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2015
MARKING GUIDE

SECTION ONE: Multiple-choice



15% (15 marks)

Multiple choice answers

	1
	A

	2
	D

	3
	C

	4
	B

	5
	B

	6
	D

	7
	B

	8
	C

	9
	B

	10
	B

	11
	C

	12
	B

	13
	D

	14
	C

	15
	B


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)
	
	Minimum
	Maximum
	

	Sole Trader
	1
	1
	1

	Partnership
	2
	20
	1

	Small proprietary company
	1
	50
	1


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

	Sole traders and partnerships have unlimited liability which means that if the business cannot meet its debts, the owner’s personal assets can be sold to meet these debts.  
	2

	Small proprietary companies have limited liability which means that the personal assets of the owners cannot be sold to meet business debts and the their liability only extends to unpaid shares in the company.
	1


(iii) Define Continuity of existence and explain which types of ownership have continuity of existence. (3)
	This term refers to the on-going nature of a business.  Some business types cease to exist if an owner retires or dies, others can keep going with new ownership.
	2

	Sole traders and partnerships do not have continuity of existence but companies do.
	1


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

SOLE TRADER

Advantage 1 
Any of the following for 1 mark….

	Easy to set up

	The owner keeps all the profit

	The owner makes all the decisions for the business


Disadvantage 1
Any of the following for 1 mark….

	Difficult to take holidays or be sick as a proprietor is the sole owner

	Unlimited liability

	Need to have expertise in a range of areas

	Shoulder all losses 


PARTNERSHIP 

Advantage 1 
Any of the following for 1 mark….

	More capital can be raised as there are 2-20 owners

	Variety of expertise and opinions amongst partners

	Easier to take holidays and sick leave 

	Share decision making


Disadvantage 1
Any of the following for 1 mark….

	Unlimited liability

	One partner can make a bad decision which can affect the business and the other partners

	Profit needs to be shared between partners


SMALL PROPRIETARY COMPANY

Advantage 1 - 
Any of the following for 1 mark….

	More capital 

	Limited liability

	Transfer of ownership easier


Disadvantage 1
Any of the following for 1 mark….

	Harder to set up than sole trader or partnership

	More costly to set up

	Subject to greater regulation and control


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

Any of the following for 3 marks….(or any other acceptable answer)
	Short term loan

	Bank overdraft

	Hire purchase

	Leasing

	Mortgage

	Family and friends

	Government assistance/loan

	Bridging finance


(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)

	The Bankruptcy Act of 1966, sets out the details concerning the process to followed in the event where an individual who is unable to repay private or business debts.  
	1

	The bankrupt person gives up control of their assets to a trustee, who is appointed to administer the person’s financial affairs.  
	1

	The trustee is responsible for selling all realisable assets and using this money to repay creditors.  An application for bankruptcy is lodged with the Official Receiver in Bankruptcy or with the Federal Court (by the trustee or the bankrupt person them self).  
	1


 (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)

Benefits - Any 2 of….for 2 marks (or other relevant point)
	Increased customer loyalty

	New customers

	Low employee turnover – therefore reduced training and recruitment costs

	Shows business cares for community


Costs - Any 2 of….for 2 marks (or other relevant point)
	Lack of finance

	Lack of knowledge

	Lack of resources

	Lack of time

	Finding environmentally friendly products can be difficult


Question 17                                                                                     44 marks

GENERAL JOURNAL

	DATE
	DETAILS
	DEBIT
	CREDIT
	

	July 

1
	Cash at bank
	50,000
	
	1

	
	  Capital
	
	50,000
	1

	
	Owner contributed cash to the business



	
	
	

	2
	Motor vehicle


	40,000
	
	1

	
	GST Outlays


	4,000
	
	1

	
	  Cash at Bank


	
	8,800
	1

	
	  Albany Motors


	
	35,200
	1

	
	Purchased a motor vehicle 



	
	
	

	3

	Inventory
	10,000
	
	1

	
	GST Outlays
	1,000
	
	1

	
	  Plumbing supplies direct
	
	11,000
	1

	
	Purchased inventory on credit



	
	
	

	5
	Electricity


	700
	
	1

	
	  Rent


	
	700
	1

	
	Correction of error



	
	
	

	8


	Plumbing supplies direct
	880
	
	1

	
	  Inventory
	
	800
	1

	
	  GST Outlays
	
	80
	1

	
	Returned unsuitable inventory 

	
	
	

	10

	Reece’s Plumbing
	990
	
	1

	
	  Sales
	
	900
	1

	
	  GST Collected
	
	90
	1

	
	Sold goods on credit



	
	
	


GENERAL JOURNAL

	DATE
	DETAILS
	DEBIT
	CREDIT
	

	10

	Cost of sales
	500
	
	1

	
	  Inventory
	
	500
	1

	
	Cost of goods sold



	
	
	

	20


	Plumbing supplies direct
	10,120
	
	1

	
	  Cash at bank
	
	9,816
	1

	
	  Discount received
	
	276
	1

	
	  GST Outlays
	
	28
	1

	
	Paid Plumbing supplies direct the full amount owing less 3% discount

	
	
	

	21
	Drawings


	770
	
	1

	
	  Cash at bank


	
	770
	1

	
	Owner withdrew cash from the business



	
	
	

	24


	Cash at Bank
	1,950
	
	1

	
	Discount allowed
	36
	
	1

	
	GST Collected
	4
	
	1

	
	  Reece’s Plumbing
	
	1,990
	1

	
	Reece’s Plumbing paid amount owing less a 2% discount



	
	
	

	29
	Bad debts


	3,000
	
	1

	
	GST Collected


	300
	
	1

	
	  Max’s Plumbing


	
	3,300
	1

	
	Bad debt written off



	
	
	












-2 for no narrations











-1 for no dates

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 $
	

	July 8


	Inventory/GST Outlays
	880
	July 3


	Inventory/GST Outlays
	11,000
	1 + 1

	    20


	Cash at Bank
	9,816
	
	
	
	1

	
	Discount received
	276
	
	
	
	

	
	GST Outlays
	28
	
	
	
	


       Accounts Receivable -  Reece’s Plumbing account

	DATE
	DETAILS
	DEBIT $
	DATE
	DETAILS
	CREDIT $
	

	July 1


	Balance b/d
	1,000
	Jul 20


	Cash at Bank
	1,950
	1 + 1

	     10 
	Sales/GST Collected
	990
	
	Discount received
	36
	1

	
	
	
	
	GST Collected
	4
	


LEDGERS WITH COLUMNAR FORMAT:

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

	July 3


	Inventory/GST Outlays
	
	11,000
	11,000CR
	1

	8


	Inventory/GST Outlays
	880
	
	10,120CR
	1

	20


	Cash at Bank
	9,816
	
	304CR
	1

	
	Discount received


	276
	
	28CR
	

	
	GST Outlays


	28
	
	0
	


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

	July 1


	Balance b/d
	1,000
	
	1,000DR
	1

	     10 
	Sales/GST Collected


	990
	
	1,990DR
	1

	     20


	Cash at Bank
	
	1,950
	40DR
	1

	
	Discount received


	
	36
	4DR
	

	
	GST Collected


	
	4
	0
	


3.  GST Owing at the end of July is _____$894_______________________(6 marks)
Workings:

GST Payable at beginning of July $6,000 + GST Collected (90 – 4 - 300) = 5,786 (1 + 1 + 1+ 1) 
GST Outlays = 4,000 + 1,000 – 80 – 28 = 4,892  (.5 + .5 + . 5 + .5)
Question 18                                                                                     17 marks

Calculate the following ratios:

	RATIO
	METHOD OF CALCULATION
	2018
	

	Profit
	Net Profit 

Net sales


	Profit  - (123,000 – 82,000 – (1,000 + 6,000 + 5,000 + 7,000) = 22,000
22,000  / 123,000 = 17.89%
	1

	Expense
	Operating expenses

Net sales


	Expenses -  (1,000 + 6,000 + 5,000 + 7,000) = 19,000

19,000 / 123,000 = 15.45%
	1

	Debt to equity
	Total Liabilities

Equity (end)


	Total assets – (27,000 + 38,000 + 3,300 + 96,000 + 66,000 + 83,000) = 313,300

Total liabilities – (8,900 + 7,000 + 76,000 + 129,000) = 220,900

Assets 313,300 – Liabilities 220,900 = Equity 92,400
220,900 / 92,400 = 239.07%
	1

	Working capital/current
	Current Assets

Current Liabilities


	Current assets – ( 27,000 + 38,000 + 3,300) = 68,300

Current liabilities – (89,000 + 7,000 + 76,000) = 91,900
68,300 / 91,900 = 74.32%
or 1.00:0.7432
	1

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

Current Liabilities (excluding bank overdraft)


	Current assets (27,000) Current liabilities (8,900 + 76,000 

27,000 / 84,900 = 31.80%
or 1.00:0.31802
	1

	Gross Profit
	Gross Profit

Net sales


	Gross profit – (123,000 – 82,000) = 41,000

41,000 / 123,000 = 33.33%


	1

	Rate of return on assets
	Profit 

Average total assets


	Average assets = (323,200 + 313,300/2) = 318,250

22,000 / 318,250 = 6.9%
	1












7 marks

Part B 

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

	Profitability refers to the earning capacity of the business during the period.  If a business is profitable then it is generating a reasonable return form its investment in assets and equities
	1

	Liquidity refers to the ability of a business to pay its short term debts as they fall due
	1

	Gearing refers to the extent to which the business has borrowed money from outside sources as opposed to investment by the owner.  
	1


.

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
	Profitability


	Good
	1

	Expense
	Profitability


	Bad
	1

	Debt to equity
	Gearing


	Bad
	1

	Working capital/current

	Liquidity
	Good
	1

	Quick asset/liquidity
	Liquidity


	Good
	1

	Gross Profit
	Profitability


	Good
	1

	Rate of return on assets
	Profitability


	Good
	1











(7 marks)

Question 19                                                                                     25 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 $
	

	Jun 30
	Fees
	153,000
	Jun 30
	Balance 
	180,000
	2

	
	Balance c/d
	27,000
	
	
	
	1

	
	
	180,000
	
	
	180,000
	

	
	
	
	Jul 1
	Balance b/d
	27,000
	


Interest Income
	DATE
	DETAILS
	DEBIT $
	DATE
	DETAILS
	CREDIT $
	

	Jun 30
	Profit and Loss summary
	750
	Jun 30
	Balance 
	670
	2

	
	
	
	
	Accrued Interest Income
	80
	1


Wages

	DATE
	DETAILS
	DEBIT $
	DATE
	DETAILS
	CREDIT $
	

	Jun 30
	Balance 
	71,000
	June 30
	Profit and Loss summary
	71,800
	2

	
	Accrued wages
	800
	
	
	
	1


  Prepaid Rent
	DATE
	DETAILS
	DEBIT $
	DATE
	DETAILS
	CREDIT $
	

	Jun 30
	Balance 
	14,400
	June 30
	Rent
	12,000
	2

	
	
	
	
	Balance c/d
	2,400
	1

	
	
	14,400
	
	
	14,400
	

	Jul 1
	Balance b/d
	2,400
	
	
	
	


  Stationery supplies
	DATE
	DETAILS
	DEBIT $
	DATE
	DETAILS
	CREDIT $
	

	Jun 30
	Balance 
	500
	June 30
	Stationery expense
	400
	2

	
	
	
	
	Balance c/d
	100
	1

	
	
	500
	
	
	500
	

	Jul 1
	Balance b/d
	100
	
	
	
	


Fees
	DATE
	DETAILS
	DEBIT $
	DATE
	DETAILS
	CREDIT $
	

	June 30
	Profit and Loss summary
	153,000
	Jun 30
	Unearned Fees
	153,000
	2


Accrued Interest Income/Interest Income Receivable
	DATE
	DETAILS
	DEBIT $
	DATE
	DETAILS
	CREDIT $
	

	Jun 30
	Interest Income
	80
	July 6
	Bank
	80
	2


Accrued Wages/Wages Payable
	DATE
	DETAILS
	DEBIT $
	DATE
	DETAILS
	CREDIT $
	

	July 6
	Bank
	800
	Jun 30
	Wages
	800
	2


Rent expense
	DATE
	DETAILS
	DEBIT $
	DATE
	DETAILS
	CREDIT $
	

	June 30
	Prepaid rent
	12,000
	June 30
	Profit and Loss summary
	12,000
	2


Stationery expense
	DATE
	DETAILS
	DEBIT $
	DATE
	DETAILS
	CREDIT $
	

	June 30
	Stationery supplies
	400
	June 30 
	Profit and Loss summary
	400
	2


LEDGERS WITH COLUMNAR FORMAT:

Unearned Fees

	DATE
	DETAILS
	DEBIT
	CREDIT
	BALANCE
	

	Jun 30
	Balance 
	
	
	180,000CR
	1

	
	Fees


	153,000
	
	27,000CR
	2


Interest Income
	DATE
	DETAILS
	DEBIT
	CREDIT
	BALANCE
	

	Jun 30
	Balance 
	
	
	670CR
	1

	
	Accrued Interest Income
	
	80
	750CR
	1

	
	Profit and Loss summary
	750
	
	0
	1


Wages
	DATE
	DETAILS
	DEBIT
	CREDIT
	BALANCE
	

	Jun 30
	Balance 
	
	
	71,000DR
	1

	
	Accrued Wages


	800
	
	71,800DR
	1

	
	Profit and Loss summary
	
	71,800
	0
	1


Prepaid Rent
	DATE
	DETAILS
	DEBIT
	CREDIT
	BALANCE
	

	Jun 30
	Balance 
	
	
	14,400DR
	1

	
	Rent


	
	12,000
	2,400DR
	2


Stationery supplies
	DATE
	DETAILS
	DEBIT
	CREDIT
	BALANCE
	

	Jun 30
	Balance 
	
	
	500DR
	1

	
	Stationery supplies


	
	400
	100DR
	2


Fees Income
	DATE
	DETAILS
	DEBIT
	CREDIT
	BALANCE
	

	Jun 30
	Fees
	
	153,000
	153,000CR
	1

	
	Profit and Loss summary
	153,000
	
	0
	1


Accrued Interest Income/interest Income Receivale
	DATE
	DETAILS
	DEBIT
	CREDIT
	BALANCE
	

	Jun 30
	Interest Income
	80
	
	80DR
	1

	Jul 6


	Bank
	
	80
	0
	1


Accrued wages/Wages payable
	DATE
	DETAILS
	DEBIT
	CREDIT
	BALANCE
	

	Jun 30
	Wages
	
	800
	800CR
	1

	Jul 6


	Bank
	800
	
	0
	1


Rent expense

	DATE
	DETAILS
	DEBIT
	CREDIT
	BALANCE
	

	June 30
	Prepaid rent
	12,000
	
	12,000DR
	1

	
	Profit and Loss summary
	
	12,000
	0
	1


Stationery expense

	DATE
	DETAILS
	DEBIT
	CREDIT
	BALANCE
	

	June 30
	Stationery supplies
	400
	
	400DR
	1

	
	Profit and Loss summary
	
	400
	0
	1


Workings:
Fees earned:  $180,000 x 85% = $153,000

Rent expense:  $14,400 x 10/12 = $12,000
Question 20








14 marks

Workings:        

Depreciation at 31 October 2016:

70,000 – 25,000 x .20 x 4/12 = 3,000
GENERAL JOURNAL

	DATE
	DETAILS
	DEBIT
	CREDIT
	

	Oct 31 2016
	Depreciation of Delivery vehicle
	3,000
	
	1

	
	  Accumulated depreciation of Delivery Vehicle
	
	3,000
	1

	
	Depreciation at the date of sale

	
	
	

	
	Sale of asset
	70,000
	
	1

	
	  Delivery vehicle
	
	70,000
	1

	
	Transfer cost of delivery vehicle


	
	
	

	
	Accumulated depreciation of delivery vehicle

	28,000
	
	1

	
	 Sale of Asset

	
	28,000
	1

	
	Transfer accumulated depreciation 

	
	
	

	
	Bank
	40,000
	
	1

	
	  Sale of Asset
	
	40,000
	1

	
	Proceeds from sale of asset


	
	
	

	
	Loss on Sale of Asset
	2,000

	
	1

	
	  Sale of asset

	
	2,000
	1

	
	Loss on sale of asset transferred


	
	
	


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 $
	

	Oct 31
	Delivery vehicle
	70,000
	Oct 31
	Accumulated depreciation 
	28,000
	2

	
	
	
	
	Bank
	40,000
	1

	
	
	
	
	Loss on sale of asset
	2,000
	1


LEDGER WITH COLUMNAR FORMAT:

Sale of Asset
	DATE
	DETAILS
	DEBIT
	CREDIT
	BALANCE
	

	Oct 31
	Delivery vehicle
	70,000
	
	70,000DR
	1

	
	Accumulated depreciation 


	
	28,000
	42,000DR
	1

	
	Bank


	
	40,000
	2,000DR
	1

	
	Loss on sale of asset

	
	2,000
	0
	1


Workings:

Accumulated depreciation:  $25,000 + $3,000 = $28,000
Question 21







30 Marks
Workings:

Depreciation of delivery vehicle (50,000 – 21,600) x .20 = 5,680

Depreciation of office equipment 20,000 x .15 = $3,000

      Allowance for Doubtful Debts
	DATE
	DETAILS
	DEBIT $
	DATE
	DETAILS
	CREDIT $

	
	Bad debts
	1,900
	
	Opening balance
	2,600

	
	Closing balance
	2,800
	
	Doubtful debts
	2,100


Milestone Traders

Income Statement for year ended June 30, 2019
	Sales


	
	
	198,000
	1

	Less cost of sales


	
	
	92,000
	1

	Gross profit


	
	
	106,000
	1

	Add other income


	
	
	
	

	Interest on term deposit


	
	440
	
	1

	Rent revenue


	
	15,000
	15,440
	1

	Total operating income


	
	
	121,440
	1

	Less operating expenses


	
	
	
	

	Selling and distribution


	
	
	
	

	Depreciation of Delivery vehicle


	5,680
	
	
	1

	Sales Wages


	36,000
	41,680
	
	1

	General and administrative


	
	
	
	

	Loss on sale office equipment 


	1,400
	
	
	1

	Depreciation of office equipment


	3,000
	
	
	1

	Insurance


	4,560
	8,960
	
	1

	Financial 


	
	
	
	

	Doubtful debts


	
	2,100
	52,740
	1

	Net Profit


	
	
	68,700
	












(12 marks)
Milestone Traders

Balance Sheet as at June 30, 2019
	Current Assets


	
	
	

	Bank


	
	46,000
	1

	Accounts Receivable


	21,900
	
	1

	Less allowance for doubtful debts


	2,800
	19,100
	1

	Inventory


	
	16,100
	1

	Term deposit


	
	20,000
	1

	Stationery supplies


	
	440
	1

	Total Current Assets


	
	101,640
	

	Non-Current Assets


	
	
	

	Delivery vehicles


	50,000
	
	

	Accumulated depreciation of delivery vehicles


	27,280
	22,720
	1

	Office equipment


	20,000
	
	1

	Accumulated depreciation of office equipment


	5,000
	15,000
	1

	Total Non-Current Assets


	
	37,720
	1

	TOTAL ASSETS


	
	139,360
	

	Current Liabilities


	
	
	

	Accounts payable
	
	28,400


	1

	Unearned rent revenue
	
	2,000


	1

	Total Current Liabilities


	
	30,400
	1

	NET ASSETS
	
	108,960

	

	Equity


	
	
	

	Capital
	40,260


	
	1

	Plus Profit
	68,700


	108,960
	1













(15 marks)
c)  

Any 3 of…..for 3 marks (or other acceptable answers)

	Accrual accounting recognises income when earned not when the cash is received, and expenses are recognised when incurred not necessarily when the cash is paid.

	For example wages $400 incurred and but not yet paid – this amount would be an expense under an accrual system as incurred but not included as an expense in a cash system as not yet paid.

	For example interest $300 has been earned but not yet received.  This interest would be included as income under an accrual system as it has been earned but not included as income under a cash system as not yet received in cash.

	Credit sales of $2,000 have been earned but the money has not yet been received from customers.  This would be recorded an income under an accrual system as it has been earned but not recorded as income under a cash system as it has not been received in cash.


SECTION THREE: Extended answer

15% (30 marks)

Question 22                                                                                                            30 marks

a)
What internal control is and why it is so important to a business. 
	Internal control represents the procedures and processes in place within a business to ensure business operations are effective and efficient, financial records are reliable and a business’s objectives are being achieved
	1


Internal control is important to a business as it: (list at least 2 reasons and explain or list 4 points…) for 2 marks….
	Protects business assets
	Business assets are highly valuable as they help a business earn income.  It is very important that measures are put in place to protect these assets

	Ensure accuracy of business records and reports
	Business records and reports are used by internal and external users and must be reliable and accurate.  

	Encourages efficiency
	There should be regular analysis and review of business operations with a focus of them being as efficient as possible

	Ensure observance of business policy
	Employees need to have clear directions and be able to follow business guidelines and policies

	Guarantees compliance with laws and regulations
	Businesses are subject to many laws and regulations and internal control procedures will help ensure these are being complied with.


The main principles that should be adhered to ensure control over:

· Cash – any 3 of the following for 3 marks…
	Separation of duties
	Separate the duty of handling cash with the recording of cash

	Authorisation processes
	Approval of all payments, use of electronic funds transfer, signing of cheques by 2 people

	Recording and documentation systems
	Preparation of cash budgets, documentation of cash received, daily banking, payments made by cheque, electronic funds transfer, separate petty cash fund

	Use of a petty cash fund
	Fund for spending and recording small payments – must be controlled, authorised and recorded

	Verification and checking
	For example checking of credit cards signatures and expiry dates, daily mail opened by 2 people, cash is reconciled daily, bank reconciliation monthly

	Established lines of responsibility
	All tasks related to handling and recording cash must be done by authorised person and it must be clear as to who is responsible for these tasks


· Inventory – any 3 of the following for 3 marks…
	Separation of duties
	Duties in relation to recording and stocking inventory should be separated where possible to help avoid employees stealing inventory

	Authorisation and documentation processes
	Authorisation processes must be in place in relation to purchase of inventory and paying for inventory, all purchases and payments must be documented and recorded accurately

	Inventory management system
	Use of perpetual inventory system which is a method of recording all inventories purchased and sold and identifies re-order points for stock.  


· Accounts receivable – any 3 of the following for 3 marks…
	Separation of duties
	Separate tasks of bookkeeper, credit manager etc again so that errors can be easily detected and cuts down on risk of employees falsify records

	Authorisation and documentation processes
	All functions related to managing accounts receivable must be properly authorised and accurately documented

	Verification and checking processes
	Accounts receivable balances must be reviewed each month, follow up on overdue accounts must occur

	Established lines of responsibility
	All tasks related to the handling and recording of accounts receivable must be done by authorised person and it must be clear as to who is responsible for these tasks


· Non-current assets – any 3 of the following for 3 marks…
	Separation of duties
	Duties in relation to purchasing and maintaining assets should be separated where possible 

	Authorisation of….
	· Purchase of new assets

· Disposal of old assets

· Use of assets for non-business processes

	Recording and documentation of…
	· Insurance of assets

	Maintaining asset register
	Record of all assets owned and all the details 

	Security of assets
	· Barcoding and engraving

· Protection of documents related to assets

· Security cameras

· Alarms











Total 15 marks
b)
	EFTPOS 

Benefits:  (any 2 of…)

· Potential increase in sales as customers can make purchases without having cash

· Improves cashflow into business

· Reduction in costs as no need for accounts receivable and end of month debtors statement

· Cuts down on bad debts

· Can promote sales by offering cash out facility

· Increased safety as less cash on premises

· This above may lead to less expensive insurance premiums.

Risks:  (any 1 of…..)

· Set up costs

· Ongoing service charges for use of equipment

· Potential for fraud and hacking

· Potential for breaches of security

· Subject to power outages













(3 marks)
	Bill Payments 

Benefits: (2 of….)

· Increased cashflow  as customers can make payments outside normal business hours

· Convenient 

Risks: (1 of …)

· Increased expenses as agencies charge a commission to collect funds

· Necessity of regular reconciliation of electronic receipts through the agency


(3 marks)

fraud, possible loss of securityie e agencyreconciliation of electronic receipts throughs

 normal business hours

	· ayments from customers on behalf of a third par













(3 marks)
	On-line 

Benefits:  (2 of…)

· convenience 
· reduces costs of posting cheques, speed of processing
Risks:  (1 of….)

· subject to fraud

· subject to power outages


(3 marks)
	Direct debit 

Benefits:  (2 of…)  

· Convenience
· Ensures receipt of regular amounts owing on time, every time, because the transaction is automated
· Safer than having cash on the premises
· All transactions are documented and can be verified
Risks:  (1 of…)
· risks of fraud and subject to outages

· no payment if customer does not have funds in their account

· no notification if payment has not occurred













(3 marks)
Question 23                                                                                                            30 marks

a)
Any 5 of the following conventions can be explained and supported by examples… 
	Sonia is following the Monetary convention.
	1

	The Monetary convention states that: only transactions that can be assigned a monetary value can be entered in the accounting records.
	1

	Sonia is following this convention correctly by listing all her assets at their dollar values for example stock is listed as $15,000 not 300 items
	1


	Sonia is following the Historical cost convention.
	1

	The Historical cost convention states that: An asset is recorded at its original purchase price, not at its current market value in the accounting records of the business.
	1

	Sonia is following this convention correctly by listing all her assets at the price she purchased each one for. For example the motor vehicle is listed as $40,000 which is its original purchase price
	1


	Sonia is using accrual accounting.
	1

	Under accrual accounting all income is recorded when earned and all expenses are recorded when incurred.
	1

	Sonia is recording all income when earned and all expenses when incurred.
	1


	Sonia is following the accounting period convention.
	1

	The accounting period convention states that The life of the business is divided into fixed periods of time so that the profit or loss for each time period can be calculated and reported to the business owner.
	1

	Sonia is completing reports at the end of every financial year.
	1


	Sonia is following the convention of materiality.
	1

	Materiality refers to the importance of an item to a particular business.  Information is material if its omission would affect the decision making process.
	1

	Sonia is following this convention by including all relevant income and expense items in her books so that her profit calculation is accurate and free from bias or error.
	1


	Sonia is following the going concern assumption.
	1

	It is assumed that a business, once it has commenced, it will continue to operate.
	1

	Sonia is following this convention as she plans to continue to operate her business for many years to come.
	1












(15 marks)

b)  
(i)  

	Definition of an asset according the Framework:

An asset is a resource controlled by the entity as a result of past events and from which future economic benefits are expect to flow to the entity.


	3

	Asset recognition criteria according to the Framework:

An asset is recognised when:

· It is probable that future economic benefits will flow to the entity
· The asset has a cost or value that can be measured reliably

	2

	Definition of an expense according the Framework:

"Expenses are decreases in economic benefits during an accounting period in the form of outflows or depletion of assets or an incurrence of liabilities that result in decreases in equity, other than those relating to distributions from equity participants".


	3

	Expense recognition criteria according to the Framework:

· It is PROBABLE (more than 50% likely) that an outflow of future economic benefits will occur.

· The value of the expense can be measured reliably


	2


 
(ii)

	The advertising is an expense as it 

· Has resulted in a decrease in economic benefit (Its value has been consumed or used up during the accounting period)

· Has resulted in cash outflow (cash at bank has decreased) or results in a liability (money is owed to pay for the expense)

· It results in a decrease to equity (as it an expense which decreases equity)


	2

	The prepaid advertising is an asset as it:

· future economic benefits are expect to flow to the entity (it will bring income into the business in the future)
· it is the result of a past event (it has already been paid for)

· It is controlled by the business (they own the right to use the advertising in the future)
	2

	Both the advertising and prepaid advertising have a cost which can measured reliably which is a recognition criteria for both assets and expenses
	1
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