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Instructions:

1. This Case Study consists of this Information Sheet and an Answer Book where you will find the
questions.

2. Answer ALL questions.

3. Write neatly and legibly.

4. Where calculations are required, show all workings. Round off to ONE decimal point (where

necessary).

5. Support all explanations, comments or advice with appropriate evidence (figures, names, financial
indicators). rep

KIM SPORTS

Kim Sports is a sporting goods store. The business is owned by Kimberley Springbok. The financial year ends on
31 July each year.

During July 2024, Kimberley decided to introduce a new partner, Galeletsang Douglas. Douglas would contribute
R350 000 cash and a motor vehicle valued at R50 000 as his capital contribution. His contribution would then
amount to 75% of Kimberley’s investment in the business.

As Douglas will also be part of the management of the business, it was necessary that he become familiar with the
current position of the business. He was provided with the financial records.

A. The business applies a 75% mark-up on cost of all goods sold, since inception.
B. Credit sales accounts for 60% of all sales.
C. Debtors are allowed 30 days credit terms, but recent trends show the receipt pattern as follows:

20% pay in the month of sales and receive a 2,5% discount
55% pay in the month following the transaction month

22% is collected in the second month after the month of sale
The balance is written off as bad debts

D. The partially completed Debtors Collection Schedule showed the following:
MONTH CREDIT SALES JULY 2024 AUGUST 2024
May 226 800 49 896
June 243 600 133 980 b
July 252 000 49 140 *
August * ¥
CASH FROM DEBTORS 233 016 ¥

Page | 1



. Dggtg logded from Stan

r o

sol

25% of stock is purchased on credit. Creditors are paid two months after the month of purchase.

Rent income will increase by 7,5% per month from 1 August 2024.
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in a month is replacedin t

Advertising expenses will be maintained at the fixed percentage of sales per month.

Part of the capital contribution will be invested in the Fixed Deposit on 1 August 2024, at the same
interest rate as the existing Fixed Deposit. Interest is receivable at the end of each month, and is

not capitalised.

The repairs and maintenance budget amount will be increased by 10% per month from 1 August.

Note that the extra amount paid in July 2024 was for accident damages to a motor vehicle.

Extract: CASH BUDGET FOR THE TWO MONTHS ENDING 31 JULY 2024

JULY 2024 AUGUST 2024
Receipts ’ BUDGETED ACTUAL BUDGETED
Cash sales 168 000 151 200 179 200
Receipts from debtors 233 016 189 300 ?
Capital 350 000 0
Rent income 41.1 As budgeted 13330
Interest on fixed deposit (8% p.a.) 600 600 1000
Other income ? ? ?
Loan: Carlton Bank 250 000
TOTAL RECEIPTS
Payments
Cash purchases 180 000 180 000 192 000
Payments to creditors 54 000 43 200 4.1.2
Telephone 1600 2 240 1 600
Packing material 37 800 38 000 40320
Salaries and wages 215 000 215 000 227900
Advertising 16 800 16 800 4.1.3
Municipal services 3200 ~3 840 3 200
Drawings 8 000 15000 8 000
Repairs and maintenance 8 500 18 000 4.1.4
Sundry expenses ? ? ?
TOTAL PAYMENTS wmrenh o
Cash surplus / deficit 56 300
Bank (opening balance) (83 500) 4.15
Bank (closing balance)

The Debtors Control balance on 1 August 2023 was R275 400.

Total sales for the financial year ended 31 July 2024 was R4 750 000.

Extract of the Debtors Age Analysis on 31 July 2024 is as follows:
Information relevant to three debtors from the list of debtors are provided.
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30-59 60 -89
days days 20-days
12 700 7 100
5400 2 600
9300 3700
152 934 11 000 6944
53 300 174 934 27 200 9544
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Douglas was concerned that the budget only reflected R350 000 as his capital contribution.
Explain this to him and also mention how it would be recorded in the books of the business.

Douglas also feels that the vehicle is worth more than what he is given credit for. What would
your comments to him be? Provide TWO points.

Complete the
DEBTORS COLLECTION SCHEDULE FOR THE BUDGET PERIOD:

MONTH CREDIT SALES JULY AUGUST
May 226 800 49 896
June 243 600 133 980
July 252 000 49 140
August E
CASH FROM DEBTORS 233 016

16
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4. Calculate the following amounts:

NO WORKINGS ANSWER

4.1 Rent income for July 2024

4.2 Payments to creditors during August 2024

4.3 Advertising budget for August 2024

4.4 Repairs and maintenance budget for August 2024.

4.5 Bank balance on 1 August 2024

5. Calculate the % increase in salaries

Calculate the increase in fixed deposit

27
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Douglas has noticed that the actual amounts for telephone and packing material for July 2024
have exceeded the budgeted amounts. Comment on the control over these expenses. Provide
a possible reason forthe variance and a suggestion to improve internal control.

TELEPHONE

PACKING MATERIAL

Comment

1N

Reason
no

LI 1S

Suggestion

Douglas questioned the repairs to vehicle expenses for July 2024 and was informed that the
insurance company would not cover the damages caused to a business vehicle, by Kimberley’s
son. How should Dauglas address this matter? Provide TWO points.

Identify THREE other items (not any mentioned above) on the budget for July 2024 that were
not well controlled and provide ONE point of advice to correct this in the future.

ITEM IDENTIFIED

ADVICE

Kimberley wants to take out a loan on 31 August 2024. Explain THREE points why Douglas
should be concerned about this loan.

25
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Calculate and comment on the average debtors’ collection period (in days) for the financial year
ended 31 July 2024.

CALCULATION:

COMMENT:

Refer to the Debtors Age Analysis:

Calculate the % of debtors with outstanding balances that exceeds 30 days.

Douglas feels that this is not a major problem and can be easily addressed. Provide TWO reasons
why you think he feels this way.

Provide a different comment for each of the three debtors identified on the Age Analysis.
Provide evidence to support your comment.

Goodheart

Masogo

Mathews

22
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Kimberley has realized that the drop in sales may be due to a competitor who just started a
business in the same area. Provide THREE suggestions to address this challenge.

Kimberley is used to being a sole trader. Explain TWO points on how she would have to adapt
and change now that the business is a partnership.

10
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Douglas was concerned that the budget only reflected R350 000 as his capital contribution.
Explain this to him and also mention how it would be recorded in the books of the business.

Comment on cash / non-cash item v’
The cash budget would only reflect cash transactions.

Comment on accounting treatment v'v"
He would still be credited for the vehicle. His Capital account would be credited with the agreed
amount.

Douglas also feels that the vehicle is worth more than what he is given credit for. What would
your comments to him be? Provide TWO points.

icomplete / short / partial responses

TWO valid points v'v' v¥'  award part marks for i

e The value must be negotiated with the partner. It's worth to the business must be assessed.
e Vehicles would generally depreciate over time.
e The future carrying value of the vehicle will be even less, yet his capital will remain the same

Complete the
DEBTORS COLLECTION SCHEDULE FOR THE BUDGET PERIOD:

MONTH CREDIT SALES JULY AUGUST
May 226 800 49 896

June 243 600 133980 53592 vV
July 252 000 49 140 138600 vV
August 268800 vV | recitselesxankie 52416 VIV
CASH FROM DEBTORS 233016 244608

one part.cosrect
16
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Calculate the following amounts:

NO WORKINGS ANSWER

4.1 Rent income for July 2024

13 330 v" x 100/107,5 v 12400 4

one part correct

4.2 Payments to creditors during August 2024

(243 600 x 100/60) 58 000 M

406 000 v'v" x 100/175 =232 000 MM x 25% v OREPAFUECIECt
If x 100/175

4.3 Advertising budget for August 2024

16 800/168 000 = 10% or 16800 /420000 =4% 179204
’ one part correct
179200 V' x 10% Y ¥ or 448 000 x 4%
mm two marks
4.4 Repairs and maintenance budget for August 2024.
8500 v x110% v 9350V

4.5 Bank balance on 1 August 2024
(27 200) M1
56 300 v — 83500 v one part correct

in brackets or — or state overdraft

Calculate the % increase in salaries

(227 900 215 000) v ¥ x 100 = 6% B one part correct
215000 v

Calculate the increase in fixed deposit

(400 v'x 12 v ) / 0,08 - =R60 000 [ one part correct

Be aware of alternative methods to calculate this amount.

27
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Douglas has noticed that the actual amounts for telephone and packing material for July 2024
have exceeded the budgeted amounts. Comment on the control over these expenses. Provide
a possible reason for the variance and a suggestion to improve internal control.

TELEPHONE PACKING MATERIAL
Comment Is not well controlled; Only R200 more than budget; appear
v v 40% more than budgeted. to be well controlled; if related to
No evidence to justify extra usage. sales volume, then not justified.
Reason Abuse by employees; Wastage; theft; poor quality that
v v No control mechanisms / supervision needed to be disposed as waste.
Possible follow-up on debtors (records)
Suggestion Keep a log / records; codes Supervise usage;
v v Need authorization On-going monitoring against sales
Assign to managers / cost centres

Douglas questioned the repairs to vehicle expenses for July 2024 and was informed that the
insurance company would not cover the damages caused to a business vehicle, by Kimberley’s
son. How should Douglas address this matter? Provide TWO points.

Any TWO points v'v' vV award part marks for incomplete / short / partial response

This must be raised when discussing the partnership agreement.

Rules for usage of business assets (machines / vehicles)

Designated drivers must be listed on insurance policies / only authorized persons
Must observe office hours / parked at the business premises

Partners must not abuse their privileges / authority

e & o @

Identify THREE other items (not any mentioned above) on the budget for July 2024 that were
not well controlled and provide ONE point of advice to correct this in the future.

ITEM IDENTIFIED v v ¢ ADVICE vv vV vV

Receipts from debtors Constant reminders to debtors
Incentives for early payments (increase discount %)

Payments to creditors Pay on time to maintain credit-worthiness
Negotiate discounts or better credit terms

Drawings Stick to the budget for better management of cash
Discuss rules and limits for drawings (partnership now)

Municipal services 20% more than budgeted which is-more than the inflation
rate so it cannot simply be price increases.
Control usage / lights off — generators

Kimberley wants to take out a loan on 31 August 2024, Explain THREE points why Douglas
should be concerned about this loan.

THREE points v'v" v'v' vV award part marks for incomplete / short / partial response

The business is already financing an overdraft; interest on loan is an added expense

The business is not effective in collecting money from debtors; this can be improved.

The budgeted sales are not being achieved. Advertising must be more effective.

No additional assets are being budgeted for. This money is not really needed.

Additional capital is already being introduced — which should ease cash flow

Cash is being invested rather than being used to address the overdraft or cash-flow problems.
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Calculate and comment on the average debtors’ collection period (in days) for the financial year
ended 31 July 2024.

CALCULATION:

270 189 three marks
Vz\/ {275 400 v + 264 978 V/] X 365 = 34,6 days E one part correct

2 850000 v'v
(4 750 000 x 60%)

COMMENT:

Debtors take more than the credit terms granted to pay accounts
The business has not enfarced the polieystrictly
This could account for why only 20% of debtors pay in the month of sales

Refer to the Debtors Age Analysis:

Calculate the % of debtors with outstanding balances that exceeds 30 days.

264 978 - 53 300
(211 678 v'v' / 264 978 ¥} x 100 = 79,9% I one part correct

Douglas feels that this is not a major problem and can be easily addressed. Provide TWO reasons
why you think he feels this way.

TWO reasons v'v/ v'v figures enhance the explanation / award part marks for incomplete responses

e The business is aware that approximately 20% pay in the month of sale (see collection
trend).

e 66% (174 934/264 978) fall within the 30 — 59 days’ bracket. Just outside the terms.

e This is also shown by the average debtors collection period (34,6 days)

¢ Internal control processes such as supervision of the credit department, constant reminders,
better incentives and penalties for late payments can be implemented and followed up.

Provide a different comment for each of the three debtors identified on the Age Analysis.
Provide evidence to support your comment.

Goodheart He is R4 200 above his credit limit and R7:200 of his account is more than 60
days overdue. His balance suggests that he may be buying large quantities so he
is favoured by the owner.

Masogo Her account of R8 000 is overdue (R2 600 is over 90 days). It looks like he is not
around and is a possibility of being written off as a bad debt / or he is avoiding
the business knowing that his account is overdue. Follow-up is needed.

Mathews Is a slow payer. Still a regular customer. R3 700 of her account is more than 60
days overdue. It appears as if she takes her chance to purchase goods because
she is allowed to do so. May be she should be told to settle long overdue parts
of her account before being allowed to continue purchasing goods.

22
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Kimberley has realized that the drop in sales may be due to a competitor who just started a
business in the same area. Provide THREE suggestions to address this challenge.

THREE suggestions v'v" ¥v'v"  ¥'v"  award part marks for incomplete / short / partial response

She could decrease the mark-up percentage which is currently at 75% on cost
Increase her marketing strategies such as advertising, promotions

Improve the image of the business through sponsorships, tournaments, coaching
Provide delivery services for large sporting equipment and after-sales services
Extend the target market by approaching schools, gyms etc.

Introduce salespersons and offer commission on sales

e & © o & o

Kimberley is used to being a sole trader. Explain TWO points on how she would have to adapt
and change now that the business is a partnership.

TWO points v'v' vV awa‘rdbzﬁ:m‘{m fncoméi@ie / short / partial response

e She would have to discuss a partnership agreement that involves sharing the net profit
(salary allowance, interest on capital and remaining profit) — same point.

e She would have to consult for all decisions affecting the partnership; she would not be able
to take decisions quickly. -

e Drawings must be negotiated; internal controls will be closely observed. No favours for
friends and family (think of the vehicle accident)

e She will encounter tension and disagreements — when she doesn’t get her way.

10




