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INSTITUTE OF BANKERS IN MALAWI

CERTIFICATE IN BANKING EXAMINATION

SUBJECT:
 INTRODUCTION TO BUSINESS ACCOUNTING (IOBM-C106)

ANSWERS FOR THE MAIN PAPER

DATE: Sunday 7th October 2007
Time Allocated: 3 hours (13:30 to 16:30 pm)

QUESTION 1
Requirement (a)

Users of financial statements are listed below:

1) Management

a. They need information on the current financial situation in order to be able to make strategic   decisions.

b. They also want to see what effect these are going to have on stakeholders

2) Shareholders/ Owners
a. They want to assess the effectiveness of management in key performance areas like profits, dividends, etc. 

3) Investors

a. They need financial statements in order to make decisions on which company to invest in or to assess the profitability of the business.

4) Lenders/ providers of finance to the company

a. They need financial statements to ascertain if the company has adequate cover for interest payments and security of capital they have invested in form of loans or advances.

5) Suppliers and Customers

a. They need financial statements to assess the credit worthiness of the company

6) Employees

a. They need financial statements to determine their security of employment with the company, bargain for better salaries and good working conditions.

7) Financial Analysts and Journalists

a. They need financial statements to scrutinise published accounts of companies and provide guidance on best investment advice to clients and readers.

8) Government and their agencies

a. They need financial statements to make decisions like awarding contracts, tax collection, regulation and keeping central statistics for economic measurement.

Requirement (b)

Important qualities of financial information that makes the financial statements useful to its users are explained below:

i) Timely
The financial information should be available when it is needed. It should not be outdated.

ii) Fit for its purpose

The information provided should be relevant. It should inform managers on the issues surrounding a decision problem.

iii) Economic

The information provided should have a greater value to the user than the cost of obtaining it.

iv) Understandability

The financial information provided should be easy to understand. It must be presented in a language that is appropriate for the users.

Requirement (c)

Any two of the following fundamental accounting concepts:

i) Matching/Accruals

This requires companies to match their costs to the period’s revenues. Effects of transactions and other events are recognised as they occur and not as cash is received or paid.

ii) Going Concern Concept

This assumes that the enterprise has neither the need nor the intention to liquidate nor curtail the scale of its operations. An assumption is made that the business will continue in existence for the foreseeable future.

iii) Prudence Concept

This is where the company recognises immediately potential losses but does not take potential gains.

iv) Consistency Concept

This requires items to be accounted for in a consistent manner both within a period and from one period to the next and ensures that accounts are comparable from year to year.

v) Substance over form

This is where the final accounts of the company reflect the commercial reality rather than the legal position.

QUESTION 2

a)






BANK ACCOUNT


Emorin cheque

90,0000
Opening balance
   
113,000

Cancelled cheque

625,000
Charges/standing orders 
428,000

Closing balance

146,000
Returned cheque
    
320,000





_______



   
 _______





861,000  



  
  861,000


Mark allocation - 1 mark for each entry 




(6 marks)
b) Balance per statement 

MK 


MK

Balance per statement 




  228,000      1 mark
ix) Deposit account interest



 (220,000)     1 mark
x) Outstanding lodgements




 850,000       1 mark
xi) Outstanding cheques

(1,629,000)


          1 mark
xii) Less cancelled cheque

    625,000

(1,004,000)  1 mark
Revised balance – agreed to ledger 


(146,000)     2 marks
(7 marks)

(c)
As the corrected ledger balance is a credit balance, the bank account is overdrawn. This is confirmed by the reconciliation statement. Therefore the bank balance will be reconciled as a current liability on the balance sheet.








Current Liability 

(1 mark)







Balance sheet

(1 mark)








(Total 15 marks)
QUESTION 3

GARETH BANDA

TRADING AND PROFIT AND LOSS ACCOUNT FOR THE YEAR ENDED 30TH APRIL 2007






MK


MK

marks

Sales (w1)





96,646
1.5




Purchases (w2)


46,745



2

Closing stock (w3) 

(6,259)

(40,486)
3

Gross Profit





56,160
1


Rent  (w4)


12,000



1

Electricity



  4.800



.5

Telephone


  2,750



.5


Delivery



    418




1

Wages   (w5)


 3,580




1

Other expenses


   839


24,387
.5


Net profit for the year




31,773
1


(Total 15 marks)






MK

W1 Sales as reported 


97,600

Less returns inwards


     954





Corrected figure

96,646

W2 Purchases as reported 

46,840

Less trade discount


  1,523







45,317

Add carriage in



  1,428







46,745

W3 Closing Stock – cost 

6,378

Less write down 



   119







6,259

Write down

Cost of damaged good 


1,564

Net realizable value (1,820 – 375)
1,445

Thus write down to NRV

   119

For comparison of cost and NRV

W4 Rent paid 



15,000

Less prepaid



  3,000







12,000

W5 wages figure reported includes Gareths drawings. This should be excluded from the wages charge. The amount paid to the employee (3,580) is the correct charge for wages.

QUESTION 4
a) Causes of depreciation are:

(i) Physical deterioration

· Wear and tear

· Erosion, rust and decay

(ii) Economic deterioration

· Obsolence

· Inadequacy

(iii) Time

(iv) Depletion

b)
 Part (i)



Machinery Account

________________________________________________________________________________

2004




K

2004





K

1 Jan bank



60,000
31 Dec balance c/d



60,000


2005






2005

1 Jan bank



60,000
31 Dec balance c/d



60,000

2006

1 Jan balance b/d


60,000
30 June disposals



20,000

2 Jan bank



22,000
31 Dec
 balance c/d


62,000






82,000






82,000

Part (ii)





Provision for Depreciation

2004




K







K

31 Dec balance c/f


12,000
31 Dec Profit and Loss


 12,000

2005






2005

31 Dec balance c/f


21,600
1 Jan balance b/f



12,000








31 Dec Profit and Loss


  9,600







21,600






21,600


2006 2006

30 June Disposal


  7,200
1 Jan balance b/f



21,600

31 Dec balance c/f


23,920
31 Dec profit and loss


   9,520






31,120






31,120

Workings to Support Depreciation Charges in part (ii)




Machine 1


 Machine 2


      Machine 3

Total


K
K
K





  Year 1
20,000*20%
20,000*20%
20,000*20%

12,000


=K4,000
K4,000
K4,000




  Year 2
(20,000-4000)*20%
(20,000-4000)*20%
(20,000-4000)*20%
 9,600


=3,200
=3,200
=3,200

  Year 3
NONE
(16,000-3200)*20%
(16,000-3200)*20%
  5,120



= 2,560
= 2,560

  Year 3
Fourth machine acquired at K22,000


Depreciation = 22,000* 20% = K4,400


Therefore, year total depreciation charge = 5,120+4,400



                       = 9,520

Part (iii)



Asset Disposal Account


___________________________________________________________________________





2006
K
2006




K


30 Jun Machinery
20,000
30 June bank


 8,000




30 June depreciation

 7,200



______
31 Dec Loss on disposal

 4,800


20,000




20,000
Requirement (c)

Depreciation must be charged in books of accounts for the following reasons:

(i) To reflect the cost of using non-current assets in the business which generate revenue from them.

(ii) The value of the non-current asset diminishes in its value as it is being utilised in the year and so this must be shown in the books of accounts.


QUESTION 5

a) Errors




Net profit affected 
Adjustment

i) Cash sale not recorded 
yes


+ 900

ii) Day book under cast

yes


-900

iii) Cheque incorrectly recorded
no


  -

iv) Discount not recorded 

yes


-90

v) Drawing treated as expenses
yes


+405







         Total

+315





Reported net profit



75,886

Corrected net profit



76,201

Marks allocation

Whether Net profit is affected


5 marks

(1 mark for each item)

Adjustment for profit

1 mark for each item



5 marks
Revised profit 




1 mark

Total





11 marks

b)

 


                 SUSPENSE ACCOUNT


Balance as given

90

Day book under cast 900 
900
Cash sale


900

Error in cheque   
  
  90





990




           990
Mark allocation

½ mark each for each correct entry



4.5 marks

Balance correctly brought to nil



.05 mark










5 marks

c) 
Type of error



- Error of transposition 
iii) Cheque incorrectly recorded in personal account

- Error of omission

i) Cash sale not recorded






iv) Discount not recorded

- Arithmetical error

ii) Day book under cast




- Error of principle 

v) Drawings treated as expenses

Mark allocation 

½ mark for each error correctly identified



4 marks

QUESTION 6
Requirement (a)
Part (i)

Workings

Date

Balance b/f

    Receipts

Issues


Closing Stock


1.09.06
200 bottles @ K12






200 bottles @ K12 
Each =K2,400






each = K2,400

 3.09.06
200 bottles @ K12
    500 bottles @ K14


200 bottles at K12 

Each = K2,400
    each =K7,000



each = K2,400













500 bottles @ K14













Each = K7,000













TOTAL =  K9,400

5.09.06 200 bottles @ K12


   
200 bottles @ K12
300 bottles @ K14
Each = K2,400



each = K 2,400
each = K4,200

500 bottles@ K14



200 bottles @ K14

Each = K7000



each = K 2,800

TOTAL = K 9,400

8.09.06 300 bottles @ K 14
300 bottles @ K14



600 bottles @ K14


Each = K 4,200
  each = K4,200



each = K8,400
11.09.06 600 bottles @ K 14
   600 bottles @ K15


600 bottles @ K 14

Each = K8,400
   each = K 9,000



each = K 8,400










600 bottles @ K15










Each = K 9,000










TOTAL = K17,400
15.09.06 600 bottles@ K 14


600 bottles @ K14

500 bottles @ K 15

Each = K8,400


each = K 8,400

each = K 7,500
600 bottles @ K15


100 bottles @ K15

Each = K 9,000


each = K1,500

TOTAL = K 17,400

25.09.06 500 bottles @ K 15

Each = K 7,500
200 bottles @ K 16

Each = K 3,200

600 bottles @ K20

Each = K 12,000

TOTAL = K 22,700

VALUE OF CLOSING STOCK IS K 22,700

Requirement (a)

Part (ii)

Workings

Date

Balance b/f

         Receipts

           Issues

         Closing Stock

1.09.06 200 bottles @ K12







          200 bottles @ K 12

Each = K2,400







          each = K2,400

3.09.06 200 bottles @ K12
         500 bottles @ K 14




200 bottles @ K14

Each = K2,400
         each = K7,000




  
each = K2,400












500 bottles @ K14












 Each = K7,000












 TOTAL = K9,400

5.09.06 200 bottles @ K12








200 bottles @ K12
Each = K2,400








each = K2,400

500 bottles @ K14





400 bottles@ K14
100 bottles @ K14

Each = K7,000





 each 


 each = K1,400
TOTAL = K9,400








 TOTAL = K3,800
8.09.06 200 bottles @ K12
        300 bottles @ K14




200 bottles @ K12


Each = K2,400
        each = K4,200



                      each = K2,400

100 bottles @ K14








100 bottles @ K14

Each = K1,400








 each = K1,400

TOTAL= K3,800








300 bottles @ K14











 Each = K4,200











TOTAL = K17,000

15.09.06 200 bottles @ K12




600 bottles @ K15

200 bottles @ K12

Each = K2,400



           each = K9,000
            each = K2,400

100 bottles @ K14




100 bottles @ K14

100 bottles @ K14

Each = K1,400



           each = K1,400
            each = K1,400

300 bottles @ K14








200 bottles @ K14

Each = K4,200







            each = K2.800
600 bottles @ K15








TOTAL = K6,600
Each = K9,000

TOTAL = K17,000

25.09.06 200 bottles @ K12

Each = K2,400

100 bottles @ K14

Each = K1,400

200 bottles @ K14

Each = K2,800

200 bottles @ K14

Each = K3,200

600 bottles @ K20

Each = K12,000

TOTAL= K21,800

THE VALUE OF CLOSING STOCK IS K21,800
Requirement (b)

Workings

Opening Stock = 200* K12 = K2,400

SALES















K

400 bottles @ K 20 each







8,000

700 bottles @ K 20 each






          14,000














          22,000

PURCHASES

500 bottles @ K 14 each






            7,000 

300 bottles @ K 14 each







 4,200

600 bottles @ K 15 each







  9,000

200 bottles @ K 16 each







  3,200

600 bottles @ K20 each







12,000














35,400

Closing Stock = K 22,700

TRADING ACCOUNT











K



K



Sales










22,000

Less: Cost of goods sold







Opening stock




2,400

Add purchases




35,400










           37,800

Less: Closing stock




(22,700)















15,100

Gross Profit









  6,900


QUESTION 7

Requirement (a)

i) Credit Note is a withdrawal of a demand for payment or a negative

invoice.

ii) Revenue is the price of goods sold and services rendered during a

given accounting period.

iii) Drawings are amounts of money taken out of a business by its owner.

iv) Inventories are stocks recorded as assets to the business.

v) Books of original entry are books of initial entry point of business
transaction into the accounting system.

Requirement (b)

Workings


Interest payable by each partner on their drawings during the year is:










K


Kondwani



5%*6000

300


Joseph



5%*4000

200

Ruth




5%*7000

350











850

Payments are debited to current accounts and credited to the profit and loss appropriation account.

Interest payable to Kondwani on his loan is 5%*K6000 = K300.

Now begin to work out the appropriation of profits.









K


K

Profit, less loan interest deducted in 

Profit and Loss a/c (24,530-300)






24,230

Interest on drawings







     850












25,080
Ruths Salary









  6,000











19,080

Interest on Capital

Kondwani ( 12%*20,000)




2,400

Joseph
 (12%*8000)



             960

Ruth (12%*6000)





   720












4,080











          15,000

K15,000 would be shared as follows:

Total ratio = 2+3+1 = 6 thus  K 15,000/6 = K2,500

Kondwani
2* K2,500 = 



5,000

Joseph
3*K2,500 =  



7,500

Ruth

1*K2,500 = 



2,500












15,000

Requirement (b)

Part (i)

APPROPRIATION ACCOUNT: KONDWANI:
JOSEPH: RUTH FOR YEAR ENDED 31 DECEMBER 2006

________________________________________________________________________________




K

K




K

K

Salary: Ruth




6,000

Net profit b/f



24,230

Interest on capital





Interest on drawings:

Kondwani



2,400



Kondwani

300

Joseph



   960



Joseph

200

Ruth 



   720

4,080

Ruth


350

    850

Share of profits:

Kondwani



5,000

Joseph



7,500

Ruth



2,500

15,000





______







25,080





25,080

Part (ii)





PARTNERS CURRENT ACCOUNTS







K

K

K



K

K
      K

Balance b/f



700


balance b/f

3,500


     1,800

Interest on 

Drawings
300

200

350
loan Interest

   300

Drawings           
6,000                  4,000           7,000
Interest on Capital
2,400

960
        720









Salary





     6,000

Balance c/f        
 4,900
         3,560
          3,670
Share of profits
5,000
         
7,500
     2,500


                 11,200
         8,460
        11,020


         11,200
        
8,460
    11,020









Balance b/f
4,900

3,560

3,670

Requirement (b)

Part (iii)

The balance sheet of the partnership as at 31 December 2006










K



K

Capital accounts

Kondwani







20,000

Joseph







  8,000

Ruth








  6,000


34,000

Current accounts

Kondwani







  4,900

Joseph







  3,560

Ruth








  3,670


12,130














46,130













======
Net Assets











44,600

As at 31 December 2005

Added during period:

Net profits







24,230

Less drawings






           (17,000)


  7,230

Add loan interest added to Kondwani’s account






      300













    
 52,130

Loan account ( Kondwani)







                       (6,000)
Net Assets










            46,130













=======
QUESTION 8
a) Transactions are recorded by both a debit and a credit entry (also referred to as double entry) as this reflects the effects of the transaction on the entity. Every transaction affects the entity in two ways.

This is usually referred to as the dual aspect. The two effects mean that the accounting equation (assets – liability = capital) will apply consistently to the entity.

For example if expenses are paid in cash, the entity is affected by an increase in the expenses and a reduction in cash. The increase in the expenses will cause a reduction in profit therefore capital. Thus both assets and capital will continue to apply.
Mark allocation 
1 mark for each valid point (3 marks)
b) Control accounts are used for the following reasons
i) To check the accuracy of entries in the personal ledger. Errors will lead to a difference between the balance on the control account and the total of the balances for the personal ledgers.
ii) To assist in location of errors – a regular comparison of the balance on the control account with the total of the list of balances will mean that errors will be highlighted more quickly. This will mean that the volume of transactions to be checked will be lower and this will make it easier to locate errors.
iii) To locate total errors for inclusion in the final accounts. This can assist in speeding up preparation of final accounts. If there is reasonable certainty that there are no material errors (usually as a result of regular checking above). The balances from the control accounts can be used in the preparation of final accounts.
iv) To calculate missing figures. If accounting records are incomplete, control accounts can be used to calculate missing figures. If we know the opening and closing values for creditors and the amount paid to suppliers in the accounting period, we can calculate the value of purchases.

Marks allocation : 1 mark for each valid reason to maximum of  2

c)
The main purpose of trial balance is to provide a basic check on the accuracy of postings.





1 ½ marks

The trial balance checks the accuracy of postings by confirming whether the total value of the debit balances equals the total value of the credit balances.

   1 ½ marks

d)
A balance sheet is prepared to provide a statement of the financial position of the business at a particular time. It reports the assets, liabilities, and capital at a specified date, usually end of an accounting period.




3 marks 

e)
Data recorded in a fixed asset register ( and reason for recording the data) normally includes:

· Date of purchase 
  
 -
For calculating depreciation

· Cost of Asset    

 -
For calculating depreciation

· Expected sale value 
 -  
For calculating depreciation

· Invoice number 
  
 - 
To provide audit trail

· Internal reference number
 -
To identify  a specific asset

· Description of asset

 - 
To  identify the type of asset

· Location of the asset
 -
To assist in finding  the asset

· Serial number

 -
In case of warranty or claim

Mark allocation : ½  mark for each item up to a maximum of  6   3 marks

                           ½ mark for each reason up to a maximum of  6  3 marks

      6 marks








(Total 20 marks)
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