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Structure of this paper

	Section
	Number of questions available
	Number of questions to be answered
	Suggested working time

(minutes)
	Marks available
	Percentage of exam

	Section One:

Multiple choice
	15
	15
	25 
	15
	15

	Section Two:

Short answer
	6
	6
	120 
	155
	70

	Section Three:

Extended answer
	2
	1
	35 
	30
	15


	
	
	
	
	Total
	100


SECTION ONE: Multiple-choice



15% (15 marks)

This section has 15 questions.  Answer all questions on the separate Multiple-choice answer sheet provided. For each question shade the box to indicate your answer. Use only a blue or black pen to shade the boxes. If you make a mistake, place a cross through that square and shade your new answer. Do not erase or use correction fluid/tape.  Marks will not be deducted for incorrect answers. No marks will be given if more than one answer is completed for any question.

Suggested working time: 25 minutes 

1.  When approving finance to a business, a financial institution will consider both risk and return factors.  One of factors considered is the collateral offered by the business.  Collateral is best described as the:
a) assets offered as security for a debt

b) cash that a business has on hand to help repay debts

c) person or business who guarantees they will repay debts if borrower defaults
d) commitment to repay over a period of time

2.  All assets in the financial records of a business will be shown at their original purchase price.  This is called the:
a) Purchase price assumption

b) Monetary convention

c) Materiality convention
d) Historical cost assumption

3.  Which one of the following items would not be classified as an expense?

a) Wages expense

b) Stationery consumed

c) Prepaid Advertising expense

d) Rent expense 

4.  One of the errors that a Trial Balance would not disclose would be:

a)  Incorrectly balancing a ledger account.

b)  Entering wrong amount on each side of account

c)  Leaving a ledger account balance out of trial balance

d)  Making two debit entries or two credit entries instead of one debit and one credit
5.  One of the advantages of forming a small proprietary company rather than a sole trader or partnership is:

a) It is a separate legal entity


b) Limited liability


c) Easy to form 


d) Less costly to set up

6.  The assumption which states that the life of a business should be divided up into periods of time for the determination of profit is the:

a) Historical cost assumption

b) Materiality assumption

c) Going concern assumption

d) Accounting period assumption

7.  The recording of cost of sales at the time a sale of inventory is made, is a feature of:

a) The perpetual and physical inventory systems

b) The perpetual inventory system

c) The physical inventory system

d) Neither the perpetual or the physical inventory system

8.  Assets in the Balance Sheet which are expected to convert into cash within 12 months are called:

a) Cash Assets

b) Liquid Assets

c) Current Assets

d) Non-current Assets

9.  Which of the following are not all current liabilities:

a) Accrued Expenses, Creditors, GST Collected

b) Discount allowed, Creditors, GST Collected

c) Short term loan, Accounts Payable, GST Collected

d) Bank overdraft, Creditors, Accrued expenses

10.  Assessing liquidity is a vital component in determining a business’s financial stability because liquidity assesses:

a) how heavily the business has borrowed compared to funds contributed by the owners


b)  the ability of the business to pay its short term debts


c)  how much income has been received by the business


d) how much the business has borrowed
11.  If an asset cost $60,000 and was sold for $15,000 and a gain on the sale was made to the value of $3,000, then the accumulated depreciation was:

a) $42,000

b) $72,000

c) $48,000

d) $45,000

12.  Accrued wages are classified as a:

a) Current asset

b) Current liability

c) Non-current liability

d) Expense

13.  Recognition of expenses under an accrual system of accounting would not include:

a) Expenses which have been consumed by balance day

b) Expenses which have been used up by balance day

c) Expenses which have been paid and incurred by balance day

d) Expenses which have been paid but not yet incurred.

The following information is relevant to Question 14 & 15

On 1 March 2015 a business pays $1,250 for 10 months of insurance cover.  This is recorded in the business’s ledger as “prepaid insurance”.  On 30 June 2015 an adjusting entry for insurance is made and the relevant amount is transferred from the prepaid insurance account to the insurance expense account.

14.  If this adjusting entry is not made, then the profit will be:

a) Understated by $500

b) Understated by $417

c) Overstated by $500

d) Overstated by $417

15.   If this adjusting entry is not made then assets will be:

a) Overstated by $750

b) Overstated by $500
c) Understated by $750

d) Understated by $500
SECTION TWO: Short answer

70% (155 marks)
This section has six (6) questions. Attempt all questions. Write your answers in the space provided.

Show all calculations clearly in the space marking Workings for questions where calculations are applicable.  Marks will be awarded principally for the relevant accounting and finance content.

Spare answer pages are provided at the end of this booklet.  They can be used for planning your responses and/or as additional space if required to continue an answer.  

· Planning: If you use the spare pages for planning, indicate this clearly at the top of the page.

· Continuing an answer: If you need to use the space to continue an answer, indicate in the original answer space where the answer is continued, i.e. give the page number. Fill in the number of the question(s) that you are continuing to answer at the top of the page.
Suggested working time: 120 minutes 

Question 16                                                                                      25 marks

Justin Freestone is a landscaper and has decided to start his own small business called Freestone’s Landscaping Services.  He needs to decide what types of business ownership would be most suited to his business and is not sure whether to form a sole trader, partnership or a small proprietary company.  

Required:

(a)  Distinguish between the three types of business ownership – sole trader, partnership and small proprietary company under the following characteristics.  
(i)  State the maximum and minimum number of owners for each business type  (3)
________________________________________________________________________

_________________________________________________________________________
________________________________________________________________________

(ii) Define the term “Unlimited Liability” and state which types of business ownership have “Unlimited Liability”. (3)
________________________________________________________________________

_________________________________________________________________________
_________________________________________________________________________
_________________________________________________________________________
________________________________________________________________________

________________________________________________________________________

_________________________________________________________________________
________________________________________________________________________

_________________________________________________________________________
_________________________________________________________________________
_________________________________________________________________________
________________________________________________________________________

(iii) Define Continuity of existence and explain which types of ownership have continuity of existence. (3)
_________________________________________________________________________
________________________________________________________________________

_________________________________________________________________________
_________________________________________________________________________
_________________________________________________________________________
________________________________________________________________________

________________________________________________________________________

_________________________________________________________________________
________________________________________________________________________

________________________________________________________________________

_________________________________________________________________________
(b)  List one advantages and one disadvantage of each type of business ownership.  (6)

SOLE TRADER

Advantage 1 
________________________________________________________________________

_________________________________________________________________________
Disadvantage 1
________________________________________________________________________

_________________________________________________________________________
PARTNERSHIP 

Advantage 1 
________________________________________________________________________

_________________________________________________________________________
Disadvantage 1
________________________________________________________________________

_________________________________________________________________________
SMALL PROPRIETARY COMPANY

Advantage 1 
________________________________________________________________________

_________________________________________________________________________
Disadvantage 1
________________________________________________________________________

_________________________________________________________________________
(c)  Discuss three possible sources of finance Justin could use in his business (other than taking on a partner).  (3)

________________________________________________________________________

_________________________________________________________________________
________________________________________________________________________

_________________________________________________________________________
________________________________________________________________________

_________________________________________________________________________
________________________________________________________________________

_________________________________________________________________________
________________________________________________________________________

_________________________________________________________________________
________________________________________________________________________

_________________________________________________________________________
________________________________________________________________________

_________________________________________________________________________
________________________________________________________________________

_________________________________________________________________________
(d)  If Justin’s business is unable to meet its financial obligations, it is possible that Justin himself will become bankrupt.  Explain the concept of Bankruptcy as per the Bankruptcy Act of 1966.    (3)
_________________________________________________________________________
________________________________________________________________________

_________________________________________________________________________
________________________________________________________________________

_________________________________________________________________________
________________________________________________________________________

________________________________________________________________________

_________________________________________________________________________
________________________________________________________________________

_________________________________________________________________________
________________________________________________________________________

(d)  Justin is also very conscientious of the need for his business to engage in a socially, environmentally and ethical manner.     Describe two costs and two benefits of his business doing this.  (4)
________________________________________________________________________

_________________________________________________________________________
________________________________________________________________________

_________________________________________________________________________
________________________________________________________________________

_________________________________________________________________________
________________________________________________________________________

_________________________________________________________________________
________________________________________________________________________

_________________________________________________________________________
________________________________________________________________________

_________________________________________________________________________
Question 17                                                                                     44 marks

Cooper Pipe Plumbing Suppliers are wholesalers of plumbing supplies.  They sell direct to plumbers and plumbing businesses and they offer trade credit to their customers – their terms are 30 days and a 2% discount for prompt payment.  They use the Perpetual Inventory method to account for inventory.
Their main supplier is a manufacturer called “Plumbing Supplies Direct” who offers them 30 day trade credit on all goods supplied.  
Cooper Pipe Plumbing Suppliers had the following account balances at the start of July 2015

	Cash at Bank
	$39,000

	Inventory
	$14,700

	Accounts receivable – Max’s Plumbing
	$3,300

	Accounts receivable – Reece’s Plumbing
	$1,000

	GST Payable
	$6,000

	Bank Loan
	$22,000

	Capital
	$30,000


Cooper Pipe Plumbing Suppliers’ transactions for the month of July 2015 are as follows:

	July 1
	The owner contributed additional capital to the business $50,000

	2
	Purchased a Motor Vehicle from Albany Motors $44,000 (GST Inclusive).  A 20% deposit was paid in cash and the remaining value is owed to Albany Motors.

	3
	Purchased $11,000 (GST Inclusive) worth of plumbing supplies on credit from Plumbing Supplies Direct

	5
	It was discovered that at the end of June, an amount of $700 was incorrectly entered into the Rent account and should have been entered into the Electricity account.  An entry is needed to correct this error.

	8
	Cooper Pipe Plumbing Suppliers returned unsuitable stock to Plumbing Supplies Direct valued at $880 (GST Inclusive).

	10
	Sold plumbing supplies on credit to Reece’s plumbing valued at $990 (GST Inclusive).  Cost of sales is $500

	20
	Paid Plumbing Supplies Direct the full amount owing less a discount of 3%.

	21
	The owner withdrew $770 cash.

	24
	Reece’s Plumbing paid the amount owing less a discount of 2%.

	29
	The amount owing from Max’s Plumbing is written off as a bad debt


*Round calculations to the nearest dollar
Required:

1. Enter all of the above transactions into the general journal.  (32 marks)

2. Prepare the following ledger accounts as they would appear at July 31

· Accounts Payable - Plumbing Supplies Direct account  (3 marks)
· Accounts Receivable - Reece’s Plumbing account  (3 marks)
 3.  Calculate how much Cooper Pipe Plumbing Supplies owes the ATO in GST by the end of July.  (6 marks)
GENERAL JOURNAL

	DATE
	DETAILS
	DEBIT
	CREDIT
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GENERAL JOURNAL

	DATE
	DETAILS
	DEBIT
	CREDIT

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	


NOTE:  LEDGERS HAVE BEEN PRESENTED IN T-FORMAT AND 

MULTI-COLUMN – STUDENTS TO SELECT ONE FORMAT TO USE.   

LEDGERS WITH T-FORMAT

        Accounts Payable - Plumbing Supplies Direct account

	DATE
	DETAILS
	DEBIT $
	DATE
	DETAILS
	CREDIT $

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	


        Accounts Receivable - Reece’s Plumbing account

	DATE
	DETAILS
	DEBIT $
	DATE
	DETAILS
	CREDIT $

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	


LEDGERS WITH COLUMNAR FORMAT:

Accounts Payable - Plumbing Supplies Direct account 
	DATE
	DETAILS
	DEBIT
	CREDIT
	BALANCE

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	


Accounts Receivable - Reece’s plumbing account 
	DATE
	DETAILS
	DEBIT
	CREDIT
	BALANCE

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	


3.  GST Owing at the end of July is ____________________________
Workings:

Question 18                                                                                     17 marks

The following information is for the business “Deluxe Toys”, which sells children’s toys throughout Australia. This information was compiled by the business owner on the 30 June 2018.

	Balance Sheet extract
	Income Statement extract

	Accounts Receivable
	27 000
	Cash sales
	123 000

	Inventory
	38 000
	Cost of Sales
	82 000

	Prepaid Advertising
	3 300
	Operating expenses:
	

	Furniture & Fittings
	96 000
	Administrative Expenses
	1 000

	Vehicle
	66 000
	Selling Expenses
	6 000

	Office Equipment
	83 000
	Marketing Expenses
	5 000

	Accrued wages
	8 900
	Financial Expenses
	7 000

	Bank Overdraft
	7 000
	
	

	Accounts Payable
	76 000
	
	

	Loan(Payable 2020)
	129 000
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	Total Assets on 30 June 2017 = $323 200


Calculate the following ratios:

	RATIO
	METHOD OF CALCULATION
	2018

	Profit
	Net Profit 

Net sales


	

	Expense
	Operating expenses

Net sales


	

	Debt to equity
	Total Liabilities

Equity (end)


	

	Working capital/current
	Current Assets

Current Liabilities


	

	Quick asset/liquidity
	Current Assets (excluding inventory and prepayments)

Current Liabilities (excluding bank overdraft)


	

	Gross Profit
	Gross Profit

Net sales


	

	Rate of return on assets
	Profit 

Average total assets


	












7 marks

Part B 

Define the terms profitability, liquidity and gearing.  (3 marks)

________________________________________________________________________

_________________________________________________________________________
________________________________________________________________________

_________________________________________________________________________
________________________________________________________________________

_________________________________________________________________________
________________________________________________________________________

_________________________________________________________________________
________________________________________________________________________

_________________________________________________________________________
________________________________________________________________________

_________________________________________________________________________
________________________________________________________________________

_________________________________________________________________________
________________________________________________________________________

_________________________________________________________________________
________________________________________________________________________

_________________________________________________________________________
________________________________________________________________________

_________________________________________________________________________
________________________________________________________________________

_________________________________________________________________________
________________________________________________________________________

_________________________________________________________________________
Part C  - 

For each of the ratios in the table below: 

(i) identify whether they are measuring profitability, liquidity or gearing 

(ii) identify whether an increase in this ratio from one financial year to the next is a good sign or a bad sign for the business

	RATIO
	MEASURE OF:
	INCREASE GOOD OR BAD?

	Profit
	
	

	Expense
	
	

	Debt to equity
	
	

	Working capital/current
	
	

	Quick asset/liquidity
	
	

	Gross Profit
	
	

	Rate of return on assets
	
	











(7 marks)
Question 19                                                                                     25 marks

Eastbank Business College

Trial Balance (extract)

As at 30 June 2019

	Ledger account title
	Debit
	Credit

	Unearned Fees
	
	180,000

	Interest Income
	
	670

	Wages
	71,000
	

	Prepaid rent
	14,400
	

	Stationery supplies
	500
	


Note:  Eastbank Business College is not registered for GST

Additional Information at balance day 30 June 2019

· By balance day 85% of all fees had been earned
· Accrued interest income $80
· $800 of wages has been incurred but not yet paid
· The Prepaid rent amount of $14,400 was paid at the beginning of September 2018 for a 12 month period.
· $100 worth of stationery was still on hand 
Required:
a. Enter the balances for each account in the trial balance into the General Ledger.                                                                                     (5 marks)
b. Record all balance day adjustments at 30 June 2019 in the General Ledger









(10 marks)
c. Balance the accounts where appropriate.
(3 marks)
d. Show the closing entries in the General Ledger
(5 marks)
Additional information at 6 July 2019

· The accrued interest income owing at 30 June 2019 was received
· The wages owing at 30 June 2019 was paid
Required:

e. Show the General Ledger entries to record the receipt of interest income and the payment of wages owing on 6 July.   Note:  Bank account not required.










  (2 marks)

NOTE:  LEDGERS HAVE BEEN PRESENTED IN T-FORMAT AND 

MULTI-COLUMN – STUDENTS TO SELECT ONE FORMAT TO USE.   

LEDGERS WITH T-FORMAT

Unearned Fees

	DATE
	DETAILS
	DEBIT $
	DATE
	DETAILS
	CREDIT $

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	


Interest Income
	DATE
	DETAILS
	DEBIT $
	DATE
	DETAILS
	CREDIT $

	
	
	
	
	
	

	
	
	
	
	
	


Wages

	DATE
	DETAILS
	DEBIT $
	DATE
	DETAILS
	CREDIT $

	
	
	
	
	
	

	
	
	
	
	
	


  Prepaid Rent
	DATE
	DETAILS
	DEBIT $
	DATE
	DETAILS
	CREDIT $

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	


  Stationery supplies
	DATE
	DETAILS
	DEBIT $
	DATE
	DETAILS
	CREDIT $

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	


Fees
	DATE
	DETAILS
	DEBIT $
	DATE
	DETAILS
	CREDIT $

	
	
	
	
	
	


Accrued Interest Income
	DATE
	DETAILS
	DEBIT $
	DATE
	DETAILS
	CREDIT $

	
	
	
	
	
	


Accrued Wages
	DATE
	DETAILS
	DEBIT $
	DATE
	DETAILS
	CREDIT $

	
	
	
	
	
	


Rent expense
	DATE
	DETAILS
	DEBIT $
	DATE
	DETAILS
	CREDIT $

	
	
	
	
	
	


Stationery expense
	DATE
	DETAILS
	DEBIT $
	DATE
	DETAILS
	CREDIT $

	
	
	
	
	
	


LEDGERS WITH COLUMNAR FORMAT:

Unearned Fees

	DATE
	DETAILS
	DEBIT
	CREDIT
	BALANCE

	
	
	
	
	

	
	
	
	
	


Interest Income
	DATE
	DETAILS
	DEBIT
	CREDIT
	BALANCE

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	


Wages
	DATE
	DETAILS
	DEBIT
	CREDIT
	BALANCE

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	


Prepaid Rent
	DATE
	DETAILS
	DEBIT
	CREDIT
	BALANCE

	
	
	
	
	

	
	
	
	
	


Stationery supplies

	DATE
	DETAILS
	DEBIT
	CREDIT
	BALANCE

	
	
	
	
	

	
	
	
	
	


Fees Income
	DATE
	DETAILS
	DEBIT
	CREDIT
	BALANCE

	
	
	
	
	

	
	
	
	
	


Accrued Interest Income
	DATE
	DETAILS
	DEBIT
	CREDIT
	BALANCE

	
	
	
	
	

	
	
	
	
	


Accrued wages
	DATE
	DETAILS
	DEBIT
	CREDIT
	BALANCE

	
	
	
	
	

	
	
	
	
	


Rent expense

	DATE
	DETAILS
	DEBIT
	CREDIT
	BALANCE

	
	
	
	
	

	
	
	
	
	


Stationery expense

	DATE
	DETAILS
	DEBIT
	CREDIT
	BALANCE

	
	
	
	
	

	
	
	
	
	


Question 20








14 marks
The Balance Sheet of Crystal Delivery Services at 30 June 2016 included the following:

	NON-CURRENT ASSETS
	

	Delivery vehicle
	70,000

	Less accumulated depreciation
	25,000


The Delivery Vehicle is being depreciated at a rate of 20% per annum reducing balance.  On 31 October 2016, it was sold for cash for $40,000 (GST Exclusive) Disregard GST
Required:

a) Prepare the general journal entry to record depreciation on 31 October 2016
(2 marks)

b) Prepare the general journal entries to account for the sale of the delivery vehicle on 31 October 2014

(8 marks)

c) Prepare the Sale of Asset account at 31 October 2016  

(4 marks)

Workings:        

GENERAL JOURNAL

	DATE
	DETAILS
	DEBIT
	CREDIT

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	


NOTE:  LEDGERS HAVE BEEN PRESENTED IN T-FORMAT AND 

MULTI-COLUMN – STUDENTS TO SELECT ONE FORMAT TO USE.   

LEDGER WITH T-FORMAT

  Sale of Asset
	DATE
	DETAILS
	DEBIT $
	DATE
	DETAILS
	CREDIT $

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	


LEDGER WITH COLUMNAR FORMAT:

Sale of Asset
	DATE
	DETAILS
	DEBIT
	CREDIT
	BALANCE

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	


Question 21







30 Marks
 Milestone Traders - Trial Balance as at June 30, 2019

	
	DEBIT 
	CREDIT

	Cash at Bank
	46,000
	

	Capital
	
	40,260

	Term deposit (matures in 3 months)
	20,000
	

	Interest on term deposit
	
	440

	Delivery vehicles
	50,000
	

	Accumulated depreciation of Delivery Vehicles
	
	21,600

	Office equipment
	20,000
	

	Accumulated depreciation of Office equipment
	
	2,000

	Inventory 
	16,100
	

	Insurance
	4,560
	

	Stationery supplies asset
	440
	

	Sales Wages
	36,000
	

	Sales
	
	198,000

	Cost of sales
	92,000
	

	Accounts receivable
	22,000
	

	Allowance for doubtful debts
	
	2,600

	Accounts payable
	
	28,400

	Bad debts
	1,800
	

	Unearned rent revenue
	
	2,000

	Rent revenue
	
	15,000

	Loss on sale of office equipment
	1,400
	

	
	310,300
	310,300


Additional information at 30 June 2019 (not yet accounted for)

· Depreciation on Delivery vehicles is 20% per annum using reducing balance method
· Depreciation on Office equipment is 15% per annum on cost
· Additional bad debts are $100
· The allowance for doubtful debts is to be set at $2,800
Required:

(a)  Prepare a fully classified Income Statement for year ending 30 June 2019

(12 marks)

(b)  Prepare Balance Sheet at 30 June 2019

(15 marks)
Workings:

Milestone Traders

Income Statement for year ended June 30, 2019

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	


Milestone Traders

Balance Sheet as at June 30, 2019

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	


(c) The calculation of profit under a cash system of accounting is different to the calculation of profit under an accrual system of accounting.

Use 3 examples to show why the calculation of profit under a cash accounting system would be different to the calculation of profit under an accrual accounting system.  

(3 marks)
________________________________________________________________________

_________________________________________________________________________
________________________________________________________________________

_________________________________________________________________________
________________________________________________________________________

_________________________________________________________________________
________________________________________________________________________

_________________________________________________________________________
________________________________________________________________________

_________________________________________________________________________
________________________________________________________________________

_________________________________________________________________________
________________________________________________________________________

_________________________________________________________________________
________________________________________________________________________

_________________________________________________________________________
________________________________________________________________________

_________________________________________________________________________
________________________________________________________________________

_________________________________________________________________________
________________________________________________________________________

_________________________________________________________________________
SECTION THREE: Extended answer

15% (30 marks)

This section has two (2) questions. You must answer one (1) question.  Write your answers in the space provided following Question 23.

If you use a page for planning, indicate this clearly at the top of the page.

Suggested working time: 35 minutes 

Question 22                                                                                                            30 marks
a)  Internal control is of vital importance to all businesses.  Write a detailed response in which you discuss:

· What internal control is and why it is so important to a business. (3)
· The main principles that should be adhered to ensure control over:  (12)
· Cash 
· Inventory 

· Accounts receivable 

· Non-current assets 
(15 marks)
b)  Traditionally all payments and receipts in a business would be made by cheque.  In today’s society however, many methods of electronic processing are widely used in the payment and receipt of cash.

  For each of the following types of electronic payment, state 2 benefits and 1 risk for a business using:

· EFTPOS

· Bill Payments

· Credit Cards

· On-line Banking

· Direct Debit

  










(15 marks)

Question 23                                                                                                            30 marks

a) Sonia Wallas has recently set up a business called “Nick Knacks”.  A review of her business records after her first year of trading, revealed the following.  Sonia has listed her assets at their dollar values and at the price she purchased each one for.  Her motor vehicle for example is listed as $40,000 which is the price Sonia purchased the  motor vehicle for.  Stock on hand is listed at $15,000.  There are 300 items of stock currently in the storeroom.  Sonia records all of her income when it is earned and her expenses when incurred (consumed) even if the cash has not been received for the income and the expenses have not yet been paid.  She has prepared an income statement for the first six months of trading but plans to regularly complete business reports at the end of each financial year.  All relevant income and expense transactions have been listed in her books so that her profit can be calculated accurately and is free from bias or error.  Sonia plans to continue operating her business for many years to come.
Required:

Discuss all of the accounting assumptions and conventions that Sonia is following correctly.  In your answer clearly state for each assumption:


(i)  the name of the assumption or convention being followed

(ii) the
 definition of that assumption or convention


(ii) the ways in which Sonia is following the assumption or convention










(15 marks)

b)  There are five elements to financial statements:  assets, liabilities, equity, income and expenses.

Under “The Framework” assets, liabilities, income and expenses are defined and recognised by certain criteria.  

(i) Identify the main elements in the definition and recognition criteria for both assets and expenses as per the “The Framework”  (10)

(ii)  Justify why advertising is an expense, however prepaid advertising is an asset.  Use the definition and recognition criteria from (a) to support your answer.  (5)









(15 marks)
Question Number ________________________

________________________________________________________________________

_________________________________________________________________________
_________________________________________________________________________
_________________________________________________________________________
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