Principles of Accounts (CE)

Question 

 

At the close of business of 31 December 2005, the cashbook of Mr. Lai showed a debit balance of $459 000. When checking the cashbook against the bank statement and other records, he found the following:

 

(i)       (i)            A cheque for $45 000 paid to David Ng entered in the cash book had not been presented to the bank for payment.

 

(ii)     (ii)            A cheque for $5 000 from a customer, Andy Lau which was entered in the cash book on 23 December 2005 was subsequently dishonoured and returned by the bank. This had not been recorded in the business’s record. Mr. Lai decided to write the debt off, as Andy was now untraceable.

 

(iii)    (iii)            The total of the credit side of the cash book had been overstated by $32 000. It was also found that the debit side of the salaries account had been overstated by $20 000.

 

(iv)   (iv)            A cheque for $8 840 received and recorded in the cash book had not been credited by the bank

 

(v)     (v)            Bank charges of $250 shown in the bank statement had not been entered in the cash book.

 

(vi)   (vi)            A cheque receipt of $7 200 from Mr. Au was wrongly recorded on the credit side of the cash book.

 

(vii)  (vii)            Mr. Lai had paid $1 350 for rates of his private house with a cheque drawn on the business account. This was recorded in the cash book and posted to the rates account.

 

(viii) (viii)            A cheque for $8 800 drawn by Mr. Lai to pay for a new computer used for the business had mistakenly entered in the cash book and the office equipment account as $8 000. Depreciation at 20% on cost per annum had been charged in the profit and loss account for the year ended December 2005 for this computer.

 

 

Required:

 

(a) (a)    Prepare the cashbook for Mr. Lai, showing all necessary adjustments as at 31 December 2005.
(6 marks)

 

(b) (b)   Using the corrected cashbook balance calculated in (a) above, prepare a bank reconciliation statement for Mr. Lai as at 31 December 2005.
 (4 marks)

 

(c) (c)    Distinguish between capital expenditure and revenue expenditure.  (4 marks)

