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1 Which actions are taken in respect of the totals of a three-column cash book at the end of an
accounting period?

cash and bank discount

columns columns

A balanced balanced
B balanced totalled

Cc totalled balanced
D totalled totalled

2 Which item is an example of capital expenditure?
A cost of repairs to an office building
B cost of repainting business name on delivery van
C legal cost paid to purchase an office building

D legal cost to collect outstanding receivables

3 On 1 July 2021, Tim bought a delivery van for $10 000. He paid an additional $900 to have racks
fitted inside, and $800 for a year’s insurance.

Tim provides for depreciation at the rate off10%_péer annum. A full year’s depreciation is charged
in the year of acquisition.

What was the total for expenses rec Tim’s income statement in respect of the van for the
year ended 30 September 20217?

A $1290 B $1Q® C $2100 D $2500

4 A business has,a end of 31 December. It purchased a non-current asset on 1 January 2020
for $100000.,The a as depreciated using the reducing balance method at 20% per annum.
It was sold for $40 00 January 2022.

What was the loss on disposal?

A $20000 B $24000 C $40000 D $60000

5 What is entered in the sales ledger control account?

1 cash sales
2 increase in provision for doubtful debts

3 returns inwards

A 1and?2 B 1and3 C 2and3 D 3only

© UCLES 2022 9706/12/FIM/22
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6 A trial balance included a suspense account. The bank balance of $28412 had mistakenly been
entered as an overdraft and placed on the credit side as $28 142.

There had also been an addition error and the debit side of the trial balance had been undercast
by $450.

Which entry in the suspense account will correct these errors?

A credit $56 104

B debit $56 104
C credit $57 004
D debit $57 004

7 Which statement is correct?

A The balance on the irrecoverable debts account is carried downito the next accounting
period.

B The balance on the irrecoverable debts account is treaiéd as an expense in the income
statement.

C The balance on the provision for doubtful debts account.s calculated before the deduction of
irrecoverable debts.

D The balance on the provision for doubtful debts,account is not included in a trial balance.

8 The following information is available for siness at 31 December 2021.

$
general ? in arrears 1 January 420
general expenses in advance 1 January 240
.0 ral expenses in arrears 31 December 720
.
@ ge xpenses in advance 31 December 120

Total amount paid during the year ended 31 December 2021 is $11 500.

What is the amount to be included in the income statement for general expenses for the year
ended 31 December 20217

A $10240 B $10720 C $11080 D $11920

9 When would the year end value of inventory need to be adjusted?

1 when inventory has not yet been paid for
2 when selling price has fallen below cost

3 when the owner has recorded taking goods for his own use during the year

A 1and?2 B 2and3 C 2only D 3only

© UCLES 2022 9706/12/F/IM/22 [Turn over
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10 A business had a draft profit for the year of $250 000.

11

The following errors were then discovered.

1 Depreciation charged was $25000. The figure should have been $40 000.
2 Closing inventory for the period was undervalued by $10 000.

What was the correct profit for the year?

A $225000 B $245000 C $255000 D $275000

A capital account for a sole trader contained three entries, in addition to the opening and closing
balances.

What did these entries represent?

debit side credit side
A capital introduced drawings, loss for the year
B capital introduced, drawings profit for the year
C drawings, loss for the year capital intreduced
D profit for the year capital introduced, drawings

12 The year end of a business is 31 December 2021

On 5 January 2022, inventory was co d valued at cost, $30000.
The following was then discovereg®

1 Goods purchaQand received after the year end, costing $1500, had been
included in'the valtation.

oods returned by a customer after the year end. They had a selling price
included a mark-up of 25% during the year.

2 Itincl
ofggo

3 Sc;me s included in the inventory, costing $500, were damaged. They can be
sold for $300 after repairs costing $100.

Which value of inventory should be included in the financial statements at 31 December 20217

A $27480 B $27525 C $28275 D $29270

© UCLES 2022 9706/12/FIM/22



7 5

13 A sole trader provided the following information for the year ended 31 December.

$
non-current assets increased by 25000
current assets increased by 10000
current liabilities increased by 12500
additional capital introduced during the year 20000
drawings for the year 13000

What was the profit for the year ended 31 December?

A $10500 B $14500 C $15500 D $29500

14 Which rule does not apply in the absence of a partnership agreement?

A Interest on partners’ loans is charged at 6% per annum.
B No interest on capital is charged.

C No salaries are paid to partners.
D

Profits and losses are shared equally between the‘partners.

15 P and Q are in partnership sharing profits and losses equally. On 1 January 2021, the
partnership had net assets of $410000 that date, R was admitted into the business on the
following terms.

1  Net assets to be rev?Q $480000.
$

2 Goodwill was 50000 but will not be retained in the books of account.

3  Profits and losses will now be shared P 40%, Q 40% and R 20%.

What was the’“ 1an 'S capital immediately after R’'s admission?
A decrease b'y”$3

B decrease by $40000

C increase by $33000

D increase by $40000

© UCLES 2022 9706/12/F/IM/22 [Turn over
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X and Y are in partnership, sharing residual profits and losses equally. Partners are charged 2%
interest on their drawings. Y is entitled to a salary of $10 000.

The partners’ drawings for the year were as shown.

$
X 12000
Y 8000

The profit for the year was $52 000.

How much did each partner receive as a share of residual profits?

A $10800 B $11200 C $20800 D $21200

Which statements are correct?

1 Dividends can be paid out of the general reserve,
2 Rights issues can be made from the share premium‘account.

3 The general reserve can be created from retained earnings.

A 1and?2 B 1and3 C 1only D 2and3

A limited company had the following balances on'1 January 2021.

2 ;
I eserve 20000

ined earnings 142000

Profit for the y’egr e d 31 December 2021 was $105 000.

v
The revaluatiof‘rese 0000, was created two years ago from a revaluation of a property.
The same property evalued on 31 December 2021 with a revaluation loss of $35000.

On 1 August 2021 an interim dividend, $40 000, was paid.
On 31 December 2021 a final dividend, $55 000, was proposed.

What was the value of retained earnings at 31 December 20217

A $117000 B $137000 C $172000 D $192000

© UCLES 2022 9706/12/FIM/22
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19 The bank balance of a limited company was $390000 before the following transactions took

place.

What was the bank balance after these transactions?

A $540000

20 What might cause a decrease in a company’s non-current asset turnover?

2
3

An issue of 500000 new shares of $0.50 each was made at a premium of $0.25

per share.

A debenture for $100 000 was repaid.

B $665000

A increase in expenses

B increase in sales revenue

C purchase of new non-current assets

D selling non-current assets

21 The following information for a limited company at 31.December 2021 is available.

Retained earnings at 1 Jan

1 May 2021.
Whatwastheﬂ?tu
A 683% * 106% C 14.31%

C $715000

A bonus issue of 100 000 shares of $0.50 each was made.

D $865000

$
ordinary share_capital 300000
retained é 110000
8%d e 100000

22 Which statements about stepped costs are correct?

A 1and3

© UCLES 2022

1

2
3
4

fixed within a range of activity levels
fixed whatever the level of activity
include fixed costs only

include both fixed and variable costs

B 1and4 C 2and3

9706/12/FIM/22

apital employed for the year ended 31 December 20217?
D 15.88%

D 2and4

2021 were $82000. An interim dividend of $45000 was paid on

[Turn over
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23 A production worker is paid $15 per hour for working 8 hours a day.
Overtime is paid at the rate of time and a fifth (basic pay plus 20%).

A productivity bonus is also paid at the rate of $21 per unit for each unit produced in excess of
12 units per day.

Last Friday, the production worker worked 12 hours and assembled 14 units.

How much did he earn on Friday?

A $144 B $162 C $192 D $234
24 A retailer made the following purchases of inventory in October.
quantity unit price total cost
purchase (units) $ $

5 Oct 50 500 25000

12 Oct 50 500 425000

23 Oct 150 525 78750

128750

25 A company haawo

o .

There was no opening inventory for October.

The business uses the first-in first-out (FIFO).method to value its inventory.

In October, 200 units were sold for $

What was the gross profit for
A $76667 B AS77 C $77500

rtments in its factory. The details are shown.

What is the fixed overhead absorption rate per hour in the machining department?

A $11.25

© UCLES 2022

budgeted fixed
department overheads buhdgeted
$ ours
machining 180000 6000
assembly 90000 10000
total 270000 16000

D $96250

B $16.875

C $30

9706/12/FIM/22
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26 What would cause overheads to be over-absorbed?

O O W

27 A company has the following information for producing 2000 units of a product.

A

Overhead absorbed is greater than overhead budgeted.

Overhead absorbed is less than overhead budgeted.

Overhead incurred is greater than overhead absorbed.

Overhead incurred is less than overhead absorbed.

$
sales revenue 85000
direct materials 30000
direct labour 14000
direct expenses 2500
other variable overheads 10200
fixed overheads 8000
What is the contribution to sales ratio?
23.88% B 33.29% C 4589% D 54.71%
28 The following information is available ab@xo products.
Q product 1 product 2
4Q per unit per unit
material X 2 kilos 4 kilos
. material Y 3 kilos 1 kilo
&
‘f{b irect labour 3 hours 6 hours

Production is planned to be 100 units of each product.

700 kilos of material X and 400 kilos of material Y are available. A total of 800 direct labour hours
can be worked.

What are the limiting factors?

A direct labour only
B material X only
C material Y only
D all three inputs
© UCLES 2022 9706/12/FIM/22
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29 A company provides the following information about its product.

selling price $100
variable cost per unit $40
fixed costs $21600
break-even point 360 units

If the business changes its production method, contribution will increase by 10% and fixed costs
will increase by 5%.

What would be the effect on the break-even point?

A decrease by 16 units

B decrease by 18 units @
C increase by 16 units q
D increase by 18 units Py é
30 What are possible limitations of a budgetary control sys\d
1 Budgets are based on estimates. &
2 Budgets may lead to staff demoti a@
3 Budgets may prevent manage$ being creative.

A 1and2only 1 and 3 only 1 2and 3 D 2and3only

Q@

© UCLES 2022 9706/12/FIM/22
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1  Which actions are taken in respect of the totals of a three-column cash book at the end of an
accounting period?

cash and bank discount
columns columns
A balanced balanced
B balanced totalled
C totalled balanced
D totalled totalled
Answer B
The three-column cash book has an extra money column to record dis , so it has
discounts, cash and bank columns on the debit side as well as on it side. This is to avoid
too many entries being made in the nominal (general) ledger, vxh nts accounts are

maintained. \

At the end of the year, the cash book should be balance Ssh and bank columns in the
cash book are balanced. Note that discount columns ar: ed. The discount columns are
MEMORANDOM columns only, they are not part of t uble entry system.

2  Which item is an example of capital e

A cost of repairs to an office
B cost of repainting b ame on delivery van
C legal cost paid to n office building

D

legal co§f &co nding receivables
*

Answer C

Capital expenditure is expenditure which forms part of the cost of non-current assets.The
legal fees associated with the purchase of a property may be added to the purchase price
and classified as capital expenditure. The cost of the property in the statement of financial
position of the business will then include the legal fees.

Revenue expenditure is a short-term expense incurred to meet the operational costs of

running the business on a day-to-day basis.Cost of repairs and repainting are treated as
revenue expenditure.

Legal cost to collect outstanding receivables are not related to the purchase of a property.
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3  On 1 July 2021, Tim bought a delivery van for $10 000. He paid an additional $900 to have racks
fitted inside, and $800 for a year’s insurance.

Tim provides for depreciation at the rate of 10% per annum. A full year’s depreciation is charged
in the year of acquisition.

What was the total for expenses recorded in Tim's income statement in respect of the van for the
year ended 30 September 20217?

A $1290 B $1690 C $2100 D $2500

Answer A

The purchase cost of the delivery van ($10 000) and the additional $900 to have racks fitted are
treated as capital expenditure. The total purchase cost is $ 10,900. ($10,&+$900).

The insurance needs to be paid every year and is thus treated as se in the income
statement. Insurance charge for 3 months (1 July to 30 Septergb included.

Depreciation is charged for full in the year of acquisition *\

Total expenses calculation: &
; °
Insurance (3/12)x800 200
Depreciation 0.1x10900 1090

Total 1290 @

December. It purchased a non-current asset on 1 January 2020
preciated using the reducing balance method at 20% per annum.
uary 2022.

4 A business has a year
for $100000. The ass

It was sold for,$40
0

What was the less on
A $20000 B $24000 C $40000 D $60000
Answer B

Depreciation calculation

$
Year 1 0.2x100,000 20,000
Year 2 0.2x80,000 16,000
Total 36,000

The asset was sold for 40000
The net book value was [64000] (100000-36000)

Loss on disposal 24000



16 6

5 Whatis entered in the sales ledger control account?

1 cash sales
2 increase in provision for doubtful debts

3 returns inwards

A 1and?2 B 1and3 C 2and3 D 3only

Answer D

The sales ledger control account is an account used to record the totals of the books of prime
entry, related to credit sales, to check the accuracy of the sales ledger. It also known as the
total trade receivables account.

Cash sales are not included, they do not appear in the sales Iedg %ales ledger reserve
is reserved only for credit customers.

6 A trial balance included a suspense account. The ban e of $28412 had mistakenly been
entered as an overdraft and placed on the credit sid 142.

There had also been an addition error and b@lde of the trial balance had been undercast
by $450.

Which entry in the suspense account wil@ct these errors?

A credit $56 104

B debit $56 104 Q@

C credit $57 004

D debit $57 Q04
Y0

*

Answer C

$
Correcting bank balance * (28142+28412) 56554
Trial balance undercasted 450
Suspense account CREDITED 57004

*The bank balance mistakenly been entered as an overdraft, on the credit side at $28142. This is incorrect

Bank Account

Balance b/d 28142

The correct entry in the bank account is $28412 on the debit side. TWO entries must be made in the bank account to correct the previous error.
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DR Bank Account CR
$ $
Suspense account 28142 | Balance b/d 28142

Suspense account 28412

The correct balance will now be shown on the bank account

DR Bank Account CR
$ $
(Wrong amount and Wrong
Suspense account 28142 Balance b/d 28142 side)
Suspense account 28412 balance c/d 28412

56554 56554
(Correct amount and

Correct side) Balance b/d 28412

Examiner report: Using suspense accounts always seems to cause problems. Looki t the data, to correct
the bank account there would need to be a debit entry of $28 142 to cancel the e % a further debit entry
of $28 412 to ensure the correct balance was entered. The undercast of $4 so need a debit entry.

Thus the suspense account would need to be credited with the total of thes ms, $57 004, being the

key C i\

7  Which statement is correct?

A The balance on the irrecoverable debts acco isycarried down to the next accounting
period.

B The balance on the irrecoverable de a@]t is treated as an expense in the income
statement.

C The balance on the provision for debts account is calculated before the deduction of
irrecoverable debts.

D The balance on the provisi btful debts account is not included in a trial balance.

Answer B

L 2
Irrecoverable debtsare s
be paid. They are Writte

debts owed to a business which it decides are never going to
s an expense in the statement of profit or loss.

The provision for doubtful debts is calculated AFTER he deduction ofirrecoverable debts.
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8 The following information is available for a business at 31 December 2021.

$
general expenses in arrears 1 January 420
general expenses in advance 1 January 240
general expenses in arrears 31 December 720
general expenses in advance 31 December 120

Total amount paid during the year ended 31 December 2021 is $11 500.

What is the amount to be included in the income statement for general expenses for the year
ended 31 December 20217

A $10240 B $10720 C $11080 D $11920

e
i\éq

General expenses account

s s Q
balance b/d 240 | balance b/d 420
Bank 11,500 | Income statement* 11,920
balance c/d 720 | balance c¢/d 12 @

12,460 12,

balance b/d 120 balance b/d QZO
*balancing figure Q@

ent assets in the statement of financial position. They are
that has been paid out in advance of the expense being
unts paid for in advance.

Prepayments are,'@cl
assets, as they rep[gse
incurred. Prepayments a

Accruals are included in current liabilities, as they represent liabilities which have been incurred

but for which no invoice has yet been received. An accrual is when you pay for something in
arrears.

Expense

$ $
Balance b/f (opening X |Balance b/ff (opening
prepaid expense) accrued expense)
Bank (total paid X |Income statement (total X
during the year) expense for the year)
Balance cff (closing X |Balance c/f (closing X
accrued expense) prepaid expense)

X X
Balance b/f (opening X |Balance bff (opening X
prepaid expense) accrued expense)
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9 When would the year end value of inventory need to be adjusted?

1 when inventory has not yet been paid for
2 when selling price has fallen below cost

3 when the owner has recorded taking goods for his own use during the year

A 1and?2 B 2and3 C 2only D 3only

Answer C

Option 2: An adjustment will be required. Inventory is valued at cost and net realisable value,
whichever is lower

Net realisable value (NRV) is the estimated saleable value of the invent uestion, less a
reasonable estimate of costs associated with the completion and exe ale of goods.
Cost includes, in addition to cost price, all those costs necessa quire the inventory and

convert it to a saleable condition.

Option 1 and 3 do not require adjustment. &
10 A business had a draft profit for the year of @@

The following errors were then discover(@

1 Depreciation charge 5000. The figure should have been $40000.

2  Closing inve period was undervalued by $10 000.

What was the correct e year?

A $225 OOQ:? 00 C $255000 D $275000
i g
Answer B
$
Draft profit 250,000
Depreciation mistated (15,000) 40,000-25,000
Closing inventory undervalued 10,000

245,000
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11 A capital account for a sole trader contained three entries, in addition to the opening and closing
balances.

What did these entries represent?

debit side credit side
A capital introduced drawings, loss for the year
B capital introduced, drawings profit for the year
C drawings, loss for the year capital introduced
D profit for the year capital introduced, drawings
Answer C

it with or without
a business by the
alled capital. It is a credit.

A sole trader owns and runs a business, contributes the capital to start the enterprise,.r
employees, and earns the profits or stands the loss of the venture. The amounts in
owner are amounts that the business owes to the owner. This is a special kind ofili

If the owner has made drawings, then the drawings account will be closed nsfer made to the debit of the

capital account, therefore reducing the capital. The entry is: :

» Debit: capital account
» Credit: drawings account
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12 The year end of a business is 31 December 2021.

On 5 January 2022, inventory was counted and valued at cost, $30 000.

The following was then discovered.

1 Goods purchased and received after the year end, costing $1500, had been

included in the valuation.

2 ltincluded goods returned by a customer after the year end. They had a selling price
of $900 which included a mark-up of 25% during the year.

3 Some goods included in the inventory, costing $500, were damaged. They can be

sold for $300 after repairs costing $100.

Which value of inventory should be included in the financial statements at 31 December 20217

A $27480 B $27525 C $28275
Answer A
$
Inventory before adjustment 30,000
Less goods purchased after year end  (1500)
Less goods returned after year end
900- (0.20* x 900) (720) @

Damaged goods (500-200)** (300)
27480
Convert markup to margin* QQ

Mark-up is the profit as a percentage o
Gross profit margin is the profit as of sales

Margin = Markup/ 1+ Markup ( p = Margin/ 1+Margin)

Margin = 0.25/(1+02§)?0.
22 2

Margin=20% %

Inventory should be valued at lower of cost or net realizable value**
Cost = $500
Net realizable value = $300 - $100 = $200
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13 A sole trader provided the following information for the year ended 31 December.

$
non-current assets increased by 25000
current assets increased by 10000
current liabilities increased by 12500
additional capital introduced during the year 20000
drawings for the year 13000

What was the profit for the year ended 31 December?
A $10500 B $14500 C $15500 D $29500
Answer C

closing net assets = opening net assets + capital introduced + profit — drei@

Profit/(loss) = movement in net assets — capital introduced + drawinx

$
non-current assets increase 25,000 0
current assets increase 10,000
LESS current liabilities increase (12,500)
LESS additional capital introduced (20,000) c @
during the year
drawings for the year 13,00
Profit 15

(4

absence of a partnership agreement?

14 Which rule does not ap

A Interest opga is charged at 6% per annum.

” *
B No interesm ca harged.

C No salaries are paid to partners.

D Profits and losses are shared equally between the partners.

Answer A

If there is no agreement, the Partnership Act of 1890 lays down the following rules which must
apply:

* Partners should contribute equal amounts of capital.

* No partner should be entitled to interest on capital.

* No partner is entitled to a salary.

* No partner is to be charged interest on drawings.

* Residual profits or losses are to be shared equally.

* Any loan made to the partnership by a partner will carry interest at the rate of five per cent
per annum.
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15 P and Q are in partnership sharing profits and losses equally. On 1 January 2021, the
partnership had net assets of $410000. At that date, R was admitted into the business on the
following terms.

1 Net assets to be revalued to $480 000.
2  Goodwill was valued at $50 000 but will not be retained in the books of account.

3  Profits and losses will now be shared P 40%, Q 40% and R 20%.

What was the change in Q’s capital immediately after R’'s admission?
A decrease by $33 000
B decrease by $40 000
C increase by $33 000
D increase by $40 000

Answer D

Revaluation = $480,000 - $410,000 = $70,000 ®:

Q’s share of revaluation = 0.5x70,000= $35,000

Goodwill = $50,000 09

Q’s share of goodwill

0.5x$50,000=$25,000 :Q

0.4x$50,000= $20,000
@R’s admission

0,000

Change in Q’s capital immedi
($25,000 - $20,000) + $35,

16 Xand Y are,ifiPart

aring residual profits and losses equally. Partners are charged 2%
interest on tﬁeif;ﬁrawi

s entitled to a salary of $10 000.

The partners’ drawings for the year were as shown.

$
X 12000
Y 8000

The profit for the year was $52 000.

How much did each partner receive as a share of residual profits?

A $10800 B $11200 C $20800 D $21200
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Answer D
S

Profit for the year 52,000
LESS salary (10,000)
ADD interest on drawings
X 240
Y 160
Residual profit 42400
Share of residual profit
X 21,200
Y 21,200

42,400

o
1 Dividends can be paid out of the general reserv*\

2 Rights issues can be made from the share

17 Which statements are correct? bq

account.

3 The general reserve can be created frc&xed earnings.
A 1and?2 B 1and3 Cc

o® D 2and3
&

tis to 'finance' the issue of bonus shares.
ng some percentage (not prescribed) of current year’s profit
e remaining profits of the current year is added to retained earnings

Answer B

1 General reserves can be used to pay di
2 One common use of the share pre
3 General reserves are created
before paying the dividend w|
each year.

-
MR

*
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18 A limited company had the following balances on 1 January 2021.

$
revaluation reserve 20000
retained earnings 142 000

Profit for the year ended 31 December 2021 was $105 000.

The revaluation reserve, $20000, was created two years ago from a revaluation of a property.
The same property was revalued on 31 December 2021 with a revaluation Ioss of $35000.

On 1 August 2021 an interim dividend, $40 000, was paid
On 31 December 2021 a final dividend, $55 000, was proposed éq
What was the value of retained earnings at 31 December 20

A $117000 B $137000 C $172000 0 $192 000

Answer D @
,00

$
Retained earnings 142,000
Profit for the year 105,00 Q
Revaluation loss (35000-20000) (1
Dividend paid

-
o

*
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19 The bank balance of a limited company was $390000 before the following transactions took
place.

1 An issue of 500000 new shares of $0.50 each was made at a premium of $0.25
per share.

2 A debenture for $100 000 was repaid.

3 A bonus issue of 100 000 shares of $0.50 each was made.

What was the bank balance after these transactions?

A $540000 B $665000 C $715000 D $865000

Answer B

$
Bank balance 390,000

Share issue ( 500,000 x (0.25+0.50)) 375,000 q
Debenture repaid (100,000) 0\
665,000 d

20 What might cause a decrease in a company’s : nt asset turnover?

A increase in expenses

B increase in sales revenue 0

C purchase of new non-current

D selling non-current a Q

Answer C

Sales x100

&
Non current asset &no
¢ Non Current Asset

The purchase of non current asset turnover lead to a decrease in company’s non-current asset
turnover.

Let's assume that initially the company incurs sales of $100 and has non current assets worth $1000.
The non current asset turnover is calculated as 10% (100/1000).

If the company still incurs sales of $100 but it's non current assets increases to $ 2000. The non current
asset turnover is calculated as 5% (100/2000).

The non current asset turnover falls from 10% to 5% following the purchase of a non current asset.
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21 The following information for a limited company at 31 December 2021 is available.

$
ordinary share capital 300 000
retained earnings 110 000
8% debenture 100 000

Retained earnings at 1 January 2021 were $82 000. An interim dividend of $45000 was paid on
1 May 2021.

What was the return on capital employed for the year ended 31 December 20217

A 6.83% B 7.06% C 1431% D 15.88%

Answer D

Profit (110,000-82,000+45,000+8000)* $81000 0\6 !

Capital employed (300,000+110,000+100,000) $510000

Return on Capital employed = Profit X
Capital employed

(81,000/510, 0
15.88%

X

Retained earnings at start
Interim dividend paid
Debenture interest DS
Profit* e 9
Retained earnings at énd

gure
,000

Examiner’s report: The numerator for the calculation of ROCE is the profit from operations. In
this case the change in retained earnings was $110 000 — $82 000 + $45 000 + $8000, giving a
total of $81 000 as the numerator. Most candidates did not add back the debenture interest of
$8000. Had they done so they would have identified the key D.
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22 Which statements about stepped costs are correct?

1 fixed within a range of activity levels
2 fixed whatever the level of activity
3 include fixed costs only

4  include both fixed and variable costs

A 1and3 B 1and4 C 2and3 D 2and4

Answer D

Stepped costs remain fixed until a certain level of business activity is reached.

unit produced in excess of

23 A production worker is paid $15 per hour for working 8 hours a day.
Overtime is paid at the rate of time and a fifth (basic pay plus 20%).

A productivity bonus is also paid at the rate of $21 per unit f
12 units per day.
Last Friday, the production worker worked 12 hours a mbled 14 units.

How much did he earn on Friday?

Ci ¥

| Q@Q?’

A $144 B $162 D $234

Answer D

Basic pay($15x8)
Overtime(4x$18)
Productivity bonus($21x2)
.
o4 :‘

®

24 A retailer made the following purchases of inventory in October.

quantity unit price total cost

purchase (units) $ $
5 Oct 50 500 25000
12 Oct 50 500 25000
23 Oct 150 525 78750
128 750

There was no opening inventory for October.

The business uses the first-in first-out (FIFO) method to value its inventory.

In October, 200 units were sold for $900 each.
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What was the gross profit for October?

A $76667 B $77000 C $77500 D $96250
Answer C
S
Sales (200 units x $900) 180,000
Purchases* (102,500)
Profit 77,500
Purchases calculation* S
(50 units x$500) 25,000
(50 units x$500) 25,000 z
(100 units x$525) 52,500
102,500
- o
25 A company has two departments in its factory. The details ar@/n.
budgeted fixe
department overhea uhdgeted
ours
machining 6 000
assembly 10000
total 270000 16 000

What is the fixed overhe rate per hour in the machining department?

A $11.25 C §$30 D %45

e 4

*>

Answer C *.0

*®
The overhead absorption rate will take into account the number of machine hours required to produce each
unit of output.

Fixed overhead absorption rate = $180,000/6000
=$30
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26 What would cause overheads to be over-absorbed?

A Overhead absorbed is greater than overhead budgeted.
B Overhead absorbed is less than overhead budgeted.

C Overhead incurred is greater than overhead absorbed.
D Overhead incurred is less than overhead absorbed.

Answer D

Overhead recovery rates are based on predictions of future levels of activity and predicted (budgeted) levels of
overhead expenditure.Over absorption means that the overheads charged to the cost of sales are greater then the
overheads actually incurred.

27 A company has the following information for producing 2000 units of a product.

5 <
sales revenue 85 OgO

direct materials 30

direct labour Q

direct expenses & 500

other variable overh% 10200

fixed overheads@ 8000
°

What is the contribution to sales ratio?

A 23.88% B 33.29%0Q5 45.29% D 54.71%

Answer B Q
$
sales revenue - 85,000
direct materials ¢ :’ 30,000
direct labour ¢ 14,000
other variable overheads 10,200
direct expenses 2,500
Total variable costs 56,700
Contribution 28,300

Contribution/ Sales ratio = (28,300/85000) x 100
= 33.29%
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28 The following information is available about two products.

product 1 | product 2
per unit per unit
material X 2 kilos 4 kilos
material Y 3 kilos 1 kilo
direct labour 3 hours 6 hours

Production is planned to be 100 units of each product.

700 kilos of material X and 400 kilos of material Y are available. A total of 800 direct labour hours
can be worked.

What are the limiting factors?

A direct labour only 6
B material X only Q

C material Y only @ b

D all three inputs

Answer A C
Required Availabl 0

Material X (kilos) 600*
Material Y (kilos) 400**
Direct labour (hours) 90 00

*(2x100)+(4x100)= @ﬁ;&’os
**(3x100)+(1x100)= 400Kilos
*#%(3x100)+(6x100)= 900 hours
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29 A company provides the following information about its product.

selling price $100
variable cost per unit $40
fixed costs $21 600
break-even point 360 units

If the business changes its production method, contribution will increase by 10% and fixed costs
will increase by 5%.

What would be the effect on the break-even point?

A decrease by 16 units

decrease by 18 units

i <
C increase by 16 units q
D increase by 18 units * é

Answer A 0‘
Break even point = Total fixed cost / Contribution per u &

= (21,600 *1.05) /(60 * 1.1)

= 343.6 units (rounded to 344) o

Decrease in break even = 360 - 344

P
R @Q

30 What are possible limitati dgetary control system?

on estimates.
d to staff demotivation.

prevent managers from being creative.

A 1and2only B 1and3only C 1,2and3 D 2and3only

Answer C

Budgets are only as good as the data being used. If data are inaccurate, the budget will be of little use.
Budgets might become an overriding goal. This could lead to a misuse of resources or incorrect
decisions being made. Budgets might act as a demotivator if they are imposed rather than negotiated.
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The inclusion of unpaid loan interest in financial statements is in accordance with which
accounting concept?

A consistency
B going concern
C matching
D

money measurement

What is depreciation?

A a means of allocating the cost of a non-current asset over its useful life
B a measure of the decrease in market value of a non-current asset

C an outflow of cash from the use of a non-current asset
D

the expense spent on the non-current asset

A trader depreciates fixtures and fittings at the rate ofi 0% per annum on cost. On
1 January 2019 a purchase of new fixtures and fittings, $5000, was posted to the advertising
account in error.

What was the effect of this error on the trader’s capital‘account on 31 December 20197

B

C understated $4500 @

D understated $5000 @Q

A company had a non-current gset which cost $370000. The asset had a 10-year useful life and

an estimated residual.value of $20 000. A full year’s charge for depreciation is made in every year
of use. A ¢
Q.x

A overstated $4500
overstated $5000

After four years the
$10000.

was sold. The loss on disposal was $30000 and disposal costs were

What were the sale proceeds?

A $192000 B $200000 C $202000 D $210000

Which item is recorded on the debit side of a sales ledger control account?

A interest charged on overdue accounts of customers
B irrecoverable debts written off

C returns of goods supplied to credit customers

D

total of cash sales
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A trader prepared a trial balance which did not balance. The difference was posted to a suspense
account.

The following errors have now been found.

1 The returns inwards account had been overcast by $90.

2 A payment of $200 for rent had been entered correctly in the cash book but had not
been posted to the rent account.

What was the opening balance on the suspense account?
A $110 credit
B $110 debit
C $290 credit
D $290 debit

How could a credit entry of $500 in X’s account have arisen in the®books®f account of Y?

A X bought goods from Y.
B Xreturned goodsto Y.

C Y made a payment to X.
D

Y returned goods to X.

An invoice for purchases was credited td@;urchases account.

How will the balance on the purc? count be corrected?
invoice

A decrease by the value

B decrease by twice the value of the invoice
C increase bypth of the invoice
D increase bgf'?i/vice lue of the invoice

[Turn over
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9 Rent is paid by a business monthly in advance on the first day of each month. The payments
during a financial year were as follows.

up to and including 1 June $500 per month
from 1 July $600 per month

Which amounts will appear in the financial statements for the year ended 31 October?

. statement of financial
income statement

position
A $6300 $600 other receivables
B $6300 $600 other payables
Cc $6400 -
D $6500 -

10 What is the effect on profit for the year and net assets when accrued expenses are understated?

profit for the year net assets
A overstated overstated
B overstated understated
Cc understated overstated
D understated underst%
11 Ali’s trade receivables at 31 2019 were $26 500. He knew that $400 of these were

irrecoverable.
He wished to maintain a provision for doubtful debts equal to 5% of the trade receivables.
At 1 January, ﬁ&g t ance of the provision for doubtful debts was $1200.

Which entry doés Ali e in the provision for doubtful debts account at 31 December 20197
A $105 credit
B $105 debit
C $125 credit
D $125 debit
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Adil and Bashir were in partnership sharing profits and losses in the ratio 2: 1.

Chandra joins the partnership and profits and losses are now to be shared between Adil, Bashir
and Chandra in the ratio 3:2:1.

The balances of the partners’ capital accounts prior to Chandra joining the partnership are as
follows:

$

Adil 20000
Bashir 10000

Goodwill is to be valued at $36 000 and is not to be retained in the books of account.

What is the balance on Adil's capital account after Chandra joined the partnership?

A $20000 B $26000 C $38000 D $44000

How is a loss on realisation recorded when a partnership is dissolved?
A Credit each partner’s capital account equally.

B Debit each partner’s capital account equally.

C Credit each partner’s capital account in the profit-sharing ratio.

D

Debit each partner’s capital account in the profit-sharing ratio.

John and Brian are in partnership s @ profits and losses equally. John receives a salary of
$2000 per annum. Brian loaned iness $5000. He is entitled to interest of 5% per annum.

The profit for the year befonropriation was $24 000. During the year John took drawings of
$3000.

What will be théya of residual profit Brian will receive for the year?
v

A $9375 . 875 C $11000 D $11250

A company issued 100000 ordinary shares of $1 each at a premium of $2. The market value was
$4 per share.

Which statement is not correct?

A Capital reserves increased by $200 000.

B Cash and cash equivalents increased by $300 000.
C Ordinary share capital increased by $100 000.
D

Revenue reserves increased by $400000.

[Turn over
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Which item has no effect on the total equity of a limited company?

A bonus issue of shares
B dividends paid
C rights issue of shares

D upward revaluation of non-current assets

Information relating to W Limited for the year ended 31 December 2019 was as follows:

$
retained earnings at 1 January 2019 22000
profit from operations 83000
dividend paid 20000
dividend proposed 1
bank loan interest K
What was the amount of retained earnings at 31 Decem 1 ?

A $32000 B $47000 C $540® D $69000

Which financial information is not available for petential shareholders of a limited company?

A cash budget

income statement EQ

B
C notes to financial sta
D

statement of chan ity
S 4
*

L 24 "

*
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19 The following information is available.

20

21

What was the rate of inventory turnover (in times)?

A

4.8

7
$ $

revenue 600000
opening inventory 46000
purchases 244000

290000
closing inventory 50000 | 240000
gross profit 360000
expenses 150000
profit from operations 210000

B 5 c 12 D 425

A company’s financial statements for the year ended 31"December showed the following:

A $
issued share capital ' 150 000
non-current liabilitie 280000
reserves includi ned earnings 250000

The company’s profit from op
What was the company’s re&n capital

' 30.0% C 37.2%

A

Which cost can be cl

A

B
Cc
D

0,
23.5% ®

&,
«;Q:)
L 4

$160000 and the profit for the year was $120 000.

employed?

ified as a fixed cost?

bank overdraft interest

piece rate labour cost

sales commission

telephone rental

D 40.0%

[Turn over
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An employee works a 40-hour week at an hourly rate of $8.

She receives a bonus of 30% of the hourly rate for time saved producing each unit. The target
production time is 30 minutes per unit.

Last week she worked 40 hours and produced 90 units.

What were her gross earnings for the week?

A $320 B $332 C $360 D %416

A business uses the weighted average (AVCO) method to value its inventory.

It purchased the following units of inventory.

. cost per unit total cost
units
$ $
100 36 3600
120 48 5760
80 54 4320

After these receipts it issued 250 units to production.#

What was the value of the issue?

A $10980 B $11400 %$11..500 D $11880

A business provides the following i

number of overheads
mo )
machine hours $
0? April 34000 493000
%Y ay 67000 625000

The variable overhead rate per machine hour was $4.

What was the monthly fixed overhead cost?

A $132000 B $136000 C $268000 D $357000
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25 A business absorbs its fixed overheads using direct labour hours.

The following information is provided.

actual budgeted
overheads $600000 $508 000
labour hours 14 300 12700

Which statement is correct?

A Overheads were over absorbed by $28 000.
B Overheads were under absorbed by $28 000.
C Overheads were over absorbed by $92 000.
D Overheads were under absorbed by $92 000.

26 A company sells a single product for $24 per unit.
The variable cost is $8 per unit.
Fixed costs have been absorbed based on a normal agtivitylevel of 1000 units at $6 per unit.

What is the profit under marginal costing if the company makes and sells 1250 units?

A $10000 B $12500 C © $14000 D $20000
27 A product has the following revenue osts per unit.
$
selling price 40
@ marginal cost 22
‘.0‘
A 4 ed manufacturing overhead 6
non-manufacturing overhead 2

What is the contribution to sales ratio?

A 25% B 30% C 45% D 55%

28 Which statements about cost—volume—profit analysis are correct?

1 It applies over any time period.
2 ltis suitable for any range of output.

3 Profits are calculated using marginal costing.

A 1and3 B 1only C 2and3 D 3only

[Turn over
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Total costs at two levels of production are as follows.

units $
10000 230000
16000 320000

Fixed costs will increase by $30000 if more than 20 000 units are produced.

What are the total costs if 25 000 units are produced?

A $405000 B $485000 C $530000 D $605000

Which are benefits of a budgetary control system?

1 It can be used to control expenditure.

It can be used to record accounting transactions. e q

2
3 It can help when applying for a loan. 0\
4

It can identify where improvements are requir
1,2,3and 4
1 and 2 only @
1, 3 and 4 only 00
3 and 4 only 0
o

o o w »
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November 2020 Paper 1

Multiple Choice

1. The inclusion of unpaid loan interest in financial
statements is in accordance with which account-ing
concept?

A consistency

B going concern

C matching

D money measurement

The matching concept is sometimes known as the
accruals concept. The value of the resources used in
any time period may be different from the price paid
to acquire the resources.

Answer ¢

2. What is depreciation?
A a means of allocating the cost of a non-cur
- rent asset over its useful life

B a measure of the decrease in market value of
a non-current asset

C an outflow of cash from the use of a non
- current asset

D the expense spent on the non-current asset

0A nswer: A

1 January 2019
ind fittings, $
rtising account in

Depreciation is the apportioning of the
cost of a non-current asset over its useful
economic life.

3. A trader depremates
rate, of 10% g
a purchase ofo W
5000, was posted to th
error.
What was the effect of this error on the trader'

s capital account on 31 December 2019?
A overstated $4500

B overstated $5000

C understated $4500

D understated $5000

Advertising expenses: overstated
Profit : understated by $5000.

Fixtures & fittings: Not depreciated
Profit is overstated by $500 ($5000 x 10%)

Overall profit is understated by $4500

Answer C

4. A company had a non-current asset which cost
$370 000. The asset had a 10-year useful life and an
estimated residual value of $20 000 . A full year's

charge for depreciation is made in every year of use.

After four years the asset was sold. The loss on
disposal was $30 000 and disposal costs were
$10 000.

What were the sale proceeds?

A $192 000
C $202 000

B $200 000

Annual depreciation =

Accumulated depr
Net book Value

( 0 be determined) =Loss ($30,000)

Answer: D

- Sales pr.

S.Qich item is recorded on the debit side of a

sales ledger control account?

A interest charged on overdue accounts of cus-
tomers

B irrecoverable debts written off

C returns of goods supplied to credit customers

D total of cash sales

The interest charged on overdue accounts of customers
will increase receivables . It will be debited in the sales
ledger control account

Answer. A

6. A trader prepared a trial balance which did not
balance. The difference was posted to a suspense

account.
The following errors have now been found.
1 The returns inwards account had been
overcast by $90.

A payment of $200 for rent had been
entered correctly in the cash book but
had not been posted to the rent account.

2



Wﬂgt was the opening balance on the suspense
account?

A $110 credit
C $290 credit

B $110 debit
D $290 debit

Rent is paid in same month so there is no prepayment
involved

$500 x 8 month = $4000

$600 x 4 month = $2400

Total expenses is $6400 ($4000 + $2400)

without any accrual or prepayment

Error 1: debit column overstated by $90
Error 2: debit column understated by $200

Overall: debit column is understated by $ 110

The opening balance on the suspense account was $110

Answer. C

Answer. B
10. What is the effect on profit for the year and net
assets when accrued expenses are understated?

profit for the year net assets
7. How could a credit entry of $500 in X's account tated tated
have arisen in the books of account of Y? A overstate overstate
B overstated understated
A X bought goods from Y.
B X returned goods to Y. C understated O\Lerstated
C Y made a payment to X. D understated under§tated

DY returned goods to X.

(Accrued expenses are nermally ;added to expenses and is a
current liability) W

Goods returned by X would be debited to sales return
account and credited to X account in the books of Y

Answer: B

Accrued expenses : Uidetstated

Profit: Overstatedsin

Net assets: Overstated

8. An invoice for purchases was credited to Useful formljlaé'
the purchases account. 5 v

How will the balance on the purchases account Tota}l "N Total expenses = Profit
be corrected? ,Net asses= total assets - total liabilities

A decrease by the value of the invoice i 4 A
oo 4 NSWer 4

B decrease by twice the value of the invoice

C increase by the value of the invoice 0
11. Ali’s trade receivables at 31 December 2019 were $26

500. He knew that $400 of these were irrecoverable. He wished

to maintain a provision for doubtful debts equal to 5% of
the trade receivables. At 1 January 2019 the balance of the

D increase by twice the value of the in

Purchases was credited instead of being@@d

The purchases account should be débitediy provision for doubtful debts was $1200.

Which entry does Ali make in the provision for doubtful
debts account at 31 December 2019?

-once to record omitted debit entry'and

-once to write off wrogggre i . vl
The balance on the pu%ses t'will be corrected by
increasing by twice the valte of t

Answer: D

9. Rent is paid by a business monthly in advance on the first
day of each month . The payments during a financial year

A $105 credit
C $125 credit

B $105 debit
D $125 debit

Step 1: Calculate Provision for doubtful debts

were as follows.
up to and including 1 June $500 per month

from 1 July $600 per month
Which amounts will appear in the financial state-
ments for the year ended 31 October?

income statement | statement of financial position
A $6300 $600 other receivables
B $6300 $600 other payables
C $6400 -
D $6500 -

($26,500 - $400) x 5% = $1305
Step 2: Calculate Increase in Provision for doubtful
debts

($1305-$1200)=$105

This will be credited to provision for doubtful debts as a
contra asset will increase.

Answer. A

12. Adil and Bashir were in partnership sharing profits
and losses in the ratio 2:1.

Chandra joins the partnership and profits and
losses are now to be shared between Adil, Bashir
and Chandra in the ratio 3:2:1.

The balances of the partners’ capital accounts
prior to Chandra joining the partnership are as
follows:
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S
Adil 20000
Bashir 10000

Goodwill is to be valued at $36 000 and is not to
be retained in the books of account.

What is the balance on Adil’s capital account after
Chandra joined the partnership?

A $20 000 B $26 000

C $38 000 D $44 000
Capital $20,000
Add share of goodwill($36,000 x 2/3) $24,000

Less share of goodwill written off ($36,000x3/6) ( $18,000)

$26,000

Answer. B

13. How is a loss on realisation recorded when a
partnership is dissolved?

A Credit each partner's capital account equally .

B Debit each partner’s capital account equally .

C Credit each partner’s capital account in the
profit-sharing ratio.

D Debit each partner's capital account in
the profit-sharing ratio.

Loss on realisation will decrease capital.
It is debited in the capital account as per
profit sharing ratio.

14. John and Brian are in paptn
losses equally . John r
annum. Brian loaned th
interest of 5% per ann

The profit@ he
During the year Joh
What will bg“the a
will receive for th

gs of $3000.

residual profit Brian
r?

A $9375
C $11000

B $10875
D $11250

EXPLANA TION

Note: The Interest on Brian's loan is an income
statement item. It is is already deducted from the Profit

of $24,000

Step 1: Calculate Residual profit
($24,000 - $2000) = $22,000

Step 2: Calculate Brian's share Residual
profit

$22,000 x1/2=$11000

Answer. C

opriation was $24 000.

15. A company issued 100 000 ordinary shares of $1 each ata
premium of $2. The market value was $4 per share.

Which statement is not correct?

A Capital reserves increased by $200 000.
B Cash and cash equivalents increased by $300 000.

C Ordinary share capital increased by $100 000.
D Revenue reserves increased by $400 000

Cashandcashequivalents

Issue of shares increase cash by $300,000 (100,000 X $[1+2])
Ordinary share capital

Share capital increases by $100,000 (100,000 X $1)

Capital reserves

Share premium increases b@w,ooo (100,000 X $2)

Answer: D

16. Whichte »’1@?" o ‘effect on the total equity of a

limited any

e of shares
s paid
s issue of shares
upward revaluation of non-current assets
.2A bonus issue does not change the total equity
position in the balance sheet of the company.

Answer A

SWET D

@g profits and

salary of $2000 per
000. He is entitled to

17. Information relating to W Limited for the year ended
31 December 2019 was as follows:

S
retained earnings at 1 January 2019 22000
profit from operations 83000
dividend paid 20 000
dividend proposed 15000
bank loan interest 16000

What was the amount of retained earnings at 31

December 20197
A $32 000 B $47 000
C $54 000 D $69 000

Profit for the year = profit from operations ($83,000)
-bank loan interest ($16,000)

Retained earnings at start ($22,000) + Profit for the year
($67,000) - Dividends paid ($20,000 ) = $69 ,000

Note : Proposed dividends are not to be taken into account

Answer. D
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18.  Which financial information is not available
for potential shareholders of a limited company?
A cash budget
B income statement
C notes to financial statements
D statement of changes in

equity

Budgets are for internal use only.
Answer. A

19. The following information is available.

S S

revenue 600 000
opening inventory 46000
purchases 244 000

290000
closing inventory 50 000 | 240000
gross profit 360000
expenses 150000
profit from operations 210000

What was the rate of inventory turnover (in times)?

A48 B5
C12 D 12,5

46,000 +$50,000
Average inventory = > 5 = $48,000

Rate of inventory turnover =

20. A company’s financial,stateme
ended 31 December showed h

22. An employee works‘a

Step 1: Calculate Capital employed
=$150.000 + $280,000 + $250,000

Step 2: Calculate Return on capital employed
= $160,000/$680,000 x 100 = 23.5%

Answer. A

. Which cost can be classified as a fixed cost ?
A bank overdraft interest

B piece rate labour cost

C sales commission

D telephone rental

Fixed costs do not change with levels of business activity.
They are sometimes called period costs as they are time

based. Telephone rental is time based co@
Answer: D

ek at an hourly
rate of $8.

She receives a bon@& of the hourly rate for time

saved produci it. The target pro- duction time

rked 40 hours and produced 90

er gross earnings for the week?
AS B $332
0 D $416

S
issued share capital 150000
non-current liabilities 280000
reserves including retained earnings 250000

The company’s profit from operations was $160
000 and the profit for the year was $120 000.

What was the company’s return on capital em-
ployed?
A 23.5%
C37.2%

B 30.0%
D 40.0%

Time required to produce 90 units =(90x30)/60 =45 hours
Saved time
(45 - 40) = 5 hours

Gross earnings for the week
= (40 hours X $8) + Bonus (5 hours X $8 X 30%) = $332.

Answer: B

23. A business uses the weighted average (AVCO)

method to value its inventory.
It purchased the following units of inventory.

. cost per unit total cost
units
$ $
100 36 3600
120 48 5760
80 54 4320

After these receipts it issued 250 units to
production.

What was the value of the issue?

A $10980 B $11400
C $11 500 D S11 880
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Average cost _$3600+ $5760 + $4320 ._ $45.60
100+ 120 + 80

Value of issue = 250 units x $45.60 = $11,400

Answer: B

24. A business provides the following information.

number of overheads
month .
machine hours
April 34 000 493000
May 67000 625000

The variable overhead rate per machine hour was

$4.

What was the monthly fixed overhead cost?

A $132 000 B $136 000
C $268 000 D $357 000

Fixed overheads = Total overheads ($493,000) -
Variable overheads (34,000 hours X $4) = $357,000

Answer D

25. A business absorbs its fixed overheads using direct
labour hours.

26. A company sells a single product for $24 per unit.
The variable cost is $8 per unit.

Fixed costs have been absorbed based on a
normal activity level of 1000 units at $6 per unit.

What is the profit under marginal costing if the
company makes and sells 1250 units?
A $10 000 B $12 500
C $14 000 D $20 000

The fixed cost is $6000 (1000 units x $6) and will remain same at

any activity level.

Total contribution = 1250 units x ($24 - $8) = $20,000
Total profit=$20,000 - $6000 = $14,000

Answer: C

27. A product has the followi nue and costs

per unit.

S

40

22

inufacturing overhead 6
-manufacturing overhead

the contribution to sales ratio?

% B 30%
The following information is provided. C 45% D 55%
0 0
actual budgeted @
overheads $600000 $5080 Unit contribution = selling pace ($40) - marginal
labour hours 14 300 cost ($22) = $18

Which statement is correct?

A Overheads were over. by $28 000.

B Overheads were u by $28 000.
c 0verheag’sw@e o y $92 000

L 2
D Overheads Qng un

Step 1 : Calculate Overhead
absorption rate

Budgeted overheads ($508,000)
Budgeted hours (12,700)

Overhead absorption rate = $40 per labour hour

Step 2: Calculate Absorbed Overheads
Actual hours(14,300) x OAR($40) = $572,000

Step 3: Calculate under absorption

Under Absorption = Actual overheads ($600,000) >
absorbed overheads ($572,000)

Answer: B

$18
Contribution to sales :“S;Z(SX 100 =45%

Answer. C

28. Which statements about cost-volume-profit
analysis are correct?
1 It applies over any time period.
2 ltis suitable for any range of output.
3 Profits are calculated using marginal

costing.
A 1 and 3 B 1 only
C2and3 D 3 only

Cost-volume-profit (CVP) analysis is a way to find
out how changes in variable and fixed costs affect a
firm's profit. Companies can use CVP to see how
many units they need to sell to break even (cover all
costs) or reach a certain minimum profit margin.

Profits are calculated using marginal costing. Answer D
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29. Total costs at two levels of production are as fol

lows.
units S
10000 230000
16000 320000

Fixed costs will increase by $30 000 if more than
20 000 units are produced.

What are the total costs if 25 000 units are pro-

duced?
A $405 000 B $485 000
C $530 000 D $605 000

55, s Change in total cost
Unit variable cost =

Cha_nge in activity
$320,000-$230,000 _ $15

16,000-10,000

Total fixed cost = Total cost ($230,000) - Total variable
cost(10,000 x $15) = $80,000

Total cost for 25,000 units = Total variable cost (25,000 x
$15) + Total fixed cost ($80,000 + $30,000)
= $485,000

Answer B

30. Which are benefits of a budgetary control system?

[N

It can be used to control expenditure.

2 It can be used to record accounting trans-
actions.

3 It can help when applying for a loan.

4 It can identify where improvem:

required.
A1,2,3and 4 B
C 1,3 and 4 only D

Budgetary controbd%tes planning to
managers . [t evaluates™ the ance by
continuously comparing actual #sults achieved by their
departments against those set in the budget .Budgetary

control system deals with forecast / future information . It
doesn’t relate to actual transactions of business.

Answer C
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1 Which concept requires that profits should be based on recognising revenues and their related
expenses for an accounting period?

A consistency
B matching
C materiality
D prudence

2 A business buys a non-current asset and decides to apply the straight-line method of
depreciation. The accountant forgets to include an estimate of scrap value in the calculation.
Which statements are correct?

1  The annual depreciation charge is too high.

2 The annual depreciation charge is too low.

3 There is likely to be a loss on disposal in the future.
4

There is likely to be a profit on disposal in the future.

A 1and3 B 1and4 C 2and3 D 2and4

3 The table gives information relating to the non-cufréntiassets of a business.

$

net book value e@of the year 25000

net book val? beginning of the year | 16 000
depreci charge for the year 5000

additions at cost during the year 22000
. 0% . .
What is the netboo of disposals during the year?
A $8000 : 14000 C $18000 D $24000

4 The accounting year of a company ends on 31 December. It purchased a warehouse for
$100000 on 1 January 2013. The warehouse had an estimated useful economic life of 25 years.
The company’s accounting policy is to depreciate the warehouse using the straight-line method.
On 1 January 2018, the warehouse was revalued at $120 000.

What was the depreciation charge for the year ended 31 December 20187

A $4000 B $4800 C $5000 D $6000

© UCLES 2019 9706/12/0/N/19
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3

5 A company prepared a sales ledger control account. The balance did not agree with the total of
the sales ledger balances, which were $42650. The following was discovered.

1

4

An irrecoverable debt of $500 in the general journal has not been recorded in the
sales ledger.

The sales journal has been incorrectly added and must be reduced by $750.

The sales ledger control account includes the discount received of $400. It should
have been discount allowed, $600.

Sales to J Brown, $640, have not been entered in his account.

What was the correct total of the sales ledger balances?

A $41700 B $41840 C $42510 D $42790

6 The correction of which error would require an entry in the suspense account?

A

B
C
D

$100

paid for vehicle repairs were debited to the vehicles account.

A sales invoice for $45 was omitted from the sales journal.

Drawi

ngs of $60 were debited in the cash book andavere credited to the drawings account.

Wages, $150, were correctly recorded in the wages account and debited in the cash book.

7 The table shows information for a business at'31 March 2019.

$
invent 16100
ables 5200
er payables 2000
The informatiop, e es the purchase of $3700 of goods. These goods were delivered on
31 March 2019, but oice states that legal title to the goods does not pass until payment is

received.

4

Which values should appear in the statement of financial position on 31 March 2019?

inventory trade payables | other payables
$ $ $
A 16100 5200 2000
B 16 100 5200 5700
Cc 19800 5200 5700
D 19800 8900 2000
© UCLES 2019 9706/12/0/N/19 [Turn over
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8 A business has valued some of its closing inventories at cost. Their net realisable value is lower
than cost.

What is the effect of this error on financial statements?

profit for the year current assets
A no effect no effect
B overstated overstated
C understated understated
D no effect overstated

9 The following balances were extracted from a trial balance at 31 March 2019.

$
total trade receivables 284600
provision for doubtful debts at 1 April 2018 _¢ 2835
irrecoverable debt 1600

There was a decrease in the provision for doubtful debts, $280, for the year ended
31 March 2019. i

What was the amount of net trade receivables att31 March 2019?

A $79885 B $80445 81485 D $82045

10 A business had the foIIowinQ@gliabilities at the start of the year.

a motor car valuedrat $2500
ip*en hich cost $4000 with a sales value of $5800
&
bank ov of $500
a loan to a friend from the business bank account of $1000
What was the capital account balance at the start of the year?

A $5000 B $7000 C $8000 D $8800

© UCLES 2019 9706/12/0/N/19
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11 A sole trader had the following transactions.
$
returns outwards 2750
carriage inwards 4820
goods for own use 1460

What was the total effect of these transactions on the cost of sales?

A

B
C
D

$610 increase

$3530 increase
$6110 decrease
$9030 decrease

12 A sole trader’s personal expenses had been paid out of the busin€ssibafik account and included
in his income statement.

What was the effect of this on the profit and capital?

profit capital
A no effect no effect
B no effect overstate
o understated é
D understated d

13 A warehouse was damaged b

ire on 31 March and some of the inventory was destroyed. The

following information is‘available.

+9
&,
«;Q:)
L 4

inventory at cost on 1 January 6000
inventory at cost on 31 March after fire 3200
sales during the period 14700
purchases during the period 9500

The business uses a mark-up of 33.33%.

What was the value of the inventory destroyed?

A $1275 B $1800 C $2000 D $2500

© UCLES 2019 9706/12/0/N/19 [Turn over
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14 P and Q are in partnership. R was admitted as a partner on 1 July 2018, and the profit and loss
sharing ratio among P, Q and R was 2:2:1 respectively.

For the purpose of R’s admission, the partners agreed:

goodwill would be valued at $20 000, but not retained in the books of account
R would introduce cash, $40 000, and motor vehicle, $10000
R would be entitled to an annual salary, $5000.

What was R’s capital account balance immediately after his admission?

A $36000 B $46000 C $51000 D $54000

15 Hilary and Lee commenced in partnership on 1 January 2018. There was no partnership
agreement. They provided the following information.

Hilary Lee

$ $
capital contributions 5000 6000
loan to partnership - 1000

Profit for the year ended 31 December 2018 beforé the loan interest was $8850.

What was Lee’s share of the profit?

A $4400 B $4425 @4800 D $4827

L retired when the credit b

16 L, M and N are in partnership j fits and losses equally.
$40000.

ces on her capital and current accounts were $100000 and

Partnership a§§§ts evalued upwards by $60000.

L took half of ’Ehe a nt due to her on retirement. The other half was left as a loan to the
business.

How much was L paid from the partnership bank account on her retirement?

A $20000 B $40000 C $60000 D $80000

© UCLES 2019 9706/12/0/N/19
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The directors of a limited company recently made a rights issue of one ordinary share for every
three held at a premium of $0.50 per share. The rights issue was fully subscribed.

The statement of financial position showed the following information after the rights issue was
made.

$000

issued share capital: (shares of $1 each) 1200

share premium 300

Which amount was debited to the company’s bank account when the rights issue was made?

A $300 000 B $400 000 C $450 000 D $600 000

A company’s year end is 31 December. During the year ended 31 December 2018 it paid the
following dividends:

$
final dividend for the year ended 31 December 2017 15000
interim dividend for the year ended 31 December 2018 8000

On 1 February 2019 it declared a final dividend of $10 000 for the year ended 31 December 2018.

How much should be recorded for dividends ifi the 'statement of changes in equity for the year ended
31 December 20187

A $8000 B $18000 ®$23 000 D $33000

Which information would an?@gain by looking at the financial statements of a business?

1 identifying/future trading prospects

2 identi he amount of future dividends
Q.x
3 id”éﬁtifyi the entity is a going concern
A 1and?2 B 1only C 2and3 D 3only

© UCLES 2019 9706/12/0/N/19 [Turn over
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The following information is available for a limited company.

$
profit from operations 40475
profit for the year 26 380
10% debenture (2025) 75000
100000 shares ($1 each) 100000
retained earnings at the end of the year 135679

What was the return on capital employed?

A 8.49% B 11.19% C 13.03% D 17.17%

A manufacturing business has provided the following information about'ayproduct.

units total cost
produced $
8000 37000
14000 58500
What is the variable cost per unit? :
A $2.75 B $3.82 ®$4.11 D $4.63
The following information relates Qventory of a business.
date purchases unit cost sales unit selling price
2 June 1000 units $12
03 o
12::{4>ne 00 units $13
18 June 800 units $18
28 June 1000 units $14

Estimated unit selling price at 30 June is $20.
There was no opening inventory.

What was the value of closing inventory at 30 June using FIFO?

A $24600 B $28600 C $29400 D $44000

© UCLES 2019 9706/12/0/N/19
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23 Inventory cost prices are rising for a business. The company uses AVCO rather than FIFO to
value its inventory.

What is the effect on inventory valuation and profit of using AVCO rather than FIFO?

valuaton | PO
A higher higher
B higher lower
C lower higher
D lower lower

24 A company calculates its profit using marginal costing as $90 000 for a maonith.
Opening inventory was 4000 units and closing inventory 6000 units.
The fixed production overhead absorption rate is $20 per unit.

What is the profit under absorption costing?

A $10000 B $50000 C $130000 D $170000

25 A manufacturing business has provided the folIoWiﬁg information.

budgeted labour hours 12000
budgeted overhead tion rate $7.50 per labour hour

actual overhe @ $101250
actual labour rs 15000

What is the 0\‘63 Or. er absorption of overheads?
&

A $11250 urdér ab

B $11250 over absorbed
C $20250 under absorbed
D $20250 over absorbed

© UCLES 2019 9706/12/0/N/19 [Turn over
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26 A business has the following information relating to its single product.

$
selling price per unit 30
variable cost per unit 14
total cost per unit 24
What is its contribution to sales ratio?
A 20% B 46.67% C 53.33% D 80%

27 A company makes three products for which the following details are given.

product X | productY | productZ
$ $ $
selling price per unit 40 48 72
direct material per unit 18 24 30
direct labour per unit 10 6 18

The same material is used to make all three products and it costs $2.00 per kilo.

There is a shortage of material.

In which order should the products be

first —_—
A X
B Y Z
C Z +@
D 7 4

achieve maximum profit?

28 Last month a company made and sold 10000 units and earned a contribution of $20 per unit.
Its final profit, after deducting total fixed costs, was $120 000.

This month its sales volume has increased by 20%, its contribution per unit has increased by 5%
and its total fixed costs have increased by 15%.

What is its profit this month?

A $118000 B $148000 C $160000 D $172000

© UCLES 2019 9706/12/0/N/19
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29 Which statements about cost—volume—profit analysis are correct?

o o w »

1

2
3
4

1

Fixed costs remain constant over a range of activity.

Profits are calculated on an absorption costing basis.

Sales revenue increases in direct proportion to output.

There is only one product or constant sales mix.

1 and 2 only
1,2,3and 4
1, 3 and 4 only
2, 3 and 4 only

30 Why do businesses prepare budgets? z
to communicate plans 6@

2
3
4

to improve coordination

to plan annual operations Q‘

to plan long-term strategies

A 1,2and3 B

© UCLES 2019
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November 2019 Paper 1

Multiple Choice

1. Which concept requires that profits should be
based on recognising revenues and their related
expenses for an accounting period?

A consistency B matching

C materiality D prudence

Matching concept requires revenue earned should be matched
with expenses incurred in same financial period irrespective of
cash movement.

Answer: B

2. A business buys a non-current asset and decides to
apply the straight -line method of depreciation . The
accountant forgets to include an estimate of scrap
value in the calculation.

Which statements are correct?
1 The annual depreciation charge is too
high.
2 The annual depreciation charge is too
low.
3 There is likely to be a loss on disposal
in the future.
4 There is likely to be a profit on disposal
in the future.
A 1 and 3 B 1and4
C 2and 3 D 2and4

Scrap value is deducted from cost
amount, which is then allocated overil
If scrap value is not deducted then depre
will be higher thus resulting in higher depreciation.
Similarly higher depreciationgwould result in lower net
book value thus re&t‘ng 1

Answer; B

3. The table gives information relating to the non-
current assets of a business.

$
net book value at the end of the year 25000
net book value at the beginning of the year | 16000
depreciation charge for the year 5000
additions at cost during the year 22000

What is the net book value of disposals during the

year?
A $8000 B $14 000
C $18 000 D $24 000

Net book value at start ($16,000 ) + additions ($22,000) -
disposals at net book value (???) - depreciation charge for the
year ($5000) = net book value at end ($25,000)

Ansiver: A

4. The accounting year of a company ends on 31
December . It purchased a warehouse for $100 000
on 1 January 2013 . Thegwarehouse had an esti-
mated useful economiglife of 25 years. The company
's accounting policy/isto depréciate the warehouse
using the straightslineymethod . On 1 January 2018,
the warehousewas revalued at $120 000.

What wasgithe “depreciation charge for the
year ended 31 December 2018?

A$4000 B $4800
16,5000 D $6000
120,000
$—2f = $6000

Note: Total life is 25 years, at the start of 2018.
Remaining life is 20 years, so revalued amount to be
allocated over 20 years.

Answer: D

5. A company prepared a sales ledger control ac-
count. The balance did not agree with the total of
the sales ledger balances, which were $42 650.
The following was discovered.

1 Anirrecoverable debt of $500 in the
general journal has not been recorded
in the sales ledger.

2 The sales journal has been incorrectly
added and must be reduced by $750.

3 The sales ledger control account includes
the discount received of $400. It should
have been discount allowed, $600.

4  Sales to J Brown, $640, have not been
entered in his account.
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What was the correct total of the sales ledger

balances?
A $41 700 B $41 840
C $42 510 D $42 790

$42,650 - $500 (bad debts) + $640 (sales) = $42,790 Error 2 and

3 did not affect sales ledger balances, instead they are related to
control account balance

Answer: D

6. The correction of which error would require
an entry in the suspense account?

A $100 paid for vehicle repairs were debited
to the vehicles account.

B A sales invoice for $45 was omitted from
the sales journal.

C Drawings of $60 were debited in the cash book and
were credited to the drawings account.

D Wages, $150, were correctly recorded in the
wages account and debited in the cash book

Error 1 is error of principle i.e. not affecting trial balance
Error 2 is error of omission i.e. not affecting trial balance

Error 3 is complete reversal of entry i.e. not
affecting trial balance

Error 4 caused error in cash book only while wages
are correctly recorded, thus causing suspense account

Anstvér: D
7. The table shows information for a business a
March 2019.
$
inventory
trade payables 00
other payables 00

The information

of goodsf%—nese
March 2019;¢but th
to the goods does
received.

Which values should appear in the statement of
financial position on 31 March 2019?

were delivered on 31
e states that legal title
pass until payment is

inventory| trade payables | other payables
$ $ $
A | 16100 5200 2000
B | 16100 5200 5700
C | 19800 5200 5700
D | 19800 8900 2000

Substance over form requires to consider reality instead of strict
legal approach . Goods have been bought so to be included in
inventory & trade payables

Answer: D
8. A business has valued some of its closing
inventories at cost. Their net realisable value
is lower than cost.
What is the effect of this error on
financial statements?
profit for the year | current assets
A no effect no effect
B overstated overstated
C understated understated
D no effect overstated
Inventory which appears in both ¢ost'ofisales &
current assets is overvalued.
Answer: B

9. The followingybalanees were extracted from a
trial balanee,at 31 March 2019.

$
total trade receivables 84600
‘provision for doubtful debts at 1 April 2018 | 2 835
"4l irrecoverable debt 1600

There was a decrease in the provision for doubtful
debts, $280, for the year ended 31 March 2019.

What was the amount of net trade receivables at
31 March 2019?

A $79 885
C $81 485

B $80 445
D $82 045

Irrecoverable debt appeared in trial balance so already written
off provision for doubtful debts at year end (32835 - $280)=$
2555

Net trade receivables at year end ($84,600 - $2555)
= $82,045

Answer: D

10. A business had the following assets and
liabilities at the start of the year.
a motor car valued at $2500

inventory which cost $4000 with a sales value
of $5800

bank overdraft of $500

a loan to a friend from the business bank
account of $1000
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What was the capital account balance at the start
of the year?

A $5000
C $8000

B $7000
D $8800

Loan to a friend is asset, not liability.

Assets ($2500 + $4000 + $1000) - liabilities ($500)
=$7000

Answer: B

11. A sole trader had the following transactions.

$
returns outwards 2750
carriage inwards 4820
goods for own use 1460

What was the total effect of these transactions on
the cost of sales?

A $610 increase
C $6110 decrease

B $3530 increase
D $9030 decrease

Return outwards & goods withdrawn are deducted from
purchases thus resulting decrease in cost of sales.

Carriage inwards are added in purchases thus increas
- ing cost of sales.

$4820 - $2750 - $1460 = $610 increase

Answer: Ay

12. A sole trader’s personal expenses had been paigwout
of the business bank account and included

income statement.

What was the effect of this on the
and capital?
profit
A no effect
B no effect overstated
c uﬁoﬁ’stat * no effect
D und’g&tated understated

Sole trader ’s personal expenses are not business expenses . If
included in income statement then expenses are overstated and
profit is understated.

Capital remains unaffected as both profit and
drawings increases and cancel each other’s affect.

Answer: C

13. A warehouse was damaged by fire on 31 March
and some of the inventory was destroyed. The
following information is available.

$
inventory at cost on 1 January 6000
inventory at cost on 31 March after fire 3200
sales during the period 14700
purchases during the period 9500

The business uses a mark-up of 33.33%.
What was the value of the inventory destroyed?

A $1275 B $1800
C $2000 D $2500
Mark up =1/3

Margin = 1/4

Cost of sales = 3/4 ofigales. -

Inventory destroyed’= $6000+$§500-$(14700x3/4)-$3200 =$1275

Answer: A

14.” P and Q are in partnership. R was admitted as a
partner on 1 July 2018, and the profit and loss
sharing ratio among P, Q and R was 2:2:1
respectively.

For the purpose of R’s admission, the partners
agreed:

goodwill would be valued at $20 000, but not
retained in the books of account

R would introduce cash, $40 000, and motor
vehicle, $10 000

R would be entitled to an annual salary, $5000.

What was R’s capital account balance immedi-
ately after his admission?

A $36 000

B $46 000

C $51 000

D $54 000




67

Capital account

P Q R P Q R
Goodwill 8000 | 8000 4000 | Cash 40,000
Balance c/d 46,000 | Motor vehicle 10,000

Note: salary appears in appropriation account and
current account

Answer: B

15. Hilary and Lee commenced in partnership on 1
January 2018. There was no partnership agree-
ment. They provided the following information.

Hilary Lee

$ $
capital contributions 5000 6000
loan to partnership 1000

Profit for the year ended 31 December 2018

before the loan interestwas $8850.
What was Lee’s shareof the profit?
A $4400 B $4425
C $4800 D $4827

As per partnership act 1890 Interest on loan is payable @5% per
annum and profits arc to be shared equally.

Profit for the year ($8850 - (S1000 x 5%)] = $8800
Lee’s share of Profit for the year = $8800 x i - $

4400

16. L, M and N are in partnership sharing @
and losses equally.

L retired when the credit balance
and current accounts were $
Partnership assets were fevaluediu
$60 ooo.
L took half of the amount due to her on retirement .

The other halfwas loan to the business. How

much was Lpf(bsl fro
on her retirenfent?

nership bank account

B $40 000

17. The directors of a limited company recently made
a rights issue of one ordinary share for every
three held at a premium of $0.50 per share. The
rights issue was fully subscribed.

The statement of financial position showed the
following information after the rights issue was

made.

$000
issued share capital: (shares of $1 each) 1200
share premium 300

Which amount, was‘debited fo the company’s bank
account when'the rights issue was made?

A $300 000 B $400 000
C $450,000 D $600 000

[ et’s, Assume number of shares before rights issue is X

X#& 1/8 x = 1,200,000 => X = 900,000

Number of shares to be issued as rights

@ issue = 900,000x1/3 = 300,000

Issue price per share (§1 + $0 50) = $1.50 per share

Amount debited in bank = (300,000 shares x $1.50)
= $450,000

Answer: C

A $20 000
C $60 000 D $80 000
Capital account
L M N L M N
Bank | 80,000 Balance b/d 100,000
Loan 80,000 Current account 40,000
Revaluation 20,000 | 20,000 | 20,000
160,000 160,000

Answer: D
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18. A company’s year end is 31 December. During
the year ended 31 December 2018 it paid the
following dividends:

$

final dividend for the year ended 15 000

31 December 2017

interim dividend for the year ended 8 000
31 December 2018

On 1 February 2019 it declared a final dividend of
$10 000 for the year ended 31 December 2018.

How much should be recorded for dividends in

the statement of changes in equity for the year
ended 31 December 2018?

A $8000
C $23 000

B $18 000
D $33 000

Dividends paid during the financial yeari.e. $15,000 + $8000 =
$23,000 are to be included in the statement of changes in equity.

Answer: C

19. Which information would an investor gain by look-
ing at the financial statements of a business?
1 identifying future trading prospects
2
3

identifying the amount of future dividends
identifying that the entity is a
going concern

A 1and 2
C2and3

B 1 only
D 3 only

Financial statements arc based on historical d;

o
0 wer: D

le for a limited

Statements 1 & 2 are future information

20. The following information is av.

company.

P $
profit from oper@@s 40475
profit for the yeaf 26380
10% debenture (2025) 75000
100000 shares ($1 each) 100000
retained earnings at the end of the year 135679

What was the return on capital employed?

A 8.49% B 11.19%
C 13.03% D17.17%

EXPLANA770N

Capital employed = $75,000 + $100,000 + $135,679
=$310,679

Profit from operations

ROCE = xI0O0
Capital employed
$40,475
x 100 =13.03%
$310,679
Answer: C
21. A manufacturing business has provided the

following information about a product.

units total cost
produced $
8 000 37 000
14 000 53 500

What is the variable cost per unit2y,

A$2.75 B $3.82
C $4.11 D $4.63

N 4 _change in total cost
Variable cost per unit < 2

change in units

$53,500-$37,000 _

_14,000-8000_
Answer: A
22, The following information relates to the
inventory of a business.
. unit selling
date | purchases |unitcost| sales price f
2 June | 1000 units | $12
12 June | 1000 units |  $13
18 June 800 units $18
28 June | 1000 units $14

Estimated unit selling price at 30 June is $20.
There was no opening inventory.

What was the value of closing inventory at 30
June using FIFO?
A $24 600

C $29 400

B $28 600
D $44 000

800 units sold on 18 June is from 1000 units @$
12 each.

Closing inventory consist of 200 units @$12,
1000 units @13 and 1000 units @14

Answer: C



23. Inventory cost prices are rising for a business . The
company uses AVCO rather than FIFO to value its
inventory.

What is the effect on inventory valuation and
profit of using AVCO rather than FIFO?

valgaton prof
A higher higher
B higher lower
C lower higher
D lower lower

Lower Inventory valuation because average cost
using AVCO will be lower than latest prices.

Lower Inventory valuation increases cost of sales
thus decreasing profit

Answer: D

24. A company calculates its profit using
marginal costing as $90 000 for a month.

Opening inventory was 4000 units and closing
inventory 6000 units.

The fixed production overhead absorption rate is
$20 per unit.

What is the profit under absorption costing?

A $10 000 B $50 000
C $130 000 D $170 000
Marginal profit 890,00@

Difference in closing inventory

Difference in opening inventory

Absorption profit 0,000
Inventory  value differs £ due  to.¥ fixed production
overheads which arc inc¢luded in case of absorption
and excluded irbc‘e [ inal.

Vv Answer: C
@
A
25. A manufacturing business has provided the
following information.
budgeted labour hours 12 000
budgeted overhead absorption | $7.50 per labour
rate hour
actual overhead cost $101 250
actual labour hours 15000

Y Cor,ltribution to sales ratio =

What is the over or under absorption of overheads?
A $11 250 under absorbed

B $11 250 over absorbed

C $20 250 under absorbed

D $20 250 over absorbed

Absorbed overheads (15,000 X $7.50) = $112,500

Over absorbed overheads ($112,500 - $101,250
)=$11,250

It is over absorption because absorbed overheads
exceeds actual overheads

Answer: B

26. A business has the following information relating
to its single product.

2 $
selling price per unit# {¢ 30
variable cost per unit 14
total cost perunit | 24

What is its contribution to sales ratio?

A 20% B 46.67%
C 53:38% D 80%

Unit contribution = $30 - $14 = $16

316 100=5333%
$30

Answer. C

27. A company makes three products for which
the following details are given.

product X | product Y | product Z
$ $ $
selling price per unit 40 48 72
direct material per unit 18 24 30
direct labour per unit 10 6 18

The same material is used to make all three
products and it costs $2.00 per kilo.

There is a shortage of material.

In which order should the products be made to
achieve maximum profit?

first

OO0 w >
N N <
< X N <
X < X
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Material is limiting factor so ranking should be based
on contribution per kilo

No. of kilos per unit: X = % =9 kilos
Y= & =12 kilos
$2
Z= 3—’2’2 =15 kilos
$2
X Y Z
Unit contribution $12 $18 $24
Contribution per kilo $12 318 $24
12 15
=$1.33 =$15 =$1.6
Ranking 3 2 1
Answer: D

28. Last month a company made and sold 10 000
units and earned a contribution of $20 per unit.

Its final profit, after deducting total fixed costs, was
$120 000.

This month its sales volume has increased by
20%, its contribution per unit has increased by 5%
and its total fixed costs have increased by 15%.

What is its profit this month?

A $118 000 B $148 000
C $160 000 D $172 000

Last month contribution (10,000 X $20) = $200,0000
Last month Fixed cost ($200,000 - $120,000) =
000

This month sales volume (10,00

This month unit contribution ( =$21
This month profit (12,000 00] = $160,000
Answer: C

t - volume - profit

29. Which %t&@nts

analysis are correct?
1 Fixed costs remain constant over a range
of activity.
2 Profits are calculated on an absorption
costing basis.

3 Sales revenue increases in direct
proportion to output.

4 There is only one product or constant sales
mix.
A 1and 2 only
C 1,3 and 4 only

B1,2,3and 4
D 2, 3 and 4 only

Statement 2 is false because profit is calculated using
Marginal costing

Answer. C

30. Why do businesses prepare budgets?
1 to communicate plans
2 to improve coordination
3 to plan annual operations
4 to plan long-term strategies

A1,2and3 B1,2and 4
C1,3and4 D2,3and4

Budgets are short term financial plans so 4th point

is incorrect

Answer: A

L/

N
o
2
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1 A company does not include in the financial statements the value of skills gained by its
employees from training programmes.

Which accounting concept is being applied?
A consistency

B materiality

C money measurement

D

substance over form

2 Which non-current asset is most likely to be depreciated using the revaluation method?
A loose tools
B motor vehicles
C office equipment
D

plant and machinery

3 A trader purchased a motor vehicle costing $36 000 on ™1 July 2016. The estimated useful life of
the motor vehicle was five years and the estimated_residual value was $6000. Depreciation is
provided on a month-by-month basis using the straight-line method.

The motor vehicle was sold on 31 March 2048 for:$22 500.

What was the profit or loss on disposal o motor vehicle?

A $900 loss B $900 profit $3000 loss D $3000 profit

4 The following is an extrQom the statement of financial position for a company at
31 December 2016.

*$
4 accumulated
g cost depreciation net book value
$ $ $
non-current assets 250000 95000 155000

The assets have a residual scrap value of $12500.

The company’s policy is to provide depreciation using the reducing balance method at a rate of
25% per annum.

What was the depreciation charge for the year ended 31 December 20177

A $35625 B $38750 C $59375 D $62500

© UCLES 2018 9706/12/0/N/18
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of the asset and the sales proceeds.

Which books of prime entry are used?

cost sales proceeds
A cash book general journal
B cash book sales journal
C general journal cash book
D purchases journal cash book

A business sells a non-current asset for cash. The disposal account includes entries for the cost

6 A trader has extracted the following information from his books of account at 31 March 2018.

$
purchase ledger balances at 1 March 2018 _ | 4324004
credit purchases for March 26400
cheques paid to credit suppliers in Mareh 29700
contra to sales ledger 600
discount received 400

What was the closing balance on the purchasesdedger control account at 31 March 20187

A $27800 B $29800 $29000 D $34400

7 The table shows extracts er@ess’s bank reconciliation.

$
b’a%pc ash book at 31 December 2075 debit
ba‘fgnce ank statement at 31 December 2250 credit
bank charges per bank statement not entered in cash book 150
outstanding cheques not presented at the year end 325

What is the bank balance to be shown in the financial statements?

A $1600 B $1925 C $2075 D $2225

© UCLES 2018 9706/12/0/N/18
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8 Bank interest income, $1800, had been correctly entered in the bank account but recorded as
interest expense.

Which entries in the ledger will correct the error?

account to $ account to $
be debited be credited
A | interest expense 1800 | suspense 1800
B | interestincome 1800 | suspense 1800
interest expense 1800
C | suspense 1800 | interest income 1800
D | suspense 3600 | interestincome 1800
interest expense 1800
9 A company has the following balances.
$
trade receivables at 31 December 2017 125400
provision for doubtful debts at 1 January 2017 1800

During the year ended 31 December 2017 debts 0fy$20500 had been written off. The company
provides for doubtful debts at a rate of 5% of trade‘receivables at each year end.

Which expense for doubtful debts wa ded in the income statement for the year ended
31 December 20177

A $3445 B $4%®?§ $5245 D $6270

10 How are purchases calculated when proper accounting records have not been kept?

A sales x (1’—; ma closing inventory + opening inventory
B salesx(1- " margi closing inventory — opening inventory
C sales x (1 — mark-up) — closing inventory + opening inventory

D sales x (1 — mark-up) + closing inventory — opening inventory

11 The draft financial statements for a business included an inventory valued at $550 000.

This valuation included damaged items which originally cost $50000. These could be sold for
$15000 provided that $5000 is spent on repairs.

What is the correct inventory valuation?

A $490000 B $500000 C $510000 D $515000

© UCLES 2018 9706/12/0/N/18
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12 A trader took out a 6% bank loan of $30 000 on 1 November 2017, to be repaid in full in 10 years’
time. Interest is to be paid annually. No interest had been paid by 30 April 2018.

How should this be recorded in the statement of financial position at 30 April 20187

current non-current
liabilities liabilities
$ $
A 0 30000
B 900 30000
C 1800 30000
D 30900 0

13 Which items would not be in the appropriation account for a partnership?

1 interest on capital

2 interest on a partner’s loan

3 share of profit on revaluation of assets
4

share of residual profit

A 1and?2 B 1and4 C 2and3 D 3and4

14 X and Y had been in partnership sharin and losses in the ratio of 1:2 respectively.

Z was later admitted to the partn?
It was agreed that the goon valued at $120000. No goodwill account is to be retained in the

books of account.
Profit and losses be shared between X, Y and Z in the ratio of 2: 1: 1 respectively.
v

What was the é#ect o) oodwill adjustment in X’s capital account?

A decreased by $20000
B decreased by $60000
C increased by $20000
D increased by $60000

© UCLES 2018 9706/12/0/N/18 [Turn over
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J and K shared profits equally.
Their capital account balances were J $400 000 and K $160000.
L was admitted as a partner. The three partners then shared profits equally.

On admission of L as a partner, assets were increased in value by $210000. L paid in capital
equal to the average new capital balances of J and K.

What was the capital paid in by L?
A $175000 B $280000 C $350000 D $385000

The statement of financial position of a business on 31 December 2017 showed the following.

$
retained earnings | 136000
general reserves 28000
share premium 55000

During the year ended 31 December 2017 the businessshadsmade a profit for the year of $25 000
and had transferred $10 000 to the general reserve.

What was the total of revenue reserves on 1 January20177?

A $101000 B $139000 C_"$149000 D $194000

A company provides the following i Qtion.

$
ordinary shares of $0.50 each 84000
" etained earnings 50000
134000

The following transactions then take place.

1 The company makes a rights issue of one new ordinary share for every two held, at
$1.30. The issue was fully subscribed.

2 A bonus issue of two new ordinary shares for every three held was then made.

What is the maximum possible balance of the retained earnings after these transactions?

A $8400 B $16800 C $33200 D $41600

© UCLES 2018 9706/12/0/N/18
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18 The financial data relates to two businesses.

X Y
trade receivable turnover (days) 90 40
trade payable turnover (days) 50 70
liquid (acid test) ratio 3:1 1:1
current ratio 4.5:1 6.2:1

Which statement about the comparison of the two businesses’ performance is correct?

A X has better credit control system.
B X has higher profitability.

C Y has better credit control system.
D

Y has higher profitability.

19 A company’s financial statements show the following.

$
profit before interest 125378
profit for the year 120426
200000 ordinary €8'$1 each 200000
retained earnj % 191982
Q 150000
What is the return on capital loyed (ROCE)?
A 22.22% s 23.13% C 30.72% D 31.99%
:@
20 A company’s income ement shows the following.
$
revenue 460000
cost of sales 120000
administration expenses 54000
distribution costs 47000
finance charges 7000
What is the operating expenses to revenue ratio?
A 21.96% B 23.48% C 48.04% D 49.57%
© UCLES 2018 9706/12/0/N/18
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21 To make a single unit of output a business requires material costing $1000.

When 20 items are produced, the total cost of the material is $20 000.

What best describes this cost?

A fixed cost

semi variable cost

B
C stepped cost
D

variable cost

22 A business has the following total overheads for two different output levels.

total overheads output

$ (units)

200000 20000
216000 30000 4

What is the total fixed overhead cost?

A $16000 B $48000 C $168000 D $216000

23 A retailer uses the FIFO method for inventory valtiation. The following information is available.

o

June $
1 openi @% 300 units at $12 per unit 3600
10 | pur d 1000 units at $12.50 per unit 12500
21 sold 1200 units for $16 each 19200
"?ﬂ 2 urchased 700 units at $13 per unit 9100
What was the v;ue e inventory at 30 June?
A $6000 B $9850 C $10080 D $10350

© UCLES 2018

9706/12/0/N/18
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24 A business manufactures 175 units of a product each month.

The following information is available for the month.

Per unit $

revenue 580
variable costs 230
fixed overheads 90

What is the break-even point in units?

A 45 units B 61 units C 88 units D 160 units

25 When is marginal costing less useful than absorption costing?
A when choosing to make or buy a product
B when dealing with a limiting factor
C when producing a special order
D

when valuing closing inventory

26 A company manufactures a single product with é"selling price of $75 per unit. The table shows
the costs based on sales and production volume, 06f8000 units.

$
direct cost 158000
variaQ?ﬁacturing overheads 74000
fixed manufacturing overheads 80000
@ riable selling overheads 20000
"}{:’ administration overheads 100000

If absorption costing is applied, what is the gross profit on each unit sold?

A $21.00 B $36.00 C $43.50 D $46.00

© UCLES 2018 9706/12/0/N/18 [Turn over
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27 A company has the following revenue information for a month.

$
actual revenue 510000
break-even revenue 555000
budgeted revenue 570000
What was its margin of safety during the month?
A -$60000
B -$45000
C +$45000
D +$60000
28 A business provides the following information.
budgeted overhead costs $280000
budgeted labour hours 25000
budgeted machine hours 20000
actual overhead g8t ./ | $336000
actual Iabour% 35000
actual ma? urs 30000
What is the over-absorption orption of overheads?
A $56 000 over absorbed
B $56000 under absorbed
S ¢
C $84000"6vepabs
D $84000 under absorbed
29 A business provides the following budgeted information.
contribution to sales ratio 60%
budgeted sales $240000
budgeted production units 40000
What is the contribution per unit?
A $3.60 B $3.75 C $9.60 D $10.00

© UCLES 2018 9706/12/0/N/18
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30 Which statement identifies an advantage to a business of financial planning?
A Not all managers are aware of business financial planning.
B Specialist knowledge is required to prepare the financial plans.
C The financial plans provide targets for managers to achieve.
D

Time and cost is required to prepare the financial plans.

© UCLES 2018 9706/12/0/N/18
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Multiple Choice

1. A company does not include in the financial state-
ments the value of skills gained by its employees
from training programmes.

Which accounting concept is being applied?
A consistency

B materiality

C money measurement

D substance over form
EXPLANATION

Money measurement concept states that only financial
(measurable in money terms) transactions can be
recorded.

Ansiver: C

2. Which non-current asset is most likely to be
depreciated using the revaluation method?
A loose tools
B motor vehicles
C office equipment

D plant and machinery
EXPLANATION

Loose tools are low value items held in large quantity.

Answer. A

3. A trader purchased a motor vehi
$36 000 on 1 July 2016. The estima
of the motor vehicle was five yg 2
mated residual value was 4§ u‘; >
provided on a months r asis using the
straight-line method.

The motor vehicle was sold en 31 March 2018 for
$22 500.

What wés th or loss on disposal of the
mot6r veﬁ'@e?

A $900 loss B $900 profit

¢ $3000 loss D $3000 profit

EXPLANATION

(836000-36000)
$500 $3600(é (§S6000

Depreciation per month is

Accumulated depreciation (21 months x $500) is
$10500.

Net book value (836,000 - $10,500) $25,500
Loss = $25,500 - $22,500 = $3,000

Answer: C

4. The following is an extract from the statement of
financial position for a company at 31 December

2016.
cost accumulated | net book
depreciation value
$ $ $
non-current assets | 250000 95000 155000

The assets have a residual scrap value of

$12 500.

The company’s policy is to provide depreciation
using the reducing balance, method at a rate of
25% per annum. 4

What was the depreciation” charge for the year
ended 31 December 2017%

A $35 625 i B $38 750
C $59 375¢ D $62 500
EXPLANATION
Depreciation = NBV x Depreciation rate
Depreciation = $155,000 x 25% = $38,750
Answer: B

5. A business sells a non-current asset for cash. The

disposal account includes entries for the cost of
the asset and the sales proceeds.

Which books of prime entry are used?

cost sales proceeds
cash book general journal
B cash book sales journal
c general journal cash book
purchases journal cash book

EXPLANAI TON

Cash book records all transactions relating to cash,
bank and cash discounts so sales proceeds received in
cash is recorded in cash book. Writing off cost of
disposed off assets i.e. Dr Disposal account and Cr
Asset account cannot be recorded in other five books
of prime entry so its recorded in General journal.

Answer C
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6. A trader has extracted the following information
from his books of account at 31 March 2018.

$
purchase ledger balances at 1 March 2018 | 32100
credit purchases for March 26400
cheques paid to credit suppliers in March 29700
contra to sales ledger 600
discount received 400

What was the closing balance on the purchases
ledger control account at 31 March 20187

A $27 800 B $29 800
C $29 000 D $34 400

EXPLANATION

Opening payables ($32,100) + Credit purchases
($26,400) - Payments ($29,700) - Contra to sales led-
ger ($600) - Discount received ($400) = closing
payables ($27,800)

Answer. A

7. The table shows extracts from a business’s bank
reconciliation.

$

2075 debit
balance per bank statement at 31 December 2250 credit

bank charges per bank statement not
entered in cash book

balance per cash book at 31 December

150

outstanding cheques not presented at the

325
year end

_§

What is the bank balance to be shown i
financial statements?

A $1600
C $2075

B $1925
D $2

i:;LA NATION

Balance as per updated cash book 075 - $150)
$1925 is shown in financial statements as current asset.

ed as follows:
2250) - not presented

Alternatively it cgl*e
Balance as perbanksstate
cheques ($325) = $1925

Answer: B

8. Bank interest income, $1800, had been correctly
entered in the bank account but recorded as in-
terest expense.

Which entries in the ledger will correct the error?

November 2018 Paper 1 O page 2

account to $ account to $
be debited be credited
A |interest expense 1800 | suspense 1800
B |interest income 1800 | suspense 1800
interest expense 1800
C |suspense 1800 | interest income 1800
D |suspense 3600 | interest income 1800
interest expense 1800
EXPLANATION
Dr - Suspense account (this error caused suspense
account balance on credit column in trial balance).
Cr - Bank interest expenses (wrongly debited)
Cr - Interest income (omitted to be credited)
Answer: D
9. A company has the following balanges.
$
trade receivables at 31 Déecember 2017 125400
provision for doubtful debts at\ Jariuary 2017 | 1800

Dunng the yearrended 31 December 2017 debts
of $20 500_.had\ been written off. The company
provides for doubtful debts at a rate of 5% of trade
receivables at®ach year end.

Which expense for doubtful debts was included in
the income statement the year ended 31 De-

{‘cember 20177
‘%3445 B $4470
C $5245 D $6270

EXPLANATION
New provision ($125,400 x 5%) - Opening provision
($1,800) = $4,470

Answer: B

10. How are purchases calculated when proper

accounting records have not been kept?

A sales x (1 - margin) - closing inventory +
opening inventory

B sales x (1 - margin) + closing inventory -
opening inventory

C sales x (1 - mark-up) - closing inventory +
opening inventory

D sales x (1 - mark-up) + closing inventory -
opening inventory

EXPLANATION

1 - margin = Cost of sales as a percentage of sales

Cost of sales + Closing inventory - Opening inventory
= Purchases

Answer: B
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11. The draft financial statements for a business in-

cluded an inventory valued at $550 000.

This valuation included damaged items which origi-
nally cost $50 000. These could be sold for
$15 000 provided that $5000 is spent on repairs.

What is the correct inventory valuation?

A $490 000
C $510 000

B $500 000
D $515 000

EXPLANATION
Inventory excluding damaged ($550,000 - $50,000)
= $500,000
Net reliable value of damaged inventory
($15,000 - $5,000) is $10,000
Damaged inventory is to be valued at net realisable
value

Inventory valuation ($500,000 + $10,000) = $510,000

Answer; C

12. A trader took out a 6% bank loan of $30 000 on
1 November 2017, to be repaid in full in 10 years’
time. Interest is to be paid annually. No interest
had been paid by 30 April 2018.

How should this be recorded in the statement of
financial position at 30 April 2018?

current non-current
liabilities liabilities
$ $
A 0 30000
B 900 30000
C 1800 30000
D 30900 0
110N
Loan is payable after 10 years so it current
liability
Accrued Six month’s Ioan /inte oan was taken

six months before year end) 1.e.

$30,000 x 673 36/ 12=4900 is current liability

\/ A
+Q

4

13. Which items would not be in the appropriation
account for a partnership?

interest on capital

interest on a partner’s loan

share of profit on revaluation of assets

share of residual profit

A 1 and 2 B 1 and 4

C2and3 D 3and 4

A WO N A

November 2018 Paper 1 O page 3

EXPLANATION

Interest on partner’s loan appears in income statement
and partner’s current account.

Revaluation profit appears in revaluation account and
partner’s capital account.

Answer.- C

14. X and Y had been in partnership sharing profit
and losses in the ratio of 1 :2 respectively.

Z was later admitted to the partnership.

It was agreed that the goodwill is valued at
$120 000. No goodwill account is to be re-
tained in the books of account.

Profit and losses were to be shared between X, Y
and Z in the ratio of 2 :1 :1 respectively.

What was the effect of the goodwill adjustment in
X’s capital account?

A decreased by $20 000
B decreased by $60 000
C increased by $20 000
D increased by $60,000

EXPLANATION

Share of goodwill ($120,000x]j credited into X’s

capital aceount that increases capital account balance.

Shatgerof goodwill written off ($ 120,000 x is debited

imy, X’s capital account that decreases capital account

“balance.

Ansiver: A

15. J and K shared profits equally.

Their capital account balances were J $400 000
and K $160 000.

L was admitted as a partner. The three partners
then shared profits equally.

On admission of L as a partner, assets were in-
creased in value by $210 000. L paid in capital
equal to the average new capital balances of J
and K.

What was the capital paid in by L?
A $175 000 B $280 000
C $350 000 D $385 000
EXPIANA HON
Capital account balance after adjusting revaluation profit
J ($400,000 + $105,000) $505,000
K ($160,000 + $105,000) $265,000

L has to pay average of ($505000 +$262000) /2
=$385000

Answer: D
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16. The statement of financial position of a business
on 31 December 2017 showed the following.

$
retained earnings | 136000

general reserves 28000

share premium 55000

During the year ended 31 December 2017 the busi-
ness had made a profit for the year of $25 000
and had transferred $10 000 to the general re-
serve.

What was the total of revenue reserves on 1 Janu-
ary 20177
A $101 000 B $139 000
C $149 000 D $194 000
EXPLANATION
Revenue Reserves as at 31 December 2017 ($136,000
+ $28,000) totalled $164,000

Profit increases retained earnings and revenue reserves
by $25,000.

So total revenue reserves at 1 January 2017 were
($164,000 - $25,000) $139,000.

Transfer to general reserves increases general reserves
and decreases retained earnings so total reserves
remain unaffected. Share premium is capital reserve.

Ansiver: B

17. A company provides the following information.
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EXPLANATION

No. of shares issued as Rights issue, 168,000 x 1/2 = 84,000
Premium on Rights issue, 84,000 x $0.80 = $67,200

No. of shares issued as bonus issue,

(168,000 +84.000) x2/3 = 168,000
Reserves needed to finance bonus issue,
(168.000 X $0.50) = $84000

$67,200 will be financed from share premium and remaining ($
84,000 - $67,200) $16,800 from Retained earnings.

Retained earnings balance, ($50,000 -
$16,800) = $33,200

Answer: C
18. The financial data relates to two businesses.
X Y
trade receivable turnover (days) 90 40
trade payable turnoverg(days) «'| 50 70
liquid (acid test) rati® 3:1 1:1
current ratio s 4.51 6.2:1

Which statement about the comparison of the two
busineSses® performance is correct?
AeX'has, better credit control system.
“ByX"has higher profitability.
"{C.Y has better credit control system.

$ . .
ordinary shares of $0.50 each | 84000 D Y has higher profitability.
EXPLANATION
retained earnings 50000 ] »
1320 None of the ratios relate to profitability.
Y has short collection period and long payment period
The following transactions then take Q P
1 The company make s e of one
new ordinary share fo ry two held, at i )
$1.30. The issug was fully Subscribed. 19. A company's financial statements show the
2 A bonus issug'of two new ordinary shares following.
for Id was then made.
e?ry $
What is the maximum balance of the profit before interest 125378
retained earnifigs after ransactions? .
profit for the year 120426
A $8400 B $16 800 200 000 ordinary shares $1 each 200000
C $33 200 D $41 600 retained earnings 191982
debentures 150000

What is the return on capital employed (ROCE)?

A 22.22% B 23.13%
C 30.72% D 31.99%
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EXPLANATION

ROCE _ Profit from operations
Capital employed
Capital employed = $200,000 + $191,982 + $150,000

=$541,982

Answer: B

20. A company’s income statement shows the

following.
$
revenue 460000
cost of sales 120000
administration expenses 54000
distribution costs 47000
finance charges 7000

What is the operating expenses to revenue ratio?

A 21.96% B 23.48%
C 48.04% D 49.57%
EXPLANATION

Operating expenses ($54,000 + $47,000) = $101,000

Operating expenses

Revenue

Answer: A

21. To make a single unit of output a business
requires material costing $1000.

When 20 items are produced, the total cost of the
material is $20 000.

What best describes this cost?

A fixed cost B
D vari

semi vaii t
C stepped cost

XP LAN A TION

Variable cost per unit is constant and total variable

costs increase with an increage in activity in same

direction & propo‘rtgn.
*

9

L 4

22. A business has the following total overheads for

two different output levels.

Answer: D

total overheads output
$ (units)
200000 20 000
216000 30 000

What is the total fixed overhead cost?

A $16 000 B $48 000
C $168 000 D $216 000

November 2018 Paper I page 5

EXPLANATION

Change in total cost
Change in activity

Variable cost per unit =

($216,000-$200,000)
(30,000-20,000)

Variable cost per unit =

Variable cost per unit = $1.60 per unit

Fixed cost = Total cost ($200000) - Total variable costs
(20,000 x $1.60) = $168,000

Answer: C

23. A retailer uses the FIFO method for inventory
valuation. The following information is available.

June $
1 |opening inventory 300 units at $12 per unit 3600
10 |purchased 1000 units at $12.50 per unit | 12500
21 |sold 1200 units for $16 each# 19200
28 |purchased 700 units at $18 pér.unit 9100

What was the value®of theginventory at 30 June?

A $6000 559850
C $10 080 D $10 350
EXPLANATION
Opening inventory (300 @ $12) $3600
Purchases (1000'@ $12.50) $12500
Sales @00W@ $12) + (900 @ $12.50)
Rgfmaining inventory (100 @ $12.50) $1250
*Puréhase (700 @ $13) $9100
Remaining inventory ($1250 + $9100) $10350
Answer: D

24. A business manufactures 175 units of a product

each month.
The following information is available for the
month.

Per unit $

revenue 580

variable costs 230

fixed overheads 90

What is the break-even point in units?

A 45 units B 61 units
C 88 units D 160 units
EXPLANATION
Unit contribution ($580 - $230) = $350
Break even point = Total Fixed cost
($90x175/$350)
Answer: A
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25. When is marginal costing less useful than absorp-
tion costing?
A when choosing to make or buy a product
B when dealing with a limiting factor
C when producing a special order

D when valuing closing inventory
EXPLANATION

Inventory is valued using Absorption costing

Answer: D

26. A company manufactures a single product with a
selling price of $75 per unit. The table shows the
costs based on sales and production volume of
8000 units.

$
direct costs 158000
variable manufacturing overheads 74000
fixed manufacturing overheads 80000
variable selling overheads 20000
fixed administration overheads 100000

If absorption costing is applied, what is the gross
profit on each unit sold?

A $21.00 B $36.00
C $43.50 D $46.00
EXPLANATION

Total cost of production,
($158,000 + $74,000 + $80,000) = $312,000

A
Total cost ger unit $312000/8000 = $39
Gross profit per unit ($75 - $39) = $36

°

Answer. B
27. A company has the follo @information
for a month.
$
dctlal re 510000
bréak-eve 555000
budgeted ue 570000

What was its margin of safety during the month?

A -$60 000 B -$45 000
C + $45 000 D + $60 000

EXPLANATION

Break even revenue - Actual revenue, its negative
because Break even revenue is more than Actual
revenue.

Answer: B
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28. A business provides the following information.

budgeted overhead costs $280000
budgeted labour hours 25000
budgeted machine hours 20 000
actual overhead cost $336000
actual labour hours 35000
actual machine hours 30000

What is the over-absorption or under-absorption
of overheads?

A $56 000 over absorbed

B $56 000 under absorbed

C $84 000 over absorbed

D $84 000 under absorbed

_ AOPLANATION

Labour hours being more than machine hours so OAR
is calculated on the basis of labgtitshours.
$280,000
= 55000° labour liburs
Absorbed overhgads'= OAR ($‘1 1.20) X Actual Activity
(35000 labour hotrs )%:$392,000
Over absorptidh = Absorbed overheads ($392,000)
- Actualgoverheads($336,000) = $56,000

OAR

Answer. A

29. " A business provides the following budgeted infor-

~ mation.
contribution to sales ratio 60%
budgeted sales $240000
budgeted production units 40000
What is the contribution per unit?
A $3.60 B $3.75
C $9.60 D $10.00
IXPLANATION

Contribution ($240,000 x 60%) = $144,000

Unit contribution--ﬂi%ﬁgqg ----- =

40,000 units

Ansiver- A
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30. Which statement identifies an advantage to a busi-
ness of financial planning?

A Not all managers are aware of business
financial planning.
B Specialist knowledge is required to prepare
the financial plans.
C The financial plans provide targets for
managers to achieve.
D Time and cost is required to prepare the
financial plans.
EXPLANATION

Financial planning sets targets to achieve

Answer: C

‘O‘
°

Q@Qﬁ
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Which item is classed as revenue expenditure?
A installation costs of machinery

B legal fees on the purchase of premises

C number plates on a new motor vehicle
D

redecorating office premises

What is the purpose of depreciation?

A to allocate the cost of the assets over their lives
B to improve liquidity ratios of the business

C to provide sufficient funds to replace the assets

D to show the assets at their market values

A company'’s year end is 30 April. It purchases a factory in May 2014»at a cost of $200000. The
factory will be depreciated over 20 years. A full year's depreciation is charged in the year of
purchase.

In May 2017 the factory is revalued at $300 000.

How much should be included in the revaluation s€serve account?

A $100000 B $120000 C * $130000 D $140000
A business has a year end of 31 D er. It purchased a non-current asset on 1 January 2014
for $100000. It was depreciated #i8i e reducing balance method at 20% per annum. It was
sold for $40000 on 1 Janan
What was the loss on disposal?
A $20000 +¢ $24000 C $40000 D $60000

Q.x

A 4
»

Why does a businesS keep a sales ledger control account?

1 It helps deter fraud.

2 It helps with the preparation of financial statements.
3 It identifies doubtful debt easily.
4

It predicts the sales for the coming year.

A 1and?2 B 1and3 C 2and3 D 2and4
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A sales ledger control account had a debit balance of $38600. The total of individual sales ledger
debit balances was $36 500. The only errors found were as follows.

An irrecoverable debt had been recorded in the ledger of Smith but not the control account.
The sales journal was undercast by $1500.

A contra of $1750 had been correctly recorded in the control account but only $1250
recorded in the ledgers.

What was the value of the irrecoverable debt?

A $100 B $1100 C $3100 D $4100

The following information is available.

$
provision for doubtful debts at the beginning of the year 6250

trade receivables at the end of the year 93750

Provision for doubtful debts is to be maintained at 6% oftrade receivables.

Which effect will the provision for doubtful debts,‘have on profit for the year in the income
statement?

A decrease by $625

B decrease by $5625 @
C increase by $625 Q
0 o

increase by $5625 Q

At 31 December the following information is available about a company’s banking transactions.

0?‘

"% $
balance at bank per bank statement 22650
uncleared deposits 3110
unpresented cheques 6290
bank credit recorded twice by bank in error 650

Which value for bank should be recorded in the statement of financial position at 31 December?

A $18820 B $20120 C $25180 D $26480

[Turn over
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Hedley has 100 items of inventory in his warehouse and five more with a customer on a sale or
return basis. He provides the following information.

$ per unit
historic cost paid 60
selling price 85
current replacement cost 65

Which value should appear in the statement of financial position for inventory?

A $6000 B $6300 C $6825 D $8500

A business does not keep complete accounting records. The following information is known for
the year. ®

$
capital at start 52000 4
capital at end 55000
drawings 13000
capital introduced.., 1%25000

What is the profit or loss for the year?

A loss $9000 @
B profit $9000 Q
C loss $15000 Q@
D profit $15000
*$

A business tHas¢500
based on a mark-up o

of inventory at a cost price of $3 each. The selling price per unit is
0. Before sale, the items need to be repaired at a total cost of $400.

What is the net realisable value of the inventory?

A $1400 B $1475 C $2200 D $2275
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The following information is available for the year ended 31 December 2016.

$
revenue 75000
purchases 32000
carriage inwards 5400
carriage outwards 4500
inventory at 1 January 2016 6300
inventory at 31 December 2016 7600

What was the gross profit for the year ended 31 December 20167
A $36300 B $37200 C $38900 D $39800

A partnership maintains capital accounts and current accounts,
Which statements are correct?

1  The capital accounts show the total amount,owed to each partner.
2  The capital accounts represent the refcained earnings of the business.

3 The capital and current account§’equal the net assets.

A 1and2 B 1and3 @2 only D 3only

X, Y and Z had been in partnershi ing profits and losses in the ratio of 2:2: 1.

On 1 January 2017, Y retire e balances of his capital and current accounts were as shown.

capital account current account

$50000 $6400 debit

Y took over a motor van at an agreed value of $3800. The net book value of the motor van was
$4800.

Goodwill was valued at $30000.
The value of all other assets at 1 January 2017 would remain unchanged.

How much cash was Y entitled to when he retired?

A $51400 B $51800 C $55200 D $64200

[Turn over



97 6

15 S and T are in partnership, sharing profits and losses in the ratio 2:1. The balances on their
capital accounts at 31 March 2017 were:

$
capital account S 40000

capital account T 20000
60000

On 1 April 2017 the partners decide to change the profit-sharing ratio to 3:2. Goodwill is to be
valued at $30000 and is not to be retained in the books of account.

What is the new balance of T’s capital account?

A $18000 B $20000 C $22000 D $30000

16 A partnership provides the following financial information for the year ended 30 June 2017.

s

profit from operations 240000
bank interest payable 3 21000
interest on capital ” 15000
drawings \ 50000
partnership salari% 45000

What is the residual balance of profi e appropriated between the partners?

A $109000 B $1 C $159000 D $204000

17 Which accourltigg could record the issue of bonus shares?
&,
dein?}c’ credit
A bank share capital
B | general reserve | share capital
C | general reserve | share premium
D share capital | general reserve
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18 From which accounts can a company pay dividends?

1 general reserve

2 retained earnings
3 revaluation reserve
4

share capital

A 1and?2 B 1and3 C 2and3 D 2and4

19 A company provides the following data on 1 January 2016.

$

10% debentures (2020) 200000 Q
bank loan (2017) 130000 q
bank loan (2018) 100@

bank overdraft 24

What is the total value of non-current liabilities at 31 D 9( 20167
A $154000 B $210000 C $340 D $364000

°

20 Calculation of which ratio does not include @Ae?

A gross margin

B mark-up QQ
c Q
D

non-current asset tu

profit margin
"D 4
Y0

*

[Turn over
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21 Bradshaw does not keep proper books of account. The following information is available for the

year.
cost of sales $750000
mark-up 20%
cash sales $300000
trade receivables $46 000

What are total sales and trade receivables turnover?

total sales trgde
$ receivables
turnover (days)
A 900000 19
B 900000 28
C 937500 18 &
D 937500 27

22 The financial statements of a company showed the fo'llowing.

$

current Iiab@ 15000
non-chl ilities 40000

res 120000

eral reserve 10000

retained earnings 46000

G 4 interest paid 11000

&
«;Q:)
Profit for the year wa§"$23 000.
What was the return on capital employed?

A 10.65% B 13.07% C 15.74% D 19.32%

23 Which item is an indirect cost?
A carriage inwards
B production materials
C wages of machine operators

D wages of stores staff
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24 The following information is forecast for next period.

What is the overhead absorption rate per unit?

A $5.00

units
opening inventory 54275
closing inventory 60120
$
profit using marginal costing 300600
profit using absorption costing 390780
B $6.50 C $7.20 D $1543

25 A business has total fixed costs of $240000. Products have a unit selling pfice of $25 and a unit

26

variable cost of $15.

How many units need to be sold to break even?

A 6000

B 9600 C 16000 D" 24000
The table contains information provided by a company.
budgeted direct labour hours 8000
actual direct la %rs worked 7500
budgetedﬁ d expenditure $104 000
actu d expenditure $112500

What is the over or under recovery of overheads?

A $8500 quéfrec
*Q

B $8500 undér rec
C $15000 over recovered
D

d

$15000 under recovered

[Turn over
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The diagram illustrates the cost behaviour of a typical telephone invoice.

A

total cost

$

level of activity

Which term best describes the behaviour of this cost?

A fixed

semi-variable

& <
C stepped @
D variable ‘\b

Which statements about the limitations of marginal cos @correct?

1 Finance costs are not included in the manufacturing overheads.

2 Variable cost per unit changesc"di t levels of activity.
osts.

3 Some costs may be semi-v

A 1and2 B 1only 2and3 D 3only

A product has a variable Ei .32 per unit. Total fixed costs are $93 600.

When production is 13 the margin of safety is 5000 units.
4

What is the selling p
®

A $36.52 $38.52 C $43.02 D $50.04

Why is planning important to a business?

1 to ensure that the business always makes a profit
2 to employ the correct number of workers

3 toreduce the risk of running out of inventory

A 1and?2 B 1only C 2and3 D 3only
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Multiple Choice

1. Which item is classed as revenue expenditure?
A installation costs of machinery
B legal fees on the purchase
of premises
C number plates on a new motor vehicle
D redecorating office premises

Revenue expenditure is expenditure incurred in the day-to-day
running of the business .Revenue expenditure is normally
recurring , compared to the one -off nature of most capital
expenditure. Redecorating office premises is an example.

Capital expenditure is the amount spent by a business to
acquire, improve or extend the life of non-current assets such as
property, equipment and machinery . The one-off costs incurred

. in the acquisition of non-current assets should also be included as
capital expenditure, for example, transportation costs, legal fees

and installation costs. Answer D

2. What is tho purpose of depreciation?

A to allocate the cost of the assets over their
lives
B to improve liquidity ratios of the business

C to provide sufficient funds to replace the as
- sets

D to show the assets at their market values

Depreciation is the apportioning of the cost of
a non-current asset over its useful economic
life.

3. Acompany’s year end is 30 April. It purchas
in May 2014 at a cost of $200 000. T,
depreciated over 20 years. A full
charged in the year of purchas
In May 2017 the factory is re
much should be inelide
reserve accourit? .~
A $100 000 * 00

C $130 000 $140 000

il be
reciation is

0 000. How
n

Step 1: Calculate net book value at the time
of revaluation

Annual depreciation = $200,000/20 = $10,000
NBV=[ $200,000 - ($10,000 x 3)] = $170,000

Step 2: Calculate amount to be included in
the revaluation reserve account

Revalued amount ($300,000) -Net book value ($170,
000) =$130,000

The profit on revaluation is credited to revaluation reserve.

Answer C

0 C2and3
Answer

4. A business has a year end of 31 December. It
purchased a non-current asset on 1 January 2014
for $100 000. It was depreciated using the reduc-
ing balance method at 20% per annum. It was
sold for $40 000 on 1 January 2016.

What was the loss on disposal?

A $20 000 B $24 000
C $40 000 D $60 000

Step 1: Calculate Net book value at 1 Jan 2016
$100,000 x 80% x 80% = $64,000

Step 2: Calculate loss on disposal
Sale price - Net book value

$40,000- $64,000 = - $24,000 (loss)e

Answer B

5. Why does a busizasxéges ledger control

account?

1 1t helpsﬂ;er'\ud.

ith*the preparation of financial

s.
fies doubtful debt easily.
redicts the sales for the coming year.

°

1and 2 B1and3

D2and4

The sales ledger control account is an account used to
record the totals of the books of prime entry, related to
credit sales, to check the accuracy of the sales ledger. It
is also known as the total trade receivables account .
Control accounts are used to check the accuracy of the
entries made in each of the sales ledgers and help deter
fraud .1t helps with the preparation of financial statements .

Answer A

6. A sales ledger control account had a debit balance of $

38 600 . The total of individual sales ledger debit
balances was $36 500. The only errors found were as
follows.

An irrecoverable debt had been recorded in
the ledger of Smith but not the control account.

The sales journal was undercast by $1500.
A contra of $1750 had been correctly

recorded in the control account but only $1250
recorded in the ledgers.

What was the value of the irrecoverable debt?

B $1100
D $4100

A $100
C $3100



Saleg dedger balance must be adjusted by $500 ( the
difference between $ 1250 and $1750)

Step 1: Calculate the adjusted sales ledger balance
$36,500 - $500 =$36,000

Step 2: Calculate the adjusted sales ledger

control account balance (without adjusting
irrecoverable debts)

$38,600 + $1500 = $40,100

The difference between sales ledger balances
($36,000) and control account balance ($40,100)
issue to irrecoverable debts $4100.

Answer p
7. The following information is available.
$
provision for doubtful debts at the
beginning of the year 6250
trade receivables at the end of the year 93750

Provision for doubtful debts is to be maintained
at 6% of trade receivables.

Which effect will the provision for doubtful debts have
on profit for the year in the income statement?

A decrease by $625

B decrease by $5625

C increase by $625

D increase by $5625

Balance as per bank statement $22,650
Add not credited deposits $3110
Less unpresented cheques ($6,290)
Less bank credit recorded twice ($650)
Balance as per updated Cash book $18,820

Answer A

A provision for doubtful debts is the estimated amount of the
proportion of trade receivables that will turn out to be an
irrecoverable debt.

Provision for doubtful debts to be maintained

$93,750 x 6% = $5625

Decrease in provision
$6250-$5625=$625 A decrease in provision will i p
swer: C
8. At 31 December the followin s avail-

able about a compaw’s ions.

o Py

balance at bank per bank stat nt 22 650
uncleared deposits 3110
unpresented cheques 6290
bank credit recorded twice by bank in error 650

Which value for bank should be recorded in the
statement of financial position at 31 December?

A $18 820 B $20 120
C $25 180 D $26 480

9. Hedley has 100 items of inventory in his ware-
house and five more with a customer on a sale or
return basis. He provides the following informa-

tion.
$ per unit

historic cost paid 60

selling price 85

current replacement cost 6
Which value should appear, statement of
financial position for inven
A $6000 L $6300
C $6825 \ $8500

ued at ‘the lower
isable value’

Inventory sho
of cost and re

The costd 0)"of inventory is lower than
it' le value ($85).

ventaey (100 + 5) 105 units are valued at $60 each.
nits x $60 = $6300

Answer B

10. A business does not keep complete accounting records
. The following information is known for the year.

$
capital at start 52000
capital at end 55000
drawings 13000
capital introduced 25000

What is the profit or loss for the year?

A loss $9000 B profit $9000
C loss $15 000 D profit $15 000

Closing capital + drawings -additional capital -
opening capital = profit / loss

$55,000 + $13,000 - $25,000 - $52,000 = - $9000 loss
Answer A

Closing capital

Deduct Opening capital

Retained profit XXXXXXXXXXXX
Add Drawings

XXXXXXXXXXXX

Deduct Capital introduced

Profit (loss) for the year XXXXXXXXXXXX



110§ business has 500 items of inventory at a cost
price of $3 each. The selling price per unit is
based on a mark-up of 20%. Before sale, the
items need to be repaired at a total cost of $400.

What is the net realisable value of the inventory?

A $1400 B $1475
C $2200 D $2275

Selling price ($3 +20%($3)) = $3.60
Net realizable value (500 x $3.60) - $400 = $1400

The overriding principle that should be used at all times

is that inventory should be valued at the lower of cost or
net realisable value.

The net realisable value of $1400 is less than cost
price (500 x $3) $1500.

Answer: A

12. The following information is available for the year
ended 31 December 2016.

$
revenue 75000
purchases 32000
carriage inwards 5400
carriage outwards 4500
inventory at 1 January 2016 6300
inventory at 31 December 2016 7600

What was the gross profit for the year ended 31

December 20167
A $36 300 B $37 200
C $38 900 D $39 800

388,000 -[6300+32,000 + 5400 - 7600]=$38, 0

Note : Carriage outward is not use
Profit calculation.

nswer: C

XXXX
XXXX
XXXX

Sales (Revenue)
Less Sales returns

Less Cost of sales “
Opening stock (Inventory) o °
Purchases "

Less Purchases returns ¢

Less Goods for own use

XXXX

Carriage inwards XXXX XXXX
XXXX
Less Closing stock (Inventory) XXXX XXXX
Gross profit XXXX

13. A partnership maintains capital accounts and
current accounts.

Which statements are correct?
1 The capital accounts show the total
amount owed to each partner.

2  The capital accounts represent the
retained earnings of the business.

3 The capital and current accounts equal
the net assets.
A1and?2
B1and3
C 2only
D 3 only

Partners ’ capital accounts show deliberate injections of
capital into the business; plus any goodwill adjustments ;
plus any profits or losses arising on a revaluation of assets
(generally on the admission or the retirement of a partner).

Partners’ current accounts record entries relating to each
partner's share of the profits of the business in the current
year. The current account would also be used to adjust for
any errors made in the profit share in previous years.

Answer: D

14. X, Y and Z had been in partnership, sharing prof-
its and losses in the ratioof 2: 2 : 1.

On 1 January 2017, Y retired. The balances of his
capital and current accounts were as shown.

current account
$6400 debit

capital account
$50000

reed value of
otor van was

Y took over a motor van at
$3800. The net book value
$4800.

Goodwill was valued a
The value of allPot ts at 1 January 2017
would remain un .
How much c %
tired?
A $51 @

0

entitled to when he re-

B $51800

C D S64 200
Capi ccount $50,000
Iﬁnent account debit balance ($6400)

ss share of loss on motor van taken over (400)
([$1000x2]/5)
Less motor van ($3800)
Plus share of goodwill [$30 000 x 2]/5 12 000
Cash entitled to Y $51400

Answer: A

15. S and T are in partnership, sharing profits and
losses in the ratio 2:1. The balances on their
capital accounts at 31 March 2017 were:

$
capital account S 40000
capital account T 20000
60 000

On 1 April 2017 the partners decide to change the
profit-sharing ratio to 3 : 2. Goodwill is to be val-
ued at $30 000 and is not to be retained in the
books of account.

What is the new balance of T's capital account?

A $18 000 B $20 000
C $22 000 D $30 000
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Capital Account ($20,000)

+ Share of goodwill ([$30,000x1]/3)

- Share of goodwill written off ([$30,000x2]/5)
=$18,000

Answer: A

16. A partnership provides the following financial
information for the year ended 30 June 2017.

$
profit from operations 240000
bank interest payable 21000
interest on capital 15000
drawings 50000
partnership salaries 45000

What is the residual balance of profits to be ap-
propriated between the partners?

A $109 000 B $154 000
C $159 000 D $204 000

Profit from operations ($240,000) - interest on capital
($15,000) - partnership salaries ($45, 000)- bank interest

(821,000) =$159,000

Answer ¢

17. Which accounting entry could record
the issue of bonus shares?

debit
bank

credit

share capi
general reserve

general reserve

OO0 w >

share capital

A bonus issue is an inc
company along"th

ol
g

®

Answer. B

18. From which accounts can a company pay divi-
dends?
1 general reserve
2 retained earnings
3 revaluation reserve
4 share capital

A 1 and 2
C2and3

B 1 and 3
D2and 4

Revenue reserves are portions of profits earned by a
company 's normal operations which are then set aside
Revenue reserves such as general reserves and retained
earnings can be used to pay dividends.

Answer: 4

19. A company provides the following data on 1 Janu-

ary 2016.
S
10% debentures (2020) 200000
bank loan (2017) 130000
bank loan (2018) 10000
bank overdraft 24000

What is the total value of non-current liabilities at
31 December 20167

A $154 000
C $340 000

Bank loan duein2017: ¢
Bank overdraft : curfe;

Bankloan (2018): ent liabilities
Debentures (2020). -current liabilities

ion of which ratio does not include revenue?
S margin
ark-up

© C non-current asset turnover
D profit margin

Markup is gross profit as a percentage of cost of sales.

Answer B

21. Bradshaw does not keep proper books of account.
The following information is available for the year.

cost of sales $750000
mark-up 20%

cash sales $300000
trade receivables $46 000

What are total sales and trade receivables turn-
over?

total sales trade receivables turnover
$ (days)
A 900 000 19
B 900000 28
C 937500 18
D 937500 27

Answer. B



Gross profit ($750,000 x 20%) = $150,000

Total ﬁj?ﬁ revenue

($750,000 + $150,000) = $900,000

Credit sales ($900,000 - $300,000) = $600,000

Trade receivables turnover

($46,000/$600,000)x365 = 27.9 round to 28 Auswer: B

22. The financial statements of a company showed

the following.
S
current liabilities 15000
non-current liabilities 40000
ordinary shares 120000
general reserve 10000
retained earnings 46 000
interest paid 11 000

Profit for the year was $23 000.

What was the return on capital employed?

A 10.65% B 13.07%
C15.74% D 19.32%

Capital employed = non -current liabilities ($40,000 ) +

ordinary shares ($120,000) + general reserve ($10,000)

+ retained earnings ($46,000) = $216,000

Profit from operation = profit from the year ($23,000) +

interest($11,000)= $34,000

ROCE-= (Profit from operations/ Capital employed )x 100

= $34,000/8216,000 = 15.74%

23. Which item is an indirect cost?

A carriage inwards

B production materials
C wages of machine operators
D wages of stores staff

<
Indirect costs are itemsgof expendi
that cannot easily be identiﬁ with

specific saleable cost unit. e.g wag
of stores staff

Answer: C

(4

Answer: D

24. The following information is forecast for next pe-

riod.
units
opening inventory 54 275
closing inventory 60120
$
profit using marginal costing 300 600
profit using absorption costing 390780

What is the overhead absorption rate per unit?

A $5.00 B $6.50
C $7.20 D $15.43

Step 1 : Calculate the difference in profit
($390,780 - $300,600) = $90, 180

Step 2: Calculate the difference in inventories

(60120-54275)= 5845 units Q
The difference in profits is due to di valuation of

inventories. Difference in invent@gi to inclusion of fixed
production costs in case of abso

S ;
Step 3: Calculate the over & orption rate

difference in pr ce in inventories . = overhead
absorption rate

$90180/584 15428 (round to 15.43)

Answer D

has total fixed costs of $240 000 . Products have a unit

ing price of $25 and a unit variable cost of $15.

How many units need to be sold to break even?

A 6000
B 9600

C 16 000
D 24 000

Step 1: Calculate unit contribution

Unit contribution ($25 - $15) = $10
Step 2: Calculate Break even point

BEP (units) = total fixed costs / unit contribution $240000/$10= 24000 units
Answer D

26. The table contains information provided by a com-

pany.
budgeted direct labour hours 8000
actual direct labour hours worked 7500
budgeted overhead expenditure $104 000
actual overhead expenditure $112500

What is the over or under recovery of overheads?

A $8500 over recovered

B $8500 under recovered
C $15 000 over recovered
D $15 000 under recovered
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5 Break even point (units) = current activity (13,000 units) - margin of
104,000 i
Overhead absorption rate - --( ------------ 2 safety (5000 units)

8000 hours Break even point (units) = 8000 units

= $13 per labour hour
Absorbed overheads (7500 hours X $13 )=$97, 500 Break even point (8000 units)= Fixed cost ($93,600) /unit

Under recovery = excess of actual overheads over contribution(to be determined)

absorbed overheads. Unit contribution = $11.70

Under recovery ($112,500 - $97,500) = $15,000 Selling price $43.02 = Unit contribution ($11.70) + variable
Answer: D costs ($3 1 32)

Answer: C

27. The diagram illustrates the cost behaviour of a

typical telephone invoice. 30. Why is planning important to a business?
1 to ensure that the business always makes
a profit
total cost 2 to employ the correct number of workers
$ 3 to reduce the risk of running out of
inventory
A1and?2
0 level of activity B 1 only
Which term best describes the behaviour of this C2and3 &
cost? D 3only
A fixed B semi-variable
C stepped D variable Plannin@. allocation of resources and inventory
man: :

Semi variable costs are costs that cannot be classified as
either fixed costs or variable costs because they contain an
element of both.

Answer: C

28. Which statements about the limitations
ginal costing are correct?

1 Finance costs are not include

manu facturing overhead

2 Variable cost pepuni

levels of activit

3 Some costs

A1and?2
*
C2an¢3 4

*
Marginal costing assumes co:
variable costs , whereas semi variable costs may exist. An example of a

semi-variable cost is the charge for consumption of electricity.
The standing charge is a fixed cost — it is charged at a fixed rate that is

not dependent on the amount of electricity used. The variable cost part
is based on the number of units consumed during the period.

0 be either fixed or variable i.e. no semi

Answer D

29. A product has a variable cost of $31.32 per unit.
Total fixed costs are $93 600.

When production is 13 000 units the margin of
safety is 5000 units.

What is the selling price per unit?
A $36.52 B $38.52
C $43.02 D $50.04
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1  Which transaction applies the matching concept?

A A machine acquired on long-term rental is included in non-current assets.
B Computer equipment is depreciated over two years.

C A building is revalued following a fall in property prices.
D

A waste-paper basket is treated as revenue expenditure.

2 A disposal account is used to record the sale of a non-current asset.

Which transactions are recorded on the credit side of the disposal account?

A cost, loss on disposal and sale proceeds

B cost, profit on disposal and sale proceeds

C depreciation, loss on disposal and sale proceeds
D

depreciation, profit on disposal and sale proceeds

3 The following information was available for the disposal of agmachine.

$
accumulated depreciation 45000
profit on disposal 8100
sale procee 75600
What was the original cost of the ?
A $22500 B $3Q C $112500 D $128700

4 A printing compan lled a large printing press.
L

Which costs aré‘ éapit nditure in the first year of its operation?

1 installation of the press

2 depreciation of the press
3 repairs to the press
4

upgrades to the press

A 1and?2 B 1and4 C 2and3 D 3and4

© UCLES 2016 9706/12/0O/N/16
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5 The year-end balance in the cash book was $23780. This was different from the balance on the
bank statement. The difference was due to the following items.

bank charges 216
a customer’s cheque which was dishonoured 1375

a bank error meant a cheque was incorrectly 560
debited to the bank account

What should be the value of bank in the statement of financial position?

A $21629 B $22189 C $25371 D $25931

6 At the end of the year, the balance on a firm’s sales ledger control account'was $12900. The total
of the customers’ accounts in sales ledger was $11900.

The following errors were then discovered.

1 A customer’s account had been undercast by $700.

2 A contra with a supplier in the purchases_ledger of $200 had only been entered in
the sales ledger control account.

3 The discount allowed column in theéacash book totalled $500. This had not been
posted to the nominal ledger.

What was the correct balance on the sales,ledger control account?

A $11200 B $11400 $12000 D $12400

7 A suspense account has a %MSO debit.

What has caused this balance in the suspense account?

A motor exﬁ&)se
as a credit,

295, correctly entered in the cash book, and posted to motor expenses

B motor expenses of $225, entered in the cash book as a receipt and posted to motor
expenses as a credit

C motor expenses of $450, correctly entered in the cash book, and posted to motor vehicles as
a debit

D motor expenses of $675, entered in the cash book as a credit of $225 and posted to motor
expenses as $225 debit

© UCLES 2016 9706/12/0/N/16 [Turn over
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8 An item of capital expenditure has been incorrectly treated as revenue expenditure in the
financial statements of a business.

What is the effect of this error on the financial statements of the business?

assets profit
A overstated overstated
B overstated understated
C understated overstated
D understated understated

9 A company pays or receives the following amounts on the last day of its financial year.

$
deposit paid to a supplier 6500
rental income received in advance 8000
loan repayment 3000
payment for last month’s sales commission 900

Which of these amounts will be included .as “othér receivables in the statement of financial
position?

A $6500 B $14500 ®$17500 D $18400

10 A sole trader provides the fc@@oaation.

start of year end of year
$ $
b 4

totdl assets 100000 135000

total liabiliti€s excluding owner’s capital (35000) (40000)
During the year the owner took drawings of $18000.
What was the profit for the year?
A $12000 B $30000 C $35000 D $48000

© UCLES 2016 9706/12/0O/N/16
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11

12

13

5

A trader did not keep full accounting records. The following information was available for 2015.

$
trade payables on 1 January 32785
trade payables on 31 December 43630

payments to suppliers during the year 72830

discounts received during the year 3450

What was the value of purchases?

A $58535 B $65435 C $80225 D 3$87125

A partnership admits a new partner.
Which statement is correct?

A Profits will always be shared equally following the new parner's admission.
B The new partner will always benefit if assets are later revalued upwards.
C The new partner must always contribute capital to the partnership.

D The new partner will always pay for a share of partnership goodwill.

X, Y and Z are in partnership sharing the profits and losses in the ratio of 2:2:1.

At 31 December the following informati @vailable.

X Y Z

$ $ $
capital account balances 100000 100000 50000
current t balances 20000 15000 (5000)

On 31 December Z
There is no goodwill.

s from the partnership. Total assets are revalued upwards by $45000.

How much will Z be paid on his retirement?

A 354000 B $59000 C $60000 D $65000

© UCLES 2016 9706/12/0/N/16 [Turn over
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14

15

16

6

The following information relates to a partnership.

$
profit from operation 90000
loan interest 3200
interest on drawings 6000
drawings 40000
interest on capital 11000

What is the residual profit to be appropriated amongst the partners?

A $41800 B $69800 C $81800 D $91800

A partnership earned an average profit during the year of $15000 per month.

Halfway through the year D and E were joined by a new partner F and profits were shared
equally before and after the change. In the first half of the yearDitransferred his private vehicle to
the partnership at a valuation of $12000. D’s drawings amounted to $60 000 during the year.

What was the increase in D’s current account balance during the year?

A $15000 B $30000 C $75000 D $87000

How would a transfer to general reserve andithe issue of shares at a premium affect the revenue
reserves of a limited company? %

transfer to is ares
general reserve Qt emium

A decrease decrease
B dgge increase
C no:e‘ffect increase
D no effec no effect

© UCLES 2016 9706/12/0O/N/16
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17 A company is formed with the issue of 100000 6% non-cumulative preference shares of $1 each
and 300000 ordinary shares of $1 each issued at a premium of $0.20.

It earned profits of $3000, $16 000 and $31000 in the first three years of trading. The directors
wish to pay an ordinary dividend of 5% each year when possible.

What value of ordinary dividends does the company actually pay in years 2 and 37

year 2 year 3

$ $
A 7000 15000
B 7000 18000
C 10000 15000
D 10000 18000

18 A company had an issued share capital of 400000 ordinary sharesyof $1 each. It then made a
bonus issue of one share for every five held. This was later follewed by a rights issue of one
share for every three held.

What was the balance on the share capital account after.these transactions?

A $480000 B $533333 C $613383 D $640000

19 Which action will increase the equity of a limitedi€company?

A creating a general reserve
B issuing bonus shares @Q
C issuing debentures

D

issuing non-redeemable preference shares

X

20 Which action |€aves t e of working capital unchanged?

A disposal of a non-current asset

B issuing shares for cash

C purchasing goods for resale on credit
D

writing off an irrecoverable debt

© UCLES 2016 9706/12/0/N/16 [Turn over
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21 Owusu Limited has a constant level of annual sales and a constant gross margin. Each year the
inventory increases.

Which effects does this have on the inventory holding period and on inventory turnover?

inventory holding inventory turnover
(in days) (times)
A decrease decrease
B decrease increase
C increase decrease
D increase increase

22 A business uses the AVCO method of inventory valuation.

The following transactions took place.

1 March | purchased 1000 units at $65yp€er unit
2 March | purchased 1200 units‘@t'$66 per unit
4 March | sold 1850 units at $68 per unit

What was the value of closing inventory?

A $22750 B $22941 C_$23100 D $23800

23 A manufacturing company emplo
40-hour week. To meet a speci
premium of 40% over basic 0

orkers who are paid a basic rate of $30 per hour for a
, the workers each worked 50 hours and were paid a
e overtime.

What was the value of wages paid to meet the special order?

A $30000,*¢ 32400 C $33600 D $42000

4

24 A manufacturing business is currently operating at full capacity.

As part of an expansion programme to increase production capacity, the business intends to
employ an additional factory supervisor.

How are total supervisory salaries classified?

A fixed cost

B semi-variable cost
C stepped cost
D

variable cost

© UCLES 2016 9706/12/0O/N/16
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25 In a manufacturing business the following could occur.

Which situations would result in an under absorption of overhead expenditure?

A

1 Actual overheads paid are less than budgeted overheads.

2 Actual overheads paid are more than budgeted overheads.
3 Actual units produced are less than budgeted units.
4

Actual units produced are more than budgeted units.

1and 3

1 and 4

C 2and3

D 2and4

26 A company makes and sells a single product for $12 per batch.

The variable cost is $4 per batch.

Fixed costs have been absorbed based on a normal activity level™of 1000 batches at
$3 per batch.

What is the profit under marginal costing if the company makes‘@ndssells 1500 batches?

A $6000

B $7500

D™ $12000

27 The following information was provided about a product.

C $9000
selling price unit $50
variable éunit $26
tota sts $10000
an 1800 units

If the selling price increases only demand changes.

A ¢
When the séllingypric

What was the decrease in demand?

A 214 units

B 300 units

C 571 units

D 657 units
© UCLES 2016

9706/12/0O/N/16

ased by $4 profit fell by $1200.
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28 A business that uses flexible budgets shows the following:

What are fixed costs?

A

units of output 100000 110000
total fixed and variable costs $400000 $425000
$125000 B $150000 C $250000 D $275000

29 A company makes a product for which the following information is given.

Total fixed costs are $40 000.

per unit
$
selling price 100
direct materials 40
direct labour 30

Planned production is 1000 units.

Which action should the company take to break-even?

A

B
C
D

30 What is the ohjecti
‘ a

A

B
C
D

decrease direct labour cost by 30%

decrease direct material cost by 253@

increase direct labour cost by Q
increase direct materiath 5%

to determine nex

production

to determine next year’s profits

to motivate the manufacturing staff

system of budgetary planning and control?

to provide a system for communication, coordination and control

© UCLES 2016

9706/12/0O/N/16
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Multiple Choice

1. Which transaction applies the matching concept?

A A machine acquired on long-term rental is
included in non-current assets.

B Computer equipment is depreciated over two
years.

C A building is revalued following a fall in
property prices.

D A waste-paper basket is treated as revenue
expenditure.

EXPLANATION

Computer is non-current assets which provide
benefits for more than one year, so its cost is
allocated over two years.

Answer: B

2. A disposal account is used to record the sale of
a non-current asset. i
Which transactions are recorded on the credit
side of the disposal account?

A cost, loss on disposal and sale proceeds
B cost, profit on disposal and sale proceeds

C depreciation, loss on disposal and sale
proceeds

D depreciation, profit on disposal and sale
proceeds

EXPLANATIO,

Accumulated Depreciation, sale proceeds and lo
disposal appear on credit side of disposal

er: C

3. The following information w
disposal of a machirefp

g
*

accumulated depreciation

‘available for the

profit on disposal
sale proceeds

What was the original cost of the machine?
A $22 500 B $38 700
C $112 500 D $128 700

EXPLANATION

Net book value = sale price (75600) — profit (8100)
= 67,500 )

Cost = net book value + accumnulated depreciation
= 67,500 + 45,000 = 112500

Answer: C

4. A printing company installed a large printing press.

Which costs are capital expenditure in the first
year of its operation? ,

1 installation of the press #"%
2 depreciation of the pressy
3 repairs to the pregs & '\
4 upgrades to the press. ~‘::{‘.
A 1and2 Byt and 4
C 2and3 D 3and4
\ ¢ EXPLANATION

All expenditurqg‘&dding value and to bring non
current assels' into useable condition are capital
expenditures. 4

L a Answer: B

£I% & W
22

%

e %

he")}.ear-end balance in the cash book was
3 780. This was different from the balance on

e bank statement. The difference was due to the
following items.

$
bank charges 216
a customer’s cheque which was dishonoured | 1375
a bank error meant a cheque was incorrectly | 560
debited to the bank account

What should be the value of bank in the statement
of financial position?

A $21629 B $22 189
C $25 371 D $25 931
EXPLANATION

Given balance (23,780) — bank charges (216)
- dishonoured cheque (1,375) = $22,189

Note: Bank errors don't affect cash book balance,
and updated balance as per cash book is included in
financial statements.

Answer: B
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6. At the end of the year, the balance on a firm’s
sales ledger control account was $12-900. The
total of the customers’ accounts in sales ledger
was $11 900.

The following errors were then discovered.
1 A customer's account had been undercast
by $700.
2 A contra with a supplier in the purchases

ledger of $200 had only been entered in
the sales ledger control account.

3 The discount allowed column in the cash
book totalled $500. This had not been
posted to the nominal ledger.

What was the correct balance on the sales ledger
control account?

A $11200 B $11 400
C $12000 D $12 400
EXPLANATION

$12900 - $500(Discount allowed omitted from
control account) = §12400

Note: Other errors do not affect control account bal-
ance although affect total sales ledgers balances.

Answer: D

7. A suspense account has a balance of $450 debit.

What has caused this balance in the suspense
account?

A motor expenses of $225, correctly entered in
the cash book, and posted to motor expenses
as a credit

B motor expenses of $225, entered in the cash

book as a receipt and posted to motor
expenses as a credit

C motor expenses of $450, correctly entered in-=

[

the cash book, and posted to motor vehic!
as a debit

D motor expenses of $675, entered i
book as a credit of $225 and post
expenses as $225 debit

o 4
Although correct recording in c boo
expenses account has been credited ins
as a result of that, total of credit column exceeds debit
column by $450.

Answer: A

8. An item of capital expenditure has been incorrectly
treated as revenue expenditure in the financial
statements of a business.

What is the effect of this error on the financial
statements of the business?

‘ assets profit
A overstated overstated
B overstated understated
C understated overstated
D understated understated

EXPLANATION

Capital expenditures are to be treated as non current
assets, so Non currents are understated.

Wrong treatment as revenue expenditure increases
expenses in income statement so profit is understated.

Answer: D

9. A company pays or receives the following amounts
on the last day of its financial year.

deposit paid to a supplier
rental income received in advance

loan repayment

Which of these amounts wilﬁ%i : sluded as other
receivables in the sta inancial position?
A $6500

C $17500

$14 500

(\“D $18 400
72N EXPLANATION

Deposit paie
income is
liabiliti

Answer: A

ole trader provides the following information.

start of year | end of yeas
, $
total assets 100000 135000
total liabilities excluding
owner’s capital (35000) (30099)

During the year the -owner took drawings of $18000.
What was the profit for the year?

A $12 000 B $30 000
C $35 000 D $48 000
EXPLANATION
Profit

= Closing capital + Drawings — Opening Capital
= ($13,5000 — $40,000) + ($18,000) — ($100,000 - 35,000)
= 95,000 + 18000 - 65000 = 48000

Answer: D
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11. A trader did not keep full accounting records. The

following information was available for 2015.

$

trade payables on 1 January 32785
trade payables on 31 December 438630
payments to suppliers during the year 72830
discounts received during the year 3450

What was the value of purchases?

A $58535 B $65 435

C $80225 D $87 125

EXPLANATION
Purchases

= Payments ($72830) +Closing Payables ($43630) +
Discount ($3450) — Opening Payables ($32785)

Answer: D

12. A partnership admits a new partner.
Which statement is correct?

A Profits will always be shared equally following
the new partner's admission.

B The new partner will always benefit if assets
are later revalued upwards.

C The new partner must always contribute capital
to the partnership.

D The new partner will always pay for a share
of partnership goodwill.

EXPLANATION

Profit on revaluation should be shared among old
bartners only so if assets are revalued later, then
new partner would also get share of profit on
revaluation.

13. X, Y and Z are in partnership s
and losses in the ratio of 2:

At 31 December th&ﬁono
available. v’

®

proiits

ation is

X 67 Z

$ $ $
capital account balances {100000 {100000| 50 000
current account balances | 20000| 15 000 | (5 000)

On 31 December Z retires from the parinership.
Total assets are revalued upwards by $45 000.
There is no goodwill.

How much will Z be paid on his retirement?

A $54 000 B $59 000
C $60 000 D $65 000

EXPLANATION

Capital Account balance ($50000) — Current account
debit balance ($5000) + share of Revaluation profit

($45,000%£) =s54000
Answer: A

14. The following infermation relates to a partnership.

$
profit from operation S0 000
ican interest 3200
interest on drawings 6000
drawings 40000
interest on capital 11 000

What is the residual profit to be appropriated
amongst the partners?

A $41 800 B $6 @
C $81 800

Residual Profit = Profit fr
loan interest (33,200) + i
~ Interest on Capil,

reston drawings ($6,000)

Answer: C

15. A partnél

000 per month
ifway through the year D and E were joined by
partner F and profits were shared equally
@ore and after the change. In the first half of the
ear D transferred his privaie vehicle to the
partnership at a valuation of $12000. D’s drawings

amounted to $€0 000 during the year.

What was the increase in D’s current account
balance during the year?

arned an average profit during the

A $15 000 B $30 000
C $75000 D $87 000
EXPLANATION

Profit for the year (12 X $15000) = $1 80,%00
Profit for each balf of the year $90,000
D's share of profit = (§90,000x %) + (3‘90, 000 % é-)

= §75,000
Increase in current account
= share of Profit — Drawings
=§75,000 - $60,000 = §15000

Answer: A
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16. How would a transfer to general reserve and the
issue of shares at a premium affect the revenue
reserves of a limited company?

transfer to issue of shares
general reserve at a premium
A decrease decrease
B decrease increase
c no effect increase
|:D no effect no effect
EXPLANATION

Transfer to general reserve increases general reserves
and decreases retained earnings, But overall revenue
eserves remains unchanged. Issue of shares involve
share premium i.e. capital reserve.

Answer: D

17. A company is formed with the issue of 100 000
6% non-cumulative preference shares of $1 each
and 300 000 ordinary shares of $1 each issued at
a premium of $0.20.

It eamed profits of $3000, $16 000 and $31 00
in the first three years of trading. The directors
wish to pay an ordinary dividend of 5% each year
when possible.

What value of ordinary dividends does the company
actually pay in years 2 and 3?

year 2 year 3

$ $
A 7000 15000
B 7000 18000
c 10000 15000
D 10000 18000

= §16,000 - (§100,000
= $10,000
3rd Year’s Dividends = $300,000 Xg%,
able to pay ordinary dividends s
dividends to be paid i.e. Profit ($5.1,000)
Dividends ($100,000 X 6%)

Answer: C

18. A company had an issued share capital of
400000 ordinary shares of $1 each. It then made
a bonus issue of one share for every five held.
This was later followed by a rights issue of one
share for every three held.
What was the balance on the share capital
account after these transactions?

A $480 000 B $533 333
C $613333 D $640 000

EXPLANATION

Share capital ($400,000) + Bonus Issue (400, 000 x %)
+Right issue (480, 000 % f) = $640,000

Answer: D

19. Which action will increase the equity of a limited
company?
A creating a general reserve

issuing bonus shares

issuing debentures

issuing non-redeemable preference shares

OO w

EXPILANATION

Non redeemable shares are part of equity.

Answer: D

26. Which action leaves the value of workin
unchanged?

A disposal of a non-current ass

B issuing shares for cash @,

C purchasing goods for re & credit:
D over ebt

R EXPLANATION

edit ‘increases inventory i.e.

Answer: C

imited has a constant level of annual
and a constant gross margin. Each year the
tory increases.

iz Which effects does this have on the inventory

holding period and on inventery turnover?

inventory holding | inventory turnover
(in days) (times)
A decrease decrease
B decrease increase
C increase decrease
b increase increase
EXPLANATION

Due to constant sales & Margin, Cost of sales remain
constant. Increased Inventory level increases average
inventory. Inventory turnover (times) decreases due
to increased denominator and Inventory holding
increases due to increase in numerator.

Answer: C
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22. A business uses the AVCO method of inventory 25. In a manufacturing business the following could
valuation. occur.

The following transactions took place.

1 March
2 March
4 March

purchased 1000 units at $65 per unit
purchased 1200 units at $66 per unit
sold 1850 units at $68 per unit

What was the value of closing inventory?

A $22750 "B $22 941
C $23100 D $23800

EXPLANATION

Value of inventory = (1,000 x $65) + (1,200 x $66)
=8144,200
$144,200
2,200
Closing inventory = (2,200 — 1,850) x §65.5454
=$22,941

Average cost = =$§65.5454

Answer: B

23. A manufacturing company employs 20 workers
who are paid a basic rate of $30 per hour for a
40-hour week. To meet a special order, the workers
each worked 50 hours and were paid a premium
of 40% over basic rate for the overtime.

What was the value of wages paid to meet the
special order?

A $30 000 B $32 400
C $33600 D $42 000
EXPLANATION

First 40 basic bours are to be paid as per basic 1,

(20 X 40 X $30) = $§24,000 @

Overtime i.e. 10 hours are to be paid at pr
(20 X 10 X §42) = $8,400

Answer: B
9

Total ($24,000 + $8,400) = $32,400)

o 4
24. A manufacturing busws is
full capacity.

As part of an expansion programme to increase
production capacity, the business intends to empioy
an additional factory supervisor.

How are total supervisory salaries classified?
A fixed cost B
C stepped cost

ly operating at

semi-variable cost
D variable cost

EXPLANATION

Supervisor control certain number of employees
capable of certain production level.

Answer: C

1 Actual overheads paid are less than bud-
geted overheads.

2 Actual overheads paid are more than
budgeted overheads.

3 Actual units produced are less than
budgeted units.

4 Actual units produced are more than
budgeted units.

Which situations would result in an under absorp-
tion of overhead expenditure?

A 1and3 B 1and4
C 2and3 D 2and 4 R
EXPLANATION

Under absorption is due to actual overheads greater -

than budgeted overbeads & Budgeted activity greater -
than actual activity. SRR

¢

26. A company makes and sells a snngle product for=-

$12 per batch. &
The variable cost is $4 per batch

Fixed costs hgue.,been absorbed based on a ~

normal activityslevellof 1000 batches at $3 per
batch. 7 QL 3

What is_tesprofit under marginal costing if the
company makes and sells 1500 batches?

.Af 36000 B §7500

’C $9000 D $12000
EXPLANATION
[ Contribution ($12 — $§4) X 1,500 = §12,000

rofit = Contribution — Fixed Costs
= (812,000) — (1000 % $3)

Answer: C

27. The following information was provided about a

product.
selling price per unit $50
variable cost per unit $26
total fixed costs $10000
demand 1800 units

If the selling price increases only demand changes.

When the selling price increased by $4 profit fell
by $1200.

What was the decrease in demand?

A 214 units
C 571 units

B 300 units
D 657 units

i
ﬂ.'Answer: c



A Levet Accdiing

November 2016 Paper 1 © page 6

EXPLANATION

Existing Profit [1,800 X (850 — $26) - Fixed cost
($10,000)] = 833,200

If selling price increases by $4 so unit contribution
also Increases by $4.

New profit ($33,200 - $1,200) = $32,000
Total New Contribution ($32,000 + $10,000) = §42,000

( 842,000 J

New volume = 1,500 units

Decrease in demand (1,800 — 1,500) = 300 units

Answer: B

28. A business that uses flexible budgets shows the

following:
units of output 100000 | 110000
total fixed and variable costs | $400000 | $425000
What are fixed costs?
A $125 000 B $150 000
C $250 000 D $275 000
EXPILANATION

change in total costs

Variable cost per unit =
change in activity

_ (825,000
10,000

Total Fixed cost at 100,000 units = Total cost at 100,000
units ($400,000) — total variable cost at 100,000 units
(100,000 units X $2.50)

) = §2.50 per unit

Answer: B

EXPLANATION

Decrease in Direct material by 25% increases
contribution by $10, new contribution would be,
(8100 - $30 - $30)=3$40.

Total contribution would become (1000 units X §40)
= $40,000

Break even is when total contribution equals total
fixed costs.

Answer: B

30. What is the objective of a system of budgetary
planning and control?

A to determine next year's production
B to determine next year's profits

C to motivate the manufacturing staff
D

to provide a system for communication, coor-
dination and control

Budgeting provides multiple benefit:
control over activities , communicati

bierarchy and coordination bet var
deparitments. 2

>
&~

29. A company makes a product for whic 0

following information is given.

selling price
direct materials
direct labour

Total fixed costs are $40 000.
Planned production is 1000 units.

Which action should the company take to break-
even?

A decrease direct labour cost by 30%
B decrease direct material cost by 25%
C increase direct labour cost by 30%
D increase direct materials cost by 25%
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A business depreciates its non-current assets. It then includes them in the statement of financial
position at the net book value.

Which concept is the business following?

A duality
B prudence
C realisation
D

substance over form

Which item is capital income?

A bank interest received

B proceeds from sale of business premises
C rental income from property
D

sale of inventory to a customer

A company purchased a machine on 1 April 2017 for $25000. It was depreciated at 20% per
annum using the straight-line method. A full year’s depreciation is charged in the year of
purchase but none in the year of sale. On 30 June 2019 the machine was sold for $12500. The
company year-end is 31 December.

What was the profit or loss on the disposal of thefmachine?

A $1250 loss @
$1250 profit QQ

B
C $2500 loss Q
D $2500 profit

D ¢

2 o .y .
Why do businesses c depreciation on their non-current assets?
L 4

A to ensure that sufficient cash is available to replace the assets

B to show the realisable value of the assets in the statement of financial position
C to spread the cost of the assets over their estimated useful life
D

to show when the assets must be replaced
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A trader’s trial balance did not agree at the end of the financial period and a suspense account

was opened.

The following errors were discovered.

1
2

4

No entry had been made in the books of account for a purchase of inventory, $650.

Purchase of a vehicle by cheque had been credited to bank but debited to motor
expenses.

The discount received of $300 had been correctly recorded in the purchases ledger
control account and was debited to discount allowed account.

The purchases account for the year had been incorrectly totalled.

Which errors would affect the suspense account?

A

B
C
D

1,2and 3

1 and 3 only

2 and 4 only

3 and 4 only

The following financial information is available for a business.

$
draft profit fortheyear | 12650
closing i 52780

The following error has been di

Private fuel costs, $1930; haQen charged in the business motor expenses account.

What are the correc

igures for the year?

2.
profit fgr{‘fhe closing capital
$ $
A 10720 50850
B 10720 54710
Cc 14580 52780
D 14580 54710
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A sales ledger control account has a closing balance of $21 000.

It was discovered that a contra entry with the purchases ledger control account for $700 had
been incorrectly entered on the wrong side of the sales ledger control account.

What was the correct sales ledger control account balance?

A $19600 B $20300 C $21700 D $22400

A sole trader does not keep a complete set of books of account. He believes a staff member has
stolen some cash.

Which items will not be needed to calculate the amount missing?

1 cash in hand at the beginning and end of the year
2 owner’s drawings taken from the bank

3 cheques received from customers
4

totals of cash sales and cash purchases

A 1and4 B 2and3 C 2only D, 3only

A business provides the following information.

trade provision for
receivables doubtful debts
$ $

31 Decemberﬁ 46200 1386
31 DeceQ 48100 1924
Which statement must be correct?

A The rate Gﬁ)ro for doubtful debts has decreased.
The rate of’provis r doubtful debts has increased.

The value of irrecoverable debts incurred has decreased.

O O W

The value of irrecoverable debts incurred has increased.

On 1 March a company has prepaid $3600 for 12 months’ travel costs. It also has an outstanding
hotel bill of $180.

During March it pays the outstanding hotel bill and a further $700 for airline tickets for the month.
At 31 March it has an outstanding hotel bill of $220.

What is the correct cost of travel in the income statement for March?

A $920 B $1220 C $1400 D $4520
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A business owner provided the following information at the end of his first year of trading.

$
closing inventory 15000
total payments to suppliers 60000
amount owing to suppliers 5000
total receipts from customers 85000
amount owed by customers 10000
What was the gross profit for the year?
A $10000 B $15000 C $25000 D $45000

How should interest charged on a partner’s drawings account be treated?
A credited to the appropriation account

B credited to the income statement

C debited to the appropriation account

D debited to the income statement

X, Y and Z were in partnership, sharing profitssequally. When Z retired from the business the
assets were revalued. Goodwill was alscwed but was not retained in the books of accounts.

Which statement about Z's retiremeﬁorrect?
A Only X and Y’s capital a @il e adjusted for the revaluation.

Only X and Y’s capital achts will be adjusted for goodwill.

current account will form part of her retirement settlement.

" 4

B
C The balance on
D Zmay 6rilybe p

ash for her share on retirement.
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L and M are in partnership, sharing profits and losses in the ratio of 3:2. They have the following
current account balances.

L M

$ $
31 March 2019 3000 credit 4500 debit
31 March 2020 14 200 credit 6200 debit

The balances at 31 March 2020 are after taking into account the following.

L M

$ $
interest on drawings 1000 1500
interest on capital 3000 2000
drawings 10000 15000

What was the residual profit to be shared between L and M fonthe year ended 31 March 20207
A $24000 B $27000 C $29000 D" $32000

How is unpaid debenture interest recorded in thesfinancial statements of a company at the year
end? e

1 a current liability in the statementiof financial position

2 anon-current liability in
3 anexpense in the. atement
4 anitemin the sQnent of changes in equity

A 1and3 '1only C 2and3 D 2and4

ement of financial position
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16 On 1 December 2019 a company’s statement of financial position included the following.

$
ordinary shares of $5 each 2500000
share premium 850000
retained earnings 710000

2019

15 December  |paid an ordinary share interim dividend of $0.15 per share

23 December |made a bonus issue of 25000 ordinary shares

Reserves were kept in their most flexible form.

What were the balances on the revenue reserves and capital resefues¥accounts after these

transactions? )
revenue reserves capital reserves
$ $
A 335000 725000
B 335000 825000 o
C 635000 725000 £~ \ /
D 635000 825 00%7

17 A business sells goods at a unifo@%-up of 25%.

The following information is able.
oP $
&
M 4 sales revenue 120000

opening inventory 18000
purchases 95000

returns outwards 2000

What is the value of closing inventory?

A $15000 B $19000 C $21000 D $25000
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18 The rate of inventory turnover of a company has been calculated for two successive periods.

current period 5.6 times

previous period 4.8 times
The following statements have been made about the change.

1 Inventory is moving more slowly in the current period.
2 Inventory is moving more quickly in the current period.

3 Management of inventory has been more efficient in the current period.

Which statements may explain the change?

A 1and3 B 1only C 2and3 D 2only

19 The following items appear on a statement of financial position.

$
inventory 20000
cash and cash equivalents 3500
trade payables . 11000
provision for doubtful debis’ 500
The current ratio is 3:1. @
How much do the trade receivable
A $9500 B $1Q z C $12000 D $12500

20 Which costs are indj

1 onents used in a finished product
2 materials used for factory maintenance

3 raw materials used in a finished product
4

spare parts bought for factory machinery

A 1,2and3 B 1,2and4 C 2and4only D 3and4
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21 A business provided the following information.

budgeted overheads $20000
budgeted direct labour hours 2000
direct labour rate $20 per hour

A job used materials costing $45 and 6 hours of direct labour.
Overheads are charged on the basis of direct labour hours used.

What was the cost of the job before adding any profit?
A $105 B $165 C §$180 D $225

22 A business has produced the following estimates of labour costs for next @h

units produced 600 800
total labour cost $5690 $6170 0

What was the monthly fixed labour cost? @

A $480 B $1200 o $2640® D $4250

23 Why are service centre costs apportioned t@mtion departments?

A to act as a check on service cent gers

to ascertain whether service are cost effective

to ensure the servic s are included in selling prices

O O W

to minimise the tot f service centres

S 4

* S
*$

®
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The following data were available for a department for July.

budget actual
direct labour hours 40000 41950
machine hours 60000 60900
overheads $480000 $499200

What was the over or under absorption of overheads for July?
A $4200 over absorbed

B $4200 under absorbed

C $12000 over absorbed

D $12000 under absorbed

Which statements about marginal costing are correct?

1 It cannot be used as a basis to calculate contribuiion.
2 ltis useful for decision-making.

3 It recognises the importance of fixed cobts)

A 1and2 B 2and3 C #7 only, D 3only

$30000.

What are the total costs? g@

A $130000 B /$170000 C $175000 D $200000

D 4

What is not an::.‘s(ssu made in cost—volume—profit analysis?

A company with fixed costs of $5000Q@ contribution to sales ratio of 40% makes a profit of

A Unit fixed cost is’constant.

B Unit selling price is constant.
C Unit variable cost is constant.
D

Units produced are all sold.



138 11

The actual output for a business is lower than that forecast.
Which costs would normally still be the same as forecast?

1 fixed cost per unit
2 total fixed cost

3 total variable cost
4

variable cost per unit

A 1and?2 B 2and3 C 2and4 D 3and4

A manufacturer produces a single product. The following information is available.

$
selling price per unit 14
variable costs per unit 8 |
fixed costs per annum 96 000

There are plans to reduce the selling price by $3 per yhit afnd to reduce variable costs by $1 per
unit. Fixed costs will remain unchanged. g

What will be the new break-even point?

A 9600 units

B 12000 units @
C 24000 units QQ

D 48000 units Q

A company hasye introduced a system of budgetary control.
&
*Q
Workers have diven t wing reasons for failing to achieve the budget targets.

1 ‘We need more training.’
2 ‘The budget is unrealistic.’

3 ‘The budget needs to be changed to reflect actual conditions.

Which reasons should be considered when evaluating a worker’s performance?

A 1,2and3
B 2and3only
C 2only

D 3only
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Multiple Choice

1. A business depreciates its non-current assets. It
then includes them in the statement of financial
position at the net book value.

Which concept is the business following?
A duality

B prudence

C realisation

D substance over form

Prudence requires that revenues and profits are only included
in the accounts when they are realised or their realisation
is reasonably certain. This prevents profits from

being overstated.
Answer; B

2. Which item is capital income?

A bank interest received

B proceeds from sale of business premises
C rental income from property

D sale of inventory to a customer

Capital income is income received from the sale of non
-current assets of the business, such as the proceeds

received from selling a motor vehicle

017
num

s depre-
purchase but
June 2019 the
e company year-

3. A company purchased a machine on
for $25 000. It was depreciated at
using the straight-line metho |
ciation is charged in t
none in the year of s
machine was sold for
end is 31 Decembe

What wasﬂ@ pro

the disposal of the
. 4
machine? @
®

A $1250 loss
C $2500 loss

B $1250 profit
D $2500 profit

Accumulated depreciation

(825,000 X 20% X 2)=S$ 10,000

Net book value

Cost ($25,000) - Accumulated depreciation ($ 10,000)

Loss

Net book value ($15,000) - Sale value ($12,500) =
$2500

Answer: C

4. Why do businesses charge depreciation on
their non-current assets?

A to ensure that sufficient cash is available
to replace the assets

B to show the realisable value of the assets
in the statement of financial position

C to spread the cost of the assets over
their estimated useful life

D to show when the assets must be replaced

economic life.

Depreciation is the apportioning o%
cost of a non-current asset 0\@5 ul
0\£ }

Answer. C

No entry had been made in the books of
account for a purchase of inventory, $650.

2 Purchase of a vehicle by cheque had
been credited to bank but debited to motor
expenses.

3  The discount received of $300 had been
correctly recorded in the purchases led-
ger control account and was debited to
discount allowed account.

4  The purchases account for the year had
been incorrectly totalled.

Which errors would affect the suspense account?

A1,2and3
C 2 and 4 only

B 1 and 3 only
D 3 and 4 only

Error 1 is error of omission, error 2 is error of principle,
and both are errors do not affect the suspense account

Answer. D

6. The following financial information is available for

a business.
$
draft profit for the year 12650
closing capital 52 780




14rhe following error has been discovered.

Private fuel costs, $1930, had been charged in
the business motor expenses account.

What are the correct figures for the year?

profit for the year closing capital
$ $
A 10720 50850
B 10720 54710
c 14 580 52780
D 14 580 54710

Private fuel cost treated as expenses
Business expenses : overstated

Profit : understated.

Private fuel costs are treated as drawings. Profit
is understated but capital is not affected.

Answer- C

7. A sales ledger control account has a
closing balance of $21 000.

It was discovered that a contra entry with the pur-

chases ledger control account for $700 had been
incorrectly entered on the wrong side of the sales
ledger control account.

What was the correct sales ledger control
account balance?

A $19 600
C $21 700

B $20 300
D $22 400

decreased by double amount. ($21000 -$[2x7007)

T A
< &)ks of

8. A sole trader does not keep a com
account. He believes a staff mie
cash.

Which items will not

calculate the amdiint
oo 9
1 cash in fARd at t ing and end of
the year

2 owner's drawings taken from the bank
3 cheques received from customers
4 totals of cash sales and cash purchases

A1and4
C 2 only

B2and3
D 3 only

Transactions 2 & 3 relate to bank account instead
of cash.

Answer: B

9. A business provides the following information.

trade provision for
receivables | doubtful debts
$ $
31 December 2018 46200 1386
31 December 2019 48100 1924

Which statement must be correct?

A The rate of provision for doubtful debts
has decreased.

B The rate of provision for doubtful debts
has increased.

C The value of irrecoverable debts incurred
has decreased.

D The value of irrecoverable debts incurred
has increased.

Rate of provision at 31 December@

2018 ($1386/$46200) x 100

Rate of provision ath )
$1924/$48 1@

10. ch a company has prepaid $3600 for 12
travel costs. It also has an outstanding
bill of $180.

Answer B

Quring March it pays the outstanding hotel bill

Because receivables is wrongly increased it should%

and a further $700 for airline tickets for the month.

At 31 March it has an outstanding hotel bill of
$220.

What is the correct cost of travel in the income
statement for March?

A $920
C $1400

B $1220
D $4520

Outstanding bill of $180 on 1 March represents
February’s expense

Travel cost = ($3600/12) + $700 + $220 = $1220

Answer B
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11. A business owner provided the following
information at the end of his first year of
trading.

S
closing inventory 15000
total payments to suppliers 60 000
amount owing to suppliers 5000
total receipts from customers 85 000
amount owed by customers 10000

What was the gross profit for the year?

A $10 000 B $15 000
C $25 000 D $45 000

Sales ($85,000 + $10,000) - purchases ($60,000 + $ 5000) +

closing inventory ($15,000) = Gross profit

14. L and M are in partnership, sharing profits and
losses in the ratio of 3 :2. They have the following
current account balances.

L M

$ $
31 March 2019 3000 credit 4500 debit
31 March 2020 | 14200 credit 6200 debit

The balances at 31 March 2020 are after taking
into account the following.

L M

$ $
interest on drawings 1000 1500
interest on capital 3000 2000
drawings 10000 15000

What was the residual profit to be shared between
L and M for the year ended 31 March 20207

dAnswer. D A $24 000 B $27000
12 . How should interest charged on a partner's C $29 000 V4 D :332 990
drawings account be treated ? N
A credited to the appropriation account Currerit ;ccount
B credited to the income statement L M L M
C debited to the appropriation account Balance b/d 14500 |Balance b/d 3000
D debited to the income statement ¢ N
Intere;st on 1000.| “1500 Intqrest on 3000 2000
drawings 3 capital
Interest on drawings is added to profit by Drawing 10,00'0 15,000 [Share of profit (19,200 | 12,800
crediting the appropriation account and then Balance.c/d 1’4,200 Balance c/d 6200

debited in the current account.

Answer. A

13. X, Y and Z were in partnership, sharing
equally. When Z retired from the busi
assets were revalued. Goodwill was lued
but was not retained in the books of aceounts.

Which statement about Z*s retirement is correct
? A Only X and Y’QQpita ts will be ad-
justed for the reratio y

B Only X and Y’s cabital acc
adjusted for goodwill.

ill be

C The balance on Z’s current account will form
part of her retirement settlement.

D Z may only be paid in cash for her share
on retirement.

Retiring partner’s total investment i.e. capital +
current + loan, must be settled at the time of retirement.
Z’s capital account should also be adjusted for revalu
- ation & goodwill.

Answer: C

%idual profit = $19,200 + $12,800 = $32,000
Answer: D

15. How is unpaid debenture interest recorded in the
financial statements of a company at the year
end?

1 acurrent liability in the statement of finan-
cial position

2 anon-current liability in the statement of
financial position

3 an expense in the Income statement

4 anitem in the statement of changes in

equity
A 1and3 B 1 only
C 2and3 D2and 4

Unpaid interest on debentures is an accrued expense. It is
recorded as follows.

Income statement: expense
Statement of financial position: current liabilities

Answer A
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16. On 1 December 2019 a company’s statement of
financial position included the following.

$
ordinary shares of $5 each 2 500000
share premium 850000
retained earnings 710000

2019

15 December | paid an ordinary share interim

dividend of $0.15 per share

made a bonus issue of 25000
ordinary shares

23 December

Reserves were kept in their most flexible form.

What were the balances on the revenue reserves
and capital reserves accounts after these transac-

tions?
revenue reserves | capital reserves
$ $
A 335 000 725 000
B 335000 825 000
Cc 635 000 725 000
D 635 000 825 000

Interim dividends of $75,000 (500,000 shares x $0.15) is
paid from retained earnings , so the remaining retained
earning is $635,000

The bonus issue of $125,000 (25,000 shares X $5) is
financed from share premium . The remaining share
premiumis $725, 000

Answer:

17. A business sells goods at a uniform marl
25%.
The following information is availab,

sales revenue

opening jgy’e’ ory
® 0
2000

purchases
returns outwards

What is the value of closing inventory?

A $15 000 B $19 000
C $21 000 D $25 000

A 25% markup rate produces a gross margin
percentage of only 20%.

Margin = Markup / (1+Markup)
=0.25/(1+0.25)
=0.20

Cost of sales= 20 % Sales ($120,000) x 80%
Cost of sales= $96,000

Opening inventory ($18,000 )+ Purchases ($95,000 ) -
return outwards ($ 2000 ) - closing inventory (to be
determined) = Cost of sales ($96,000)

Answer A

18. The rate of inventory turnover of a company has
been calculated for two successive periods,

5.6 times
4.8 times

current period
previous period

The following statements have been made about
the change.

1 Inventory is moving more slowly in the
current period.

2  Inventory is moving more quickly in the
current period.

3 Management of inventory has been more
efficient in the current period.

Which statements may explain the change?

A1and3
C2and3

B 1 only
D 2 only

Increase in rate of inventory turnover i dg !’that the
business is able to sell more often quickly .
Management of inventory has b icient in the
current period.

L/
19. The following items &on a statement of
financial positia 9
$

Answer: C

inv 20000
cash equivalents 3500
&ayables 11 000
ovision for doubtful debts 500

@e current ratio is 3 :1.
H

ow much do the trade receivables owe?

B $10 000
D $12 500

A $9500
C $12 000

Current assets ($11,000 x 3) = $33,000

Total Current assets ($33,000) - Inventory ($20,000)
- Cash ($3500) = $9500

$9500 + Provision for doubtful debts ($500) =
Trade receivables ($10,000)

Answer: B

20. Which costs are indirect?
1 bought-In components used in a finished
product
2 materials used for factory maintenance
3 raw materials used in a finished product
4  spare parts bought for factory machinery

A1,2and 3 B 1,2and4
C 2 and 4 only D3and 4



144

C to ensure the service centre costs are
included in selling prices

Indirect costs are items of expenditure that
cannot easily be identified with a specific
saleable cost unit.

D to minimise the total costs of service centres

Selling price must be based on total cost of business

Answer: C
Answer: C
21. A business provided the following information.
budgeted overheads $20000 24. The following data were available for a depart

budgeted direct labour hours 2000 - ment for July.

direct labour rate $20 per hour budget actual
A job used materials costing $45 and 6 hours of direct labour hours 40000 41950
direct labour. machine hours 60000 60900

Overheads are charged on the basis of direct overheads $480000 | $499 200
labour hours used.

What was the over or under absorption of

Wha'lt was the cost of the job before adding any overheads for July?
profit?
A $105 B $165 ';z‘z(;govzr absorb
C $180 D $225 under
C $12000eve
D $12000 \ rbed
Overhead absorption rate

apital intensive , machine hours > labour hours , so

—_Budgeted overheads ($20,000 _ _ $10 per labour hour Produ
orption rate should be based on machine hours.

jBudgeted labour hours (2000) overheads

Cost of the job = Material ($45) + labour (6 hours vegheads absorption rate
X $20) + overheads (6 hours X $10) = $225 » Blideeted overheads ($480,000)

Budgeted machine hours (60,000 )

= $8 per machine hour

Absorbed Overheads (60,900 hours x $8)=$487,200

Actual overheads ($499,200 ) > Absorbed Overheads ($ 487,200)
=under absorption of $12,000

22. A business has produced the following es
of labour costs for next month.

units produced 600
total labour cost $5690

What was the mon

A $480
C $2640

Answer. D

25. Which statements about marginal costing are correct?

1 It cannot be used as a basis to calculate contribution.

2 ltis useful for decision-making.

APV . . )
Variable deper ! 3  ltrecognises the importance of fixed costs
*

Change in total cost$6170 - $5690)
‘Change in activity ($800 - $600)

A1and?2 B2and3
C 2 only D 3 only

Fixed cost
Total cost ($5690) -

Total variable cost (600 X $2.4) =$4250

Marginal costing is a decision-making technique used
Answer D b :
y management accountants. It is based on the extra
costs incurred and the extra revenue generated by the

production and sale of an additional unit of output.

23. Why are service centre costs apportioned to Marginal costing makes a clear distinction between
production departments? fixed and variable costs. When using marginal costing
, no attempt is made to allocate or apportion any fixed
A to act as a check on service centre managers costs incurred by cost centres or cost units. Answer: C

B to ascertain whether service centres are cost
effective
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26. A company with fixed costs of $50 000 and a
contribution to sales ratio of 40% makes a profit
of $30 000.

What are the total costs?

A $130 000
C $175 000

B $170 000
D $200 000

Calculate contribution

Profit ($30,000) + fixed costs ($50,000) = Total contri-
bution ($80,000)

Calculate sales
Total contribution ($80,000) =
40% of sales

Sales = $200,000

Calculate total cost
Total cost=Sales ($200,000) - Total profit ($30,000)
=$170 000 Answer B

27. What is not an assumption made in cost-volume-

profit analysis?
A Unit fixed cost is constant.

B Unit selling price is constant.
CUnit variable cost is constant.
DUnits produced are all sold.

Unit fixed cost is assumed to be constant.

28. The actual output for a business is lo
that forecast.

Which costs would normally sti
as forecast?

1 fixed cost perdinit
>

2 total fixed costdp

3 total variable 5ost

me

4 variable cost per unit
A1and?2 B2and 3

C2and4 D3and4

Total fixed cost and Variable cost per unit
remain same at different activity levels
Fixed cost per unit increases with a decrease in

activity. Total variable costs decreases with a decrease
in activity

Answer C

&

29. A manufacturer produces a single product. The
following information is available.

S
selling price per unit 14
variable costs per unit 8
fixed costs per annum 96 000

There are plans to reduce the selling price by $3
per unit and to reduce variable costs by S1 per
unit. Fixed costs will remain unchanged.

What will be the new break-even point?

B 12 000 units
D 48 000 units

<

A 9600 units
C 24 000 units

New selling price ($14 - $3) =$11
New variable cost ($8 - $1) = $7
New unit contribution ($11 - $7) = $4

New Break even =§-9-§-(-)9_- =24 ()

$4
‘\
30. A company@&tly introduced a system of

Answer. C

Workers e ‘given the following reasons for

e the budget targets.

e need more training.’

The budget is unrealistic.’

The budget needs to be changed to
reflect actual conditions.

Which reasons should be considered
when evaluating a worker’s performance?
A1,2and 3 B 2 and 3 only
C 2 only D 3 only

The ability to achieve targets is associated with
training.

Answer A
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1 Which concept is identified by the accounting equation assets = capital + liabilities?

A business entity
B duality
C going concern

D realisation

2 What are causes of depreciation on non-current assets?

1 change in its cost of repair
2 change in its market value

3 changes in technology
A 1and?2 B 1only C 2and3 D 3only
3 June purchased a new machine. She depreciated it at a r'ate’ off40% per annum using the
reducing balance method. After two years its net book value was $3600.

What was the purchase price of the machine?

A $7056 B $9216 C $10000 D $22500

4 The following information relates to the miéor vehicles of a business.

ary 2018 31 December 2018
$ $

net book VQ 398 000 480000

During 2018 the following occurred.

+9
1 AG’QLtion or vehicles costing $195 000 were purchased.

2 A motorVehicle (original cost $80000) was sold for $24 000 at a profit of $2000.

What was the depreciation charge for 2018?

A $87000 B $89000 C $91000 D $113000

© UCLES 2019 9706/12/M/J/19
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5 A book-keeper compared the business bank statement with the cash book. He then updated the
cash book and finally prepared a bank reconciliation statement.

Why was the bank reconciliation statement prepared?

A to ensure no transactions had been omitted from the cash book

B to establish the value of unpresented cheques

C to explain the difference between the cash book balance and the bank statement balance
D

to find out if any cheques had been dishonoured

6 On 31 December 2018, a business had the following balances.

$
sales ledger 12800
sales ledger control account 15200

Which error explains the difference between the two figures?

A A credit balance of $1200 was brought forward as a'debit balance in the sales ledger control
account.

B An irrecoverable debt of $2400 was omitted.in‘a customer’s personal account in the sales
ledger.

C Purchases returns, $1200, were wrongly.entered on the debit side of the sales ledger control
account. é

D Sales returns, $1200, were er@ twice in a customer’s personal account in the sales
ledger.

7  The provision for doubtful debtgat 1 January 2018 was $1580.

Trade receivalges 1 December 2018 were $44750. This included a debt of $12500,
considered irree@vera

The provision for doubtful debts was to be maintained at a rate of 5%.

Which entry for doubtful debts was included in the income statement for the year ended
31 December 20187?

A $32.50 expense
B $32.50 income

C $657.50 expense
D $657.50 income

© UCLES 2019 9706/12/M/J/19 [Turn over
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8 Which statements about valuing inventory are correct?

1 Any charges for carriage inwards should be included in its cost.
2 Cost should always be compared with the net realisable value.

3 Cost should always be compared with replacement price.

A 1,2and3 B 1and2only C€C 1and3only D 2and3only

9 A sole trader calculated a draft profit for the year of $56 750.

He then discovered that discounts received of $580 and discounts allowed of $665 had been
recorded on the wrong sides of their respective accounts.

What is the correct profit for the year?

A $56580 B $56665 C $56835 D $56920

10 Which item will not appear in the income statement of a sole tfrader?

A accounting charges
B bank loan interest

C director’s fee
D

rental charge for machinery

11 XandY are in partnership sharing p@losses in the ratio 2:1.
Z will be admitted with the follqu

Profit and loss sharing ratio will be 2:1:2 respectively.

rrangements.

Good’w‘ill i ued at $90 000. Z will pay the partners for his share of the goodwiill.
&
How much will Z'pay

A $18000 B $24000 C $45000 D $60000

12 D, E and F are in partnership, sharing profits in the ratio 2:2:1.
D is allowed an annual salary of $10000.
E has made a loan to the partnership on which the partnership pays interest of $5000 each year.
Profit for the year before appropriation was $150000.

What was F’s total share of profit for the year?

A $27000 B $28000 C $29000 D $30000

© UCLES 2019 9706/12/M/J/19
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L and M had been in partnership sharing profits and losses equally. P was admitted to the
partnership and the partners continued to share profits and losses equally. Goodwill was valued
at $48000 but the partners agreed that no goodwill account would be retained in the books of
account.

What were the accounting entries to record the goodwill?

A debit L capital account $16000, debit M capital account $16 000, credit P capital account
$32000

B debit P capital account $32 000, credit L capital account $16 000, credit M capital account
$16 000

C debit L capital account $8000, debit M capital account $8000, credit P capital account
$16000

D debit P capital account $16000, credit L capital account $8000, credit M capital account
$8000

Which items do not appear in a statement of changes in equity?

1 dividend paid
2 dividend proposed

3 loan interest

A 1and2only B 1,2and3 C _1only D 2and3only

On 1 January a company’s equity incIud@O 000 $1 ordinary shares.

The directors of the company the following:
1 March Magr ts issue of 20 000 ordinary shares at $1.25 each. The rights
iIssue'was fully subscribed.
1 June Made a bonus issue of 5000 ordinary shares.
1 Jul;/?, id an interim dividend of $0.10 on all of the shares in issue at that
’ e.

By how much did the bank account increase as a result of these transactions?

A $12500 B $17500 C $30000 D $37000

© UCLES 2019 9706/12/M/J/19 [Turn over
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16 The following balances are extracted from the books of J Limited.

30 April 2019 30 April 2018
$ $
ordinary shares of $0.50 each 700000 500000
share premium 90000 50000

How many ordinary shares have been issued during the year ended 30 April 2019?

A 200000 B 240000 C 400000 D 480000

17 Which action will increase a company’s current ratio?

A making an issue of bonus shares

B making a rights issue of shares e
C increasing the provision for doubtful debts . b
D reducing the rate of depreciation on non-current assets \

18 A trader wishes to set a selling price. &:
How does he use a mark-up? @
A by adding a percentage to the cost o

B by adding a percentage to the sellin

C by deducting a percentage fro ost

D by deducting a percent e selling price

© UCLES 2019 9706/12/M/J/19
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The following information is available for the year ended 31 December 2018.

$
revenue 800000
cost of sales (175000)
gross profit 625000
distribution costs (95000)
administrative expenses (35000)
profit from operations 495000
finance costs (5000)
profit for the year 490000

<

What was the operating expenses to revenue ratio?

A 16.25% B 16.88% C 21.88% I)°

On 1 January 2018 a business expected to have sales@ year ended 31 December 2018 of

$450000
Its non-current assets at that date were $306 00%

On 1 July 2018 it purchased new machine(at, cost of $180000, in order to increase its sales
by an extra $20000 each month. 0

What was the rate of non- current a nover in 20187 (Ignore depreciation.)

A 1.17 times

B 1.42times Q
C 144 times
D 174 tln?é'SoQ

© UCLES 2019 9706/12/M/J/19 [Turn over
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21 A business uses the First In First Out (FIFO) method to value its inventory.

The following inventory transactions took place during a month. There was no opening balance.

A

$1085

date receipts issues
units $ per unit units
1 July 100 15.50
6 July 100 15.60
10 July 80
20 July 50 15.80
25 July 100
What was the value of inventory at the end of the month?
B $1092 Cc $1102 D $1106

22 A business has two production departments: assembly and4machinery. The following budgeted

information is available.

A

B
C
D

assembly . machinery
labour hours ‘560:(5 Y 1350
machine hours 1200 6900
overheads 75000 $80000

What is the overhead absorption
$13.39 per labour hourQ

$19.14 per machine hour

$22.30 pérdabo
«;k:)

$62.50 per machi

r

the assembly department?

23 A shortage caused a business to pay more for its purchases of raw materials.

What is the effect of this?

o o W »

break-even point marginal cost contribution
decrease decrease increase
decrease decrease decrease
increase decrease increase
increase increase decrease

© UCLES 2019
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24 Which statement best describes a stepped fixed cost?

A It changes in direct proportion to changes in output.

B It changes in proportion to changes in prime cost.

C Itremains at a constant amount until output changes significantly.
D

It represents a constant amount of total cost.

25 A company produces less than it sells in a particular period.

Which statement is correct?

A Reported profit is the same whether absorption or marginal costing is used.

B Reported profit is the difference between absorption and marginal costing closing
inventories.

Reported profit is lower using absorption costing.

Reported profit is lower using marginal costing.

26 Which statements are true about the preparation of a break-even chart?

1 Costs are easily classified into fixed and variable.
2 Fixed costs always change as output’Changes.

3 The break-even point is clearly'seen.

A 1and2only B 1,2and3 2and3only D 3only

27 When a company had sale @)f $600000, its variable costs were $300000.
At the break-even point, its sales were $400 000.

How much praﬁdi € When sales were $600 0007?

A $100000 g 200000 C $300000 D $400000

28 A company provided the following information.

total sales $400000
production and sales (units) 10000
total costs $250000
total fixed costs $60000

What was the contribution to sales ratio?

A 37.5% B 47.5% C 52.5% D 62.5%

© UCLES 2019 9706/12/M/J/19 [Turn over
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29 Last year a company sold 2000 units and made a contribution of $50 per unit. Profit, after
deducting total fixed costs, was $60 000.

This year:

sales volume increased by 10%
contribution per unit decreased by 5%

total fixed costs increased by 25%.

What was the company’s profit this year?

A $45000 B $54500 C $60000 D $64500
30 Why do businesses prepare budgets?
1 to communicate plans z
2 to control activities bq,
3 toimprove co-ordination %

4  to prepare their annual financial statementv*

A 1,2and3 B 1,2and4 C 1,3ar® D 2,3and4

Q°Qe

© UCLES 2019 9706/12/M/J/19
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June 2019 Paper 1

Multiple Choice

1. Which concept is identified by the accounting
equation assets = capital + liabilities?

B duality
D realisation

A business entity
C going concern

Left side of equation shows resources of a
business and right side shows who provided them.

Answer: B

2. What are causes of depreciation on non-current
assets?

1 change in its cost of repair

2 change in its market value

3 changes in technology
A1and?2
C2and3

B 1 only
D 3 only

Repair is another expense due to asset usage , market
value may increase. Depreciation is a process of allo- cation of
costnot valuation.

Answer: D

3. June purchased a new machine. She depreci- ate
a rate of 40% per annum using the reducin

method. After two years its net book valu 0
What was the purchase price, of ?

A $7056 B $9216
C $10 000 - D $22 500
< ¢
If rate of depreciat,if{a) is cn net book value is
60% of cost. A

Cost x 60% x 60% = $3600

Answer. C

4. The following information relates to the
motor vehicles of a business.

1 January 2018 | 31 December 2018
$ $

398 000 480000

net book value

During 2018 the following occurred.

1 Additional motor vehicles costing
$195 000 were purchased.

2 A motor vehicle (original cost $80 000)
was sold for $24 000 at a profit of $2000.

What was the depreciation charge for 20187

A $87 000 B $89 000
C $91 000 D $113 000

Net book value at start ($398,000) + additions
($195,000)-disposal at NBV ($22,000) - depreciation
.(??) = Net book value at end ($4804000)

Answer: C

5. A book -keeper compared the business bank state -
ment with the cash book. He then updated the cash

book and finally prepared a bank reconcili - ation
statement:

Whyfiwas the bank reconciliation statement
prepared?
* "o ensure no transactions had been
omitted from the cash book
" B to establish the value of unpresented cheques

C to explain the difference between the cash book
balance and the bank statement balance

D to find out if any cheques had been
dishonoured

Bank reconciliation statement is prepared to explain
the difference between updated cash book and bank
statement balance.

Answer: C

6. On 31 December 2018, a business had the
following balances.

$
sales ledger 12 800
sales ledger control account 15200

Which error explains the difference between the
two figures?
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A A credit balance of $1200 was brought forward as a
debit balance in the sales ledger control account.

B An irrecoverable debt of $2400 was omitted in a
customer’s personal account in the sales ledger.

C Purchases returns, $1200, were wrongly entered
on the debit side of the sales ledger control
account.

D Sales returns, $1200, were entered twice in a

customer’s personal account in the sales
ledger.

By treating credit balance of $1200 as debit balance , Sales
ledger control account balance is overstated by $2400.

Answer: A

7. The provision for doubtful debts at 1 January 2018

was $1580.

Trade receivables at 31 December 2018 were $44
750 . This included a debt of $12 500, consid - ered
irrecoverable.

The provision for doubtful debts was to be
maintained at a rate of 5%.

Which entry for doubtful debts was included
in the income statement for the year ended
31 December 20187

A $32.50 expense B $32.50 income C $657.
50 expense D $657.50 income

Outstanding

receivables ($44,750 - $12,500) = $32,250.

Provision to be maintained ($32,250 X 5%)=$ 1612.5 Increase

in Provision ($1612.5 - $1580) = $32.50 to be shown as expcnse
in income statement. é

8. Which statements about valuin

0 Answer: A

ventory are
correct?

1 r carriage inwards should

3 Cost should always be compared with
replacement price.

A12and 3
C 1 and 3 only

B 1 and 2 only
D 2 and 3 only

Cost is the sum of expenditures incurred to bring goods into
saleable condition , including carriage inwards . Inventory is
valued at the lower of cost and net realisable value

Answer- B

9. A sole trader calculated a draft profit for the year

Of $56 750.

He then discovered that discounts received of $580
and discounts allowed of $665 had been recorded
on the wrong sides of their respective accounts.

What is the correct profit for the year?

A $56 580 B $56 665
C $56 835 D $56 920

$56,750 + ($580 X 2) - ($665 X 2) = $56,580

Answer: A

10. Which item will not appear in the income
statement of a sole trader?
A accounting charges
B bank loan interest
C director’s fee )
D rental charge for machinery

Director’s fee is an expemse of [imited company

Answer. C

11. X and’Y<are in partnership sharing profits and

losses‘inithe ratio 2:1.

Zawill“be admitted with the following new
arrangements.

Profit and loss sharing ratio will
respectively.

Goodwill is valued at $90 000. Z will pay the
partners for his share of the goodwiill.

How much will Z pay X?

A $18 000 B
C $45 000 D

$24 000
$60 000

X's share of goodwill when recorded :
$90,00x 2/3 = $60,000

X*s share of goodwill when written off :
$90,000 X 2/5 = $36,000

Net difference to be paid by Z to X :
($60,000 - $36,000) = $24,000

Alternatively, X's sacrifice ratio (old ratio -

new ratio)

Answer: B

is 4/15 x will receive $90,000 x 4/15 = $24,000

be2:1:2
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12. D, E and F are in partnership, sharing profits in
the ratio 2:2:1.
D is allowed an annual salary of $10 000.

E has made a loan to the partnership on which
the partnership pays interest of $5000 each year.

Profit for the year before appropriation was
$150 000.

What was F’s total share of profit for the year?
A $27 000 B $28 000
C $29 000 D $30 000

Residual Profit ($150,000 - $10,000) = $140,000

Share of residual profit($140,000 x 1/5) = $28,000

Note: loan interest is already deducted in
income statement

Answer: B

13.L and M had been in partnership sharing profits and
losses equally . P was admitted to the partner - ship
and the partners continued to share profits and losses
equally . Goodwill was valued at $48 000 but the
partners agreed that no goodwill account would be
retained in the books of account.

What were the accounting entries to record the

goodwill?

A debit L capital account $16 000, debit M capitalg
account $16 000, credit P capital account $32
000

B debit P capital account $32 000, credit L

account $16 000, credit M capital ac
000

C debit L capital account $8000, de al
account $8000, credit P c t$16
000

D debit P capital account $16 000y credit L
capital account $8000; credit M

14. Which items do not appear in a statement of
changes in equity?
1 dividend paid
2 dividend proposed
3 loan interest
A 1 and 2 only B1,2and 3
C 1 only D 2 and 3 only

Proposed dividends , awaiting approval , do not appear in any
financial statements. Loan interest appears in income statement

Answer: D

15. On 1 January a company’s equity included
100 000 $1 ordinary shares.
The directors of the company then did the follow
-ing:
1 March Made a righis “issue of 20 000

ordinany shares'at $1.25 each. The
rightslissuewas fully sub- scribed.

1 June”Made .a bonus issue of 5000
ordinary shares.

1 JulygPaidhan interim dividend of $0.10
on all of the shares in issue at
that date.

By, howamuch did the bank account increase as
a result of these transactions?

A $12 500 B $17 500
C $30 000 D $37 000

Rights issue increased Bank by (20,000 X $1.25) =$25,000

Interim dividends decreased bank by,
(100,000 + 20,000 + 5000) = 125,000 shares X $0.10 = $12,500

Overall bank increase by ($25,000- $12,500) = $12,500

Answer: A

capital
accodr®$s
* .
Y'Y tal account
L 4
L P L M P
Goodwill | 16,000 | 16,000 | 16,000 | Goodwill |24,000 |24,000

L & M’s capital accounts are net credited by $8000
P’s capital is debited by $16,000

Answer: D
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16. The following balances are extracted from
the books of J Limited.

30 April 2019 | 30 April 2018
$ $
ordinary shares 700000 500000
of $0.50 each
share premium 90000 50000

How many ordinary shares have been issued
during the year ended 30 April 2019?

A 200 000 B 240 000
C 400 000 D 480 000

Change in share capital $200,000 represent face value
of shares issued

No. of shares X $0.50 = $200,000

No. of shares

=$200,000/$0.50=400,000

Answer: C

17. Which action will increase a company’s current
ratio?
A making an issue of bonus shares
B making a rights issue of shares
Cincreasing the provision for doubtful debts

D reducing the rate of depreciation on non-
current assets

A, C and D are non cash items. Rights issue meav@
issue of shares for cash.
z swer. B

ge to the cost

18. A trader wishes to set a séllin
How does ho use a mark-up?

A by adding a perce

B by addin§?perc

C by deductiﬁ‘&% per

by deducting a perc
price

to the selling price

e from the selling

Mark up is profit as a percentage of cost price.

Answer: A

19. The following information is available for the year
ended 31 December 2018.

$
revenue 800000
cost of sales (175 000)
gross profit 625 000
distribution costs (95 000)
administrative expenses (35 000)
profit from operations 495 000
finance costs (5000)
profit for the year 490000

What was the operating expenses to revenue ratio?

A 16.25% B 16.88%
C 21.88% D 38.13%

Operating expense ($95.000 +4$35.000)
Revenue ($800;000)

y £ Answer: A

20. On 1 Januéry 2018 a business expected to have
sales¢for' the, year ended 31 December 2018 of
$450.000:

Itsgnon-current assets at that date were $306 000.

On_1"July 2018 it purchased new machinery at a

" eost'of $180 000, in order to increase its sales by
“{_an extra $20 000 each month.

What was the rate of non-current asset turnover in
20187 (Ignore depreciation.)

A 1.17 times B 1.42 times

C 1.44 times D 1.74 times

Total sales $450,000 + ($20,000 x 6) = $570,000
Total Non current assets $306,000 + $180,000 =
$486,000

Answer. A

21. A business uses the First In First Out (FIFO) method
to value its inventory.

The following inventory transactions took place
during a month. There was no opening balance.

receipts issues
date
units $ per unit units
1 July 100 15.50
6 July 100 15.60
10 July 80
20 July 50 15.80
25 July 100
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What was the value of inventory at the end of the

month?
A $1085 B $1092
C $1102 D $1106

Total purchases 250 units

Total issued 180 units

Inventory 70 units consisting of 20 units @$15.60 and

50 units @$15.80

Answer: C

24. Which statement best describes a stepped
fixed cost?

A It changes in direct proportion to changes
in output.

B It changes in proportion to changes in
prime cost.

C It remains at a constant amount until output
changes significantly.

D It represents a constant amount of total cost.

Stepped cost is a fixed cost which increases due to

22. Abusiness has two production departments: assembly increase in capacity

and machinery . The following budgeted information is

available.
assembly machinery
labour hours 5600 1350
machine hours 1200 6900
overheads $75000 $80 000

What is the overhead absorption rate for
the assembly department?

A $13.39 per labour hour

B $19.14 per machine hour
C $22.30 per labour hour

D $62.50 per machine hour

Assembly is labour intensive

So OAR is calculated on the basis of labour hours

$75.000
OAR = = $13.
se00 o133 0

er: A

23. A shortage caused a busipe %e for its

purchases of raw materialst
What is the effect of this?.

break-even ginal cost | contribution
A decreas‘;e@ ase increase
B decrease se decrease
C increase decrease increase
D increase increase decrease

Increase in material cost increases marginal (variable
) cost

Increase in variable cost decreases contribution
per unit

Decrease in contribution per unit increases break-
even point

Answer: D

Answer: C

25. A company produces less than it sells in a particu
- lar period.

Which statement is correct?

A Reported profit {is the same
whether absorption epmarginal costing
S is used.

B Reported profitt is‘the difference  between
absorption “¢andwmarginal costing closing
inventories{.

C Reportédy, profit is lower using
absarption costing.

D _Reported profit is lower using

- marginal costing.

Y

CIf production is less than sales, it means there

Wwas opening inventory.

Inventory valuation using Absorption costing is more
than marginal costing.

Higher opening inventory using Absorption will
result in lower profit.

Answer: C

26. Which statements are true about the preparation
of a break-even chart?

1 Costs are easily classified into fixed and
variable.

2 Fixed costs always change as
output changes.

3 The break-even point is clearly seen.

A 1 and 2 only B1,2and 3
C 2 and 3 only D 3 only

Its difficult to split fixed costs and variable cost.

Fixed costs are assumed to remain same at different
activity levels

Answer: D
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27.

When a company had sales revenue of $600 000,

its variable costs were $300 000.

At the break-even point, its sales were $400 000.

How much profit did it make when sales were
$600 0007?
A $100 000 B $200 000

C $300 000 D $400 000

contribution ($600,000 - $300,000) = $300,000
contribution to sales ratio= $300,000/$600,000 = 50%
total fixed costs = $200,000

profit=($600,000 x 50%) - $200,000 = $100,000

Answer: A

28. A company provided the following information.

total sales $400000
production and sales (units) 10 000
total costs $250 000
total fixed costs $60000

What was the contribution to sales ratio?

A 37.5% B 47.5%
C 52.5% D 62.5%

Total variable costs ($250,000 - $60,000) =
000 Total contribution ($400,000 - $190,000) =

Contribution to sales ratio =

29. Last year a‘m

210.000
0,

Answer: C

nits and
made a¢ontribution nit. Profit, after
deducting total fixed s $60 000.

This year:
sales volume increased by 10%
contribution per unit decreased by 5%
total fixed costs increased by 25%.

What was the company’s profit this year?

A $45 000 B $54 500
C $60 000 D $64 500

Last year’s Total contribution (2000 units x $50)=$100,000
Last year’s Total fixed costs ($ 100,000 - $60,000) = $40,000
This year’s total contribution (2200 units X $47.5)=$104,500
This year’s profit ($104,500 - $50,000) = $54,500

[

Answer. B

30. Why do businesses prepare budgets?

1 to communicate plans
2 to control activities
3 to improve co-ordination 4 to prepare their

annual financial
statements

A 1,2and3 B@ndw
C 1,3and4 d4

Financial statemenO\ ed on historical (actual)

information
G Answer: A
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The owner of a business has been told that work completed for a customer should be recorded in
the books of account although the invoice has not yet been sent to the customer.

Which accounting concepts are being applied?

1 matching
2  materiality

3 realisation

A 1and?2 B 1and3 C 2only D 2and3

Adam’s financial year ends on 31 December 2017.

On 1 January 2017 the net book value of machinery was $20 000.

On 30 June 2017 he purchased a new machine for $6000. He paid 50% @f«he cost in cash and
the balance by part exchange of an old machine, which had a net,book value of $2500 on that

date.

He depreciates his machinery by 20% per annum on the net book value calculated on a time
basis.

What is the net book value of the machinery shown inithe statement of financial position on
31 December 20177

A $18400 B $18800 C £%$19150 D $20800

A business has an accounting year,
$15000. The car was sold on 30 S

31 March. It purchased a car on 1 April 2014 for
er 2017 for $5000.

Depreciation is charged at annum. A full year’s depreciation is charged in the year of
purchase. No depreciation is rged in the year of sale.

What was the’p‘ofi 0ss on disposal?

A loss of $50§1}‘
B loss of $1000
C profit of $500
D profit of $1000
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The accounting year-end for a company is 31 October.

The table shows the company’s telephone invoice received on 2 December for the three months
ended 30 November.

$
telephone calls to 30 November 1041
rental of equipment for the period from 1 September to 30 November 156

Which accrual should the company make in the financial statements for the year ended
31 October?

A $399 B $798 C $1093 D $1197

A business created a provision for doubtful debts at 31 December 2016.,The provision was
calculated as a percentage of the trade receivables at each year end as'fellows.

trade Provision for
year ended receivables doubtful debts
$ %
31 December 2016 32500 10
31 December 2017 34 300 5

Which entry in the provision for doubtful debtsfaccount for the year ended 31 December 2017

was required? @
A $1535 credit Q

B $1535 debit 0

C $1715 credit Q

D

$1715 debit
D 4
0.“\

Errors can exist i.n th paration of both the sales ledger and the sales ledger control account.

Which error would require an adjustment in the sales ledger control account only to correct it?
A sales journal being overcast

B sales transaction amount originally entered incorrectly

C sales transaction omitted completely
D

sales transaction recorded in wrong customer account

[Turn over
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The trial balance of a business did not balance. The following errors were found.

1 The total of the purchases journal of $33030 had been posted to the purchases
account in the general ledger as $33 000.

2 Discount received of $50 had been entered on the debit side of the discount
received account.

What was the original balance on the suspense account?

A $20 credit
B $20 debit
C $70 credit
D $70 debit

The bank column of a cash book showed a credit balance of $5000.There were unpresented
cheques amounting to $1500. The bank statement showed bank charges, $700, which were not
recorded in the cash book.

What is the balance on the bank statement?
A $4200 credit
B $4200 debit
C $5800 credit
D

$5800 debit @

During the financial year a busk@gid $295000 to its trade payables, after taking a cash

discount of $15000. Q
At the start of the year the trade payables balance was $25000. At the end of the year $32000
was owed to trade payables.

" 4
What was the amou

4

A $288000

edit purchases made during the year?

$302000 C $303000 D $317000

What would not result in goodwill?

A good reputation of a business

B selling high quality products

C selling products above market value
D

skill of the workforce
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At the beginning of the financial year inventory was valued at $15000. During the year, sales of
$21 000 and purchases of $18000 were made. Unfortunately, all inventory was stolen on the last
day of the financial year.

Goods are marked up by 50% to calculate selling price.

What is the cost of the stolen inventory?

A $7500 B $11000 C $19000 D $22500

A business does not keep complete accounting records. All transactions are in cash.

Which item will not be required in order to calculate the owner’s cash drawings?

A non-current assets purchased
B opening capital account
C purchases

D sales

The following summarised information has been taken frem the statement of financial position of
a partnership.

non-current assets 42000

capital acc@ 36000

unts (debit) 6000
iabilities 8000

-current liabilities 15000

What is the valge ent assets?
&

A $5000 o 00 C  $11000 D $23000

[Turn over
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X and Y had been in partnership for some years when Z was admitted as a partner.

On that date the premises account was debited with $120 000 following a revaluation.

Profits were shared equally both before and after Z’s admission.

What were the credit entries recording the revaluation?

A capital accounts X $40000, Y $40000, Z $40000
B capital accounts X $60000, Y $60000
C current accounts X $40000, Y $40000, Z $40000
D current accounts X $60000, Y $60 000

Which company reserves may not be used to pay dividends?

1 general reserve
2 retained earnings
3 revaluation reserves

4  share premium

A 1,2and3 B 1and2only C 2and@ofly D 3and4

A company issued 50 000 ordinary shares of $0.50 each at a price of $0.60 each.

2.

What were the accounting entries for

debit credit $

A | bank share capital 25000

share premium 5000

B | bank +¢ 25000 | share capital 30000
share’preémiu 5000

C | share capital 30000 | bank 30000

D | share capital 25000 | bank 30000
share premium 5000
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17 What could be used to fund a bonus issue of shares?

1 general reserve
2 retained earnings

3 share premium

A 1,2and3
B 1and2only
C 1and3only
D 3only

18 The following is an extract from an income statement.

; a
revenue 180 030

costs of goods sold (7

distribution costs @ 00)

administrative expenses

profit from operati 0 75000
debenture interec (2500)
profit for the 72500
What was the operating expense nue ratio?
A 16.7% B C 58.3% D 59.7%
S 4
*
oo o

*

[Turn over
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19 The following information is available for the year ended 31 December 2017.

20

21

$000
revenue 640
cost of sales 350
machinery at net book value 120
land and buildings at net book value 90
motor vehicles at net book value 20
current assets 50
equity 210

What was the non-current assets turnover?
A 1.26times

B 2.29times
C 2.78times
D 3.05times

A baker receives one order for 350 loaves of
Which costing method will the baker use? c
A absorption costing 0

B batch costing QQ

C job costing Q

D

unit costing

S 4
A business B;f@ sa
Which type of cost is the salesman’s total earnings?
A fixed
B semi-variable
C stepped
D

variable

a basic salary, plus commission based on how much he sells.
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22 Which cost is treated as variable cost of a motor transport company?

A advertising
B driver insurance
C fuel

D vehicle licence

23 Adam is paid $4 per hour and his expected output is 500 units per week. He is also paid a bonus
$1 for every 20 perfect units made above the total of 500.
In one week he worked for 40 hours and made 880 units, but 40 were faulty and were scrapped.

How much was Adam paid for the week?

A $177 B $179 C %202 D $204

24 A business values their inventory using the AVCO method. Jhe inventdry on 1 June 2017 was
100 units valued at $2.40 each.
The following took place.

June 5 purchased 40 units‘ati$2.50 per unit
7 sold 60 units.at®$310 per unit

What was the value of the inventory on 8 June. 2017 to the nearest dollar?

A $194 B $196 $200 D $224

25 The following budgeted infoQ)@available for a hotel for the next financial year.

fixed overheads $192000

’? direct costs $240000
& number of guests 2400

average guest stay 4 nights

What is the overhead absorption rate per guest night?

A 320 B $45 C $80 D $180

[Turn over
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26 The costs of producing 1000 units of a product are as follows.

$
direct materials 20000
direct labour 10500
direct expenses 1600
variable overheads 11300
fixed overheads 7500
The selling price is $60 per unit and 1000 units are sold.
What is the contribution to sales ratio?
A 1517% B 27.67% C 30.33% D 46.50%

27 A business produces a single product. The following information is available for a month.

budgeted sales quantity 200 units
selling price per unit $40
variable cost per unit ’ $24
budgeted monthly fixed costs $800

The business plans to rent a machine ill increase monthly fixed costs by $1200 to $2000
and reduce variable costs to $20 pe

What would be the effect of Q@ argin of safety?

A decrease by 50 units

B decrease bx 9 its
*

C increase byj*{vO u

D

increase by 90 units

28 A business hires machinery at a cost of $700 per machine per month. Each machine can produce
1000 units a month. A maximum of 10 machines can fit into the factory. The factory rent is $4900
per month. Other costs amount to $2 per unit.

What is the unit cost if 8500 units are produced in a month?

A $3.19 B $3.23 C $3.28 D $3.32
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29 The direct material cost of 20000 units is $8000. 400 direct labour hours are required at a cost of
$6000. Overheads are absorbed at 150% of the cost of direct labour.

What is the cost per unit?

A $0.40 B $0.70 C $0.85 D $1.15

30 Why might a business prepare a budget?

A to determine the amount of bank loan it needs
B to determine the skills of labour force
C toidentify its market share

D to identify the quality of its products

*\
O
c}"(°

Q”Qe
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1. The owner of a business has been told that work
completed for a customer should be recorded in
the books of account although the invoice has not
yet been sent to the customer.

Which accounting concepts are being applied?
1 matching
2  materiality
3 realisation

A tland2 B 1and3

C 2only D 2and3
N EXPLANATION

Goods have been manufactured as per order of a
certain customer, not general sale purpose, so its con-
firmed sales and can be recorded as Revenue and
receivables. Furthermore question doesn’t state how
would it be recorded. It may be recorded as inventory
ete.

Answer: B

2. Adam's financial year ends on 31 December 201

On 1 January 2017 the net book value of mackid
ery was $20 000.

On 30 June 2017 he purchased a ne
for $6000. He paid 50% of the cost j

What is the -
in the slahmo(
cember 20177,

A 818400 B $18800
C $19150 D $20 800
EXPLANATION

Nonc of the options are correct

Answer: C

3. A business has an accounting year-end of 31
March. It purchased a car on 1 April 2014 for
$15000. The car was sold on 30 September 2017
for $5000.

Depreciation is charged at 20% per annum. A full
year's depreciation is charged in the year of
purchase. No depreciation is charged in the year
of sale.

What was the profit or foss on disposal?

A loss of $500 B loss of $1000

C profit of $500 D profit of $1000
o o EXPLANATION
Accumulated depreciation ($15.000 x 20% X 3)
NBV = (815,000 - $9,000)
Loss = NBV ($6,000) - Sale price (85,000)
Note: question dose not stat h method 10 use

and using diminishing none of aptions
is possible. E \

. Answer:
L/

4. The acco ar-end for a company is 31

ows the company’'s telephone in-
ived on 2 December for the three

$ |
telephone calls to 30 November 1041
rental of equipment for the period 156

I_rt_)gn 1 September tp SO‘N_ovemer

Which accrual should the company make in the
financial statements for the year ended 31 Octo-
ber?

A $399
C $1093

B §$798
D $1197
| EXPLANATION

—— s

Total cost ($1041 + $156) = $1197
Two moths (September + October) 's expenses

(:mxg}. $798

Ansioer: B

5. A business created a provision for doubtful debis
at 31 December 2016. The provision was calcu-
lated as a percentage of the trade receivablos at
each year end as follows,

e —

 tade | prowsion
year ended receivables | for doubtful
s dobts %
131 December 2016 32 500 10
31 Docember 2017 | 34300 , 5 ,

L=
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Which entry in the provision for doubtful debts
account for the year ended 31 December 2017
was required?

A $1535 credit B $1535 debit
C $1715 credit D $1715 debit
EXPLANATION

Provision for doubtful debts balance at 31 December
2016 (832,500 x 10%) = $3250

Provision for doubtful debis balance at 31 December
2017 (834,300 X 5%) = $1715
Decrease in provision ($3250 - $1715 = $1535)
debited in provision for doubtful debts.

Answer: B

6. Ermors can exist in the preparation of both the
sales ledger and the sales ledger control account.

Which error would require an adjustment in the
sales ledger control account only to correct it?
A sales journal being overcast
B sales transaction amount originally entered
incorrectly
C sales transaction omitted completely
D sales transaclion recorded in wrong customer
account
EXPLANATION

If sales journal is overcast then Total of sales, to be
used in control account, would be incorrect.

Answer: 2
7. The trial balance of a business did not Y -

The following errors were found.

1 The total of the purchas
$33 030 had been

chases account in | ledger as
$33 000.

2 Discount recei ad been en-
tered e the discount

rece Ui

What was the orfginal
account?

on the suspense

A $20 credit B $20 debit
C $70 credit D $70 debit
EXPLANATION

Error 1 - Debit column is understated due to
understated purchases by $30.

Error 2 - Discount reccived is missing from credit
column ( credit column is understated by $50) and
recorded in debit column (debit column is overstated
by $50) so debit column excceds credit column by
$100.

Overall debit column exceeds credit column by $70.

Answer: C

8. The bank column of a cash book showed a credit
balance of $5000. There were unpresented
cheques amounting to $1500. The bank state-
ment showed bank charges, $700, which were
not recorded in the cash book.

What is the balance on the bank statement?

A $4200 credit B $4200 dobit
C $5800 credit D $5800 debit
EXPLANATION

Balance as per updated cash book ($5000 + $700)
$5700 credit

Balance as per bank statement [ (5700) + $1500) $4200
debit

_Answer: B

9. During the financial yoa@usinoss paid
$295000 to its trade pay r taking a cash
discount of $15 000

At the start of thg y payables balance

was $25 000. A f the year $32 000 was

owed to trade S.

What w nt of credit purchases madec

during th

A B $302 000

Cc 00 D $317 000
EXPIANATION

(8295,000) + closing payables ($32,000) i
nt reccived (815,000) - opening  payables
,000) = Purchases ($317,000)

Answer: D

10. What would not result in goodwill?
A good reputation of a business
B selling high quality products
C selling products above market value
D

skill of the workforce
wrn\'

Higher sclling price may result in loss of price con-
scious customers instead of increase in customers or
customer satisfaction / loyalty etc.

11. At the beginning of the financial year inventory
was valued at $15000. During the year, sales of
$21 000 and purchases of $18 000 were made.
Unfortunately, all inventory was stolen on the last
day of the financial year.

Goods are m.~cd up by 50% to calculate seliing
price.
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A lever Aacountine

vvnat 1s the cost of the Stoen Mivsisw y 3

A $7500 B $11 000
C $19 000 D $22 500
EXPLANATION

Opening inventory ($15000) + Purchases ($18,000) -
Sales at cost [321000;(19]
150

= Stolen inventory ($19,000)
Answer: C

12. A business does not keep complete accounting
records. All transactions are in cash.

Which item will not be required in order to calcu-
late the owner's cash drawings?

A non-current assets purchased
B opening capital account
C purchases
D sales
EXPLANATION

Opening capital wasn't introduced in current year but
at the start of business.

Answer: B

13. The following summarised information has been

taken from the statement of financial position of
partnership.

°

non-current assets

current liabilities
non-current liabil

What is the vy?
A $5000 ¢*

C $11000 *

Equity ($30000) = Capital accounts ($36,000) ~ Cur-
rent account debit balances ($6,000)
Total liabilities (823,000) = $8,000 + $15,000
Total asscts (853,000) = Equity ($30,000) + Liabilities
(8$23,000)
Current assets = total asscts ($53,000) - non-current
assets ($42,000) = $11,000

Answer: C

——

T mener 19 page 3

~. A anu 1 aa been in parnership for some years
when Z was admitted as a partner.

On that date the premises account was debited
with $120 000 following a revaluation.

Profits were shared equally both before and after
Z's admission.

What were the credit entries recording the revalu-

ation?

A capital accounts X $40 000,
Z $40 000

B capital accounts X $60 000, Y $60 000

C cument accounts X $40 000, Y $40 000,
Z $40 000

Y $40 000,

D current accounts X $60 000, Y $60 000
EXPLANATION
Profit on revaluation is to be ¢ in pre-change
partners as per pre-change sharing ratio.
_ Answer: B

may not be used to pay

serve

B 1and2only

D 3and4
EXPLANATION

Share premium and revaluation reserves are capital

reserves, which cannot be used to pay dividends but

can only be distributed in the form of bonus issue.

Answer: D

16. A company issued 50000 ordinary shares of $0.50
each at a price of $0.60 each.

What were the accounting entries for the issue?

debit $ credit $
e ——— s

A |bank 30 000 | share capital 25 000

share premium 5 000
B | bank 25 000 | share capital 30 000

share premium 5000

C |share capital 30 000 | bank 30 000
D |share capital 25 000 | bank 30 000

share premium 5000
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EXPLANATION

Increase in bank (asset) is debited using,

19. The following information is available for the year
'ended 31 December 2017.

issue price X no. of shares T i s R = > SOOO
Increase in share capital (capital) is credited using,
face value X no. of shares :::{;:alos 2:00
Increase in share premium (profit) is credited using,
ceomsium X 00, of thaves Y - machinery at net book value 120
(premium is issue price > face valuc) land and buildings at net book value 90
Answer: A motor vehicles at net book value 20
current assets 50
17. What could be used to fund a bonus issue of equity 210
?
shar:s What was the non-current assets turnover?
neral reserve
2 ?:w;m eamings A 1.26 times B 229 times
3 share premium C 2.78times D _3.05 times
A 1,2and3 B 1and2only ‘ EXPLANATION
C 1and3only D 3only Non-cusrent assets at NBV, + $90,000
mxpvanoy T+ $20,000) = $230,
All reserves can be distributed in the form of bonus Noa-cusrent amecugll
issuc.
Answer: A
_Answer: C
18. The following is an extract from an income state-
ment. 20 ef receives one order for 350 loaves of
s | b
fevente 180 000 ich costing method will the baker use?
costs of goods sold A absorption costing B batch costing
distribution costs C job costing D unit costing
EXPLANATION
administrative expenses '
Batch costing is used when a certain quantity of

profit from operations

Operating expenses ($8,000) + ($22,000) = $30,000
Operating expenses (o revenue ratio

_ (opemﬁng expenses 100)
revenue
~ $30,000

- 16.67%
$180,000 _ 0¢7

identical items are produced
Answer: B

21. A business pays a salesman a basic salary, plus
commission based on how much he sells.

Which type of cost is the salesman's totali eam-
ings?

A fixed B semi-variable
C stepped D variable
EXPLANATION

Basic salary is fixed cost

Sales based commission is variable cost

Total earnings is semi-variable.

__Answer B

22. Which cost is treated as variable cost of a motor
transport company?
A advertising
C fuel

B driver insurance
D vehicle licence



EXPLANATION

Fuel depends on usage (activity).
Answer: C

23. Adam is paid $4 per hour and his expected output
is 500 units per week. He is also paid a bonus $1
for every 20 perfect units made above the total of
500.

In one week he worked for 40 hours and made
880 units, but 40 were faulty and were scrapped.

How much was Adam paid for the week?
A $177 B $179

C $202 D $204
EXPLANATION

40 hours X $4 per hour = §160
Units eligible for bonus (880 - 40 - 500) = 340

340
Bo (-——— ).':
nus o x81|=817

Total payment ($160 + $17) = $177
Answer: A

24. A business values their inventory using the AVCO
method. The inventory on 1 June 2017 was 100
units valued at $2.40 each.

The following took place.
June 5 purchased 40 units at $2.50 per unit
7 sold 60 units at $3.50 per unit
What was the value of the inventory on 8
2017 to the nearest dollar?
A $194 B $196
C 8200 D S224

Opening inventory (100 units
Purchases (40 units x §2.50)

Average costing %»

40
14

Sales 60 units @
Remaining inventory (80 X $2.43) = 8194

Answer: A

25. The following budgeted information is available
for a hotel for the next financial year.

fixed overheads | $192 000
direct costs $240 000
number of guests 2400
average gueststay | 4 nights

What is the overhead absorption rate per guest

night?
A 8§20 B $45
C s$80 D $180
__EXPIANATION
Total guest nights (2,400 x 4) 9.600 nights
$192.000
OAR = .__._._6_60_
OAR = $20 per guest night
A A

+ 26. The costs of producing 1000 units of a product are
as follows.

direct materials

§ $60 per unit and 1000 units

ontribution to sales ratio?

B 27.67%

D 46.50%
EXPLANATION

e e e —— Y

le cost per unit

J
7 ((320.0004 $10,500 + 31,600+s__1_L_,_3qu
1000

Contribution = Sale price ($60) - Variable cost (843.40)
= $16.60

Contribution to sales ratio =i;%§9-x]00=27.6"%

27. A business produces a single product. The
following information is available for a month.

budgeted sales quantity 200 units
selling price per unit $40
variable cost per unit $24
budgoted mority fixed costs |  $800

The business plans to rent a machine which will
increase monthly fixed costs by $1200 to $2000
and reduce variable costs to $20 per unit.



What would be the effect of this on the margin of
safety?
A decrease by 50 units
B decrease by 90 units
C increase by 50 units
D increase by 90 units
EXPLANATION

Original unit contribution (8§40 ~ $24) = $16

Original Break even point (%%9-] =50 units

Original margin of safety (200 - 50) = 150 units
Revised unit contribution (840 - $20) = $20

$2000

Revised Break even point ( . ): 100 units

Revised margin of safety (200 - 100) = 100
Decrease in margin of safety by 50 units
Answer: A

28. A business hires machinery at a cost of $700 per
machine per month. Each machine can produce
1000 units a manth. A maximum of 10 machines
can fit into the factory. The factory rent is $4900
per month. Other costs amount to $2 per unit.

What is the unit cost if 8500 units are produced in

a month?
A $3.19 B $3.23
C §3.28 D $3.32

9 machines X $700 = §6300

30. Why might a business prepare a budget?
A to determine the amount of bank loan it needs
B o determine the skills of labour force
C to identify its market share
D to identify the quality of its products

EXPLANATION

Budgeting identify future problems in advance

Factory rent $4900 Qa

Other costs (8500 X §2) = §17,000
(817,000 + 6,300 +

Units costs =

od

29. The direct maten t units is $8000.
400 direct labour hours ired at a cost of
$6000. Overheads are absorbed at 150% of the
cost of direct labour.

What is the cost per unit?
A $0.40 B $§0.70

C 3085 D $1.15
EXPLANATION

Total cost ($8,000 + $6,000 + $9,000) $23,000

$23,000
20,000

Cost per unit = =$81.15

— e —

Answer: A
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When a businessman introduces capital into his business, the transaction is debited in the cash
book and credited to his capital account.

Of which accounting concept is this an example?

A Dbusiness entity
B going concern
C matching
D

prudence

Which are examples of the accounting equation?

1 capital + assets = liabilities
2 capital = assets + liabilities

3 capital = assets — liabilities
A 1and3 B 1only C 2and3 D' B0y
Amitav purchased a van costing $20000. He provided an‘eld van with a net book value of $8000
in part exchange. There was a profit on disposal of $4500.

What was the cash outflow arising from the purchése?

A $9500 B $10500 C .$12000 D $13500
The net book value of a company’ Q\Jrrent assets was as follows.
$
at 1 January 2016 100000
o 4 at 31 December 2016 80000

*Q

During 2016 aséets sold for $20 000, realising a profit on disposal of $5000.
Depreciation charged for 2016 was $8000.

What was the expenditure on new assets in 20167

A $3000 B $5000 C $8000 D $15000
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5 The following errors were found after a suspense account was opened.

N

Motor repairs of $400 were credited to the motor vehicle at cost account.

2 A payment for electricity was debited in the electricity account as $2500 instead
of $5200.

3 A $450 cash purchase of goods for resale had been completely omitted from
the books.

4  Discount allowed of $50 had been debited to the discounts received account.
Which items would be entered in the suspense account?

A 1and?2 B 2and3 C 2and4 D 3and4

6 Which items appear in a sales ledger control account?

1 cash discount allowed

2 credit sales

3 payments to trade payables
4

returns inwards

A 1,2and3 B 1,2and4 C 1,3and4 D 2,3and4

7 The following information is extracted from the statement of financial position of a business at
31 December 2016.

$

ba? epayable 2025) 16200

other.payables 1880

PP bank overdraft 11600

ital 20710

drawings 19100

inventory 14610

other receivables 1420

trade payables 14110

trade receivables 9050

What is the value of the net current liabilities?

A $1590 B $2510 C $18710 D $20320

[Turn over
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The following items are recorded in the cash book of a business but not yet recorded in its bank
statement.

$
cheques drawn 3000
amounts banked 250

The cash book shows a bank balance of $2600 credit.

What is the balance on the bank statement?
A $150 credit

B $150 debit
C $400 credit
D

| <
$400 debit q
O

Finn provides the following information.

$
capital at the start of the year 19800
profit for the year 24000
drawings (cash) o 19500
drawings (goods f; ajse) 1100
private vehicl rred to business use 6000
What was Finn’s capital d of the year?
A $23200 ° C $29200 D $31400
L 2

ML

*
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10 A business provides the following information.
year 1 year 2
$ $
profit for the year 30000 40000
cost of goods sold 240000 320000

The owner then discovers that at the end of year 1 the value of inventory was overstated by
$2000.

What are the correct profits for the year and cost of goods sold figures?

year 1 year 2
profit for cost of profit for cost of
the year goods sold the year goods sold
$ $ $ $

A 28000 238000 42000 322000
B 28000 242000 40000 320000
C 28000 242000 42000 318000
D 32000 238000 38000 318000

11

Sam was unable to conduct a physical countof.ifventory at 31 December 2016.
On 3 January 2017 inventory had be to Abdul for $11950. The cost price of this inventory
had been $9560. Q

On 4 January 2017 invent @een returned by Sita. It had been sold for $2390. The cost
price of this inventory was $1942.

Sam valued h’is‘inv ry at 5 January 2017 at cost, $59 750.

v
What was the Value o tory at 31 December 20167

A $50190 B $52012 C $67398 D $69310

12 Which item is not taken into account when a partner joins a partnership?

A balances on the partners’ current accounts
B capital introduced by the new partner

C changes in the profit sharing ratio
D

goodwill

[Turn over
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Ali, Bharti and Chan were in partnership sharing profit and losses in the ratio 3:2:1. Bharti retired

6

from the partnership on 30 June 2016.

The following were the balances available at 30 June 2016.

Ali ($) Bharti ($) Chan (%)
capital accounts 60000 Cr | 40000Cr | 20000 Cr
current accounts 18650 Cr 6100 Dr 8950 Cr

On her retirement, Bharti retained a partnership motor vehicle at an agreed valuation of $4000.

Goodwill was valued at $39000.

How much was payable to Bharti on her retirement?

A $33900 B $42900 C $46900 D $50900

A partnership maintains both capital and current accounts for its partnerse’

What is the correct accounting entry for recording interest on‘€apital for partner X?

o o W >»

account to account to
be debited be credited
appropriation X’s capital

appropriation X’s curre

X’s capital

X’s current

Which statement describes the freatment of purchased goodwill for a limited company?

A

B
C
D

a tangible@n- t asset that can be amortised
a tangible Ean-cu sset that can be depreciated
an intangible non-current asset that can be amortised

an intangible non-current asset that can be depreciated
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16 A company’s equity is made up as shown.

$
100000 ordinary shares of $0.25 each 25000
share premium 3000
retained earnings 8000

The following took place.

1 A bonus issue of one ordinary share for every five held was made.

2 Six months later a rights issue of one ordinary share for every four held was made.
The shares were issued at $0.30 each.

By how much did the company’s equity increase as a result of these trans@ns?

A $5000 B $6000 C $7500 D 0@
L/

17 Which statement about ordinary shares is correct? {\

A dividends on ordinary shares are an appropriation

dividends on ordinary shares are paid at the s te each year

B
C ordinary shares are never issued at a pr; l@
D G(

the holders of ordinary shares are cred a company

18 Who are internal users of accounti mation?

A customers

B directors z
C lenders o

oo ¢
D sharehold

[Turn over
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19 A company provides the following information.

$
profit from operations 16000
finance costs 4000

ordinary share capital ($1 shares) 50000
non-current liabilities 4000

retained earnings 20000

What is the return on capital employed?

A 16.22% B 17.14% C 21.62% D 22.86%

20 The following financial information is available for a business. All purehases and sales are made

on credit. 3
$¢
purchases 121980
revenue ). 209980
trade payables __ 4 45448
trade receivables = 28765
What is the average collection period @
C 86 days D 136 days

A 50 days B 79da s@

21 How are stepped costs pest described?

A costs that?e variable
B costs that fwg:/e b ixed and variable element
C fixed costs that are always the same amount at any level of output

D fixed costs which increase in total once a certain level of output is reached
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22 Jamal uses the AVCO system to value his inventory. He provides the following information:

March 1
6
17
23

no opening inventory
60 units were purchased at $120 per unit

100 units were purchased at $116 per unit

110 units were sold for $150 per unit

What was the cost of sales for March?

A $5875

B $12925 C $13000 D $18800

23 A business makes wedding dresses. Each machinist is paid $30 a day and each supervisor $40 a
day. Each supervisor can work with up to 10 machinists and each machinist can produce one
wedding dress a day.

If 95 wedding dresses a day are produced, what is the daily labour,cost?

A $2850

B $3210 C $3230 D, $3250

24 \Which statement best describes variable costs?

A costs that are the same in total up to a certain levelithen increase with output

B costs that are the same in total over anyeutput level

C costs that are constant per unit as output.inc¢reases
té

D costs that increase per unit as o@

eases

25 A company manufactures aQ&airs. The following per unit information is available.

The company has the option of buying in the chairs for resale instead of making them.

$

selling price 25
irect material and labour 12
other variable production costs 3
variable selling costs 2
fixed costs 4

At which purchase price would the company’s profit be unchanged?

A $15

B $17 Cc $19 D $21

[Turn over
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26 The budgeted income statement of J Limited shows the following.

$
sales 400000
variable costs 240000
fixed costs 132000
profit for the year 28000
What is the margin of safety in dollars?
A $70000 B $160000 C $268000 D $330000

27 The following details are supplied by a company for the month of August. &

budgeted machine hours 36000
budgeted overheads $162000
actual machine hours 36500
actual overheads $155000

What is the under or over absorption of the overheads?

A $2250 over absorbed
$2250 under absorbed

° (2
C $9250 over absorbed Q
D $9250 under absorbed Q®
28 A company has fixed costs of $40 000 per month. It provided the following information.

D 4

o March units April units

production 30000 15000

Total production costs for March were $90 000.

What were the total production costs for April?

A $45000 B $65000 C $70000 D $110000
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A company’s profits using marginal costing and absorption costing principles were identical.
Which statement is true about the company’s production units?

A they were greater than break-even units

B they were greater than the sales units

C they were the same as the break-even units
D

they were the same as the sales units

Which statement is not a reason why a business prepares budgets?

A to ensure coordination of the business activities

B to identify potential problems in the future
C toidentify the responsibilities of managers z
D to prepare the financial statements for the year bq




Answers

EXPLAINED
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Multiple Choice Answers

CAMBRIDGE A LEVEL ACCOUNTING
June 2017 Paper 1

1. When a businessman introduces capital into his business ,
the transaction is debited in the cash book and credited to
his capital account.

Of which accounting concept is this an example ?
A business entity

B going

concern

C matching

D prudence

Business entity concept is one of the accounting concepts that states
that business and the owner are two separate entities and
therefore, should be considered separate from each other.

Answer A

2. Which are examples of the accounting equation?
1 capital + assets = liabilities

2 capital = assets + liabilities

3 capital = assets - liabilities
A 1and3 B 1only
C2and3 D 3 only

The accounting formula is
assets - liabilities = capital (equity)

. He pro-

000 in part
f$1500.

from the pur-

3. Amitav purchased a van costj
vided an old van with a net bo
exchange. There was a profi

What was mv:a
chase? oo ¢
°

A $9500
C $12 000

$10 500
D $13500

Step 1: calculate price of the van

Net book value + Profit

= NBV ($8000) + Profit ($ 1500)

Step 2: calculate the cash outflow

Cost ofnew van ($20,000) - part exchange ($9500)
=$10,500

Answer B

4. The net book value of a company’s non-current
assets was as follows.

100000
80000

at 1 January 2016
at 31 December 2016

During 2016 assets were sold for $20 000,
realising a profit on disposal of $5000.

Depreciation charged for 2016 was $8000.
What was the expenditure on new assets in 20167
Step 1 : Calculate the

A $3000
BV) of
the disposed off van

C $8000
= Sale price ($20,000&\ ($5000) = $15000

Step 2: Calcula diture on new assets

,000) + Additions (to be determined)
vV ($15 000) - Depreciation for the year

V at year end ($80,000)

Answer- A

The following errors were found after a suspense
account was opened.
1 Motor repairs of $400 were credited to the motor
vehicle at cost account.
2 A payment for electricity was debited in the
electricity account as $2500 instead of $
5200.
3 A $450 cash purchase of goods for re- sale had
been completely omitted from the books.
4 Discount allowed of $50 had been deb- ited to
the discounts received account.

Which items would be entered in tho suspense

account?
A1and 2 B2and3
C2and 4 D 3 and 4
Error1
Correct:  Motor repairs should have been debited

Incorrect: Motor vehicle has been credited .

Effect: The total of credit column exceeds Total of debit column
by $800

Error2

Incorrect: Electricity account has been debited as
$2500

Correct: It should have been $5200
Effect: The total of debit column is understated by $2700.
Error3 &4

They do not affect trial balance agreement. Answer A
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6. Which items appear in a sales ledger control

account? Balance as per Cash book (Credit) $2600
1 cash discount allowed Add deposit not credited $250
2 credit sales Less, not presented cheques $3000
3 payments to trade payables Balance as per bank statement (Credit) $150
4 returns inwards . .

Note; Because $150 is a negative figure, the
A 12 and 3 B 12 and 4 bank statement balance is a credit.
C1,3and 4 D 2,3 and 4 Answer: A

The sales ledger control account is used to monitor the ~9- Finn provides the following information.

amounts owed by customers to a business. S
Answer g
capital at the start of the year 19800
profit for the year 24 000
7. The following information is extracted from the .
statement of financial position of a business at 31 drawings (cash) 19500
December 2016. drawings (goods for own use) 1100
private vehicle transferred to business use 6 000
$
What was Ann’s capital at @ the year?
bank loan (repayable 2025) 16200
other payables 1880 A $23 200 4 300
bank overdraft 11600 C$20200 1400
capital 20710
. Capital at start $19,800
drawings 19100 Profit for $24,000
inventory 14610 Less Drawi ($19,500+$1100)
other receivables 1420 Additi $6000
trade payables 14110 Cap $29,200
trade receivables 9050 @ Answer C
What is the value of the net current liabilities? 10. A business provides the following information.
A $1590 B $2510 year 1 year 2
C $18 710 D $20 320 $ $
i 40000
Step 1: Calculate current profit for the year 30000 00

liabilities (1880 + 11,600 + 14,110,

0 cost of goods sold 240000 320000
The owner then discovers that at the end of year
1 the value of inventory was overstated by $2000.

Step 2: Calculate current

What are the correct profits for the year and cost
of goods sold figures?

assets (14,610 + 1420 + 90

Step 3: Calculdte ngt‘n're
»

year 1 year 2
Net current liabilities= Currefit Liabilities - Current profit for cost of profit for cost of
the year | goods sold | theyear | goods sold
Assets Answer B $ $ $ $

A 28000 238 000 42000 322 000
8. The following items are recorded in the cash book of B 28000 242000 40 000 320000
a business but not yet recorded in its bank statement. c 28000 242 000 42 000 318000
$ D 32000 238000 38 000 318000

cheques drawn 3000

amounts banked 250

The cash book shows a bank balance of $2600

credit.
What is the balance on the bank statement?
A $150 credit B $150 debit

C $400 credit D $400 debit



Useful formulas:

ggﬁ)profiPSales—Cost of sales
f sales = Opening inventory + purchases - Closing inventory

YEAR 1: Before rectification:
Closing inventory :overstated

Cost of sales ($240000): understated
Profits ($30 000): overstated .

YEAR 1: After rectification
Cost of sales will increase to $242,000
Profits will decrease to $28,000.

YEAR 2: Before rectification
Opening inventory : overstated
Cost of sales ($320000) :overstated
Profits ($40000): understated .

YEAR 2 : After rectification
Cost of sales will decrease to $318,000
Profits will increase to $42, 000.

Answer: C

11. Sam was unable to conduct a physical count of
inventory at 31 December 2016.
On 3 January 2017 inventory had been sold to Abdul for

$11 950. The cost price of this inventory had been $
9560.

On 4 January 2017 inventory had been returned by Sita.
It had been sold for $2390 . The cost price of this
inventory was $1912.

Sam valued his inventory at 5 January 2017
at cost, $59 750.

What was the value of inventory at 31

December 20167
A $50 190 B $52 012
C $67 398 D $69 310
Inventory at 5 Jan 17 $59,750

Less Sales return at cost price ($1912)
Plus sales at cost $9
Value of inventory at 31 Dec16

Answer C

e S
12. Which item, jis dnot t count when

a partner joins a p: ners
A balances on the partn
current accounts

B capital introduced by the new
partner

C changes in the profit sharing ratio
D goodwill

A partnership is an arrangement between two or more
people to oversee business operations and share its

profits and liabilities . Revaluation , goodwill ,
capital introduction and capital withdrawal relate to
capital accounts.

Answer 4

@

13. Ali, Bharti and Chan were in partnership sharing
profit and losses in the ratio 3:2:1. Bharti retired
from the partnership on 30 June 2016.

The following were the balances available at
30 June 2016.

Ali (S) Bharti (3) | Chan ($)
capital accounts | 60 000 Cr | 40 000 Cr | 20 000Cr
6100 Dr | 8950 Cr

On her retirement, Bharti retained a partnership
motor vehicle at an agreed valuation of $4000.
Goodwill was valued at $39 000.

How much was payable to Bharti on her retire-

current accounts | 18 650 Cr

ment?
A $33 900 B $42 900
C $46 900 D $50 900

Motor vehicle ($4000) + share of goo 39000x2)/6

9

14. A partnership ma th capital and current
accounts for its '
What is the correet accounting entry for recording

interest 6 s@ partner X?

Capital account ($40,000) - current Eccount ($6100) -

Answer B

count to account to

be debited be credited

appropriation X’s capital

appropriation X’s current
X's capital appropriation
X’s current appropriation

Interest on capital is payable to partners in a
partnership. It is treated as a liability and appears on
the credit side of the current account.

Answer: B

15. Which statement describes the treatment of pur-
chased goodwill for a limited company?

A a tangible non-current asset that can be am-
ortised

B a tangible non-current asset that can be de-
preciated

C an intangible non-current asset that can be
amortised

D an intangible non-current asset that can be
depreciated
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An intangible asset is an asset that is not physical in
nature. Goodwill is an example of an intangible asset.
Itis an intangible non-current asset that can be
amortised Dividend is appropriation of profit which is
Answer: C arrived after providing for all expenses
including interest.
Answer A

16. A company’s equity is made up as shown.

S
1 . . . ?
100000 ordinary shares of $0.25 each 25000 18.Who are internal users of accounting information?
i A customers B directors
share premium 3000
retained earnings 8000 C lenders D shareholders

The following took place. Internal users are people within a business organization who use
1 A bonus issue of one ordinary share for financial information.Internal users includes management of the

every five held was made. company and directors.
2  Six months later a rights issue of one

ordinary share for every four held was

made. The shares were issued at $0.30

each. 19. A company provides the followingginformation.
By how much did the company’s equity increase

Answer B

as a result of these transactions? $
A $5000 B $6000 profit from operations 16000
C S7500 D $9000 finance costs ¢ 4 000
ordinary share shares) 50000
Effect of bonus issue non-currentdi is 4000
Equity: No effect retaine 20 000

Share Capital: increase Wh return on capital employed?
Reserves: decreases \ B 17.14%
62% D 22.86%
Effect of rights issue
Equity: Increase 0 apital Employed = $50,000 + $4000 + $20,000 = $74,000

Share capital and Share premium : Increase — ($16.000/74.000) x 100 = 21.62°
Original share = 100,000 shares ROCE = (816,000/74,000) x - 21.62%

0 Answer: C
Bonus issue =(100,000x1/5)= 20,

Right issue=(120,000x1/4)=30

20. The following financial information is available for a business . All
purchases and sales are made on credit.

o 4
Ordinary share ctpitwcre
$7500 (30,000 x $0.25 ) S
Share Premium increase by purchases 121980
$1500 (30,000 x $0.05) Answer D revenue 209980
45448
17. Which statement about ordinary shares is correct? trade payables
- . trade receivables 28 765
A dividends on ordinary shares are an appro-

priation of profit What is the average collection period?

B dividends on ordinary shares are paid at the
same rate each year

C ordinary shares are never issued at a pre-
mium

D the holders of ordinary shares are creditors of
a company

A 50 days B 79 days
C 86 days D 136 days
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$28 765

x 365 =50 days
$209 980

Answer: A

21. How are stepped costs best described?

A costs that are always variable

B costs that have both a fixed and variable el
- ement

C fixed costs that are always the same amount
at any level of output

D fixed costs which increase in total once a cer-
tain level of output is reached

Step costs are expenses that are constant for a given level of
activity, but increase or decrease once a threshold is crossed.

Answer: D

22. Jamal uses the AVCO system to value his inven
- tory. He provides the following information:

March 1
6 |60 units were purchased at $120 per unit
17
23

no opening inventory

100 units were purchased at $116 per unit
110 units were sold for $150 per unit

What was the cost of sales for March?

A $5875 B $12 925
C $13 000 D $18 800

Average cost= (60 x $120)+(100 x116)
160

Average cost 160 units @ $117.5

Units sold 110

Cost of 110 sold units (110 X $

D 4

L o4 “

23. A business makes wed sses. Each ma-
chinist is paid $30 a day®and each supervisor $40
a day. Each supervisor can work with up to 10
machinists and each machinist can produce one
wedding dress a day.

(4

925

Answer. B

If 95 wedding dresses a day are produced, what
is the daily labour cost?

A $2850
C $3230

B $3210
D $3250

°

To produce 95 dresses, 95 machinists and 10 supervisors
are needed. Note: there cannot be 9.5 supervisors!
Calculate direct labour cost

(95 x $30) + (10 x $40) = $3250

Answer: D

24. Which statement best describes variable costs?
A costs that are the same in total up to a certain
level then increase with output

B costs that are the same in total over any out
- put level

C costs that are constant per unit as output in
- creases

D costs that increase per unit as output increases

The variable cost of production is a constant amount per unit
produced. As the volume of production and output increases,
variable costs will also increase.

Answer C
25. A company manufa ells chairs.
The following per glit i ien’is available.

S

25

erial and labour 12

riable production costs
ble selling costs <, 2

he company has the option of buying in the
chairs for resale instead of making them.

At which purchase price would the company’s profit
be unchanged?

A $15
C $19

B $17
D $21

Costs incurred regardless whether the chairs are
bought or produced:

Total fixed costs
Variable selling costs

If the purchase price equals to the variable cost of

production ($12+$3), the company's profit would be

same the profit in both cases.

Answer. A
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26. The budgeted income statement of J Limited
shows the following.
S
sales 400000
variable costs 240 000
fixed costs 132000
profit for the year 28 000

What is the margin of safety in dollars?

A $70 000 B =$160 000
C $268 000 D $330000

Step 1: Calculate C/S ratio
=160,000/400,000 = 0.4

Step 2: Calculate Break even point in dollars ($)

Total fixed costs ($132,000)

C/S ratio (0.4)

Step 3: Calculate Margin of safety (Dollars)
Answer A

= Sales ($400,000) - BEP ($330,000)

27. The following details are supplied by a company
for the month of August.
budgeted machine hours 36000
budgeted overheads $162000
actual machine hours 36500
actual overheads $155000

What is the under or over absorption of @
overheads?

A $2250 over absorbed
B $2250 under absorbed
C $9250 over absorbed
D $9250 under absorbe

(4

Step 1: Calculaté Qerh
” -
absorption rate ‘,’

Budgeted overheads ($162,000)
Budgeted machine hours (36,000)

Step 2: Calculate Absorbed overheads
= OAR ($4.50) x Actual machine hours (36,500)

Step 3: Determine over absorption

Absorbed overheads ($164,250) > Actual overheads
($155,000),

The Over absorption is $9250.

Answer: C

28. A company has fixed costs of $40 000 per month.
It provided the following information.

March units
30 000

April units |
15000

( production

Total production costs for March were $90 000.
What were the total production costs for April?

A $45 000 B $65 000
C $70 000 D $110 000

Step 1: Calculate Total variable costs in March
= Total costs ($90,000) - Fixed costs ($40,000)

Step 2: Calculate Variable cost per unit

: . $50,000
Variable costs per unit = -----2-----

30,000
Step 3: Calculate total production ¢
Total costs (April) = Fixed costs iﬁ;i + Total variable
Answer: B

costs ($1.66667 x 15,000)
29. A company’s pr& émarginal costing and

ri les were identical. Which

t the company’s pro-

ater than break-even

ere greater than the sales units
y were the same as the break-even

nits
D they were the same as the sales units

Marginal and absorption profits differ due to different
inventory valuation .

If production units and sales units equal, there will be no
inventory . Marginal and absorption profits would be
equal

Answer D

30. Which statement is not a reason why
a business prepares budgets?

A to ensure coordination of the business
activi - ties

B to identify potential problems in the future

C to identify the responsibilities of managers

D to prepare the financial statements for the year

Budgets are typically forward-looking in nature.
Income is based on projections and estimates for the

periods they cover, as are expenses.Financial
statements arc prepared at year end using
historical data.

Answer D
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