ACCOUNTING AND FINANCE
YEAR 11 ATAR		2015

	SOLUTIONS AND MARKING KEY

SECTION  ONE  - MULTI-CHOICE
1    b)		2    c)		3    a)		4    d)		5    a)
6    c)		7    a)		8    b)		9    c)		10  d)
11  b)		12  a)		13  b)		14  c)		15  d)
										1 mark each = total 15 marks
SECTION  TWO											    Marks 
QUESTION 16
a)	GENERAL JOURNAL
	Date
	Details
	Dr  
	Cr
	

	2/10
	Cash at bank
	18 000.00
	
	½ 

	
	Computer
	900.00
	
	½ 

	
	Office furniture
	850.00
	
	½ 

	
	Tapes & CDs
	600.00
	
	½ 

	
	      Capital
	
	20 350.00
	½ 

	
	(Contributions by owner to start business)
	
	
	

	3/10
	Tapes & CDs
	400.00
	
	½ 

	
	GST paid
	40.00
	
	½ 

	
	      Cash at bank
	
	440.00
	½ 

	
	(purchased for cash)
	
	
	

	
	Sound equipment
	10 000.00
	
	½ 

	
	GST paid
	1 000.00
	
	½ 

	
	      Giant Hi-Fi
	
	11 000.00
	½ 

	
	(Credit purchase – inv. GH 045)
	
	
	

	4/10
	Stationery
	95.00
	
	½

	
	GST paid
	9.50
	
	½ 

	
	      Officeworks
	
	104.50
	½

	
	(Purchased on credit)
	
	
	

	5/10
	Tapes & CDs
	48.00
	
	½

	
	GST paid
	4.80
	
	½ 

	
	       Cloudbabies
	
	52.80
	½

	
	(Purchased on credit)
	
	
	

	
	Officeworks
	104.50
	
	½ 

	
	      Cash at bank
	
	104.50
	½

	
	(Paid creditor)
	
	
	

	6/10
	Giant Hi-Fi
	6 000.00
	
	½ 

	
	      Cash at bank
	
	6 000.00
	½ 

	
	(payment on account)
	
	
	

	
	Cotton Club
	880.00
	
	½ 

	
	      Fees revenue
	
	800.00
	½ 

	
	      GST collected
	
	80.00
	½ 

	
	(Service provided invoice 0001)
	
	
	

	7/10
	Cash at bank
	200.00
	
	½ 

	
	      Cotton Club
	
	200.00
	½ 

	
	(Part payment received)
	
	
	


	Narrations:  	½ mark               - 1 mark if Driving licence purchase included.
	Dates:		½ mark							(Total marks = 14)
b)  LEDGER												    Marks
	Date 
	
	Dr
	Cr
	Bal
	

	
	Cash at bank
	
	
	
	

	2/10
	Capital
	18 000.00
	
	18 000.00 Dr
	½ 

	3/10
	Tapes & CDs
	
	400.00
	17 600.00 Dr
	½ 

	
	GST paid
	
	40.00
	17 560.00 Dr
	½ 

	5/10
	Officeworks
	
	95.00
	17 465.00 Dr
	½ 

	
	GST paid
	
	9.50
	17 455.50 Dr
	½ 

	6/10
	Giant Hi-Fi
	
	6 000.00
	11 455.50 Dr
	½ 

	7/10
	Cotton Club
	200.00
	
	11 655.50 Dr
	½ 

	
	Computer
	
	
	
	

	2/10
	Capital
	900.00
	
	900.00 Dr
	½ 

	
	
	
	
	
	

	
	Office furniture
	
	
	
	

	2/10
	Capital
	850.00
	
	850.00 Dr
	½ 

	
	Tapes & CDs
	
	
	
	

	2/10
	Capital
	600.00
	
	600.00 Dr
	½ 

	3/10
	Cash at bank
	400.00
	
	1 000.00 Dr
	½ 

	5/10
	Cloudbabies
	48.00
	
	1 048.00 Dr
	½ 

	
	GST paid
	
	
	
	

	3/10
	Cash at bank
	40.00
	
	40.00 Dr
	½ 

	
	Cash at bank
	1 000.00
	
	1 040.00 Dr
	½ 

	4/10
	Officeworks
	9.50
	
	1 049.50 Dr
	½ 

	
	Cloudbabies
	4.80
	
	1 054.30 Dr
	½

	
	Capital
	
	
	
	

	2/10
	Cash at bank
	
	18 000.00
	18 000.00 Cr
	½ 

	
	Computer
	
	900.00
	18 900.00 Cr
	½ 

	
	Office furniture
	
	850.00
	19 750.00 Cr
	½

	
	Tapes & CDs
	
	600.00
	20 350.00 Cr
	½

	
	Sound equipment
	
	
	
	

	3/10
	Giant Hi-Fi
	10 000.00
	
	10 000.00 Dr
	½

	
	Giant Hi-Fi
	
	
	
	

	3/10
	Sound equipment
	
	10 000.00
	10 000.00 Cr
	½ 

	
	GST paid
	
	1 000.00
	11 000.00 Cr
	½ 

	
	Cash at bank
	6 000.00
	
	5 000.00 Cr
	½ 

	
	Stationery
	
	
	
	

	4/10
	Officeworks
	95.00
	
	95.00 Dr
	½ 

	
	Officeworks
	
	
	
	

	4/10
	Stationery
	
	95.00
	95.00 Cr
	½ 

	
	GST paid
	
	9.50
	104.50 Cr
	½ 

	5/10
	Cash at bank
	104.50
	
	-
	½ 

	
	Cloudbabies
	
	
	
	

	5/10
	Tapes & CDs
	
	48.00
	48.00 Cr
	½ 

	
	GST paid
	
	4.80
	52.80 Cr
	½ 

	
	Cotton Club
	
	
	
	

	6/10
	Fees revenue
	800.00
	
	800.00 Dr
	½ 

	
	GST collected
	80.00
	
	880.00 Dr
	½ 

	7/10
	Cash at bank
	
	200.00
	680.00 Dr
	½ 

	
	Fees revenue
	
	
	
	

	6/10
	Cotton Club
	
	800.00
	800.00 Cr
	½ 

	
	GST collected
	
	
	
	

	6/10
	Cotton Club
	
	80.00
	80.00 Cr
	½ 


									
OR

	Date
	Details
	$
	Date
	Details
	$
	Marks

	
	Cash at bank
	
	
	
	
	

	2/10
	Capital
	18 000.00
	3/10
	Tapes & CDs
	400.00
	½ + ½ 

	7/10
	Cotton Club
	200.00
	
	GST Paid
	40.00
	½ + ½ 

	
	
	
	5/10
	Officeworks
	95.00
	½ 

	
	
	
	
	GST Paid
	9.50
	½ 

	
	
	
	
	Giant Hi-Fi
	6 000.00
	½ 

	
	Computer
	
	
	
	
	

	2/10
	Capital
	900.00
	
	
	
	½ 

	
	Office furniture
	
	
	
	
	

	2/10
	Capital
	850.00
	
	
	
	½ 

	
	Tapes & CDs
	
	
	
	
	

	2/10
	Capital
	600.00
	
	
	
	½ 

	3/10
	Cash at bank
	400.00
	
	
	
	½ 

	5/10
	Cloudbabies
	48.00
	
	
	
	½ 

	
	GST paid
	
	
	
	
	

	3/10
	Cash at bank
	40.00
	
	
	
	½

	
	Cash at bank
	1 000.00
	
	
	
	½ 

	4/10
	Officeworks
	95.00
	
	
	
	½ 

	
	Cloudbabies
	4.80
	
	
	
	½ 

	
	Capital
	
	
	
	
	

	
	
	
	2/10
	Cash at bank
	18 000.00
	½ 

	
	
	
	
	Computer
	900.00
	½ 

	
	
	
	
	Office furniture
	850.00
	½ 

	
	
	
	
	Tapes & CDs
	600.00
	½ 

	
	Sound equipment
	
	
	
	
	

	4/10
	Giant Hi-Fi
	10 000.00
	
	
	
	½ 

	
	Giant Hi-Fi
	
	
	
	
	

	5/10
	Cash at bank
	6 000.00
	3/10
	Sound equipment
	10 000.00
	½ + ½ 

	
	
	
	
	GST paid
	1 000.00
	½ 

	
	Stationery
	
	
	
	
	

	4/10
	Officeworks
	95.00
	
	
	
	½ 

	
	Officeworks
	
	
	
	
	

	5/10
	Cash at bank
	104.50
	4/10
	Stationery
	95.00
	½ + ½ 

	
	
	
	
	GST paid
	9.50
	½ 

	
	Cloudbabies
	
	
	
	
	

	
	
	
	5/10
	Tapes & CDs
	48.00
	½ 

	
	
	
	
	GST paid
	4.80
	½ 

	
	Cotton Club
	
	
	
	
	

	6/10
	Fees revenue
	800.00
	7/10
	Cash at bank
	200.00
	½ + ½ 

	
	GST collected
	80.00
	
	
	
	½ 

	
	Fees revenue
	
	
	
	
	

	
	
	
	6/10
	Cotton Club
	800.00
	½ 

	
	GST collected
	
	
	
	
	

	
	
	
	6/10
	Cotton Club
	80.00
	½ 


		Dates :  ½ mark					(Total marks = 18)
c)						DJ/DJ
TRIAL BALANCE AS AT 7/10/2015
	Account
	Dr $
	Cr $
	

	Cash at bank
	11 655.50
	
	1 ½ 

	Computer
	900.00
	
	½

	Office furniture
	850 00
	
	½

	Tapes & CDs
	1 048.00
	
	1

	
	Dr $
	Cr $
	Marks

	GST paid
	1 054.30
	
	1

	Capital
	
	20 350.00
	1

	Sound equipment 
	10 000.00
	
	½ 

	Giant Hi-Fi
	
	5 000.00
	1

	Stationery
	95.00
	
	½

	Cloudbabies
	
	52.80
	½

	Cotton Club
	680.00
	
	1

	Fees revenue
	
	800.00
	½

	GST collected
	
	80.00
	½ 

	
	26 282.80
	26 282.80
	


			-1 mark if balance included for Officeworks	(Total marks = 10)
d)  Purpose of Trial Balance : Errors not revealed.
The purpose of a Trial Balance is to provide a general indication that the entering of transactions 
is correct and, in a manual system, to provide a convenient list of accounts at the balance date 		1
from which the firm’s financial reports can be prepared.							1
There are several errors in recording which will not be disclosed by a Trial Balance:
Transaction omitted altogether
Transaction posted to the right accounts but to the wrong sides
Transaction posted to the wrong account
Wrong amount posted to both sides
Compensating errors
						Any 2 points x 1 mark				           1								(Total marks = 4)	 
e)  Bankruptcy:
Under the Bankruptcy Act, a person who is unable to pay their debts when they fall due may be 
declared bankrupt. As Dean’s business is not incorporated, he has personal responsibility for its 		1
debts and, if he cannot pay them out of his own resources he will be declared bankrupt. He 
would then be obliged to surrender control of his assets to a Trustee who will administer them 		1
and dispose of them where necessary for the benefit of the creditors.
To avoid this, Den must carefully control his borrowings to ensure that he is not overextended 		1
and, on the other hand, ensure that his own credit control is good and that he does not allow
 those who owe him money to be too tardy in payment or avoid paying at all.				1
									(Total marks = 4)
QUESTION  17											 
WORKINGS:
Accrued expense :  	300 + 4700	=  5000
Depreciation of office equipment:  15400 x 10%  =  1540
Doubtful debts: 1000 - (750 + 500) = -250 - ((65000-500)x 2%) = -1540
Insurance expense:  22000 – 4000  =  18000
Rent revenue: 	13000 – 1000 = 12000 
Stationery expense:	800 – 120  =  680
Wages:   238000 + 4700  =  242700
a)   	  				       Humphrey Lauren & Co
Trial Balance at 30/6/15
	
	Dr   $
	Cr   $
	Marks

	Accounts payable
	
	
	

	Accounts receivable
	64 500
	
	1

	Accumulated depreciation, office equipment
	
	7 140
	1

	Agency commission
	
	4 000
	

	Allowance for doubtful debts
	
	1 290
	1

	Bad debts
	
	
	

	Bank loan
	
	
	

	Capital
	
	
	

	Cash at bank
	
	
	

	
	
	
	Marks

	Cost of sales
	367 000
	
	

	Drawings
	
	
	

	Electricity
	3 600
	
	1

	Interest expense
	9 600
	
	1

	Inventories
	
	
	

	Land & buildings
	
	
	

	Office equipment
	
	
	

	Prepaid insurance
	4 000
	
	1

	Rent revenue in advance
	
	1 000
	1

	Sales
	
	840 750
	

	Stock of stationery
	120
	
	1

	Sundry office expenses
	11 500
	
	

	Wages
	242 700
	
	1

	Doubtful debts
	1 540
	
	2

	Accrued interest
	
	4 800
	1

	Accrued expense
	
	5 000
	1

	Depreciation of office equipment
	1 540
	
	1

	Insurance expense
	18 000
	
	1

	Rent revenue
	
	12 000
	1

	Stationery expense
	680
	
	1


									(Total marks = 17)
b)   GENERAL JOURNAL
	Date
	Accounts
	Dr $
	Cr $
	

	30/6/15
	Profit and Loss
	656 160
	
	1

	
	     Cost of sales
	
	367 000
	½ 

	
	     Electricity
	
	3 600
	½

	
	     Interest expense
	
	9 600
	½

	
	     Sundry office expenses
	
	11 500
	½

	
	     Wages
	
	242 700
	½

	
	     Doubtful debts
	
	1 540
	½

	
	     Depreciation of office equipment
	
	1 540
	½

	
	     Insurance expense
	
	18 000
	½

	
	     Stationery 
	
	680
	½

	
	(Closing entries – expenses – at 30/6/15)
	
	
	

	
	Agency commission
	4 000
	
	½

	
	Sales
	840 750
	
	½

	
	Rent revenue
	12 000
	
	½

	
	     Profit and Loss
	
	856 750
	1

	
	(Closing entries – income – at 30/6/15)
	
	
	


	Narrations: ½ mark  Date:  ½ mark
								(Total marks = 9)
c)  Purpose of balance day adjustments:								
Balance day adjustments are done to ensure that the income and the expense that relate to 		1
a particular accounting period are included in the profit statement for that period.
 Income/expenses that were actually received or paid in an earlier period, or will be paid 	  
in a later period are brought in, and those actually paid during the period that relate to a 	   	1
later or a previous period are excluded. If this is not done, the profit for the period may be 	   	1
overstated or understated, as will the profit for the other periods concerned. Moreover the 
assets and liabilities of the firm at the end of the period (e.g. expenses owing or revenue 		   	1
accrued) would be under- or over-stated.
								(Total marks = 4)



d)					Humphrey Lauren & Co
Income Statement for year ended 30/6/15
	
	$
	
	$
	Marks

	Sales
	
	
	840 750
	1

	Less: Cost of sales
	
	
	367 000
	1

	Gross sales
	
	
	473750
	

	Other income:  Agency commission
	
	
	4 000
	1

	                         Rent revenue
	
	
	12 000
	1

	Total income
	
	
	489 750
	

	Operating expenses
	
	
	
	

	    General and Administration Expenses
	
	
	
	

	Electricity
	3 600
	
	
	1

	Sundry office expenses
	11 500
	
	
	1

	Stationery
	680
	
	
	1

	Wages
	242 700
	
	
	1

	Doubtful debts
	1 540
	
	
	1

	Depreciation of office equipment
	1 540
	
	
	1

	Insurance
	18 000
	279 560
	
	1

	    Financial
	
	
	
	

	Interest
	9 600
	9 600
	
	1

	Total expenses
	
	
	289 160
	

	Net operating Profit
	
	
	200 590
	


								(Total marks = 12)
QUESTION 18
a)   					COOPERLEIGH PRODUCTS
BALANCE SHEET AS AT 30/6/15  (extract)
	
	$
	$
	$
	

	Current assets
	
	
	
	

	Cash at bank
	
	
	31 200
	1

	Cash in hand
	
	
	600
	1

	Inventories
	
	
	389 000
	1

	Accounts receivable
	
	
	350 000
	1

	Total current assets
	
	
	770 800
	

	Non-current assets
	
	
	
	

	Office furniture
	23 400
	
	
	1

	Less: Accumulated depreciation
	12 500
	10 900
	
	1

	Plant & equipment
	422 000
	
	
	1

	Less: Accumulated depreciation
	126 000
	296 000
	
	1

	Total non-current assets
	
	
	306 900
	

	Total assets
	
	
	1 077 700
	

	Current liabilities
	
	
	
	

	Accounts payable
	
	
	226 000
	1

	Accrued expenses
	
	
	17 000
	1

	GST payable
	
	
	3 100
	1

	Total current liabilities
	
	
	246 100
	

	Non-current liabilities
	
	
	
	

	Bank loan
	
	
	40 000
	1

	Total liabilities
	
	
	286 100
	


										(Total marks = 12)
b)  Basis & importance of classification of assets & liabilities
Assets and liabilities are classified as ‘Current’ or ‘Non-current’ depending on whether they are		1
 available for use or need to be paid in the short-term (i.e. less than 12 months – Current) or less immediately than that (i.e. in more than 12 months – Non-current). The importance of this 		1



													    Marks
classification is to enable those evaluating a firm’s stability to judge the extent to which it can		1
 survive in the short-term by comparing the debts it is going to have to meet in the near future 
with the assets that can be turned into cash in the normal course of business to meet those debts.		1
									(Total marks = 4)
c)  Principles of internal control and application to cash
Principles would include:
Segregation of duties – ensuring that different employees are responsible for receiving cash
 and banking proceeds, authorising payments and actually making the payments and so on.		2
Proper recording and documentation: Receipts and payments should be recorded on documents 
that show, for example, exactly what was paid to whom and for what purpose and who authorised 	2
the payment. Primary documents should be identified (e.g. by being numbered) so that it will be 
apparent if any have been removed.
The assets and records should be secured: Holdings of cash on the premises should be minimised 
by the use of EFTPOS facilities and regular banking, and any cash kept on the premises should be 	2
locked up. Access to financial records should be restricted to staff who need it, and electronic 
records should be pass-word protected and regularly backed up to prevent loss or corruption.
Authorisation processes: There should be established policies and procedures e.g. for the 		2
payment of invoices, the issuing of invoices, petty cash payments, drawing of cheques or 
authorisation of on-line payments.
[or any other valid point – e.g. maximising use of electronic devices to minimise human 
involvement, establishing firm and well-understood lines of responsibility, having effective
verification & checking processes, employing competent and reliable staff – 2 marks each]
									(Total marks = 8)

QUESTION 19
a)	GENERAL JOURNAL
	Date
	Details
	Dr   $
	Cr   $
	

	30/9
	Depreciation, plant & equipment
	56
	
	2

	
	      Accumulated depreciation, plant & equipment
	
	56
	½ 

	
	(Depreciation on asset sold to date of sale)
	
	
	

	
	Sale of Asset
	5 000
	
	½

	
	     Plant & equipment
	
	5 000
	½

	
	(Transfer cost of asset sold)
	
	
	

	
	Accumulated depreciation, plant & equipment
	4 306
	
	1

	
	      Sale of Asset
	
	4 306
	½

	
	(Transfer accumulated depreciation on asset sold)
	
	
	

	
	Cash at bank
	500
	
	½

	
	      Sale of Asset
	
	500
	½

	
	(Proceeds of sale of asset)
	
	
	

	
	[bookmark: _GoBack]Profit or Loss on sale of asset
	194
	
	½ 

	
	      Sale of Asset
	
	194
	½ 

	
	(Transfer loss on disposal)
	
	
	


									(Total marks = 7)
WORKINGS:
Depreciation :  (5000-4250) x 30% x 3/12  =  56 (2)
Total depreciation:  4250 + 56  =  4306 (1)
b) 	GENERAL LEDGER 
	Date 
	
	Dr
	Cr
	Bal
	Marks

	
	Depreciation, plant & equipment
	
	
	
	

	30/9
	Accum. deprec of plant & equipment
	56
	
	56 Dr
	½

	
	Accum.Deprec. plant & equipment
	
	
	
	

	30/9
	Balance
	
	
	126 000 Cr
	½

	
	Depreciation, plant & equipment
	
	56
	126 056 Cr
	½

	
	Disposal of asset
	4 306
	
	121 750 Cr
	½

	
	Disposal of asset
	
	
	
	Marks

	30/9
	Plant & equipment
	5 000
	
	5 000 Dr
	½

	
	Accum. deprec of plant & equipment
	
	4 306
	694 Dr
	½

	
	Cash at bank
	
	500
	194 Dr
	½

	
	Plant & Equipment
	
	
	
	

	30/9
	Balance
	
	
	422 000 Dr
	½

	
	Disposal
	
	5 000
	417 000 Dr
	½

	
	Cash at bank
	
	
	
	

	30/9
	Disposal
	500
	
	500 Dr
	½


OR
	Date
	Details
	$
	Date
	Details
	$
	Marks

	
	Depreciation, plant & equipt.
	
	
	
	
	

	30/9
	Accum deprec plant & equipt
	56
	
	
	
	½ 

	
	Accum Deprec, plant & equipt
	
	
	
	
	

	30/9
	Disposal of asset
	4 306
	30/9
	Balance
	126000
	½ + ½

	
	
	
	
	Deprec, plant & equipt
	56
	½ 

	
	Disposal of asset
	
	
	
	
	

	30/9
	Plant & equipment
	5 000
	30/9
	Acc deprec plant & eqp
	4 306
	½ + ½ 

	
	
	
	
	Cash at bank
	500
	½ 

	
	Plant & equipment
	
	
	
	
	

	30/9
	Balance
	422000
	30/9
	Disposal of asset
	5 000
	½ + ½ 

	
	Cash at bank
	
	
	
	
	

	30/9
	Disposal of asset
	500
	
	
	
	½ 


									(Total marks = 5)
c)	GENERAL JOURNAL
	Date
	Details
	Dr   $
	Cr   $
	

	30/6/16
	Depreciation, plant & equipment
	88 575
	
	3

	
	      Accumulated depreciation, plant & equipment
	
	88 575
	1 

	
	(Depreciation expense for y/e 30/6/16)
	
	
	

	
	Depreciation, fixtures & fittings
	2 800
	
	1

	
	      Accumulated depreciation, fixtures & fittings
	
	2 800
	1

	
	(Depreciation expense for y/e 30/6/16)
	
	
	


									(Total marks = 6)
WORKINGS:
Depreciation plant & equipt:  ((422000-5000) – (126000-4250) )x 30% = 88575 (3)
Depreciation fixtures & fittings:  28000 x 10% = 2800 (1)
d)  Methods of depreciation:
Straight line (or ‘fixed instalment’) depreciation writes the same amount off as an expense each year.	1
 It will therefore have the same effect on profit in the first year of the asset’s life as it will in the last
 year. It is therefore generally more suitable for assets that will essentially do the same job and have 	1
the same income-earning capacity throughout their useful life, such as furniture.				1
Reducing or diminishing balance depreciation applies a set percentage to the written-down value of 
an asset at the start of the year. This will obviously diminish continuously over time so that the effect 	1
on profit will be greater in the early years of the asset’s life and progressively become less. This is 
suitable for assets which may be presumed to be more useful and have a greater income-earning 		1
capacity in their earlier years of use than in their later such as machinery and vehicles.			1
									(Total marks = 6)

END OF SECTION TWO



SECTION THREE
QUESTION   20											   Marks
a)  Sources of finance:
Owner’s capital: Advantages are that it does not need to be repaid and does not diminish 
the owner’s control nor create obligations to outsiders. The disadvantage is that the owner’s 
resources may be limited and committing more of his resources to his business may create 
financial problems for him.
Loan from bank or other financial institution: Advantages are that it is reasonably easy to 
obtain and does not necessarily diminish the owner’s control, although the lender may require 
security over the assets, depending on the size of the loan. Disadvantages include the fact that 
the business must generate the funds to repay the loan and pay regular interest, regardless of the profitability of the firm. Interest, however, is a tax-deductible expense, which will lessen its 
impact on the owner’s share of profit.
Leasing: Assets such as the vehicle may be leased rather than purchased, thus spreading their 
cost over a long period of time. This can be convenient and simple, but is really only applicable 
to identifiable assets such as vehicles. A disadvantage is that the business does not actually own 
the assets and there may be conditions on their use which might be inconvenient.
Bank overdraft: Fairly easy to arrange and convenient in the sense that you only borrow and
pay interest on what you actually need. However, the interest rate is usually relatively high 
and the bank will usually expect the overdraft to be ‘fully-fluctuating’, in other words is regularly
 paid back, so this form of finance is really only suitable as a short-term or intermittent source
 of funding.
Credit card: Simple and immediate source of funds. However the interest rates are very high 
and this source would again only normally be used as a very short-term source.
Additional capital from a new owner: The owner might seek a partner willing to put capital 
in the business. As well as funding, a new owner may have special expertise to contribute that 
would be helpful. On the other hand, the owner will lose the autonomy currently enjoyed and 
will have to share the additional profits.
		(any 4 valid sources properly explained x 2 marks = 8 marks total)				8
b)  Nature and structure of business:
Eastwood Cabinets has elements of a trading, a manufacturing, and a service business in that 	    	1
it sells a product (cabinets and cupboards) that it has itself manufactured, and provides the 	    	1
customer with the service of installing the product in their premises.				    	1
It would seem from the information provided that the business has only one owner (“the owner 	    	1
has the opportunity ….”) and that it is incorporated (no use of the words Limited or Ltd. in the 	   	1
firm’s name). As such it is likely to be a sole trader.							    	1
c)  Factors considered by lending institutions:							
Security or collateral: Is the borrower able to offer assets as security for the loan e.g. vehicles, 
land, other tangible assets that could be taken to satisfy the debts if need be? For an 
unincorporated business like this, these might include the owner’s personal non-business 
assets such as his house.
Future liquidity and profitability: Is the firm likely to be able to generate the funds necessary 
to repay the loan and to meet interest payments, having regard to its other commitments? Budgets (especially cash budgets) will be needed.
Guarantors: Are there any other people of substance who might be in a possession of acting
 as guarantors of the loan i.e. undertake to meet the borrower’s commitments if he is unable to
 do so?
Credit history: What is the borrower’s past record of borrowing? Has he ever been in default 
or had applications for loans declined.
Past performance: What has been the firm’s recent performance in terms of profitability and 
cash flow? Recent Profit statements and cash flow statements will be called for.
Interest rate: Is the rate on interest that the borrower is willing and able to bear sufficiently 
high to justify the investment when compared with alternative lending opportunities?
Future business: Is the borrower likely to be directly or indirectly the source of future 
business opportunities for the lender?
					(any 3 valid factors x 2 marks each = 6 marks)			6
													     Marks
c) GST
Any business in Australia, unless it has a very small annual turnover, is required to be registered		1
 for the Goods & Services Tax (GST). It is required to charge customers GST (current rate 10%)		1
 on the value of all goods and services it sells. It needs to record all GST charged which it has 
collected, as well as GST that the firm has paid on goods and services it has purchased. On a 		1
regular (usually monthly or quarterly) basis, the business must submit a return to the ATO 
(Business Activity Statement or BAS) which includes, among other information, details of GST 		1
collected and paid, and will be accompanied by a remission to the ATO of net tax owing. 
d)  Partnership 
Advantages would include the possibility of additional capital being introduced into the business. 	1
There is also the possibility that the new partner may be able to bring to the business additional 		1
skills that the present owner lacks, as well as useful contacts and potential customers. The new 
partner was also be able to share the decision-making and the burden of risk and possible loss. 
On the other hand, taking a partner in does rob the owner of his autonomy – he now needs to 		1
consult his partner in important matters – and of course he will be sharing any future profits.		1
A partnership, like a sole trader, is not a separate legal entity. Consequently the owner(s) will be 	1
personally liable for the debts of the business, and it is not possible for the business to enter into 
contracts or hold registrable assets (such as vehicles or real estate) in its own name: these must		1
 be held in the name(s) of the owner(s).
								(Total marks = 30)
QUESTION  21
a)  ASSETS:  
Identification: Accounts receivable, fixtures & fittings, inventories (name one)				1
Definition: A resource embodying a future economic benefit controlled by an entity as a 
result of a past event.												1
Recognition: When there has been an increase in future economic benefits that can be
 reliably measured.												1
LIABILITIES:
Identification: Accounts payable, cash at bank (overdraft) (name one)					1
Definition: A present obligation arising from past events that will result in a future outflow
of future economic benefits.											1
Recognition: When there has been a decrease in future economic benefits that can be reliably
 measured.													1
INCOME:
Identification: Commission earned, interest revenue  (name one)						1
Definition: An increase in a future economic benefit of the entity as a result of a past event 
other than the contribution of capital by the owners or lenders.						1
Recognition: When there has been an increase in future economic benefits by way of an 
increase in an asset or a decrease in a liability that can be reliably measured.				1
EXPENSE: 
Identification: Insurance, wages (name one)									1
Definition: A decrease in a future economic benefit controlled by an entity as a result of a past 
event other than returns of capital to the owner or of borrowings to a lender.				1
Recognition: When there has been a decrease in future economic benefits by way of an 
decrease in an asset or an increase in a liability that can be reliably measured.				1
b)
	RATIO
	
	

	Profit 

	Net profit  =  218000    =    31.2%
Total sales    698000
	2

	Gross profit

	Gross profit =  415000    =    59.5%
Total sales       698000
	2

	Expenses

	Expenses  = 197000    =    28.2%
Total sales   698000
	1

	
	
	

	
	
	Marks

	Return on assets

	     Net profit   =           218000            =  69.6%
Average assets    (305000+321000)
                                         2
	3

	Quick assets

	Current assets –(stock+prepayments) =  (78300-44300)  =  1.74:1
Current liabilities – bank overdraft          (24700 – 5200)
	3

	Debt/equity

	Liabilities   =  108000   =   50.7%
Equity             213000
	1


Workings: 
Gross profit : 698000 – 283000 = 415000
Net profit:  415000-197000 = 218000
Current assets:  35000+44300= 78300
Current liabilities: 19500+5200 = 24700
c) The purpose of the various ratios
The Profit ratio relates the net profit to the overall scale of the operations as measured by the 
annual turnover which is one measure of profitability that can be used to compare the business 		1
in this year compared with previous years or with competitive businesses.
The Gross Profit ratio (Gross margin) is a particularly important ratio for retailers since they 
will usually have a margin over cost that they are aiming for and to compare it to this ratio will 		1
indicate whether their pricing and purchasing strategies are correct.
Expenses are obviously an important element of the profit calculation, and this ratio will give 
readers of the financial statements information on the effectiveness with which the business 		1
has been controlling its operating expenses.
The return on assets is perhaps the most fundamental evaluation of a firm’s profit, since it relates 
the profit earned to the size of the enterprise used to earn it, and enables comparisons with 		1
alternative sources of income that the owner’s resources might be invested in.
The quick assets (liquidity) ratio provides a measure of the business’s capacity to pay its debts 		1
in the short term by excluding from current assets those assets that cannot necessarily easily be
 liquidated and from current liabilities one which would not normally have to be paid off at all 
in the very short term.
The debt/equity ratio measures leverage or gearing, the extent of the firm’s reliance on borrowed 	1
funds. While high leverage is not necessarily a bad thing, it does make the firm’s situation 
relatively risky, and may inhibit its capacity to borrow in the future.
								(Total marks = 30)

END OF PAPER
