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[bookmark: _Toc306263693]RAC 101: PRINCIPLES OF ACCOUNTING 1

DATE: 10TH DECEMBER 2024						TIME: 2 HOURS 

GENERAL INSTRUCTIONS:
Students are NOT permitted to write on the examination paper during reading time.
This is a closed book examination. Text book/Reference books/notes are not permitted.
 SPECIAL INSTRUCTIONS 
1. Write your REGISTRATION NO. Clearly on the answer booklet(s). 
1. Answer Question One and ANY other TWO questions.
1. Questions in all sections should be answered in answer booklet(s) 
1. PLEASE start the answer to EACH question on a NEW PAGE.
1. For the questions, write the number of the question on the answer booklet(s) in the order you answered.
1. Write on both sides of each leaf and indicate number of each question at the top of each page.
1. Write the answers in a paragraph form unless stated otherwise. 
1. Marks allocated to each question are shown at the end of the question. 
1. All rough work must be done on the answer booklet and crossed through!
1. Use supplementary pages only when you have exhausted those in this book
1. Fasten the supplementary pages to the inside back cover of this booklet


[bookmark: _GoBack]QUESTION ONE: COMPULSORY (30 MARKS)                  
a) The following trial balance was extracted from the books of Damaries Retailers on 31st December 2023: 

DR (Shs) 	CR (Shs)
Purchases 							2,214,500
Sales										3,947,750
Inventory (1st January 2023) 				              909,750
Capital										 3,696,000
Bank Balance							  1,500,250
Cash Balance							     60,750
Discount Allowed						   128,000	 
Discount received 								   169,750
Returns   		                                                                 90,750	     79,000
Carriage outwards 						   155,000
Carriage Inwards						   270,000		
Rent Paid							   230,500
Provision for bad and doubtful debts						    60,500
Equipment 							    350,000
Provision for depreciation: equipment 					    40,000
Motor vehicle						             1,400,000
Provision for depreciation: Motor vehicle                                                       460,000
Debtors							 1,143,000
Creditors 								           1,054,000
Drawings							    416,000
Wages and Salaries						    670,500
General Office Expenses 					      40,750
Bad debts 							    200,000
Electricity paid                                                                           140,000
Motor Vehicle maintenance                                                       279,000                                                                                    Unearned Revenue                                                                                          441,750

Rent received 									250,000

									10,198,750     10,198,750
    

Additional information:
On 31st December 2023
i. Inventory was valued at sh.650,000
ii. Wages and salaries accrued was   sh.90,500
iii. Prepaid rent amounted to     sh.70,000
iv. Outstanding electricity    sh.  100,000
v. Depreciation expense to be calculated using reducing balance method 
			Equipment 		12%
			Motor vehicle              20%
vi. Provision for bad and doubtful debts is provided for at 20% of debtors balance.
Required:
i. Prepare Comprehensive Income statement for the year ended 31stDecember 2023. 								           	                  (8 marks)
ii. Prepare Statement of Financial Position as at 31st December 2023         (8 marks)


b) Evaluate FIVE accounting principles 			   (10 marks)

c) Explain FOUR differences between management accounting and financial accounting							     (4 marks)
QUESTION TWO
a) The following is a summary of a cash book bank column as presented by ABC Inc. for the month of November 2024
Cash book (Bank column)
        	 DR								CR
	Receipts 			Shs. 146,900
	Balance b/d               Shs. 76,100

	Balance c/d			          55,400
	Payments                          126,200

					        202,300
				      202,300



All receipts are banked and all payments are made by cheque. The following errors were discovered after investigation:
1) Bank charges of Shs. 13,600 entered on the bank statement have not been entered in the cash book.
2) Cheques drawn amounting to Shs.26,700 had not been presented to the bank for payment.
3) Cheques received totaling Shs.76,200 had been entered in the cash book and paid into the bank, but had not been credited by the bank until 3 December.
4)  A cheque for Shs.2,200 for sundries had been entered in the cash book as a receipt instead of as a payment.
5)  A cheque received from Angel for Shs.8,000 had been returned by the bank and marked ‘No funds available’. No adjustment has been made in the cash book.
6) A standing order for a business rates instalment of Shs. 15,000 on 30 November had not been entered in the cash book.
7)  All dividends received are credited directly to the bank account. During November amounts totaling Shs. 6,200 were credited by the bank but no entries were made in the cash book.
8)  A cheque drawn for Shs.6,600 for stationery had been incorrectly entered in the cash book as Shs.6,000.
9) The balance brought forward in the cash book should have been Shs.71,100 not Shs.76,100.

Required:
i.  Show the adjustments required in the cash book. Use a ledger		(6 marks)
ii.  Prepare a bank reconciliation statement as at 30 November 2024		(4 marks)

b) Explain the importance of maintaining the following ledgers in an organization 
i. Sales ledger                                                                      	          (3 marks)
ii. Purchases ledger                                      		       	           (3 marks)
iii. General ledgers                                        		         	           (4 marks)


QUESTION THREE

a) Describe FOUR errors that do not affect the balancing of the trial balance   
									           (10 marks)

b) ABC Ltd extracted a trial balance on 31 December 2023 which failed to agree by Shs. 31, 000, a shortage on the credit side of the trial balance. A suspense account was opened for the difference.

In January 2024 the following errors made in 2023 were found:
1. Sales day book had been undercast by Shs. 30, 000.
2. Sales of Shs. 61,000 to J Kamau had been debited in error to J Kariuki’s account.
3.  Rent account had been undercast by shs. 19,000.
4.  Discounts Allowed account had been overcast by Shs.10, 000.
5. The sale of a computer at net book value had been credited in error to the Sales account Shs. 23,000.
6. Purchases Shs. 141,000 on credit from A Jane had been entered in B James’s account.
7. Purchase of goods on credit L Hand Shs. 8,190 entered in the correct accounts in error as Shs. 8,910
8. Cash withdrawn from bank Shs. 2,000 had been entered in the cash column on the credit side of the cash book, and in the bank column on the debit side.


You are required to:
i. Show the journal entries necessary to correct the errors.		            (8 marks)
ii. Draw up a duly balanced suspense account after the errors described have been corrected. 									(2marks)
                                                    
QUESTION FOUR
a) The following information was extracted from ABC Limited in the month of November 2024:
November 1st: Balance brought forward: Cash Kshs.700,000; Bank Kshs. 				1,800,560
        2nd: Paid rent by cheques Kshs.350,000
        3rd: purchased goods on credit Kshs. 600,000
         		4th: Peter and Mark settled their accounts through the bank, Kshs.84,000       	        	     and Kshs. 98,000 respectively and each deducted 4.5% discount from the 		     amounts (all amounts are pre-discount).

	  6th: The business obtained a loan from NIF Bank Plc of Kshs.2,000,000       	         which was deposited in the bank account
	             8th: The business paid the following accounts by cheque in each case 		         	        deducting a 5.5 % cash discount: PBAS retailers Kshs.78,500; Marketo                  		       Retailers Kshs.68,500; Rehema suppliers Kshs. 50,800 (all amounts are 		       pre-discount).

         9th: Obtained goods on credit from JSE Ltd Kshs. 400,000
	 10th: Paid motor expenses in cash Kshs.64,440
	 	12th: Mariam owed the business Kshs. 35,000 which he settled on time using a 	          	       cheque and thus received a discount of   Kshs.5,000 (all amounts are 			      pre-discount).

	 15th: Paid wages and Salaries by cheque Kshs.800,000
	 	18th: The following customers settled their accounts using cheques and, in 	          			each case, deducting 4 % cash discount: Walter retailers Kshs. 56,500;       	        		 Ruth Kshs.64,400; Jakes Retailers Kshs.65,800 (all amounts are 			pre-discount).
       20th: Sold goods on credit to James Retailers Kshs. 55,000  
      20th: Paid for General expenses Kshs. 105,000 by cash 
	21st: One of the directors withdrew Kshs.150,900 from the bank for business 	          use
	 24th: Cash drawings Kshs. 200,000 by one of the directors for personal use 
       26th: Purchased goods Kshs. 80,000 by cash 
       26th: Sold goods Kshs. 120,000 receiving a  cheque from the customer
     	29th: Bought fixtures paying Kshs.78,000 by cash
	30th: Rent receivable Kshs. 100,000
      30th : Paid creditors shs. 550,000 by cheque 
      30th : Paid wages and salaries Shs. 190,000 by cheque
      30th: Received cash Kshs. 130,000 from a debtor
      30th: Paid Interest on Loan Kshs. 340,000
      30th : Unearned revenue Kshs. 400,000
      30th: January transferred cash balance to bank account leaving Sh.300,000 	     in  the account for petty cash disbursement. 
Required: Prepare a duly balanced three column cash book from the information above     								 (12 marks).

b) [bookmark: _Hlk180502032]Describe FOUR steps in accounting cycle or process                         (8 marks).
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