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THE OPEN UNIVERSITY OF SRI LANKA

CERTIFICATE IN ENTREPRENEURSHIP AND SMALL BUSINESS

MANAGEMENT PROGRAMME
LEVEL 02 - FINAL EXAMINATION- 2015

INTRODUCTION TO ACCOUNTING AND FINANCE - MCC 1206

DURATION - TWO (02) HOURS

Date: 29.11.2015

Time: 1.30 p.m. To 3.30 p.m.

Instructions

Total number of questions four. Answer only three (03) questions including question
number one (01), Show all workings. Use of Non- programmable calculator is allowed.

Question No (01) (Compulsory Question)

Following Trial Balance was extracted from the books of VKU Enterprises

as at 315" March 2015 (Value in Rs.)
Description Dr. Cr.

Capital 4,230,000
Fixed deposit at Bank 6,050,000
Bank Balance 78,500
Sales 50,750,000
Cost of Sales 44,550,000
Freehold Land 2,100,000
Motor Vehicle 2,233,500
Furniture and Fittings 123,500
Provisions for depreciation as at 01.04.2014 1,234,500
Bank Interest 23,500
Computer Purchased 54,500
Discount Allowed/Received 13,500 33,500
Disposal of Van 1,200,000
Drawings 455,000
Electricity 45,500
Insurance 34,500
Telephone 345,000
Motor vehicle repair 39,500
Interest received from deposits 665,500
Rent 198,000
Rent-Received 35,000
Salaries & Wages 567,800
Sales Returns 45,000
Stamp duty & Legal Fees 181,700
Inventory 31/03/2015 678,000
Provision for bad and doubtful debts — 01/04/2014 12,300
Accounts payables (Trade Creditors) 486,700
Accounts receivable (Trade Debtors) 987,500

58,726,000 58,726,000




You are given the following information

i.
ii.

iii.

iv.

Vi.

Vii.

viii.

The value of goods taken by the proprietor for his personal use is Rs.23,500

Stamp duty and Legal fees have been paid for the freehand land purchased during the
financial year.

The business is operated in rented premises. Monthly rent is Rs. 18,000. Rent for March
2015 has not been paid.

Part of the building rented out by the company has been sub-let at Rs.5,000 rent per
month from 1% October, 2014.

Break up of provisions for depreciation as at 01.04.2014 is as follows

Rs.
e Motor Vehicle 1,200,000
e Furniture & Fittings 30,000
e Computers 4,500

VKU Enterprises depreciates its property, plant and equipment on the straight line
method at the following rates, No depreciation is provided in the year of purchase and a
full year’s depreciation is provided in the year of disposal

e Motor Vehicle 20%
e Furniture & Fittings 10%
e Computers 20%

Provision for bad debts and doubtful debts has to be adjusted at 8% of Accounts
receivable. (Trade Debtors).

VKU Enterprises has sold a Van on 1 January 2015 which was purchased on 01°
September 2012 for Rs.800,000/-. The amount received is credited in the disposal of
Van account. No other entries had been made in this respect.

You are required to prepare:

a) Profit & Loss Account for the year ended 315 March 2015
b) Balance Sheet as at 315 March 2015

(Total Marks 50)



Question No (02)

[ “Accounting is known as the “language of business.” What does this mean?
Explain (0S Marks)
II.  What are the main functions of accounting? (04 Marks)
Il What is the business entity concept? Briefly explain with an example.
(03 Marks)

IV." Write down name of the primary books and source documents against each of the
following transactions.

No Transactions Primary Book Source Documents
a. | Goods purchase for credit ? ?
b. | Return outwards ? ?
c. | Cash receipts & payments ? ?
d. | Petty cash payments ? ?
e. | Correction of errors ? ?

(05 Marks)

V. Mr. Perera commenced a service business on 01 January 2015. The transactions
that took place in the month of January are presented on accounting equation as

follows.

No Cash + Debtors + Office Stationary + Furniture = Creditors + Capital
(Rs) (Rs) (Rs) (Rs) (Rs) (Rs)

1 +1600,000 +1600,000

2 |-200,000 +350,000 +150,000

3 |-160,000 +160,000

4 | +60,000 +50,000 +110,000

5 |-35,000 -35,000

6 | -100,000 -100,000

7 -5,000 -5,000

8 1-50,000 -50,000

You are required to describe each transaction together with their associated

amounts.

(08 Marks)
(Total 25 Marks)




Question No (03)

L

List four (04) main sources of capital available for a small business

entrepreneur? (04 Marks)
Il Recommend and briefly explain four (04) internal controls systems that can be
used in cash management by a small business owner. (04 Marks)

III. What is bank reconciliation? List five (05) advantages of preparing a bank
reconciliation. (05 Marks)

IV." A small business owner is planning to purchase either of two alternative
machines to his plant. It is assumed that these machines will generate net
operating cash flows as follows.

B Machine A Machine B
Years Cash Flows (Rs.) Cash Flows (Rs.)
0 (2,000,000) (2,000,000)
1 800,000 600,000
2 700,000 400,000
3 400,000 500,000
4 300,000 300,000
5 - 400,000
Calculate pay back periods of each of the above two machines and
recommend which machine would be selected? Justify your answer?
(10 Marks)
V. Distinguish between Payback period method and Accounting Rate of Return
method in evaluating projects.
(02 Marks)
(Total Marks 25)
Question No (04)

Write short notes for the following five (05) topics.

L
I1.
M1
IV.
V.

Break Even Analysis

Marginal Costing

Variable Cost

Cash Budget

Current Ratio and Acid Test Ratio

(05%05 = 25 Marks)
(Total Marks 100)
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