ACCOUNTING AND FINANCE
YEAR 11 ATAR		2016

	SOLUTIONS AND MARKING KEY

SECTION  ONE  - MULTI-CHOICE
1    b)		2    b)		3    c)		4    d)		5    a)
6    a)		7    d)		8    c)		9    d)		10  b)
11  a)		12  b)		13  c)		14  c)		15  b)
										1 mark each = total 15 marks
SECTION  TWO											    Marks 
QUESTION 16
a)					FURLONG FURNISHINGS
INCOME STATEMENT FOR THE YEAR ENDED 30/6/16
	
	$
	$
	

	Sales
	
	995 250
	1

	Less: Cost of sales
	
	622 500
	1

	Less: Discount allowed
	
	2200
	1

	Gross Profit
	
	370 550
	1

	Other income:   Rental revenue
	
	12 000
	1

	                          Interest revenue
	
	500
	1

	Total income
	
	383 050
	

	Operating expenses
	
	
	

	Selling & distribution
	
	
	

	Advertising
	9 000
	
	1

	Sales commission
	28 200
	
	1

	Depreciation of vehicle
	8 700
	
	1

	Vehicle costs
	19 800
	65 700
	1

	General administration
	
	
	

	Bad & doubtful debts
	998
	
	1

	Depreciation of furniture & fittings
	4 100
	
	1

	Insurance 
	24 000
	
	1

	Office wages
	196 000
	
	1

	Sundry office expenses
	39 500
	264 598
	1

	Total expenses
	
	[bookmark: _GoBack]330 298
	1

	NET PROFIT
	
	52 752
	1


										(Total marks =17)
b)					FURLONG FURNISHINGS
STATEMENT OF FINANCIAL POSITION AS AT 30/6/16
	Current assets
	
	
	

	Cash at bank
	
	19 700
	1

	Accounts receivable
	24 900
	
	1

	Less:  Allowance for doubtful debts
	498
	24 402
	1

	Inventories
	
	143 600
	1

	Prepaid insurance
	
	2 000
	1

	Accrued interest revenue
	
	125
	1

	Term deposit
	
	25 000
	1

	Total current assets
	
	214 827
	1 

	Non-current assets
	
	
	

	Vehicles
	101 300
	
	1

	
	
	
	Marks

	Accumulated depreciation of vehicles
	34 000
	67 300
	1

	Furniture & fittings
	45 000
	
	1

	Accumulated depreciation of furniture & fittings
	24 200
	20 800
	1

	Total non-current assets
	
	88 100
	1

	Total assets
	
	302 927
	1

	Current liabilities
	
	
	

	Accounts payable
	
	78 500
	1

	Accrued sales commission
	
	1 150
	1

	GST payable
	
	1 900
	1

	Rent received in advance
	
	1 000
	1

	Total current liabilities
	
	82 550
	1

	Non-current liabilities
	
	
	

	Mortgage loan
	
	50 000
	1 

	Total liabilities
	
	132 550
	1

	NET ASSETS
	
	170 377
	1

	Equity
	
	
	

	Capital (opening)
	
	147 625
	1

	Add: Profit for the year
	
	52 752
	1

	Less: Drawings
	
	30 000
	1

	CLOSING EQUITY
	
	170 377
	1


									(Total marks = 26)
c)	GENERAL JOURNAL
	Date
	Accounts
	Dr
	Cr
	

	30/6/16
	Accrued interest revenue
	125
	
	1

	
	    Interest revenue
	
	125
	1

	
	(Interest accrued at 30/6)
	
	
	

	
	Depreciation of furniture & fittings
	4 100
	
	1

	
	    Accumulated deprec. of furniture & fittings
	
	4 100
	1

	
	(Annual depreciation provided)
	
	
	

	
	Depreciation of vehicles
	8 700
	
	1

	
	    Accumulated depreciation of vehicles
	
	8 700
	1

	
	(Annual depreciation provided)
	
	
	

	
	Sales commission
	1 150
	
	1

	
	    Accrued sales commission
	
	1 150
	1

	
	(Accrued expense at 30/6)
	
	
	

	
	Bad & doubtful debts
	498
	
	1

	
	    Allowance for doubtful debts
	
	498
	1

	
	(Provision for doubtful debts as at 30/6)
	
	
	

	
	Insurance expense
	24 000
	
	1

	
	    Prepaid insurance
	
	24 000
	1

	
	(Insurance expense for the year ended 30/6)
	
	
	

	
	Rent revenue in advance
	12 000
	
	1

	
	    Rent revenue
	
	12 000
	1

	
	(Rent revenue earned 30/6)
	
	
	


	Date:		1 mark
	Narrations:	1 mark
									(Total marks = 16)
d)  Type of business
It seems likely that Furlong Furnishings is a merchandising business, given that it has inventories 	1
and a product which requires physical distribution by vehicle. This would also possibly be true of a manufacturing business, but you would expect to find some form of plant and equipment among its 	1
assets, which is not the case. A merchandising or trading business earns its income by selling at a 	1
higher price goods it has purchased from a supplier (e.g. a supermarket). A manufacturing business 

													     Marks
makes its profit by making a physical product and selling it either to the public or a retailer (e.g.		1
 a car maker). Service businesses make their profit through selling a service rather than a physical 	or
product (e.g. an accountant or a builder)									1
									(Total marks = 4)
QUESTION  17
a)  GENERAL JOURNAL
	Date
	Accounts
	Dr
	Cr
	

	30/6/14
	Depreciation, truck
	2 250
	
	4

	
	   Accumulated depreciation, truck
	
	2 250
	1

	
	(Annual depreciation @25% straight line)
	
	
	

	30/6/15
	Depreciation, truck
	6 188
	
	2

	
	   Accumulated depreciation, truck
	
	6 188
	1

	
	(Annual depreciation @25% straight line)
	
	
	

	1/4/16
	Depreciation, truck
	3 480
	
	2

	
	   Accumulated depreciation, truck
	
	3 480
	1

	
	(Depreciation up to date of disposal)
	
	
	

	
	Disposal of asset
	27 000
	
	1

	
	    Truck
	
	27 000
	

	
	(Transfer cost of asset disposed of)
	
	
	

	
	Accumulated depreciation, truck
	11 918
	
	1 +1

	
	    Disposal of asset
	
	11 918
	

	
	(Transfer accum.deprec. of assets disposed of)
	
	
	

	
	Metre Motors
	7 000
	
	1

	
	    Disposal of asset
	
	7 000
	

	
	(Proceeds of disposal – allowed on trade-in)
	
	
	

	
	Loss on disposal of asset
	8 082
	
	2

	
	    Disposal of asset
	
	8 082
	1

	
	(transfer loss on disposal)
	
	
	

	30/6/16
	Depreciation, truck
	4 250
	
	2

	
	   Accumulated depreciation, truck
	
	4 250
	1

	
	(Annual depreciation @25% straight line)
	
	
	


										(Total marks = 21)
WORKINGS:
Cost of truck:  24000 + 2500 + 500 = 27000  (2) (-1 mark if insurance or licensing included in cost)
Depreciation to 30/6/14:	27000 x 25% x 4/12		=	2250 (2)
Depreciation to 30/6/15:	(27000 – 2250) x 25%  	=	6188 (2)
Depreciation to 1/4/16:	(27000 – 2250 -6188) x 9/12  = 	3480 (2)
Accumulated depreciation on old truck:	2250+ 8188+3480  =  11918 (1)
Loss on disposal:  27000 – 11918 – 7000			=	8082 (2)
Depreciation to 30/6/16:	68000 x 25% x 3/12		=	4250 (1 + 1)
				(-1 mark if insurance or licensing included in cost)

b) 					YARDBIRDS WOOD
BALANCE SHEET AS AT 30/6/16 (extract)
	
	$
	

	Truck
	68 000
	1

	Less:  Accumulated depreciation
	4 250
	1

	
	63 750
	


								(Total marks = 2)



d) Need for depreciation accounting								     Marks
While it is true that the expense of an asset’s loss of value over its life will have the same overall 		1
effect on profit whether it is gradually written off by means of depreciation or realised when the 
asset is disposed of, the former method will much more accurately match expense with revenue 		1
for each of the several periods the asset is being used, and is therefore preferable.
								(Total marks = 2)
QUESTION  18
a)	RATIOS
	Ratio
	
	

	Gross Profit
Gross profit  x 100
Net sales

	
273000  x  100   =  41.7%
654000
	
1+1
1

	Return on assets
     Profit     x 100 
Average assets

	
  68400  x  100   =  33.8%
202450
	
1+1
1

	Working capital
Current assets
Current liabilities

	
31900      =    2.44:1
13050
	
1+1
1

	Debt/equity
Total liabilities  x  100
Total equity

	
53050  x  100    =   64.3%
82450
	
1+1
1


										(Total marks = 12)
WORKINGS:
Net sales:  Sales 658000 – sales returns 4000 = 654000  (1)
Gross profit:  Net Sales 654000 – COS 381000 = 273000 (1)
Profit:   Gross profit 273000 – expenses 204600 = 68400 (1)
Average assets:  201000 + (6100+25800+17200)   =   202450 (1)
				2
Current assets:   6100+ 25800  =   31900 (1)
Current liabilities:  4230+1050+7100+670  =  13050 (1)
Total liabilities:  13050 + 40000   = 53050 (1)
Total equity:  Capital 82450  +  profit 68400  = 150850 (1)
b) Purpose of ratios
Gross profit ratio, sometimes called the profit margin, is an important figure for retailers as it shows
 how effective their cost/price relationship is, and enables them to compare their performance with 	1
industry benchmarks which are usually commonly available.
The return on assets is another important measure of profitability showing how well the firm is		1
 using its assets and can be compared with alternative forms of investment.
The working capital ratio is a rough calculator of the business’s ability to meet its obligations as 	1
they fall due, its security: obviously the higher this ratio is, the more stable the business is.
The debt/equity ratio measure the firm’s leverage or gearing, in other words the extent to which it	1
 relies on outside financing rather than capital. The higher ratio is, the more borrowing it has 
relative to its capital, and the greater the risk.
								(Total marks = 4)


c)  Additional information needed									     Marks
Conclusions drawn from ratio analysis of financial statements need reference to other information 
if they are to be valid and useful. This would include:
· Figures for at least one other period, preferable more than one, so that trends can be 		1
detected and changes from past results observed;
· Industry standards or benchmarks or (if available) the results of other similar businesses;		1
· General market conditions within which the business is operating to give its performance 
some context: the profitability may be poor, but this may be a result of a severe economic 	1
downturn beyond the firm’s control;
· Particular circumstances affecting the business that can explain unfavourable (or			1
 favourable) performance.
[or any other reasonable point]
							(Total marks = 4)
QUESTION 19
a)	GENERAL LEDGER
	
	Cash at bank
	
	
	
	

	Date
	Details
	Dr
	Cr
	Balance
	

	1/11
	Capital
	10 000
	
	10 000 Dr
	1

	2/11
	Rent
	
	1 600
	8 400 Dr
	1

	
	GST payable
	
	160
	8 240 Dr
	1

	3/11
	Laptop
	
	1 800
	6 440 Dr
	1

	
	GST payable
	
	180
	6 260 Dr
	1

	4/11
	Spider’s Web
	
	550
	5 710 Dr
	1

	
	Okea
	
	3 000
	2 710 Dr
	1

	
	Fees
	450
	
	3 160 Dr
	1

	
	GST Payable
	45
	
	3 205 Dr
	1

	5/11
	Mutt & Jeff
	400
	
	3 605 Dr
	1

	
	Camera & lenses
	
	
	
	

	1/11
	Capital
	6000
	
	6000 Dr
	1

	
	Motor vehicle
	
	
	
	

	1/11
	Capital
	12 000
	
	12 000 Dr
	1

	
	Capital
	
	
	
	

	1/11
	Cash at bank
	
	10 000
	10 000 Dr
	1

	
	Camera & lenses
	
	6 000
	16 000 Dr
	1

	
	Motor vehicle
	
	12 000
	28 000 Dr
	1

	
	Rent
	
	
	
	

	2/11
	Cash at bank
	1600
	
	1 600 Dr
	1

	
	GST payable
	
	
	
	

	2/11
	Cash at bank
	160
	
	160 Dr
	1

	
	Okea
	600
	
	   760 Dr
	1

	3/11
	Spider’s Web
	50
	
	810 Dr
	1

	
	Cash at bank
	180
	
	990 Dr
	1

	
	Mutt & Jeff
	
	80
	910 Dr
	1

	4/11
	Cash st bank
	
	45
	856 Dr
	1

	
	Okea
	
	
	
	

	2/11
	Furniture & fittings
	
	6 000
	6 000 Cr
	1

	
	GST payable
	
	600
	6 600 Cr
	1

	4/11
	Cash at bank
	3 000
	
	3 600 Cr
	1

	
	
	
	
	
	

	Date
	Details
	Dr
	Cr
	Balance
	Marks

	
	Furniture & fittings
	
	
	
	

	2/11
	Okea
	6 000
	
	6 000 Dr
	1

	
	Spider’s Web
	
	
	
	

	3/11
	Web site expenditure
	
	500
	500 Cr
	1

	
	GST payable
	
	50
	550 Cr
	1

	4/11
	Cash at bank
	550
	
	-
	1

	
	Web site expenditure
	
	
	
	

	3/11
	Spider’s Web
	500
	
	500 Dr
	1

	
	Lap-top
	
	
	
	

	3/11
	Cash at bank
	1 800
	
	1 800 Dr
	1

	
	Mutt & Jeff
	
	
	
	

	3/11
	Fees
	800
	
	800 Dr
	1

	
	GST payable
	80
	
	880 Dr
	1

	5/11
	Cash at bank
	
	400
	480 Dr
	1

	
	Fees
	
	
	
	

	3/11
	Mutt & Jeff
	
	800
	800 Cr
	1

	4/11
	Cash at bank
	
	450
	1 250 Cr
	1


OR
	Date
	Details
	$
	Date
	Details
	$
	

	
	Cash at bank
	
	
	
	
	

	1/11
	Capital
	10 000
	2/11
	Rent
	1 600
	2

	4/11
	Fees
	450
	
	GST payable
	160
	2

	
	GST payable
	45
	3/11
	Lap-top
	1 800
	2

	5/11 
	Mutt & Jeff
	400
	
	GST payable
	180
	2

	
	
	
	4/11
	Spider’s Web
	550
	1

	
	
	
	
	Okea
	3 000
	1

	
	Camera & lenses
	
	
	
	
	

	1/11
	Capital
	6 000
	
	
	
	1

	
	Motor vehicle
	
	
	
	
	

	1/11
	Capital
	12 000
	
	
	
	1

	
	Capital
	
	
	
	
	

	
	
	
	1/11
	Cash at bank
	10 000
	1

	
	
	
	
	Camera & lenses
	6 000
	1

	
	
	
	
	Motor vehicle
	12 000
	1

	
	Rent
	
	
	
	
	

	2/11
	Cash at bank
	1 600
	
	
	
	1

	
	GST payable
	
	
	
	
	

	2/11
	Cash at bank
	160
	3/11
	Mutt & Jeff
	80
	2

	
	Okea
	600
	4/11
	Cash at bank
	45
	2

	3/11
	Spider’s Web
	50
	
	
	
	1

	
	Cash at bank
	180
	
	
	
	1

	
	Okea
	
	
	
	
	

	4/11
	Cash at bank
	3 000
	2/11
	Fixtures & fittings
	6 000
	2

	
	
	
	
	GST payable
	600
	1

	
	Fixtures & fittings
	
	
	
	
	

	2/11
	Okea
	6 000
	
	
	
	1

	
	Spider’s Web
	
	
	
	
	

	4/11
	Cash at bank
	550
	3/11
	Web site expenditure
	500
	2

	
	
	
	
	GST payable
	50
	1

	
	Web site expenditure
	
	
	
	
	

	3/11
	Spider’s Web
	500
	
	
	
	1

	Date
	Details
	$
	Date
	Details
	$
	Marks

	
	Lap-top
	
	
	
	
	

	3/11
	Cash at bank
	1 800
	
	
	
	1

	
	Mutt & Jeff
	
	
	
	
	

	3/11
	Fees
	800
	5/11
	Cash at bank
	400
	2

	
	GST payable
	80
	
	
	
	1

	
	Fees
	
	
	
	
	

	
	
	
	3/11
	Mutt & Jeff
	800
	1

	
	
	
	4/11
	Cash at bank
	450
	1


Total marks = 36/2  = 18)
b)  Obligations with regard to the GST
All businesses with an annual turnover of greater than $75000, which you would suppose would 		1
include this one, are required to be registered for GST. When registered, they have the following obligations:
· Must charge GST on goods and service they provide and indicate what GST is included 		1
in the sale price on the invoice or receipt given to customers
· Must record GST paid on goods/services purchased and collected from customers on 		1
goods/services sold.
· Must submit a regular (monthly or quarterly) return to the ATO (part of the Business 		1
Activity Statement or BAS) giving details of collections and payments and submitting 
the net amount due (difference between collections and payments) to the ATO.
Certain goods and services are either GST-free of ‘Input-taxed’, which means they are in effect 
exempt from the tax. These include most basic foodstuffs, certain medical, educational, and 
childcare supplies, residential rent and certain financial services e.g. share-trading. [ any 2 x 1 mark]	2
									(Total marks = 6)
c) Sources of finance:
There is a number of sources of funds for future expansion that would be available for a small 
business like Geoff’s. These include:
· Additional capital from himself: This has the advantage that he does not have any obligations to outsiders and does not need to repay anything. However, his resources may be limited and he may be reluctant or unable to make any further investment.
· Additional capital from others: Geoff may try and find a partner, or partners to share his business with. This has the same advantages of his own capital but the disadvantage that he will be having to share the profits and the decision-making with somebody else.
· Bank overdraft:. This is a convenient form of borrowing and has the advantage that you only pay interest on the amount outstanding at any time. The interest rate is fairly high, though, and the bank will usually expect it to be ‘fully-fluctuating’ i.e. for the bank account to go back into the black regularly. Consequently it is more suitable for dealing with short-term cash shortages rather than long-term expansions involving asset purchases.
· Credit card: Extremely expensive (high interest rates on outstanding amounts) and fairly limited in the amount that can be borrowed. Only suitable for very short-term financial needs.
· Leasing: If the expansion involves the purchase of expensive assets, it is sometimes possible to finance the purchase through a lease arrangement whereby your firm does not have to come up with the purchase price but simply pays a regular lease which gives you the right to use the asset without having legal ownership. At the end of the lease period there is usually an opportunity to buy the asset at a set, and fairly nominal, price.
· Supplier credit: In a situation where the purchase of goods or supplies is a very significant outgoing, persuading the suppliers to provide their products on extended credit terms can be a source of funds and will sometimes be willing to do so without charging interest. However, this is, at best, only a short-term measure as the suppliers will certainly expect to be paid before too long.
· Loans from bank or other finance institution: This is a very common source of funds. The loan will be repayable over several years and may well be secured on the assets of the business or, in the case of an unincorporated business as Geoff’s appears to be, the owner. There is the obligation to pay 
     Marks
interest when due and to generate sufficient funds to repay the loan. Meanwhile the owner’s personal assets may be on the line if the business cannot meet its obligations.
[any 4 of these sources or any other reasonable suggestion x 2 marks each]				8
									(Total marks = 8)
													    

END OF SECTION TWO

SECTION THREE
QUESTION   20												
a)  Cash accounting brings revenue and expense to account only when the cash is actually 		1
received or paid. Accrual accounting accounts for revenue and expense transactions when 
they are deemed to have taken effect i.e. when the revenue has been earned and when an 			1
obligation to pay for something has arisen, regardless of when the cash transfer represented
 by the transactions takes place.
b) The Accounting Cycle is the term used to describe the process whereby transactions that occur 
are recorded, from the issue, in some cases, of an order, an invoice (if any) a cash transfer through 	1
a cheque or some other payment voucher, a receipt to acknowledge the payment, the recording 
of the transaction in the firm’s journal, and the transfer of that record to a ledger account, from 		1
which financial reports can then be produced.
c)  ‘Historical cost’ is the idea that expenditure on assets and other items will normally be 
recorded in the firm’s book at the actual dollar value expended at the time and evidenced by the 		2
documents supporting the expenditure, rather than re-valued in line with changing values and 
inflationary changes.
    ‘Materiality’ is the idea that the treatment of financial transactions in records and reports 
should have regard to their relative significance e.g. there is no real need to report in terms of 		2
dollars and cents: rounding off to the nearest dollar will be just as informative and the reports 
will be easier to read (indeed may big companies in their published reports round off figures to 
the nearest thousand dollars).
    ‘Going concern; is the idea that the reports of the business will be prepared on the assumption 
that business will continue in operation for the foreseeable future e.g. assets will be shown at their 	2
ost less accumulated depreciation to date, not at what they might fetch in the market if they were
to be sold, since it is assumed that this will not be done.
d) ‘Double-entry’ is the idea that every transaction has a dual effect. It is implied in the accounting
equation (A=L+OE) in that everything that affects one part of the equation must have a balancing 	1
effect elsewhere in the equation. Each transaction is seen as having a Debit side and a Credit side 
which must, of course, be equal. Transactions  that increase assets or expenses are ascribed ‘Debit’	1
value, those that increase revenue, liabilities or owner’s equity are ‘Credits’, with the reverse being	1
 true i.e. decreasing assets is a credit and so on. An example would be.  An example would be a 
cash sale, which will be debited to bank (increase asset) and credited to sales revenue (increase		1
 revenue).
e)  Income statements are ‘classified’ by grouping together expenses (and, less commonly, income) 	1
on a departmental or functional basis e.g. ‘selling expenses’, ‘financial expenses’, ‘transport 		1
expenses’, or ‘purchasing department’, ‘selling’, ‘administration’ and the like. This is so that 
the performance of individual areas can be separately identified and those responsible for those 		1
areas can be held accountable.
Assets and liabilities in the statement of financial position are classified as ‘current’ or 			1
‘non-current’. Current assets are those which are cash or will be turned into cash or used up 
within 12 months of the date of the statement. Non-current assets are all assets that are not current	1
 ones. This is to clearly identify the firm’s more urgent future obligations and, by comparing those 
liabilities with the assets normally available to meet them, forming a judgement about the firm’s		1
 likely ability to meet these obligations.
f)  The legislative controls on a business will depend to some extent on its legal structure. If it is
 a company (and many small businesses are) they must comply with the requirements of the 
Corporations Act as administered by the ASIC. If it is not incorporated, there is no need for this		2
													     Marks
 and, although there is a Partnerships Act, the partners can avoid its terms if they wish through a 
written partnership agreement. All businesses, however, will have some legislative controls
 including:
· The necessity to be registered for GST and to meet the requirements of the relevant 
legislation in relation to recording and reporting
· Depending on the nature of the business, complying with operating regulations set out 
by various forms of government, state and local e.g. health and safety regulations,
 minimum wage rates and working conditions, licensing of certain activities
· If the firm employs people, deducting and remitting to the ATO their personal income
 tax and making contributions required by law to a superannuation fund
· If the business wishes to trade under a name other than that of its owner, it will need 
to seek registration of that name in terms of the Business Names Registration legislation
· Should the business become insolvent, its owners will become subject to the Bankruptcy 
Act if the firm was not incorporated (insolvent companies are covered by the provisions
 of the Corporations Act.
[any 4 points x 1 mark]								4
g) ‘Ethics’ may be defined as a moral code or set of rules generally accepted by the community. 		1
Behaving ethically is to do what most people would regard as ‘the right thing’. If Penny is to 
run her business ethically, she may occasionally need to go beyond her strict legal obligations 
in her dealings with her customers, her employees, and others with whom her business comes 		1
in contact. For example, she might not take a very hard line on absenteeism by an employee 
who has been devastated by a family tragedy, she might extend her product warranty to a 
customer who, for good reasons, was unable to claim on their faulty product within the 			1
warranty period, and so on. The consequences of ethical behaviour are often very positive		1
in the longer term: employees and customers are more likely to be loyal and enthusiastic 
about your business if they feel they have been treated fairly.
							(Total marks = 30)
QUESTION  21
a)  Internal control is a process or set of processes whereby businesses seek to make the best		1
use of their resources. In so doing they will ensure that:
· Assets are protected from loss or damage								1
· Assets are used as efficiently as possible								1
· Appropriate records are kept and used to provide management with the necessary 		1
information to enable them to achieve the first two objectives of control.
There are several principles whereby these objectives can be achieved. These include:
· Segregation of duties so that no one person is responsible for the entire process
· Establishing clear and well-understood lines of responsibility
· Setting up appropriate physical systems, including electronic ones, so that the
 physical security of assets is assured
· Making sure comprehensive and appropriate records are kept and reviewed regularly
 and, where possible, independently, so that the integrity of systems can be maintained.
· Ensure that staff using or managing the assets are skilful and appropriately trained
[any 4 points x 1 mark]									4
b) As far as cash is concerned, the segregation of duties is key: those responsible for making 
payments should not be those who have approved them, and payments will normally need the 		1
approval of two different employees. There should be a procedures manual setting out clearly 		1
who can approve payments and for what amount, what are the protocols for issuing orders, 
invoices and receipts, and whose responsibility it is to enter data into the firm’s recording 		
system. The system itself should be subject to regular checks and certain safeguards, e.g. regular 	1
bank reconciliations, should be built in.  Regular reports to senior management should reveal		1
 if any of these safeguards has been by-passed. Most data entry nowadays is done electronically, 
and it is important to ensure that staff are well trained in the use of the firm’s computers and 		1
other hardware and are aware of the importance of safeguarding information, including 
regular backup. Where actual cash needs to be handled, it is particularly important have systems		1
 to deal with this, including regular banking and, where needed, a proper petty cash system 
													     Marks
under the control of a designated manager.
c) Inventories for merchandising firms are a very significant and often vulnerable asset. They 
must be kept physically safe from the ravages of weather and pests, as well as the even more 		1
serious threat of human misappropriation. This will include physical and electronic security 		1
devices including those actually attached to stock items, the use of locks and alarm systems, 
CCTV and the like. Segregation of duties between those responsible for ordering stock, checking 		1
received consignments, and looking after stock once it is in store is important. Stock records must 
be such that it is possible to swiftly identify slow-moving lines, and items that are about to run		1
 out so that they can be re-ordered before this happens. Regular stock reports should bring any		1
 problems to the attention of senior management so that they can be dealt with. Stock must be 		1
adequately insured so that the firm is protected against losses, particularly for reasons outside 
its control such as extreme weather.
One particular advantage of the modern capacity of computer systems is that nearly all firms, 
even very small ones, are now able to use the perpetual inventory systems. Under this system, 
every time a sale is made, the cost of that sale is transferred from ‘Inventories’ to a ‘Cost of sales’ 	1
expense account. This means that both of these accounts are being constantly up-dated and a 		1
current record of both profit and stock value is always available. This compares with the Periodic	1
 of Physical system, where the cost of sales could only be determined by a stock-take at the end 
of the accounting period. Until this happened, it was only possible to make a rough estimate of 
stock and hence the cost of sales. Using the perpetual system, the security of stock is much improved,
 since it is now possible to have stock-takes at any time, not necessarily at period end, and any 		1
discrepancies between what is actually on the shelf and what should be there can be readily 
identified, enabling fraud, theft, and error to quickly picked up and acted upon.
d) Accounts receivable i.e. the amount owed to a business by its customers, is an important asset
 for those firms who have a significant number of credit customers. There need to be strict written	1
 guidelines and documentation to approve new credit customers to check on their credentials 
and ensure that, as far as possible, the firm is only providing credit to reliable buyers. The
 debtors’ records and reports must be such as to identify very swiftly any debtors who are behind 	1
with their payments, and those responsible for acting on those reports should be different to those 
managing the debtors’ portfolio. There should be clear and clearly-understood procedures for		1
 following up slow payers, escalating from polite ‘reminders’ through, eventually, to legal 
action. Writing off of bad debts should also be a decision taken at a relatively high level.			1
Any business with a large number of credit customers, however carefully it manages them, is likely
 to have a small proportion who end up not paying and having to be written off as ‘bad debts’. In 
order to try, as far as possible, to record such losses in the period in which they occur, many 		1
businesses make a theoretical provision, based on past history and/or a study of their debtors list 
and treat that as an expense called ‘doubtful debts’. This creates an allowance which will be		1
 shown in the balance sheet as a deduction from the accounts receivable, and against which
 any actual bad debts in the future will be written off.
							(Total marks = 30)
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