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INSTITUTE OF BANKERS IN MALAWI

CERTIFICATE IN BANKING EXAMINATION
SUBJECT: INTRODUCTION TO BUSINESS 
  ACCOUNTING (IOBM-C101)

Date: 9th November 2008

Time Allocated: 3 hours (08:00 am to 11:00 am) 


INSTRUCTIONS TO CANDIDATES
1 
This paper consists of TWO Sections, A and B.

2 
Section A consists of 4 questions, each question carries 15 marks.

Answer ALL questions.

3 
Section B consists of 4 questions, each question carries 20 marks. Answer ANY TWO questions.
4
You will be allowed 10 minutes to go through the paper before the start of the examination, when you may write on this paper but not in the answer book.

5
Begin each answer on a new page.
6
DO NOT open this question paper until instructed to do so.

SECTION A 

(60 Marks)
Answer ALL questions from this section.
QUESTION 1
Mirriam is preparing her bank reconciliation as at 30 June 2008.  Her bank statement shows a balance of K114,000 credit at the bank.  The balance in her cash book is K56,500.

She has noted the following reasons for the difference:

(i)
Cheque number 107040 was incorrectly recorded in Mirriam’s cashbook as K380,000.  The cheque was correctly debited on the bank statement on 3 June 2008 as K335,000.

(ii)
A standing order of K214,000 was debited by the bank on 7 June.

(iii)
A lodgement of K425,000 entered in her cashbook on 30 June was credited by the bank on 9 July.

(iv)
Cheque number 107059 amounting to K389,000 has not yet been presented at the bank.

(v)
A supplier who received cheque number 107060 for K312,500 has informed Mirriam that he has misplaced the cheque.  The cheque has been cancelled.  Mirriam has not recorded the cancellation of the cheque.

(vi)
A lodgement of K110,000 dated 29 June, was credited twice in Mirriam’s account by the bank.  The bank had not corrected the error by 30 June.

(vii)
A customer cheque for K160,000 was returned by Mirriam’s bank in June as the customer had insufficient funds in his account.  No adjustment has been made in the cash book.


Required:


(a)
Prepare Mirriam’s updated cash book.


      (6 marks)
(b)
Prepare a bank reconciliation using the corrected cashbook balance.






      (6 marks)

(c)
List three features that should appear on a cheque.
      (3 marks)
(Total 15 Marks)
QUESTION 2
The trial balance for Mr. James Mbewe, a dealer in second hand clothes for the year ended 31 December 2007 is as follows:








Dr

Cr








K

K

Capital







120,000

Land and Buildings: cost



200,000

Plant and Machinery: cost



150,000

Depreciation:  Land and Buildings




  40,000

Depreciation:  Plant and Machinery



  50,000

Stocks





  60,000

Debtors





  80,000

Creditors







  45,000

Sales








300,000

Purchases





120,000

General expenses




  40,000

Salaries





  30,000

Bad debts





  10,000

Rates






  12,000

Loan @ 10% per annum





100,000

Electricity





  15,000

Water






  16,000

Bank






______
  78,000







733,000
733,000
The following information is also available:

(1)
Closing stock amounts to K50,000.

(2)
Depreciation charge for the year:


-
Land and Buildings 10% at cost.


-
Plant and Machinery at 20% on reducing balance method.

(3)
Rates amounting to K3,000 relate to the next financial year.

(4)
Rent expense amounting to K8,000 is to be paid at the end of the year.

(5)
Mr. James Mbewe estimates that 6% of the debtors might not be able to settle their balances.

(6)
Interest on loan for the year has not yet been paid.

Requirements:

(a)
Prepare the Trading and Profit and Loss account for the year ended 31 December 2007.






      (8 marks)
(b)
Prepare the Balance Sheet as at 31 December 2007.

      (7 marks)
(Total 15 Marks)
QUESTION 3

(a)
Mr. Phiri decides that he is going to open a bookshop called Mabukhu which he does by investing K600,000 on 1st May 2008.  During the first month of Mabukhu’s existence, the following transactions occurred: 


  2 May:
Bookshelves are purchased for K180,000 cash


  4 May:
Books are purchased for K200,000 cash


11 May:
Half of the books are sold for K150,000 cash

           14 May:
Mr. Phiri withdraws K20,000 out of the business for personal use.


21 May:
Carpets are purchased for K100,000 on credit


27 May:
Books worth K40,000 are sold on credit for K60,000


Required:


Write down the accounting equation after each transaction has occurred.


Note:  The first transaction is that of investing money in the business.











    (10 Marks)

(b)
Explain the importance of source documents.


      (2 marks)
(c)
List any three books of original entry.



      (3 marks)
(Total 15 Marks)
QUESTION 4

(a) Briefly explain the meaning of each of the following accounting concepts:

(i)
Consistency concept

(ii)
Business entity concept

(iii)
Substance over form

(iv)
Materiality concept.





      (8 marks)
(b)
Mention any four errors in financial statements which may affect the trial balance.







      (4 marks)

(c)
Define the following accounting terms:

(i) Revenue

(ii) Standing Order

(iii)
Inventories






      (3 marks)

(Total 15 Marks)
SECTION B

(40 Marks)

Answer ANY TWO questions from this section.

QUESTION 5

James and Peter are in partnership sharing profits and losses equally.  The following is their trial balance as at 30 June 2007.









Dr

Cr









K

K


Buildings (cost K75,000)



  50,000


Fixtures at cost




  11,000


Provision for depreciation: fixtures



    3,300


Debtors





  16,243


Creditors







  11,150


Cash at bank





       677


Stock at 30 June 2007



  41,979


Sales








123,650


Purchases





  85,416


Carriage outwards




    1,288


Discount allowed




       115


Loan interest:  commercial bank


    4,000


Office expenses




    2,416


Salaries and wages




  18,917


Bad debts





       503


Provision for bad debts





       400


Loan from commercial bank




  40,000


Capitals:  James






  35,000



      Peter






  29,500


Current accounts:
James





    1,306





Peter





       298


Drawings:
James




    6,400




Peter




    5,650        _______                                      








244,604
244,604
The following information is also available:

(1)
Stock at 30 June 2007 was K56,340.

(2)
Expenses to be accrued:  Office expenses K96; Wages K200.

(3)
The depreciation charges for the year are as follows:


Fixtures  -  10% on reducing balance basis


Buildings – K1000.

(4)
The provision for bad debts should be reduced to K320.

(5)
The partnership salary of K800 to James is not yet entered in the books.

(6)
The interest on drawings are as follows:


James  -  K180


Peter
 -  K120

(7)
The interest on capital account balances is at 10% per annum.

Requirements:

(a)
Prepare the trading and profit and loss appropriation account for year ended 30 June 2007.





    (14 marks)
(b)
Prepare the Balance Sheet as at 30 June 2007.

      (6 marks)









    (Total 20 Marks)
QUESTION 6

The trial balance for Chikumbutso Sole Trader failed to balance. The debit side was more than the credit side by K10,010.  The profit which has been determined by the owner before amending the errors is K36,700.  The owner has asked you to investigate.  At the end of your exercise you discovered the following errors:

(1)
Discount received of K8000 was debited to the discount allowed account.

(2)
Rent paid by cheque K3000 was not posted from the cash book.

(3)
Motor vehicle repairs paid by cash K17,000 were recorded in the motor vehicle account.

(4)
Interest paid amounting to K4000 was completely omitted from the financial statements.

(5)
Electricity paid amounting to K6500 was recorded correctly in cash book account but the amount was entered as K5600 in the electricity account.

Requirements:

(a)
Prepare the journal entries to correct the errors identified above.


(8 marks)

(b)
Prepare a suspense account to clear the errors identified.
      (6 marks)
(c)
Prepare a statement to amend the profit balance for Chikumbutso Sole Trader after rectifying all the errors identified above.

      (6 marks)
(Total 20 Marks)
QUESTION 7
(a)
How are stocks (inventories) valued in the Financial Statements?   

      (2 marks)
(b)
After a stocktaking exercise for the year ended 31 December 2007 had taken place, the closing stock of Mzuzu Ltd was aggregated to a figure of K250,000.


During the course of the audit which followed, the following facts were discovered:

(i) Some goods stored outside warehouse were included at their normal cost price of K7000. These goods had, however, deteriorated and would require an estimated K1000 to be spent to restore them to their original condition.  Once restored, they would be sold for K8,500.

(ii) Some goods were damaged and now unsaleable.  They could be sold for K4000 as spares after repairs estimated at K900 have been carried out.  They were included in the stock figure at original cost of K5000.

(iii) One stock sheet total of K45,800 was transferred to the summary sheet as K48,500.

(iv) Mzuzu Ltd received goods costing K30,000 during the last week of December 2007, but because the invoice did not arrive until January 2008, they were not included in stock.

(v) One stock sheet had been over-casted by K15,000 and another under-casted by K7000.

(vi) Portable generators on hire from another company at a charge of K25,500 were included at this figure in stock.

(vii) Some goods have been completely damaged and cannot be sold.  They have been included in stock at K30,000.

Required:

Using the above information, prepare a schedule amending the stock figure as at 31 December 2007.  State your reason for each amendment or for not making an amendment.




    (14 marks)
(c)
Explain briefly the two methods of valuing stocks recommended by International Accounting Standard 2 (IAS 2).


      (4 marks)
(Total 20 Marks)
QUESTION 8

The following is the trial balance extracted from the books of Mulanje Phiri as at 31 December 2006:







Dr


CR







K


K

Capital







  40,000

Loan








    4,000

Drawings




    3,500

Premises




  16,000

Fixtures and fittings



    1,000

Plant and machinery


  11,000

Stock at 1 January 2006


  16,000

Cash





    1,300

Provision for doubtful debts




    1,480

Purchases




172,092

Sales








248,900

Bad debts




       512

Trade debtors and creditors

  40,560

  20,112

Bad debts recovered





         90

Rent 





    4,000

Returns




       372

       270

Salaries and wages



  23,500

Carriage inwards



       312

Discounts




         96

       276

General expenses



  18,672

Electricity




    5,120

Carriage outwards



    1,092







315,128

315,128

The following information is available:

(i) Stock at 31 December 2006 K15,100.

(ii) Interest on the loan at 5% per annum has not been paid at 31 December 2006.

(iii) Rent includes K500 paid in advance.

(iv) Depreciate plant and machinery by 10% per annum and fixtures and fittings by 5% per annum.

(v) Adjust the provision for doubtful debts to 5% of trade debtors.

Required:

(a)
Prepare the Income Statement for the year ending 31 December 2006.











    (10 marks)

(b)
Prepare the Balance Sheet as at that date.


    (10 marks)
(Total 20 Marks)
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