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INSTITUTE OF BANKERS IN MALAWI

CERTIFICATE IN BANKING EXAMINATION

SUBJECT: INTRODUCTION TO BUSINESS 


  ACCOUNTING (IOBM-C101)
Date: Sunday 7th October 2007

Time Allocated: 3 hours (08.00 to 11.00am)
INSTRUCTIONS TO CANDIDATES

1
Read the instructions on the cover of the answer book.
2
This paper consists of TWO Sections, A and B.

3
Section A consists of 4 questions, each question carries 15 marks. 


Answer ALL questions.

4
Section B consists of 4 questions, each question carries 20 marks. Answer any TWO questions.
5
DO NOT open this question paper until instructed to do so.
NOTE:
Do not remove this paper from the Examination Hall.
SECTION A: (60 marks)
Answer ALL questions from this section.
QUESTION: 1
The International Accounting Standards Board (IASB) as well as the Institute of Bankers in Malawi (IOB) advocate that:

“The objectives of financial statements is to provide information on financial position, performance and cash adaptability of an enterprise that is useful to a wide range of users for assessing the stewardship of management and for making economic decisions”.

Required:

a) Mention three types of users of financial statements and describe in general the information needs of each type of user identified.
                                                                                                                  (3 marks)
b) Identify and explain the four important qualities of financial information that makes the financial statements useful to its users.
                                                                                                                  (8 marks)

c) Briefly explain two fundamental accounting concepts. 
                                                                                                       (4 marks)




(Total 15 marks)

QUESTION: 2
Wilson is preparing his bank reconciliation at 31st August 2007. His bank statement shows a balance of MK228,000 cash at the bank. The balance in his nominal ledger is MK113,000 (credit).
He has noted the following reasons for the difference:

i) Cheque number 958602 was incorrectly recorded in Wilson’s cash book as MK760,000. The cheque was correctly debited on the bank statement on 2nd August as MK670,000.
ii) Bank charges and standing order of MK428,000 were debited by the bank on 4th August.

iii) A customer cheque for MK320,000 was returned by Wilson’s bank in August as the customer had insufficient funds in his account. Wilson has not recorded the return of the cheque in his records.

iv) The bank has incorrectly credited Wilson’s account with interest of MK220,000. This is interest on deposit account held by Wilson personally. The bank had not corrected the error by 31st August.
v) A lodgement of MK850,000 entered in Wilson’s  cash book on 31st August was credited on 3rd September.
vi) Five cheques have not been presented at the bank. These are: 





Cheque No.   

Amount (MK)




956784


625,000 (see note vii)




956892


326,000





958452


469,000





958541


122,000





958668


  87,000







        1,629,000

vii) 
Cheque number 956784 was lost in the post and cancelled. Wilson has not recorded the cancellation of the cheque.

Required: 

a) Show Wilson’s nominal ledger bank account including the necessary correcting entries.






      (6 marks)
b) Prepare a bank reconciliation statement using the corrected nominal ledger balance.






      (7 marks)
c) Indicate how the bank balance will be reported in Wilson’s final accounts.







      (2 marks)







   

 (Total 15 marks)
QUESTION: 3
Gareth Banda has been in business as a sole trader since 1st May 2005. He has prepared the draft profit and loss account shown below and has asked you to check if it is correct.

Draft profit and loss account as at 30th April 2007.







MK


MK

 

Sales







97,600



Purchases



46,840




Rent




15,000



Electricity



  4,800



Telephone



  2,750



Returns inwards


     954



Carriage and delivery

  1,846 


Wages



31,580



Other Expenses


     839







          104,609



Trade discount on purchases           1,523













103,086











  (5,486)

Additional information:

1. Closing stock cost MK6,378.00. This includes damaged items which cost MK1,564.00. These could be repaired for MK375.00 and sold for MK1,820.00.
2. The figure for rent is the total paid in the year to 30th April 2007. Five equal payments were made for the three months period commencing on:

· 1st May 2006

· 1st August 2006

· 1st November 2006

· 1st February 2007

· 1st May 2007

3.  
Carriage and delivery comprises MK1,428.00 for carriage on goods received and MK418.00 for delivering goods to customers.

4.  The charge for wages is made up of MK28,000.00 paid to Gareth and MK3,580.00 paid to a part time employee.

Required:

Prepare Gareth’s corrected Trading and Profit and Loss Account for the year ended 30th April 2007, clearly showing both the gross profit and net profit.






 
 (Total
15 marks)
QUESTION: 4
 a)
Mention three causes of “depreciation”.                                        (3 marks)

b)
A manufacturer bought three machines on 1 January 2004.  Each machine cost K20,000. The business normally provides depreciation at the rate of 20% per annum using reducing balance method. On 2 January 2006, another machine was acquired at K22,000 and on 30 June 2006, one of the machines which originally cost K20,000 was sold for K8,000 cash. A full year’s depreciation is made in the year of purchase and none is charged in the year of disposal.

Required:

Prepare the following accounts for each of the years ended 31 December 2004, 2005 and 2006 respectively. 

i)  Machinery accounts                                                               (4 marks)
ii)  Provision for depreciation accounts
                          (4 marks)
iii)  Asset disposal account
                          (2 marks)
c)
The owner of the business was not happy with the amount of profit shown in his accounts. He felt that if it were not for the depreciation charge his profit would have been higher.
Required

Explain to the owner giving two reasons why depreciation must be charged in his accounts.
                       (2 marks)





    (Total 15 marks)

SECTION B: (40 marks)

Answer any TWO questions from this section.
QUESTION: 5
Howard calculated his net profit for the year as MK75,886 but is not sure how to treat the MK90 (debit) balance on the suspense account. Control accounts are not maintained.

On reviewing Howard’s records you note that: 

i) A cash sale of MK900 was recorded in the cash book but no other entry was made.
ii) The purchase day book was under cast by MK900.
iii) A cheque paid to a supplier was correctly entered in the cash book as MK540 but MK450 was posted to the suppliers account.
iv) A cheque received from a customer for MK11,700 was accepted in full settlement of a balance of MK11,790. No entries were made for the discount.

v) Travel expenses include payment for MK405 for Howard’s holiday.
Required:

a) Indicate whether or not Howard’s calculation of net profit was affected by 
each of the errors and calculate his corrected net profit.
(11 marks)
b) Show Howard’s suspense account including the correction of the errors. 









(5 marks)
c)
Indicate and define which of the errors identified in (i) to (v) above are
            examples of :-

· error of transposition

· error of omission

· arithmetical error

· error of principle









(4 marks)







(Total 20 marks)
QUESTION SIX
The following analysis relates to the details of sales and purchase transactions for the month of September 2006 for a retailer trading in soft drinks.

1 September balance brought forward 200 bottles at K12 each.

3 September purchased 500 bottles at K14 each.

5 September sold 400 bottles at K20 each.

8 September purchased 300 bottles at K14 each.

11 September purchased 600 bottles at K15 each.

15 September sold 700 bottles at K20 each.

20 September purchased 200 bottles at K16 each.

25 September purchased 600 bottles at K20 each.

Required:
a) Calculate the value of stock at the end of the month of September,2006 using:

(i)  First In First Out (FIFO) method                                                         (6 marks)
  (ii)  Last In First Out (LIFO) method                                                        (8 marks)
b) Draw up a Trading Account using FIFO to show the gross profit for the month.   

                                                                                                            (6 marks)











(Total 20 marks)

QUESTION SEVEN
a)  Define the following accounting terms:

i)  Credit Note








(1 mark)
ii)  Revenue








(1 mark)

iii)  Drawings








(1mark)

      iv)  Inventories








(1 mark)

      v)   Books of original entry



(1 mark)
b) Kondwani, Joseph and Ruth are in partnership with an agreement to share profits in the ratio 2:3:1. They also agree that:

· All the three should receive interest at 12% per annum on capital.

· Ruth should receive a salary of K6,000 per annum.

· Interest will be charged on drawings at the rate of 5% per annum (charged on the end of the year drawings balances).

· The interest rate on the loan by Kondwani is 5% per annum.

· The balance sheet of the partnership as at 31 December 2006 revealed the following:



K
K


Capital accounts


Kondwani                                             20,000


Joseph                                                    8,000


Ruth                                                        6,000
34,000


Current accounts


Kondwani                                                3,500


Joseph                                                      (700)


Ruth
1,800           
              4,600


Loan account (Kondwani)
                                                         6,000

           Capital    employed to finance net assets                                  44,600 


Drawings made during the year to 31 December 2007:



K


Kondwani                                                  6,000


Joseph                                                      4,000


Ruth                                                          7,000

The net profit for the year to 31 December 2007 was K24,530 before deducting loan interest.

Required:

i) Prepare the profit and loss appropriation account for the year to

         31December 2007

  (5 marks)
ii)
    Prepare the partners current accounts
     (4 marks)

iii)     Prepare the balance sheet of the partnership as at 31 December 2006.

     (6 marks)


                (Total 20 marks)

QUESTION: 8
a)
Explain why every transaction is recorded using both a debit entry and a credit entry.






                 (4 marks)

b)        Explain and identify two reasons for using Control Accounts.       (5 marks)

c) Explain the purpose of a trial balance.


                 (4 marks)
d) State the main reason for preparing a balance sheet.  
                (3 marks)
e) Identify six items of data that would normally be recorded in a fixed assets register and state why each item is required.

   
     (6 marks)








(Total 20 marks)
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