 13 69

March 18 10,000

March 22

March 25

March 31

Total 585,000

Balance b-20,500

Accounts Receivable Account

Accounts Receivable
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Accounts Receivable
Date Debit (Rs.)
March 10 20,000
March 18
Total 20,000
Balance ,000
Accounts Payable Account L
Accounts Payable - w
Date g u \ Rs.)
: K‘
_______________ o 5.&
March 3 a
- %s = c©

March 16 %&# o %\

March 25 Q‘a

Total . ?{ﬁ—ﬁ (ﬁg
Balance ﬁ &\

Merchandise Inventor_{ﬁg G‘.'!\

Merchandise I n é
Date Debit (Rs.)

March 4 250,000
March 16 80,000
Total 330,000

Sales Revenue Account

Sales Revenue

~ Date Debit (Rs.)
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Sales Revenue

March 8

March 10

Total

Rent Expense Account

Rent Expense

Date Debit (Rs.)
March 6 25,000
Telephone Expense Account : (s

Telephone Expense \}'-'? o B & S
Date 665&% ﬂ,"‘":: Debifg™s)
_______________ t‘gﬁ {@I‘ G

March 13 ‘5&! \% ﬂﬁ 3,000
Electricity Expense Accounta% L é.e'%&
Electricity Expense ?iﬁ e'
&

Date \Gﬁ # g Debit (Rs.)
_______________ T A o B

Q0 42
March 22 43 6,500
Salary Expense Acco
Salary Expense
Date Debit (Rs.)
March 31 20,000
Trial Balance as of March 31, 2024
Trial Balance of Ronaldo Company Debit (Rs.)
Cash 20,500
Accounts Receivable 10,000
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Trial Balance of Ronaldo Company Debit (Rs.)
Merchandise Inventory 330,000
Furniture 70,000

Accounts Payable
Capital

Sales Revenue

Rent Expense 25,000
Telephone Expense 3,000
Electricity Expense ' 6,500
Salary Expense ; 20,000
Total 485,000

Note: The Trial Balance does not balance as presenied. Please review thesentries and calculations in
the T-accounts to ensure all transactions are accurately reflected to achieve balance between debits
and credits.

Q. 3 (a) Describe the accrual’ basis of accountmg and how it is benehcml for reliable
reporting of business results.

Introduction to Accrual Basis of Accounting

The accrual basis of accounting isza. fundamental accounting principle which states that financial
transactions should be recordédiin the accounting:period in which they occur, regardless of when the
cash is received or paid. Under this approach,irevenues are recognized when earned, and expenses
are recognized when.incurred. This method contrasts with the cash basis of accounting, where
transactions are recorded only when cashichanges hands. The accrual basis provides a more accurate
picture of a company’s financial sperformance and position by aligning income and expenses to the
periods they pertain to.

Requirements of Accrual Accounting

To comply with the accrual basis of accounting, businesses must maintain robust record-keeping
practices that capture both accrued revenue and accrued expenses. Accrued revenue refers to the
income that has been earned but not yet received in cash, while accrued expenses are obligations that
have been incurred but not yet paid. Businesses must regularly review and adjust their financial
records to reflect these accruals accurately, ensuring that the financial statements offer a true
representation of their economic activities.

Recognition of Revenue

Accrual accounting allows for the recognition of revenue when it is earned, moving away from the
confining metric of cash inflow. For example, if a company delivers a service to a customer on credit, it
can recognize the revenue immediately upon completion of the service, regardless of when the
customer pays. This early recognition aligns revenue with the underlying economic activity, providing
stakeholders with insights into earning potential that might not be evident under a cash basis
approach.

Expense Matching Principle

©
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One of the core benefits of the accrual basis is the matching principle, which asserts that expenses
should be matched to the revenues they help generate during a specific period. This means that costs
incurred to generate revenue are recorded in the same accounting period as the revenue itself, leading
to more accurate net income calculations. By matching revenues with expenses, businesses can
evaluate the profitability of specific activities, projects, or time periods, offering managers actionable
information for decision-making.

Financial Performance Reporting

Due to its nature, the accrual basis of accounting enhances the reliability of financial performance
reporting. When financial statements reflect the true earning capacity of a business, stakeholders—
including investors, creditors, and management—can make well-informed decisions. For instance, if a
company consistently reports earnings based on cash flow alone, it may appear more profitable than it
is, leading investors to make decisions based on inflated expectations that could result in financial loss.

Impact on Cash Flow Analysis

While accrual accounting provides a clearer picture of business performance through the recognition of
revenues and expenses when they occur, it also requires:a careful analysis of cash flow. Understanding
how accrued revenues and expenses affect cash flow «will-allow businesses to predict future cash
requirements more accurately. This dual focus' not-.only ensures accurate reporting of financial
performance but also helps in effectively managing working capital, enabling businesses to_meet their
short-term obligations.

Long-term Financial Planning

Accrual accounting is particularly ‘beneficial for long-term financial planning ‘and“forecasting. Business
leaders can utilize detailed financial reports, which reflect the actual '‘economic events, lto identify
trends and patterns over time. This insight is invaluable for budgeting and strategic planning purposes,
allowing companies to allocate resources efficiently and set realistic long-term. goals. In“contrast, cash
basis reporting can lead to shortfsighted decision-making ‘that ‘neglects the. future viability of the
business. ;

Regulatory Compliance

Many regulatory frameworks and accountifig standards require:. businesses to use the accrual basis of
accounting, particularly publicly traded companies. ;Adhering to Generally Accepted Accounting
Principles (GAAP) and International Financial Reéporting Standards (IFRS) necessitates the use of
accrual accounting, ensuring transparency and .consistency among financial statements. This
compliance is crucial forsmaintaining investor-trust and confidence, which are vital for both attracting
investments and sustaining business operations.

Simplifying Financial Audits

From an audit perspective, accrual accounting aids in simplifying the financial auditing process.
Auditors can assess the financial health of a business by examining its accrued liabilities and
receivables in relation to its reported revenues and expenses. This comprehensive view of a company’s
financial status enables auditors to provide stakeholders with an accurate representation of the
business’s performance and compliance with applicable financial reporting standards.

Improving Stakeholder Communication

The clarity and reliability offered by accrual accounting improve communication between management
and stakeholders. Business leaders can present a richly detailed narrative regarding the company's
current state and future prospects, rather than merely focusing on cash transactions. This enhanced
dialogue fosters greater transparency, allowing stakeholders to understand not just the "what" of
financial reporting but also the "why" behind financial figures.

Decision-making Capabilities

The accrual basis of accounting significantly enhances a company's decision-making capabilities. With
an accurate portrayal of when revenues are earned and expenses are incurred, management can make
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judicious operational choices that align with strategic objectives. For example, management can
evaluate which products or services are most profitable by analyzing their respective accrual data,
thereby enabling them to make informed adjustments to pricing strategies or marketing efforts.

Investor Confidence

A strong advantage of accrual accounting is the increased level of confidence it instills in investors.
Investors often prefer accrual financial statements because they offer a deeper understanding of a
company’s ongoing operations. With accurate revenue and expense recognition, investors are more
likely to see the true profitability and potential for growth, making them more inclined to invest in the
business. This confidence can be pivotal during financing rounds or initial public offerings (1POs).

Future-Proofing Your Business

Finally, adopting the accrual basis of accounting helps future-proof a business by establishing a
framework for evaluating performance and preparing for growth. Understanding how accruals affect
the financial statements allows businesses to anticipate potential challenges and opportunities,
facilitating proactive management. By integrating this accounting method, companies are better
positioned to adapt to changing market conditions and regulatory environments, reinforcing their
sustainability and long-term success.

Conclusion

In summary, the accrual basis of accounting offers numerous.benefits.that enhance the reliability of
financial reporting and support effective business management. By aligning revenues and expenses
with their respective accounting periods, businesses can«provide-a clear and accurate reflection of their
financial performance, enabling stakeholders to make informed decisions. This'method stands out as a
cornerstone of sound financial practices, critical for both regulatory “compliance and..maintaining
investor confidence, ultimately driving business growth and success: *

(b) A trial balance of Shayan Trading Company. for ‘the year ended 30 June 2024 was
prepared by the Accountant.. A scrutiny of the various accounts revealed that the following
adjustments are needed:-
a. Salaries amounting to Rs. 145,000 .of certain employees for the month of June 2024 were
neither paid nor was any provision made.
b. Depreciation at 10% on ‘Computer equipment costing Rs. 250,000 was yet to be
recorded for the year. '
C. Office supplies were purchased at the cost of Rs. 55,000 while the year-ended physical
verification indicated that office supplies-worth Rs. 22,000 were only available in the stores.
d. Accrued interest for 02 months at 10% per annum on an investment of Rs. 800,000
was neither recorded nor received.
e. The utility bills for June 2024 amounting to Rs. 28,500 were received at the end of month
which is due for payment on 05 July 2024.
f. The loan repayment instalment of Rs. 130,000 with interest of Rs. 12,000 till the end of
June 2024 is due for payment on 01 July 2024.

Required: Prepare to adjust accounting journal entries for the above adjustments.

(20)

Adjusting Journal Entries for Shayan Trading Company

1. Accrual of Salaries for June 2024
CopyDate: 30 June 2024

Debit: Salaries Expense Rs. 145,000
Credit: Salaries Payable Rs. 145,000

(Accrual of salaries for employees for the month of June 2024)

—t
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2. Depreciation on Computer Equipment

CopyDate: 30 June 2024

Debit: Depreciation Expense Rs. 25,000

Credit: Accumulated Depreciation — Computers Rs. 25,000

(Recording depreciation at 10% on computer equipment costing Rs. 250,000)

(Note: Depreciation = 250,000 * 10% = Rs. 25,000)

3. Adjusting for Office Supplies {:

CopyDate: 30 June 2024

Debit: Office Supplies Expense Rs. 33 ooohﬁy‘

Credit: Office Supplies Rs. w ,;5 R -Q‘ls
& LWL gdf{
(Adjustment for office supplies usec#q? ng the period. Tot % ed Rs. 55 OO,Q ing inventory
Rs. 22,000) w i ol 1:""1?‘ ~ ﬁ E
~
_r| I'L o
(Note: Office Supplies Expensf 55,000 - 22 i%% 3,000) % ) ﬁ’i
4. Accrued I nterest on In-vestmsgq;rtcm:ﬁ % o %ﬁﬁq}i i {5;3%“'%
Wi s ﬁjgf;,? ﬂgﬁk '
CopyDate: 30 June 2024 Eﬁ {ﬂ ] ; %
o . >

Debit: Interest Receivable Rs. ﬁé%‘ %@,ﬁz

&
Credit: Interest Income % 13,333 : F‘E.L .

(02 1555 o gV

(Recording interest accru '5912 months at 1Q?§'ﬂ$§? annum on investment of Rs. 800,000)

(Note: Interest fo{?"ﬁ‘g)nths = 800, oaéf{!.%% 2/12 = Rs. 13,333)

5. Accrued Utility Expen Hﬁ:‘é 1--’
CopyDate: 30 June 202'::’1"5'-'F

Debit: Utility Expense Rs. 28,500
Credit: Utilities Payable Rs. 28,500

(Recording utility bills for June 2024 due for payment)

6. Accrual of Loan I nstallment and I nterest
CopyDate: 30 June 2024
Debit: Loan Interest Expense Rs. 12,000

Debit: Loan Payable Rs. 130,000
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Credit: Interest Payable Rs. 12,000
Credit: Current Portion of Long-term Debt Rs. 130,000

(Accrual of loan repayment installment and associated interest due at the end of June 2024)

Summary of Adjusting Entries

o The first entry captures the salaries that have been incurred but not yet paid, reflecting a
liability.

. The second entry addresses the depreciation that represents the allocation of the cost of
tangible assets over time.

o The third entry reconciling the office supplies used provides a true depiction of expense against
revenue.

o The fourth entry recognizes the interest income that issearned but not yet received, ensuring
compliance with the accrual basis.

o The fifth entry properly accounts for utility expenses, whichjirepresent a liability due in the
future.

o The sixth entry tracks the loan.repayment status, capturing both the principal and interest due.

These adjustments will ensure that the financial statements of Shayan Trading Company present a
true and fair view of its finanCial position asgof 30 June 2024. After.these adjustments, the trial
balance will accurately reflect the accrued liabilities and expenses; which is essential:for robust
financial reporting. 1

Q. 4 Akbar Enterprises owned the following short-term equity invesiments in the shares of
joint stock companies listed on the I slamabad-Stock Exchange;:'-

1) 4,000 shares of Rs. 1,000 each par.value purchased _.at'Rs. 130 each of Kohat Cement
Company which have a market value of Rs.<150 each as of*30.June, 2020.

2) 2,500 shares of Rs. 50 each par value purchased at Rs. 60 each of Shahid Steel
Company which have a market.value of Rs. 65 each.as on 30 June 2020.

During Septemberi2020 Akbar Enterprises conducted the following transactions:-
1) On 18 September 2020 all shares.of Kohat Cement Company were sold at Rs. 160 each.
2) On 30 September 2020 all shares of Shahid Steel were sold at Rs. 55 each.

Required: In compliance.with mark to market concept:
A) Pass necessary accounting entries to purchase and update the values of short-term
investment by the end™of 30 June 2020.
B) Present the short terms investments in the financial statements in the financial
statements as of 30 June, 2020
C) Incorporate the sale of short-term equity securities in the accounting record.
D) Present the income from the sale of equity securities and the remaining investment in
the financial statements as of 30 September 2020. (20)

A) Necessary Accounting Entries to Purchase and Update Values of Short-term Investments by 30 June
2020

1. Purchase Entry for Kohat Cement Company Shares:
CopyDate: 1 June 2020
Debit: Short-term Investments - Kohat Cement Company Rs. 520,000

Credit: Cash (or Accounts Payable if not paid in cash) Rs. 520,000

-
w
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(Purchased 4,000 shares at Rs. 130 each of Kohat Cement Company)

Calculation: 4,000 shares x Rs. 130 = Rs. 520,000
2. Purchase Entry for Shahid Steel Company Shares:

CopyDate: 1 June 2020

Debit: Short-term Investments - Shahid Steel Company Rs. 150,000
Credit: Cash (or Accounts Payable if not paid in cash) Rs. 150,000
(Purchased 2,500 shares at Rs. 60 each of Shahid Steel Company)

Calculation: 2,500 shares x Rs. 60 = Rs. 150,000

3. Adjustment to Market Value for Kohat Cement Comgaq:y

CopyDate: 30 June 2020 & ti*:-{' _:-d““'
Debit: Short-term Investments - Kohat Cer_nelgnt Cbmlp;iéﬁ‘?::ul. Rs 80,000
Credit: Unrealized Gain on Investmants J'-r‘__r. 2-. -.-:*'EJ Rs. -ﬁO‘.pe_p ‘\ £y n
- ¥ i TR ¥

(Adjustment to reflect market vah.,le.of K:}hat Cem ent C»:;mpaa'm,yr sﬁa-'res) i ey
.w '- L

Calculation: (Rs. 150 - Rs. 13,9) x 4,000 shares-.f F?s '80'000

4. Adjustment to Market'u\lavf'ue for §hah;?s__j_§té~él Company{. .- ‘
= ??\-\.:E -

5 '\r\--"
CopyDate: 30 June 2020 ..;_a;*f -%—,, faclf o {3 et
-. -1, .-:.-.-_.-' |_:‘-"'-=- [
Debit: Short-term Investments - ‘Shahid Steel Gegrp_ %
:._ﬂﬂ‘ ln- - 4 4 I.:""-c}l ! 3
Credit: Unrealized Gain on Investment% X i aﬁﬁ:ﬁiéfijoo
ok b

(Adjustment to reflect market ﬁ‘a'lupm‘l'f Shahid Steé#tﬁdpf‘bany shares)

Calculation: (Rs. 65 Rs: "60}": 2,500 qhare&—ﬁ F?s 12 500

B) Presenting Sho'r"t. ;Erm Investmept@un*ﬂ‘hanmal Statements as of 30 June 2020
Balance Sheet as of 30 June, '262‘0

Assets ;31 . :'I

Short-term Investments:

- Kohat Cement Company (4,000 shares @ Rs. 150) Rs. 600,000
- Shahid Steel Company (2,500 shares @ Rs. 65) Rs. 162,500
Total Short-term I nvestments Rs. 762,500

C) Incorporate the Sale of Short-term Equity Securities in the Accounting Record

1. Sale Entry for Kohat Cement Company Shares:
CopyDate: 18 September 2020

Debit: Cash Rs. 640,000
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Credit: Short-term Investments - Kohat Cement Company Rs. 520,000
Credit: Gain on Sale of Investments Rs. 120,000
(Sold 4,000 shares at Rs. 160 each of Kohat Cement Company)

Calculation: 4,000 shares x Rs. 160 = Rs. 640,000
2. Sale Entry for Shahid Steel Company Shares:

CopyDate: 30 September 2020
Debit: Cash Rs. 137,500
Credit: Short-term Investments - Shahid Steel Company Rs. 150,000

Credit: Loss on Sale of Investments Rs. 12,50 E"ﬁ-

o
(Sold 2,500 shares at Rs. 55 each of Shahid Steel %@.fv
iy "
Calculation: 2,500 shares x Rs. 55 = Rs. 50@ %
D) Present Income from the Sale of “Faui 3‘Ee'ﬁ%rities %ﬁﬂng Investng-{aqtf;n{imanmal

Statements as of 30 September 20

Balance Sheet as of 30 SepteWZG‘}O mb‘ {-.,_l‘:- __,n.;i:’rb
Assets } g‘j % [

Cash (from sales) * L |

LINWL.#TI’U-.WLM e P s G E_E PRIS RIS I i e AT

=

P

BEISY AP P

- L}' '}_ﬁ = K ‘r!'!-_
n P | Rs 7:{@3
¥ | - [
Short-term Investments: @"Wg T | {ﬁ—&:&ﬁ&
o o
(< @ﬁ =

- Kohat Cement Company (Sold all shares% = Rs. 0

( pany ( b Y
- Shahid Steel C (R Gshares) AL Rs. 137,500
ahi eel Company ( emglr}k% res) ’3& ‘5% : S. ,
Total Assets ﬂ'* Rs. 915,000
2 .r“\”’t“' L;i?
Income Stateme or the Perm@ed 30 September 2020
Account == f.{“g‘ Amount
'qnﬂ.‘h..r

Income from Sale of Investments:

Gain on Sale of Investments (Kohat Cement) Rs. 120,000

Loss on Sale of Investments (Shahid Steel) (Rs. 12,500)

Net Income from Sale of Investments: Rs. 107,500

Summary
4. Akbar Enterprises executed necessary accounting entries to record the purchase and market

value updates of its short-term investments.

o The financial statements as of 30 June 2020 accurately reflected the total short-term

investments.
‘e Upon selling the shares, the accounting records were appropriately updated to capture the cash

received, gains, and losses from the transactions.

Solvedassignmentsaiou.com 15

LI LUt o s o igr g St a b pd Ly il s




B BB AN L Ay St eAeninlS i A e S 80 S e G

L3

-—

|

L 4

4

L=
-

[

(O @ ] A PEST] 91 VI LY MO AT S CR N v N Y P VS VTS T T PR v A o U A PR A

o The final financial statements as of 30 September 2020 presented the resulting effects of these
sales and the remaining investment.

This presentation helps provide clarity to stakeholders regarding the investment performance and
current financial health of Akbar Enterprises.

Q. 5 Discuss the conceptual framework of accounting information systems in an enterprise.
Also, describe in detail the six basic fundamental principles of an accounting system.
(20)

In the modern business environment, accountants rely on Accounting Information Systems (AIS) to
manage and report financial data effectively. The integration of technology into accounting practices
has led to the development of complex systems that process vast amounts of information daily. As
such, the documentation of accounting information systems is essential to ensure accuracy, efficiency,
and compliance with regulatory requirements. Documentation serves as a vital foundation upon which
financial data is built, analyzed, and communicated.

Importance of Documentation in Al S

Documentation is crucial in accounting information systems for several reasons. First and foremost, it
acts as a guide for users to understand the structure and functionality of the system. Without clear
documentation, users may encounter’ difficulties navigating sthrough the system,. leading to
inefficiencies and errors. Documentation also provides a roadmap for new employees, allowing them to
ramp up more quickly by understanding workflows, procedures, and relevant accounting data
principles.

Facilitating Communication.Among Stakeholders

Effective documentation lenhances communication among _stakeholders within .an "organization.
Accountants, auditors, and data analysts utilize documentation.to’discuss processes, identify systems
and examine flows of informationi This iclarity is essential for collaborative ‘efforts, especially when
teams are working on projectsithat require alignment onfinancial reporting,/compliance, and strategic
planning. Well-structured documentation keeps._all-parties informed=and=ensures that everyone is on
the same page.

Supporting Compliance and Auditability

Compliance with industry regulations and standards:.is a critical concern for accountants and
businesses. Documentation plays” a vital rolesin ‘maintaining a transparent audit trail. Clear and
accurate documentation, allows auditors to itrace transactions and verify compliance with applicable
laws and standards:.In the event of an audit, proper documentation demonstrates due diligence and
accountability in data handling, significantly reducing the risk of penalties for non-compliance.

Enhancing Data I ntegrity and‘Accuracy

One of the overarching.goals'in accounting is to maintain data integrity and accuracy. Documentation
contributes to this goal by serving as a reference point for data entry procedures, approval processes,
and validation steps. By adhering to documented guidelines, accountants and staff can significantly
reduce the likelihood of errors that may arise from manual data entry or miscommunication.
Consequently, this leads to more reliable financial statements and reports.

Training and User Support

Training new staff members is an ongoing requirement in accounting departments. Comprehensive
documentation serves as a resource for training personnel on the intricacies of the AIS. Training
programs can be tailored around existing documentation, simplifying the learning process and allowing
for more effective training sessions. Staff can reference guides and manuals when they have
questions, reducing dependency on senior personnel and fostering a culture of self-sufficiency.

Change Management and System Updates

As organizations evolve, so do their accounting information systems. Documentation is vital for
managing changes within an AlIS. Whether upgrades are made to the software, changes in regulations
occur, or internal processes are refined, well-maintained documentation captures these shifts
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effectively. This enables accountants to adapt quickly and ensures that the system continues to serve
its intended purpose without disrupting established workflows.

Requirements for AIS Documentation

Documentation in AIS should encompass various elements, including policies, procedures, user
manuals, flowcharts, and data dictionaries. Each of these components serves a unique purpose.
Policies outline the standards for data usage, while procedures provide step-by-step instructions for
executing specific tasks. User manuals aid individuals in navigating the system, while flowcharts
visualize processes. Data dictionaries define the characteristics of data elements stored within the
system.

Understanding Different Types of Flowcharts

When discussing AlIS documentation, understanding the various types of flowcharts is essential.
Flowcharts are visual representations of processes and are categorized into several types, including
document flowcharts, system flowcharts, data flow diagrams, and program flowcharts. Each serves a
distinct purpose, contributing to the overall clarity and effectiveness of system documentation.

Document Flowcharts

Document flowcharts illustrate the flow of documents through a particular process within an
organization. They depict the movement of documents from one department or person to another,
highlighting how documents are created, reviewed, and stored. Document flowcharts are invaluable for
understanding how paperwork is.handledrand provide insight_into.potential bottlenecks/in“document
processing. They are especially useful in"scenarios where physical documentation remains critical.

System Flowcharts

System flowcharts provide a.high-level overyview."of “an entire system by depicting how. various
components interact with enesanother. These flowcharts illustrate the relationship between.processes,
data storage, and users, clearly outlining how*information flows/through the system. ‘Unlike document
flowcharts, system flowcharts focus=on the“system as a whale rather than individual’documents. This
helps stakeholders understand“isystem™ architecture ' and. identify opportunities for integration or
improvement. :

Data Flow Diagrams (DFD)

Data flow diagrams focus specifically oh data movement within“a system, illustrating how data enters,
is processed, and flows out of various.components. DEDs emphasize data inputs and outputs rather
than individual processes or documents. They areveffective for analyzing and understanding how data
is transformed and manipulated throughout thessystem, making them particularly useful in designing
and improving AlS.

Program Flowcharts

Program flowcharts are used to map out the logical flow of programs or algorithms within an AlS. They
provide a step-by-step representation of how specific operations are executed, detailing decision points
and alternate flows. Program flowcharts are crucial for programmers and system designers as they
offer insights into the logical structure of the code, facilitating troubleshooting, maintenance, and
enhancement.

Similarities Among Flowchart Types

While document flowcharts, system flowcharts, data flow diagrams, and program flowcharts serve
different purposes, they share several similarities. All types are used to visualize processes and
enhance understanding among stakeholders. They help identify inefficiencies, redundancies, and
potential areas for improvement. Furthermore, each type contributes to clearer communication by
providing a visual representation that complements written documentation.

Differences Among Flowchart Types

Despite their similarities, the differences among flowchart types are significant. Document flowcharts
concentrate on the physical movement of documents, system flowcharts provide an overview of the
entire system, data flow diagrams focus on the flow of data, and program flowcharts detail the logical
flow of a program. Each type emphasizes different aspects of the AlS, catering to diverse needs and
audiences, making them essential tools in effective documentation.
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Conclusion: The Importance of Comprehensive AlS Documentation

In conclusion, documentation is indispensable in accounting information systems for numerous
reasons, including enhanced accuracy, compliance, training, and change management. Accountants
should prioritize AlS documentation as a means to improve their work and the organization as a
whole. The different types of flowcharts—document flowcharts, system flowcharts, data flow diagrams,
and program flowcharts—offer unique insights into processes, data flow, and logic within an AIS. By
incorporating these tools and maintaining comprehensive documentation practices, organizations can
establish a more robust, efficient, and transparent accounting framework

18
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