UNIVERSITY OF NAIROBI

SCHOOL OF BUSINESS

DEPARTMENT OF FINANCE AND ACCOUNTING

DAC 102 TEST
INSTRUCTIONS:

1. Attempt all questions.

2. All questions carry equal marks.

3. Allocate at least 30 minutes to each question.

	


QUESTION ONE
On examining the books of Mugendi, you ascertain that on 31st December 2005, the sales ledger balances were Shs 16,000 debit and Shs 100,000 credit, while the purchases ledger balances were Shs 12,400 credit. For the year ended 31st December 2006, the following information s provided:

	
	Shs

	Sales
	127,400

	Purchases 
	79,800

	Cash fro trade Accounts Receivables
	110,400

	Cash to Trade Payables
	74,600

	Discount Received 
	3,000

	Discount Allowed 
	4,600

	Returns Inwards
	2,000

	Returns Outwards
	1,000

	Amount due from a customer as shown by the sales ledger offset against amount due to the same customer as shown by the purchase ledger (settlement by contra)
	1,000

	Bad Debts Written off 
	600

	Cash Received in respect of bad debt previously written off
	8,000

	Allowances to customers on goods damaged in transit
	400

	Interest paid on bank overdrafts 
	16,000

	Purchase of Non-current assets for  cash 
	250,000


Required:
a) Receivable Control Account As at 31st December 2006. (13 Marks)
b) Payable Control Account As at 31st December 2006. (12 Marks)
QUESTION TWO
Alexander and Robert, sharing profits in proportions of ¾ and ¼ prepare. The following Statement of Financial Position on 31st Dec Yr 8.

BALANCE SHEET AS AT 31ST DECEMBER, Yr 8

	Liabilities
	Shs
	Assets
	Shs

	Creditors

General Reserve

Capital Accounts:

    Alexandar                        30,000

    Robert                              16,000
	37500

  4000

 46000

  87500
	Cash at Bank

Bills receivable

Debtors

Stock 

Office Furniture

Land and Buildings
	22500

  3000

 16000

 20000

   1000

  25000

  87500


They admit John into partnership on 1st January Yr 9 on the following terms:

i. That John pays Shs 10000/= as his capital for a fifth share in the future profits.

ii. That a goodwill account be raised in the books of the new firm at a value of Shs. 20000/=. 

iii. That Stock and Fixtures be reduced by 10% and a 5% Reserve for Doubtful Debts is created on debtors.  Land and buildings to be appreciated by Shs 5000/=.

iv. That capital account of all the partners be re-adjusted on the basis of their profit sharing arrangements and any additional amount be temporarily credited to their current A/cs and be immediately withdrawn by them.

Required:

a) Set out the journal entries (8 Marks)
b) Profit and Loss Adjustment Account.  (8 Marks)
c) Capital Accounts of partners, (6 Marks)
d) Goodwill Account, (2 Marks)
e) Opening Statement of Financial Position of the new firm. (6 Marks)
QUESTION THREE

Briefly and clearly explain the following terms:

a) Ordinary Share Capital (state all categories) (4 Marks)
b) Preference Share Capital (state all categories) (4 Marks)
c) Share Premium (2 Marks)
d) Bonus Issue (2 Marks)
e) Stock Split (2 Marks)
f) Revaluation Surplus (2 Marks)
g) Partnership (2 Marks)
h) Limited Company (2 Marks)
QUESTION FOUR

X ltd,s beginning and ending Statement of Financial Position, income statements and related information is as follows:

X LTD

Statement of Financial Position as at 31st December, 2006 and 2005 

	
	2006
	2005

	ASSETS
	Shs
	Shs

	Cash
	43,050
	23,925

	Accounts Receivable
	34,125
	39,825

	Merchants inventory 
	156,000
	146,475

	Prepaid Expenses 
	3,600
	1,650

	Equipment
	135,825
	146,700

	Accumulated Depreciation: Equipment
	(61,950)
	(47,550)

	TOTALS
	310, 650
	311,025

	LIABILITIES AND STOCKHOLDERS EQUIRTY
	
	

	Accounts Payable
	28,800
	33,750

	Income Tax Payable
	5,100
	4,425

	Dividend Payable
	0
	4,500

	Common Stocks
	168,750
	168,750

	Bonds Payable
	0
	37,500

	Retained Earnings
	108,000
	62,100

	
	310,650
	311,025


 X LTD

Income Statement for the Year as at 31st December, 2006 

	
	Shs
	Shs

	Sales 
	
	446,100

	Cost of Gods Sold
	222,300
	

	Other Operating Expenses 
	120,300
	

	Depreciation Expenses
	25,500
	

	Incomes Taxes Expense
	13,725
	(381,825)

	Loss on Sale of Equipment
	
	(3,300)

	Loss on retirement of Bonds 
	
	(825)

	NET INCOME
	
	60,150


Additional Information:
i. All sales are made on credit.

ii. All merchandise purchases are on credit.

iii. Accounts payable balances result from merchandise Purchases. 

iv. Prepaid expenses relate to other operating expenses.

v. Equipment costing Shs 21,375 with accumulated depreciation of Shs 11,100 was sold for cash.
vi. Equipment was also purchased for cash.

vii. The change in the balance of accumulated depreciation resulted from depreciation expense and from the sale of equipment. 

viii. The change in the balance of retained earnings resulted from dividend declarations and net income. 

Required:

a) Statement of Cash flow using direct method for the year 2006. (12 Marks)
b) Statement of Cash flow using indirect method for the year 2006. (13 Marks)
