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1. [Nov 2019/P21/Q2]

Jacques is a sole trader.

On 31 January 2019, the balance on the bank statement was $1875 debit. This did not agree
with Jacques’s cash book balance of $4327 credit.

The following transactions were included only on the bank statement.

1 A payment for wages of $850.

2 A transfer of $3500 from Smith, a credit customer.

The following transactions were included only in the cash book.

1 A cheque payment to a supplier for $340.

2 A receipt of $560 from a customer.

The following errors have also been identified.

1 A direct debit payment for insurance of $180 had been incorrectly recorded on the bank
statement as $108.

2 A standing order for electricity of $175 had been incorrectly recorded in the cash book as
$275.

3 Bank interest paid of $75 had been recorded as interest received in the cash book.

REQUIRED

(a) Prepare the updated cash book at 31 January 2019. Dates are not required.

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

...................................................................................................................................... [5]

TOPIC 1

Bank Reconciliation Statement
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(b) Prepare the bank reconciliation statement at 31 January 2019.

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

...................................................................................................................................... [4]

(c) State two reasons why a business would prepare a bank reconciliation statement.

1 .......................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

2 .......................................................................................................................................

..........................................................................................................................................

...................................................................................................................................... [2]

Additional information

Jacques calculated a draft profit for the year ended 31 January 2019 of $10 340. He has
identified the following.

1 An item of inventory had been included at cost, $800. It was found to be damaged. It could
be sold for $900 if repairs costing $150 were carried out.

2 On 25 January 2019 Jacques had sent goods to a customer on a sale or return basis.
These had been invoiced to the customer at $2800. Jacques marks up his goods at 40%.
The customer had not decided whether to keep the goods.

3 On 4 February 2019 Jacques received an invoice for $3600 relating to rental of storage
space for three months ending 31 March 2019.
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REQUIRED

(d) Prepare a statement to show the revised profit for the year ended 31 January 2019, after
adjusting for items 1, 2 and 3.

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

...................................................................................................................................... [4]

[Total: 15]

2. [Nov 2020/P21/Q2]

Noor, a sole trader, prepares bank reconciliation statements at the end of each month.

REQUIRED

(a) State four benefits to a business of preparing a bank reconciliation statement.

1 .......................................................................................................................................

..........................................................................................................................................

2 .......................................................................................................................................

..........................................................................................................................................

3 .......................................................................................................................................

..........................................................................................................................................

4 .......................................................................................................................................

...................................................................................................................................... [4]
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(b) State two differences between a bank standing order and a direct debit.

1 .......................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

2 .......................................................................................................................................

..........................................................................................................................................

...................................................................................................................................... [2]

Additional information

On 31 October 2019 Noor received the following bank statement for her business account.

Date Details Dr Cr Balance
$ $ $

1 Oct Balance b/d 292.22 Cr
3 Oct Credit 927.40 1219.62 Cr
6 Oct Direct debit: P Ltd 334.80 884.82 Cr
7 Oct Cheque 626344 118.48 766.34 Cr
9 Oct Cheque 626346 723.21 43.13 Cr
18 Oct Credit transfer: Tahir 184.95 228.08 Cr
21 Oct Bank charges 59.60 168.48 Cr
22 Oct Direct debit: Ayesha 172.80 4.32 Dr
24 Oct Credit 841.67 837.35 Cr
27 Oct Cheque 626347 1 206.22 368.87 Dr
29 Oct Credit transfer: H Ltd 229.48 139.39 Dr

Noor’s cash book (bank columns) for October 2019 was as follows.

Cash Book (bank columns)

$ $
Oct Oct 2 Z Ltd (cheque 626344) 118.48

1 Balance b/d 292.22 4 J Ltd (cheque 626345) 276.93
1 Sales 927.40 5 Ayan (cheque 626346) 723.21
22 Tahir (credit transfer) 184.95 6 P Ltd (direct debit) 334.80
23 Sales 841.67 22 Huma (cheque 626347) 1206.22
29 Sales 773.25 26 Usman (cheque 626348) 985.33
31 Balance c/d 625.48

3644.97 3644.97

Nov 1 Balance b/d 625.48
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REQUIRED

(c) Prepare Noor’s updated cash book.

   

Cash Book (bank columns) 

 $  $ 

  Balance b/d 625.48 

    

    

    

    

    

    

    

 

[4]

(d) Prepare a bank reconciliation statement at 31 October 2019.

Start with the balance per the bank statement.

   

Bank reconciliation statement at 31 October 2019 

 $ 

Balance per bank statement  

  

  

  

  

  

  

  
[5]

[Total: 15]
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3. [June 2023/P22/Q2]

Rudra prepares bank reconciliation statements for his business at the end of each month.

REQUIRED

(a) State three reasons why it is important to a business to prepare bank reconciliation state-
ments at regular intervals.

1 .......................................................................................................................................

..........................................................................................................................................

2 .......................................................................................................................................

..........................................................................................................................................

3 .......................................................................................................................................

..........................................................................................................................................
[3]

Additional information

On 31 March 2022 the balance shown in the business’s cash book (bank columns) was $3060
overdrawn. This did not agree with the balance shown on the business’s bank statement on
this date. The difference in the two balances was accounted for by the following:

1 Rudra had omitted to record a direct debit for water charges of $442.

2 There were unpresented cheques: TK Stores $482, RH Supplies $1043.

3 Bank charges, $85, appeared on the bank statement but had not yet been recorded in
the cash book.

4 Rudra had debited the cash book with cash takings, $893, but this had not yet been
recorded by the bank.

5 A cheque payment to Peter, $320, had been correctly recorded in the bank statement,
but had been entered in the cash book as $230.

6 The bank statement included an entry for a dishonoured cheque for $582 received by
Rudra from Jamia. No entries had been made in the cash book to record the dishonoured
cheque.

7 An error had been made in the cash book. Interest received, $225, had been correctly
recorded in the bank statement, but had been credited in the cash book.



AS Accounting P2  Topic 1 Bank Reconciliation Statement c Page 7

REQUIRED

(b) Prepare the cash book to show the updated balance at 31 March 2022. Dates are not
required.

Cash book (bank columns) 

 $  $ 

    

    

    

    

    

    

    

    

    

[6]

(c) Prepare a bank reconciliation statement to show the bank statement balance at 31
March 2022.

Rudra                                                                                                                        

Bank reconciliation statement at 31 March 2022 

 $ $ 

Balance as per updated cash book   

   

   

   

   

   

   

   

[4]
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(d) Define each of the following terms:

(i) unpresented cheque

....................................................................................................................................

............................................................................................................................... [1]

(ii) dishonoured cheque.

....................................................................................................................................

............................................................................................................................... [1]

[Total: 15]

4. [Nov 2025/P22/Q2]

Samira owns a business called SJB Supplies. She prepares a bank reconciliation statement
for her business at the end of each month.

On 31 January 2025, the balance in the business cash book (bank columns) was $324 debit.
On the same date, the balance as per the bank statement was $160 debit.

(a) Explain why a positive balance is shown as a debit balance in a cash book and an over-
drawn balance is also shown as a debit balance on a bank statement.

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

...................................................................................................................................... [2]

Additional information

A comparison of the cash book and bank statement has revealed the following:

1 The bank statement included bank charges of $83 which had not yet been recorded in
the cash book.

2 A cheque for $140, received from Ella, a trade receivable, had been recorded in the cash
column in the cash book.

3 Cash paid into the bank amounting to $230 had been correctly recorded on the bank
statement but had been entered in the cash book (bank column) as $200.

4 A dishonoured cheque for $328, received from P Limited, had been entered on the wrong
side of the cash book as $238.

5 A direct debit of $214, for insurance, had been omitted from the cash book.

6 The bank had entered a cheque payment for $138, drawn by SJK Supplies, into Samira’s
business account in error.
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7 There were unpresented cheques totalling $533.

8 Lodgements not yet credited by the bank totalled $186.

(b) Prepare an updated cash book at 31 January 2025. Dates are not required.

Cash book (bank columns) 

Details $ Details $ 

Balance b/d 324   

    

    

    

    

    

    

    

[7]

(c) Prepare a bank reconciliation statement at 31 January 2025.

Bank Reconciliation Statement at 31 January 2025 

 $ 

Balance as per bank statement (160) 

  

  

  

  

  

[4]
(d) State two features of a direct debit.

1 .......................................................................................................................................

2 .......................................................................................................................................
[2]

[Total: 15]
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1. (a) Updated cash book

Balance b/d 4 327
Smith [C2] 3 500 Wages [C1] 850
Electricity [C3] 100 Bank interest [C4] 150
Balance c/d 1 727

5 327 5 327

Balance b/d 1 727

Teacher's Comments:

[C1] Its payment, so credited in cash book
[C2] Its receipt, so debited in cash book
[C3] Error in cash book, (we must rectify this error), extra amount credited in cash book to be

debited
[C4] Error in cash book (we must rectify this error ), amount debited instead of credit (double

amount)

(b) $
Balance as per bank statement (1 875)
Not presented cheques [C5] (340)
Not credited cheque [C6] 560
Insurance understated [C7] (72)

Balance as per updated cash book (1 727)

Teacher's Comments:

[C5] Not presented cheque (Bank statement balance > cash book balance ) therefore deducted from
bank statement balance.

[C6] Not credited (Cash book balance > bank statement balance) therefore added in bank state-
ment balance.

[C7] Error in bank statement, need to be adjusted in bank reconciliation (we cannot rectify this
error)

(c) 1. To identify possible errors in cash book

2. To identify possible errors in bank statement

Topic 1:  Bank Reconciliation Statement

SOLUTIONS
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(d) $
Draft profit for the year 10 340
Decrease in inventory valuation [$800 – ($900 – $150)] (50)
Reversal of sales (goods aren’t sold yet) (2 800)

Increase in inventory valuation at cost price ( ) 
100

$2 800
140

× 2 000

Accrued Rental of storage space, for 1 month ( ) 
1

$3 600
3

× (1 200)

Revised profit for the year 8 290

2. (a) 1. Helps identify errors in cash book.

2. Helps identify errors in bank statement.

3. Helps identify frauds.

4. Ensures cash book is updated.

(b) 1. Standing order is for a fixed amount whereas amount of direct debit varies.

2. Standing order is paid after regular time intervals e.g. monthly, quarterly etc whereas direct debit
takes place irregularly.

(c) Cash Book (bank columns) 

 $  $ 

H Ltd [C2] 229.48 Balance b/d 625.48 

Balance c/d 628.40 Bank charges [C1] 59.60 

  Ayesha [C1] 172.80 

 857.88  857.88 

  Balance b/d 628.40 

Teacher's Comments:

[C1] Already debited in bank statement but missing from cash book
[C2] Already credited in bank statement but missing from cash book

(d) Bank reconciliation statement at 31 October 2019 

 $ 

Balance per bank statement (139.39) 

Not presented cheques [C3] - J ltd (276.93) 

                                              - Usman (985.33) 

Not credited deposit [C4] 773.25 

Balance as per updated cash book (628.40) 

Teacher's Comments:

[C3] Due to not presented cheques, Bank statement balance > cash book balance
[C4] Due to not credited deposit, cash book balance > Bank statement balance
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3. (a) 1. To detect errors in bank statement.

2. To detect errors in cash book.

3. To identify dishonoured cheques by comparing cash book and bank statement.

(b)

Cash book (bank columns) 

 $  $ 

Interest 450 Balance b/d 3 060 

  Water charges 442 

  Bank charges 85 

  Peter – error 90 

Balance c/d 3 809 Jamia- dishonoured cheque 582 

 4 259  4 259 

  Balance b/d 3 809 

(c) Rudra                                                                                                                        

Bank reconciliation statement at 31 March 2022 

 $ $ 

Balance as per updated cash book  (3 809) 

Not presented cheque - Tk stores 482  

                                    - RH supplies 1 043 1 525 

Not credited deposit  (893) 

Balance as per bank statement  (3 177) 

(d) (i) Cheques issued by us but not yet presented to bank for payment by payee.

(ii) Cheques returned by bank due to insufficient funds etc.

4. (a) Cash book is from business / customer's point of view and debit balance represents an asset.

Bank statement is from bank's point of view and debit balance represent bank's asset i.e., due from
business / customer.

(b) Cash book (bank columns) 

Details $ Details $ 

Balance b/d 324 Bank charges 83 

Ella 140 [C-1] P Limited 566 [C-2] 

Cash 30 Insurance 214 

Balance c / d 369   

 863  863 

  Balance b / d 369 



AS Accounting P2 Topic 1 - Answers c Page 4

Teacher's Comments:

[C-1] It should have been debited in bank column in cash book, not cash column.
[C-2] It had been debited in cash book by $238 instead of credit entry of $328.

(c) Bank Reconciliation Statement at 31 January 2025 

 $ 

Balance as per bank statement (160) 

Bank error 138 [C-3] 

Not presented cheque (533) 

Not credited lodgements 186 

Balance as per updated cash book (369) 

Teacher's Comments:

[C-3] Bank has mistakenly debited account of Samira, so Bank statement balance is understated.

(d) 1. Variable amount.

2. Bank is authorised to debit account.
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1. [Nov 2020/P22/Q1]

Anjali is a sole trader. She does not maintain a full set of accounting records.

At 1 October 2019 the assets and liabilities of Anjali were as follows:

Cash at bank 4 600 debit
Inventory 14 500
Non-current assets (carrying value) 85 000
Trade payables 9 930
Trade receivables 12 850

During the year ended 30 September 2020 the following transactions were recorded.

General expenses paid 11 480
Payments to trade payables 50 250
Receipts from trade receivables 73 850
Rental income received 9 000
Returns inwards 2 070
Returns outwards 1 290

Anjali made drawings of $600 per month throughout the year.
All receipts and payments were processed through the bank account.
Irrecoverable debts of $2300 were written off.

At 30 September 2020 the assets and liabilities were as follows:

Inventory 18 000
Non-current assets (carrying value) 72 250
Prepaid general expenses 600
Trade payables 11 470
Trade receivables 14 980

REQUIRED

(a) Calculate the bank balance at 30 September 2020.

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

...................................................................................................................................... [3]

TOPIC 7

Incomplete Records
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(b) Prepare the income statement for the year ended 30 September 2020. Use the space
on the next page for your workings.

Anjali
Income statement for the year ended 30 September 2020

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................
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Workings: 

 

 

 

 

 

 

 

 

 

 

[17]

(c) Calculate the following, to two decimal places, for the year ended 30 September 2020.

(i) Gross margin

....................................................................................................................................

............................................................................................................................... [1]

(ii) Mark-up

....................................................................................................................................

............................................................................................................................... [1]

(iii) Profit margin

....................................................................................................................................

............................................................................................................................... [1]

(d) (i) Explain how a business may increase its gross margin.

....................................................................................................................................

....................................................................................................................................

....................................................................................................................................

............................................................................................................................... [2]



AS Accounting P2  Topic 7 Incomplete Records c Page 4

(ii) Explain how a business may improve its profit margin.

....................................................................................................................................

....................................................................................................................................

....................................................................................................................................

............................................................................................................................... [2]

(e) State one reason why each of the following may be interested in the financial statements
of a business.

1 Employees ....................................................................................................................

..........................................................................................................................................

2 Suppliers .......................................................................................................................

..........................................................................................................................................

3 Government ..................................................................................................................

..........................................................................................................................................

[3]

[Total: 30]

2. [June 2021/P21/Q1]

Suyin owns a small retail business. She has not maintained full accounting records.

REQUIRED

(a) State two reasons why the owner of a small business may decide not to maintain full
accounting records.

1 .......................................................................................................................................

..........................................................................................................................................

2 .......................................................................................................................................

..........................................................................................................................................

[2]
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Additional information

Suyin has been informed that the accounting concepts of matching and prudence must be
followed when preparing financial statements.

REQUIRED

(b) Explain how these accounting concepts are applied when a business prepares financial
statements.

Matching

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

Prudence

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

[4]

Additional information

Suyin has provided the following information.

1 On 1 August 2019 the business’s assets and liabilities included:

$
Fittings and equipment at valuation 18 500
Inventory 11 440
Other payables: shop rent 510
Other receivables: insurance 290
Trade payables 3 970

2 Summary of bank statements for the year ended 31 July 2020.

$
Receipts

Cash sales banked 79 480
Proceeds from the sale of equipment (net book value $490) 550

Payments
Drawings 24 070
Shop rent 3 580
General expenses 16 810
Carriage inwards 610
Insurance 2 950
Trade payables (after deducting 2.5% cash discounts) 46 800
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3 Cash account for the year ended 31 July 2020.

$ $
Balance b/d 420 Bank 79 480
Cash sales 96 000 Wages 15 430

Purchases 1 320
Balance c/d 190

96 420 96 420

Balance b/d 190

4 During the year ended 31 July 2020

Goods had been returned to suppliers, $1280.
All sales were made on a cash basis.

5 At 31 July 2020

Suppliers were owed $4560.
Inventory was valued at $18720.
Fittings and equipment was valued at $15 860.

REQUIRED

(c) Calculate total purchases for the year ended 31 July 2020.

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

...................................................................................................................................... [5]
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(d) Prepare the income statement for the year ended 31 July 2020.
 

Workings: 

 

 

 

 

 

 

 

 

 

 

Suyin
Income statement for the year ended 31 July 2020

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..................................................................................................................................... [10]

$$
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Additional information

Suyin has the opportunity to move her business to a busier location. The following informa-
tion is available.

1 The rent of the new shop premises will be three times the current annual charge.

2 Annual sales could be increased by 10% on the figure for the year ended 31 July 2020.

3 She intends to achieve a gross margin of 60%.

4 She will need to apply for a bank loan of $16 000 at 8% per annum interest to cover the
costs of changing location. The loan will be repayable over a two-year period.

5 Discounts received will no longer be available.

6 All other expenses will remain unchanged and there will be no sources of additional in-
come.

REQUIRED

(e) Calculate how much profit per annum will be made if Suyin moves her business to the
new location.

 $ 

Revised gross profit  

  

  

  

  

  

Revised profit for the year  

[4]

(f) Advise Suyin whether or not she should change her business’s location. Justify your
answer considering both financial and non-financial factors.

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................
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5. [Nov 2022/P23/Q1]

Reece, a sole trader, does not maintain a full set of accounting records. He has provided the
following information for the year ended 30 June 2022.

 30 June 2022 1 July 2021 

                            $                              $ 

Cash 110 240 

Electricity accrued 380 420 

Inventory 21 400 23 600 

Machinery   

 Cost ? 18 480 

 Accumulated depreciation ? 9 685 

Rent paid in advance 1 100 950 

Trade payables 8 520 6 285 

Trade receivables 20 620 23 580 

Bank account summary

Receipts $ Payments $ 

Balance b/d 1 860 Credit suppliers 80 140 

Credit customers 149 810 Rent 12 250 

Cash sales banked 7 170 Wages 36 240 

Sale of machinery 4 000 Electricity 3 680 

  General expenses 18 590 

  New machinery 9 200 

  Balance c/d 2 740 

 162 840  162 840 

 
The following information is also available.

1 Total cash sales for the year were $15 280.

2 Reece had also paid cash for wages during the year but had not recorded this.

3 Reece took $450 per month drawings before the cash sales were banked. He had also
taken goods for his own use with a selling price of $350 after a mark-up of 25%.

4 During the year, machinery that had cost $6000 on 1 July 2019 was sold.

5 Machinery is to be depreciated at 15% per annum using the reducing balance method.
A full year’s depreciation is charged in the year of purchase, but none in the year of
disposal.
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REQUIRED

(a) Calculate the total credit sales for the year ended 30 June 2022.

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

...................................................................................................................................... [2]

(b) Calculate the total credit purchases for the year ended 30 June 2022.

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

...................................................................................................................................... [1]

(c) Calculate the total cash paid for wages during the year ended 30 June 2022.

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

...................................................................................................................................... [3]

(d) Calculate the depreciation charge for the year ended 30 June 2022.

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

...................................................................................................................................... [3]

Additional information

Inventory at 30 June 2022 included damaged goods which had cost $1800, but needed
repairs costing $350. The goods could then be sold for 30% less than the normal selling
price of $2250.
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REQUIRED

(e) Prepare the income statement for the year ended 30 June 2022.

Reece

Income statement for the year ended 30 June 2022

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

            

Workings: 

 

 

 
 
 
 
 
 

[10]
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(f) State two causes of depreciation of non-current assets.

1 .......................................................................................................................................

2 .................................................................................................................................... [2]

(g) Explain, with reference to an accounting concept in each case, why:

(i) a business should make a provision for depreciation of non-current assets

Accounting concept

....................................................................................................................................

Explanation

....................................................................................................................................

....................................................................................................................................

............................................................................................................................... [2]

(ii) a business should make an adjustment for damaged inventory.

Accounting concept

....................................................................................................................................

Explanation

....................................................................................................................................

....................................................................................................................................

............................................................................................................................... [2]

Additional information

Reece has been thinking of maintaining a full set of accounting records.

REQUIRED

(h) Advise Reece whether or not he should maintain a full set of accounting records. Justify
your answer.

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................
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..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

...................................................................................................................................... [5]

[Total: 30]

6. [June 2023/P22/Q3]

Khaled opened his business on 1 January 2021 with a capital of $41 000. He did not maintain
a full set of accounting records.

Khaled wishes to know his profit or loss for the year ended 31 December 2021. He has pro-
vided the following information.

1 Assets and liabilities at 31 December 2021

$
Bank overdraft 3 470

Bank loan 8 500

Inventory 18 450

Non-current assets (carrying value) 27 500

Trade payables 9 940

Trade receivables 7 230

2 Non-current assets include a motor vehicle. This vehicle had been privately owned by
Khaled but during 2021 it was transferred to the business at a valuation of $9000.

3 During 2021 Khaled’s drawings were $14 870.
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REQUIRED

(a) Calculate the business’s profit or loss for the year ended 31 December 2021.

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

...................................................................................................................................... [7]

Additional information

During 2022 Khaled kept more detailed records but could not provide a figure for revenue.
The following information is available at 31 December 2022.

$
Inventory at 31 December 2022 16 250
Purchases 148 300

Khaled’s policy is to mark-up all goods by 50%.

REQUIRED

(b) Calculate revenue for the year ended 31 December 2022.

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

...................................................................................................................................... [4]
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(c) State two advantages to a business of maintaining a full set of accounting records.

1 .......................................................................................................................................

2 .......................................................................................................................................

[2]

(d) State two disadvantages to a business of maintaining a full set of accounting records.

1 .......................................................................................................................................

..........................................................................................................................................

2 .......................................................................................................................................

..........................................................................................................................................
[2]

[Total: 15]

7. [Nov 2023/P21/Q1]

Laila, a retailer, did not maintain a full set of accounting records for her business. She has
provided the following information for the year ended 30 September 2023.

Balances at 1 October 2022 

 $ 

Inventory 12 030 

Non-current assets at carrying value 22 180 

Other payables: light and heat 210 

Other receivables: insurance 480 

Trade payables 3 840 

Trade receivables 4 540 

Summary of bank account for the year ended 30 September 2023

 $  $ 

Receipts: trade receivables 55 390 Balance b/d 1 220 

Sale of non-current assets 860 Payments: trade payables 46 280 

Balance c/d 1 170 Insurance 2 560 

  Light and heat 3 510 

  Drawings 3 850 

 57 420  57 420 

  Balance b/d 1 170 
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The following information is also available at 30 September 2023.

1 Laila has started to prepare her financial statements for the year ended 30 September
2023. The following figures are available to transfer to the statement of profit or loss with
no adjustment.

 $ 

Insurance 2 720 

Light and heat 3 880 

Loss on disposal of non-current asset 120 

2 All sales are made at a mark-up of 25%.

3 All sales and purchases are made on credit.

4 The balance of trade receivables at 30 September 2023 was $3650.

5 There were no additions to non-current assets during the year.

6 All non-current assets are to be depreciated at 10% per annum using the reducing
balance method.

7 Laila was unable to physically count the inventory at 30 September 2023. The inventory
was valued at $14 400 on 4 October 2023.

8 Between 1 October 2023 and 4 October 2023, Sales were $3400 and Purchases were
$1850.

(a) Calculate the value of closing inventory at 30 September 2023.

..........................................................................................................................................

..........................................................................................................................................

...................................................................................................................................... [3]

(b) Prepare the statement of profit or loss for the year ended 30 September 2023. Use the
space provided on next page to show your workings.

Laila

Statement of profit or loss for the year ended 30 September 2023

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................
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..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

Workings: 

 

 

 

 
 
 
 
 
 
 
 
 
 
 

[8]

(c) Prepare the statement of financial position at 30 September 2023.

Workings:

Equity at 1 October 2022 

 

 

 

Other receivables 
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Trade payables 

 

 

 

Other payables 

 

 

Laila

Statement of financial position at 30 September 2023

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

.................................................................................................................................... [12]
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Additional information

Laila wishes to expand the business and is considering forming a partnership with her friend.

(d) State four provisions of the Partnership Act 1890 that would apply in the absence of a
partnership agreement.

1 .......................................................................................................................................

..........................................................................................................................................

2 .......................................................................................................................................

..........................................................................................................................................

3 .......................................................................................................................................

..........................................................................................................................................

4 .......................................................................................................................................

..........................................................................................................................................

[4]

(e) State three possible disadvantages to a business of maintaining a full set of accounting
records.

1 .......................................................................................................................................

2 .......................................................................................................................................

3 .......................................................................................................................................

[3]

[Total: 30]

8. [March 2024/P22/Q3]

Rahul owns a retail business. He has not maintained full accounting records. He is able to
supply the following information about the financial year ended 31 January 2024.

1 Valuation of inventories

1 February 2023 31 January 2024 

$21 400 $19 800 

2 Rahul sells goods so as to achieve a gross profit margin of 40%.

3 The usual rate of inventory turnover is 9 times a year.
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(a) Calculate the revenue for the year ended 31 January 2024.

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

...................................................................................................................................... [4]

Additional information

Rahul has not kept a record of his cash drawings during the year ended 31 January 2024.
However, the following information is available concerning cash transactions.

1 On 1 February 2023 there was cash in hand of $840.

2 Cash sales accounted for 70% of all sales.

3 Bank statements recorded total cash takings of $187 300 for the year ended 31 January
2024. However, at 31 January 2024 there were cash takings banked but not yet credited
of $3800.

4 Cash was used to pay a part-time assistant’s wages of $320 per week. The assistant
worked for 44 weeks during the year ended 31 January 2024.

5 At 31 January 2024 cash in hand was $1830.

(b) Calculate Rahul’s cash drawings for the year ended 31 January 2024.

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

...................................................................................................................................... [5]

Additional information

Rahul’s accountant has suggested he should start keeping full accounting records and that
he should use an accounting software package.

(c) State two ways in which Rahul will benefit from the accountant’s suggestions.

1 .......................................................................................................................................

..........................................................................................................................................

2 .......................................................................................................................................

..........................................................................................................................................
[2]
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(d) Explain two possible reasons for not accepting the accountant’s suggestions.

1 .......................................................................................................................................

..........................................................................................................................................

2 .......................................................................................................................................

..........................................................................................................................................
[4]

[Total: 15]

9. [June 2024/P22/Q1]

Zahid owns a small retail business. He has not maintained a full set of accounting records.

Zahid supplied the following information for the year ended 31 December 2023.

1 All sales were made on a cash basis. Cash sales totalled $195 000.

2 All goods were sold with a mark-up of 50%.

(a) Calculate the gross profit of the business for the year ended 31 December 2023.

..........................................................................................................................................

...................................................................................................................................... [1]

Additional information

The following information is also available.

1 Inventory and trade payables

 At 1 January 2023       
$ 

At 31 December 2023  
$ 

Inventory 16 400 22 460 

Trade payables 13 500 15 600 

2 All purchases were made on credit. Trade suppliers were paid $134 240 after deducting
cash discounts totalling $560.

3 Zahid took goods for his own use during the year. However, no record was made of the
value of these goods.

(b) Calculate for the year ended 31 December 2023:

(i) purchases

...................................................................................................................................

...................................................................................................................................

...................................................................................................................................

............................................................................................................................... [3]



AS Accounting P2  Topic 7 Incomplete Records c Page 31

(ii) the value of goods taken for own use by Zahid.

...................................................................................................................................

...................................................................................................................................

...................................................................................................................................

...................................................................................................................................

...................................................................................................................................

...................................................................................................................................

............................................................................................................................... [4]

Additional information

The following information is available for Zahid’s business.

1 Non-current assets

Non-current assets had the following values.

 $ 

1 January 2023 194 000 

31 December 2023 188 000 

During the year ended 31 December 2023, a non-current asset was sold for $5600,
resulting in a profit on disposal of $2400. Additional non-current assets were pur-
chased for $9200.

2 Income from rent receivable

At 1 January 2023 Bank receipts during the year At 31 December 2023 

owing to Zahid’s business $280 $5360 received in advance $600 

3 Expenses

 
At 1 January 2023 Bank payments during 

the year 

At 31 December 2023 

Advertising prepaid $490 $5 960 accrued $610 

General expenses accrued $570 $8 480 – 

Insurance prepaid $330 $4 510 prepaid $390 

Wages – $12 400 accrued $470 
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(c) Prepare an extract from the statement of profit or loss for the year ended 31 December
2023, starting with the gross profit calculated in (a).

Workings: 

 

 

 

 

 

 

 

 

 

 
Zahid

Statement of profit or loss for the year ended 31 December 2023 (extract)

                                                                   $

Gross profit                                                                                ....................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

.........................................................................................................................................

[12]
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(d) Explain, with reference to an accounting concept, why Zahid made adjustments to his
income and expenses when preparing the statement of profit or loss.

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

...................................................................................................................................... [3]

Additional information

Zahid plans to expand his business. This would mean he would no longer operate as a sole
trader. He is considering the following options.

Option A: form a partnership with Talha who currently owns a similar business.

Option B: form a limited liability company with himself and Talha as shareholders and
directors.

(e) Advise Zahid which option he should choose. Justify your answer by considering both

the advantages and the disadvantages of each option.

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

...................................................................................................................................... [7]

[Total: 30]
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10. [Nov 2024/P22/Q1]

Ahmed is a sole trader. He does not maintain full accounting records. He provided the
following information for the year ended 30 June 2024.

1 Payments and receipts during the year included the following:

 $ 

Carriage outwards 1 040 

Cash sales 5 200 

Electricity charges paid 1 920 

General expenses paid 3 600 

Motor expenses paid 4 250 

Payments to credit suppliers 61 240 

Receipts from credit customers 102 600 

Rent paid 16 800 

2 All purchases are made on credit.

3 Assets and liabilities included the following:

At 30 June 
 2023              

$ 
2023              

$ 

8% bank loan – 3 000 

Allowance for irrecoverable debts 1 055 ? 

Inventory 12 640 ? 

Other payables: Rent accrued 600 – 

    Electricity 130 90 

Other receivables: Rent prepaid – 1 800 

Trade payables 8 800 6 300 

Trade receivables 21 100 18 500 

4 Inventory at 30 June 2024 was valued at $15 880. This included damaged items costing
$960 that will be sold for $1100 after repairs costing $340.

5 During the year Ahmed took goods costing $420 for his own use.

6 An irrecoverable debt of $300 is to be written off.

7 Ahmed wished to maintain the allowance for irrecoverable debts at the same rate as in
the previous year.

8 The 8% bank loan was taken out on 1 April 2024. No interest has yet been paid.

9 Ahmed started the business on 1 July 2022. On that date he purchased a motor vehicle
for $24 000 and fixtures and fittings for $3200. No other non-current assets have been
purchased since that date.

10 Depreciation is to be provided as follows:

Motor vehicle: 20% per annum reducing balance method

Fixtures and fittings: 10% per annum straight-line method.

11 Motor expenses paid included $1140 for motor insurance for the twelve months to
31 August 2024.
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(a) Prepare the statement of profit or loss for the year ended 30 June 2024. Use the space
provided on page 3 to show your workings.

Ahmed

Statement of profit or loss for the year ended 30 June 2024

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................
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Workings 

Revenue 

 

 

 

Cost of sales 

 

 

 

Rent 

 

 

Electricity charges 

Motor expenses 

 

 

Depreciation 

Other workings 

 

 

 

[17]
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(b) Explain, with reference to an accounting concept, why adjustments 5, 6 and 11 were to
be made to the financial statements.

Adjustment  

5 Goods for own use Concept 

 Explanation 

  

  

  

  

6 Irrecoverable debt Concept 

 Explanation 

  

  

  

11 Motor insurance Concept 

 Explanation 

  

  

  

[6]

Additional information

Ahmed has been offered the opportunity to purchase larger premises for $85 000 which would
allow him to increase the sales revenue of the business. As he does not have sufficient
personal funds to make the purchase, he is considering two options.

Option 1

Apply for a bank loan to cover the whole purchase price. The bank loan would be repayable
over ten years and interest would be payable at 8% per annum.

Option 2

Ahmed’s brother has offered to join the business as an equal sharing partner. He would
introduce all of the cash required to complete the purchase in exchange for a 50% share
of future profits.
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(c) Advise Ahmed whether he should go ahead with either of these options. Justify your
advice by discussing both financial and non-financial factors.

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

...................................................................................................................................... [7]

[Total: 30]

11. [June 2025/P22/Q3]

Zak has not maintained full accounting records for his retail business.

He has provided the following details for the year ended 31 December 2024.

 $ 

Purchases 82 980 

Returns outwards 1 050 

Inventory levels increased by $2730 during the year ended 31 December 2024.

Zak’s policy is to sell all goods to achieve a gross profit margin of 40%.

(a) Calculate the revenue for the year ended 31 December 2024.

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

...................................................................................................................................... [4]
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Additional information

Zak is not certain how much the business is owed by its credit customers at 31 December
2024. The following information is available.

1 At 1 January 2024, credit customers owed $11 880.

2 Credit sales are 75% of total sales.

3 Bank statements show that $96 900 was received from credit customers during the year
ended 31 December 2024.

4 Some credit customers were given a 5% cash discount for prompt payment. Zak estimates
that 20% of all receipts from credit customers were made after deducting the cash
discount.

(b) Calculate the amount owed by credit customers at 31 December 2024.

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

..........................................................................................................................................

...................................................................................................................................... [4]

Additional information

Zak would like to improve the credit control of his business.

(c) Identify two ways, other than allowing a cash discount, in which credit control can be
improved.

1 .......................................................................................................................................

..........................................................................................................................................

2 .......................................................................................................................................

..........................................................................................................................................
[2]

(d) State two benefits of improving credit control.

1 .......................................................................................................................................

..........................................................................................................................................

2 .......................................................................................................................................

..........................................................................................................................................
[2]
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Additional information

Zak has decided to prepare full accounting records in future, using a computerised account-
ing system. However, he is concerned about the security of data.

(e) State three ways in which the security of data can be ensured within a computerised
accounting system.

1 .......................................................................................................................................

..........................................................................................................................................

2 .......................................................................................................................................

..........................................................................................................................................

3 .......................................................................................................................................

..........................................................................................................................................
[3]

[Total: 15]



AS Accounting P2 Topic 7 - Answers c Page 1

1. (a) Closing bank balance

= Opening balance + receipts from trade receivables + rental income – payments to trade payables
– General expense paid – drawings

= $4600 + $73 850 + $9000 – $50 250 – $11 480 – ($600 × 12) = $18 520

(b) Anjali
Income Statement for the year ended 30 September 2020

$ $
Revenue [w1] 80 350
Return inwards (2 070)

78 280
Cost of sales:

Opening inventory 14 500
Purchases [w2] 53 080
Return outwards (1 290)
Closing inventory (18 000) (48 290)

Gross profit 29 990
Rental income 9 000

38 990
Expenses:

General expenses [w3] 10 880
Bad debts 2 300
Depreciation of non-current assets [w4] 12 750 (25 930)

Profit for the year 13 060

WORKINGS

[w1] Revenue $73,850 $2070 $2300 $14,980 $12,850 $80,350= + + + − =

[w2] Purchases $50,250 $1290 $11,470 $9930 $53,080= + + − =

[w3] General expenses $11,480 $600 $10,880= − =

[w4] Depreciation of non-current assets $85,000 $72,250 $12,750= − =

(c) (i)
 

 

$29 990
Gross margin 100 38.31%

$78 280
= × =

(ii)
 

 

$29 990
Mark-up 100 62.10%

$48 290
= × =

(iii)
 

 

$13 060
Profit margin 100 16.68%

$78 280
= × =

Teacher's Comments:

Gross Margin & Profit Margin should be percentage of Net revenue, not Gross revenue.

Topic 7:  Incomplete Records

SOLUTIONS
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(d) (i) Business can decrease its cost price due to bulk buying and increasing selling price.

(ii) Business should have better control over expenses by avoiding unproductive expenses.

(e) 1. Employees:  To negotiate better remunerations.

2. Suppliers:  To assess liquidity.

3. Government:  To assess taxes to be paid.

2. (a) 1. Easy to maintain.

2. Economical.

(b) Matching:  Expenses incurred are matched with revenue earned during same financial period irre-
spective of cash movements.

Prudence:  Assets and profits are reported on fair basis otherwise understated.

(c) Payments to suppliers ($46 800) + discount received ($1200) [w1] + return outwards ($1280) + trade
payables at end ($4560) – trade payables at start ($3970) + cash purchases ($1320) = $51 190

(d) Suyin
Income statement for the year ended 31 July 2020

$ $
Revenue 96 000
Cost of sales:

Opening inventory 11 440
Purchases 51 190
Carriage inwards 610
Purchases return (1 280)
Closing inventory (18 720) (43 240)

Gross profit 52 760
Discount received 1 200
Profit on disposal 60

54 020
Less expenses:

Shop rent ($3 580 – $510) 3 070
General expenses 16 810
Insurance ($2 950 + $290) 3 240
Wages 15 430
Depreciation - fittings and equipment 2 150 [w2] (40 700)

Profit for the year 13 320

WORKINGS

[w1] Payment to suppliers ($46,800) was 97.5% of amount settled.

$46,800
amount settled ($48,000)

97.5%

Amount settled i.e. pre discount ($48,000 2.5%)$1200

=

×

[w2] Value at start ($18,500) – disposal at NBV ($490) – value at year end ($15,860) = $2150
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(e)  $ 

Revised gross profit 63 360 [w3] 

Existing expenses (40 700) 

Increase in rent ($3 070 × 2) (6 140) 

Interest on bank loan ($16 000 × 8%) (1 280) 

Revised profit for the year 15 240 

WORKINGS

[w3] Sales ($96,000 × 110%) × gross margin (60%) = $63,360

(f) Suyin should change her business location because it will result in greater profit of $15 240 as
compared to $13 320. Furthermore sales of business will increase by 10% resulting in greater
market share.

Suyin’s gross margin will also increase to 60% as compared to existing gross margin of

 

 

$52 760
100 54.95%

$96 000
 × 
 

. In long run Suyin’s profit will increase further as loan interest is payable

for two years only.

Better location will also add to goodwill of business.

3. (a) [Receipts ($58 960) + receivables at end ($5650) – receivables at start ($7200)] + cash sales banked
($3980) = $61 390

(b) Cash account 

 $  $ 

Balance b/d 150 Wages 7 620 

Bank 14 080 Drawings 5 400 [w1] 

  General expense 1 210 [w2] 

    

 14 230  14 230 

WORKINGS

[w1] $450 × 12 = $5400

[w2] Balancing figure
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(c) Eleni
Income statement for the year ended 30 June 2021

$ $
Revenue 61 390
Cost of sales:
Opening inventory 2 210
Purchases 40 430 [w3]

Closing inventory (1 940) (40 700)

Gross Profit 20 690
Profit on disposal 40 [w4]

Decrease in provision for doubtful debts 80 [w5]

20 810
Expenses:
General expenses 2 150 [w6]

Rent 6 280 [w7]

Bank charges 50
Bank interest 40 [w8]

Wages 7 540 [w9]

Irrecoverable debt 50
Depreciation 680 [w10] (16 790)

Profit for the year 4 020

WORKINGS: 

[w3]   Payment to suppliers ($39,750) + closing payables ($2120) − opening payables ($1440) = $40,430 

[w4]   Sales proceeds ($180) − Net book value ($140) = $40 

[w5] Trade receivables ($5650) irrecoverable debts ($50) $5600

$360
100 5%

$7200

Provision at start $360 ($5600 5%) $80 (decrease in provision)

− =

× =

− × =

 

[w6]   General expenses paid from bank ($940) + general expenses paid from cash ($1210) = $2150 

[w7]   Rent paid ($6860) + prepaid at start ($500) − prepaid at end ($1080) = $6280 

[w8]   Loan repayment ($1390) − loan at start ($1350) = $40 

[w9]   Wages paid ($7620) − accrued wages at start ($190) + accrued wages at end ($110) = $7540 

[w10]  Value at start ($3460) + purchase of equipment ($610) − disposal at NBV ($140) − value at end      

     ($3250) = $680  

(d) Eleni
Statement of financial position at 30 June 2021

$ $
Capital and liabilities:
Capital at 1 July 2020 [w11] 9 320
Profit for the year 4 020
Drawings ($450 × 12) (5 400) 7 940

Current liabilities:
Trade payables 2 120
Other payables- wages 110
Bank overdraft 1 420 3 650

Total equity and liabilities 11 590

WORKINGS:  [w11] $3460 + $2210 + $7200 – $360 + $500 – $1440 – $190 – $860 + $150 – $1350 = $9320
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(e) Eleni should increase prices to be able to meet inflationary effects and make reasonable profits
which is primary objective of business. Low profit may cause demotivation resulting in business
discontinuation. She should take into account price elasticity of demand and rival’s pricing etc.

5% increase in selling prices seems reasonable and may not result in decrease in demand and
customer loss.

It may portray improvement in product or better quality product.

(f) 1. Age of debt.

2. Economic conditions.

3. Current year’s irrecoverable.

4. (a) 1. Economical.

2. Easy to maintain

(b) 1. More accurate results.

2. Less errors and frauds. [C-1]

3. Easy detection of errors.

4. Scientific approach.

Teacher's Comments:

[C-1] Don't say no errors.

(c) $93 100 + $4900 [w1] + $9230 – $11 870 = $95 360

WORKINGS

[w1] $93,100 95% of amount payable

93,100
5% $4900

95%

=

× =

(d)
WORKING: 

Sales  $132,200 + $21,540 + $2580 + $1200 + ($920 − $840) = $157,600 

Or 
Cash account 

 $  $ 

Balance b/d 840 Bank 132,200 

Sales (bal. fig) 156,400 Wages 21,540 

  Drawings 2,580 

  Balance c/d 920 

 157,240  157,240 

 
$156,400 + $1200 = $157,600 
 
Depreciation: 

$22,710 − $2950 + $8000 + $380 − $23,400 = $4740 

Teacher's Comments:

Increase in cash balance indicate cash sales not paid into bank.
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Rafiq
Income statement for the year ended 31 December 2021

$ $
Sales 157 600
Cost of sales:
Opening inventory 14 430
Purchases 95 360
Drawings (480)
Closing inventory (11 920) (97 390)

Gross profit 60 210
Discount received 4 900
Profit on disposal 530

65 640
Expenses:
Rent ($14 750 + $1 250 – $1 440) 14 560
General expenses 5 940
Wages 21 540
Depreciation - Furniture and fittings 4 740 (46 780)

Profit for the year 18 860

(e) Option 1:  Rafiq should choose option 1 because Khaled would share work load, risk and losses (if
any). No need to make arrangements for repayment of Khaled's capital because it can be with-
drawn in case of dissolution or retirement only whereas bank loan has to be repaid as per agreed
schedule. Interest on bank loan have to be paid even in case of loss whereas Khaled would be
given share of profit in case of profit only and he would share loss in case of loss. Khaled's public
relations, knowledge and experience may increase business revenue and profits unlike bank loan,
no need to arrange collateral security.

Option 2 can also be selected:

Advantages:

1. Quick decision making.

2. Secrecy.

3. Fixed amount of interest even if abnormal profit.

4. Easy installment to repay loan.

5. Bank may ask for future plans.

6. Bank will oversee activities.

Disadvantages:

1. Payment of interest even in case of loss.

2. Rafiq cannot take days off easily.

3. He has to suffer loses alone.

5. (a) Receipts from customers ($149 810) + receivables at year end ($20 620) – receivables at start
($23 580) = $146 850

(b) Payments to suppliers ($80 140) + payables at year end ($8520) – payables at start ($6285)
= $82 375

(c) Opening cash ($240) + cash sales ($15 280) – cash sales banked ($7170) – drawings ($450 × 12)
– closing cash ($110) = $2840
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(d) Net book value of disposed off machinery ($6 000 × 85% × 85%) = $4 335

Net book value at start ($18 480 – $9685) $8795 – Disposal at NBV ($4335) + addition ($9200)
= $13 660 (NBV of machinery to be depreciated)

$13 660 × 15% = $2049

(e) Reece
Income statement for the year ended 30 June 2022

$ $
Revenue ($146 850 + $15 280) 162 130
Cost of sales:
Opening inventory 23 600
Purchases 82 375
Drawings (280) [w1]

Closing inventory (20 825) [w2] (84 870)

Gross Profit 77 260

Expenses:
Wages ($36 240 + $2 840) 39 080
Rent ($12 250 + $950 – $1 100) 12 100
Electricity ($3 680 – $420 + $380) 3 640
General expenses 18 590
Depreciation 2 049
Loss on disposal 335 [w3] (75 794)

Profit for the year 1 466

WORKINGS: 

[w1]  
100

$350 $280
125

× =  

[w2]  Net realisable value of damaged inventory ($2250 × 70%) − $350 = $1225 

         damaged inventory should be valued at net realisable value as its lower than cost 

         $21,400 − $1800 + $1225 = $20,825 

[w3]  Net book value ($4335) − sales proceeds ($4000) = $335 

(f) 1. Consumption      2.  Time factor

(g) (i) Accounting concept:  Matching

Explanation:  Depreciation i.e. an expense due to usage of non-current asset must be matched
with revenue earned due to usage of non-current asset to get fair profit / loss.

(ii) Accounting concept:  Prudence

Explanation:  Assets should be valued on fair basis or at least not overstated.

(h) Reece should maintain full set of accounting records because it will result in better quality financial
statements thus improving credibility.

There are possibly less errors and frauds and even something like this there will be greater chances
& relatively easy process to detect such errors & frauds.

It will result in better quality financial statements thus improving it will help in better decision mak-
ing as decision will be based on full and better processed data.
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6. (a) $
Non-current assets 27 500
Inventory 18 450
Trade receivables 7 230
Bank loan (8 500)
Bank overdraft (3 470)
Trade payables (9 940)

Capital as at 31 December 2021 31 270
Drawings 14 870
Additional capital (9 000)
Capital as at 1 January 2021 (41 000)

Loss for the year (3 860)

(b) Opening inventory ($18 450) + purchases ($148 300) – closing inventory ($16 250) = $150 500 (cost
of sales)

$150 500 (cost of sales) × 50% = $75 250 (gross profit)

$150 500 (cost of sales) + $75 250 (gross profit) = $225 750

(c) 1. Detection of errors & frauds is easier.

2. More accurate results.

(d) 1. Expensive.

2. Time consuming.

7. (a) $14 400 + sales at cost ($3400 × 80% [C-1]) – purchases ($1850) = $15 270

Teacher's Comments:

[C-1] Mark up is 25% so margin 20% & cost is 80% of sales

(b) Laila
Statement of profit or loss for the year ended 30 September 2023

$ $
Revenue 54 500 [w1]

Cost of sales:
Opening inventory 12 030
Purchases 46 840 [w3]

Closing inventory (15 270) (43 600) [w2]

Gross profit ($54 500 × 20% [C-2]) 10 900
Expenses:
Insurance 2 720
Light and heat 3 880
Loss on disposals 120
Depreciation of non-current assets [C-3] 2 120 [w4] (8 840)

Profit for the year 2 060
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WORKINGS: 

[w1]  Receipts ($55,390) + closing trade receivables ($3650) − opening trade receivables ($4540)  = $54,500 

[w2]  Revenue ($54,500) − gross profit ($10,900) = $43,600 

[w3]  Cost of sales ($43,600) + closing inventory ($15,270) − opening inventory ($12,030)  = $46,840 

[w4]  [$22,180 − NBV of disposals ($860 + $120)] × 10% = $2120 

Teacher's Comments:

[C-2] Mark up is 25% so margin 20% & cost is 80% of sales

[C-3] As per information 6 “All” non -current assets are to be depreciated at 10% per annum
without any specific information regarding disposals. Furthermore date of disposals is
not given. Now two options available , either don’t depreciate disposals or depreciate all
assets including disposals for full year

(c) WORKINGS:

Equity at 1 October 2022 

Inventory ($12,030) + non-current assets ($22,180) − other payables ($210) + other receivables 

($480)   − trade payables ($3840) + trade receivables ($4540) − bank overdraft ($1220) = $33,960 
 

Other receivables 

Prepaid insurance at start ($480) + insurance paid ($2560) − insurance expenses for the year ($2720)        

= $320 (prepaid insurance at year end) 
 

Trade payables 

Trade payables at start ($3840) + credit purchases ($46,840) − payments ($46,280) = $4400 (trade 

payables at end) 
 

Other payables 

Light and heat expenses for the year ($3880) + accrued light and heat at start ($210) − light and heat 

paid ($3510) = $580 (accrued light and heat at end) 

Laila
Statement of financial position at 30 September 2023

$ $
Non-current assets 19 080 [w5]

Current assets:
Inventory 15 270
Trade receivables 3 650
Other receivables - insurance 320 19 240

Total assets 38 320

Equity:
Capital at start 33 960
Profit for the year 2 060
Drawings (3 850) 32 170

Current liabilities:
Trade payables 4 400
Bank overdraft 1 170
Other payables - light and heat 580 6 150

Total equity and liabilities 38 320
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WORKINGS

[w5] $22,180 – NBV of disposals ($860 + $120) – Depreciation ($2120) = $19,080

(d) 1. Profits and losses are shared equally.

2. No interest on capital.

3. No interest on drawings.

4. Interest on partner’s loan @ 5% per annum.

(e) 1. Expensive.

2. Complex.

3. Time consuming.

8. (a)
+ =

=

=

= =

  
 

 

 

 
 

($21 400 $19 800)
Average inventory $20 600

2

cost of sales (??)
Rate of inventory turnover (9 times)

average inventory ($20 600)

cost of sales $185 400

$185 400
Revenue  $309 000

60%
-[C 1]

Teacher's Comments:

[C-1] If gross profit margin is 40% then cost of sales ($185 400) is equal to 60% of revenue

(b) Opening cash ($840) + Cash sales ($309 000 × 70%) – cash sales banked ($187 300 + $3800)

– wages (44 × $320) – closing cash ($1830) = drawings ($10 130)

(c) 1. Less errors / less frauds ( don’t say no errors / frauds).

2. Improved accessibility.

(d) 1. It will increase cost of the business as there will be capital expenditures on hardware,
software, trainings etc.

2. There can be risk of data loss resulting in leakage of business secrets.

9. (a)

  

50
Mark up is 50% so margin will be 

150

50
$195 000 $65 000

150
× =

(b) (i) Payments to suppliers ($134 240) + discount received ($560) + trade payables at end ($15 600)
– trade payables at start ($13 500) = $136 900

(ii) Sales ($195 000) – gross profit ($65 000) = $130 000 (cost of sales)

Opening inventory ($16 400) + purchases ($136 900) – drawings (??) – closing inventory
($22 460) = cost of sales ($130 000)

Drawings = $840
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(c) Zahid
Statement of profit or loss for the year ended 31 December 2023 (extract)

$
Gross profit 65 000
Add: other income

Profit on disposal 2 400
Rent receivables ($5360 – $280 – $600) 4 480
Discount received  560

72 440
Expenses:
Advertising ($5960 + $490 + $610) (7 060)
General expenses ($8480 – $570) (7 910)
Insurance ($4510 + $330 – $390) (4 450)
Wages ($12 400 + $470) (12 870)
Depreciation ($194 000 + $9200 – $3200 – $188 000) (12 000)

Profit for the year 28 150

(d) As per matching concept, revenue of a certain period must be matched against expenses of same
period irrespective of cash movements therefore revenue received and expenses paid have been
adjusted to be revenue earned and expenses incurred.

(e) Zahid should choose option B as there will be limited liability in case of limited company resulting
in limited risk whereas in case of partnership limited is unlimited therefore Zahid personal posses-
sion will also be at risk. It will be easier to transfer ownership in case of limited company whereas
in case of partnership it will be a complex move as partnership agreement need to be redrawn.

There will be more taxes in case of limited company as both shareholders and limited company are
required to pay taxes whereas in case of partnership taxes are paid only once.

Limited company is a well structured entity requiring complex procedures and legal formalities however
it will add to cost of doing business. There will be more freedom & secrecy in case of partnership.

10. (a) Ahmed
Statement of profit or loss for the year ended 30 June 2024

$ $

Revenue 105 200
Cost of sales (55 280)

Gross profit 49 920
Decrease in allowance for irrecoverable debts 145

50 065
Expenses:

Carriage outwards 1 040
Electricity charges 1 880
General expenses 3 600
Motor expenses 4 060
Rent 14 400
Loan interest 60
Irrecoverable debts 300
Depreciation-motor vehicle 3 840
Depreciation-fixtures & fittings 320 (29 500)

Profit for the year 20 565
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WORKINGS: 

Revenue 

Receipts ($102,600) + closing trade receivable ($18,200 [w1]) + Irrecoverable debts ($300)  

− opening trade receivables ($21,100) = $100,000 (credit sales) 

Credit sales ($100,000) + cash sales ($5200) = $105,200 

Cost of sales 

Closing inventory [$15,880 − ($960 − $760 [w2])] = $15,680 

Payments ($61,240) + closing trade payables ($6300) − opening trade payables ($8800)  

= $58,740 (credit purchases)  

Opening inventory ($12,640) + purchases ($58,740) − drawings ($420) − closing inventory 
($15,680) = $55,280 (cost of sales) 

Rent 

Rent paid ($16,800) − accrued at start ($600) − prepaid at year end ($1800) = $14,400 

Electricity charges 

Electricity charges paid ($1920) − accrued at start ($130) + accrued at Year end ($90) = $1880 

Motor expenses 

$1140
Motor expenses paid ($4250) prepaid 2 $4060

12
 − × = 
 

 

Depreciation 

Motor vehicle ($24,000 × 80% × 20%) = $3840 

Fixtures and fittings ($3200 × 10%) = $320 

Other workings 

3
Loan interest $3000 8% $60

12
 × × = 
 

 

Decrease in allowance for irrecoverable debts ($1055) − [($18,500 − $300) × 5% [w3]] = $145 

WORKINGS

[w1] Trade receivables ($18,500) – irrecoverable debts ($300) = $18,200

[w2] Selling price $1100 – repairs cost $340 = $760 (net realisable value)

[w3]
$1055

100 5%
$21,100

× =

(b)
Adjustment  

5 Goods for own use Concept:  Business entity 

 Explanation:  Owner and business are two different entities so 
goods for personal use of owner cannot be treated as business 
expenses. 

6 Irrecoverable debt Concept:  Prudence 

 Explanation:  To avoid both profits and trade receivables being 
overstated. 

11 Motor insurance Concept:  Accruals 

 Explanation:  Only expenses incurred during the financial year 
are treated in statement of profit or loss. 
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(c) Ahmed should choose option 2 because no need to repay partner’s capital unless partner retires or
partnership comes to an end whereas bank loan must be paid with in agreed time period otherwise
business may become bankrupt.

Ahmed’s brother will be given his share of profit only if business makes profit whereas bank loan
interest is payable either profit or loss. Ahmed’s brother will bring in his knowledge, experience and
public relations etc.

Ahmed’s brother will share losses (if any) whereas under option 1 total loss (if) will be for Ahmed
only. Ahmed and his brother have been close to each other resulting in better working relations and
less possible conflicts. Bank may ask for collateral security.

11. (a) $82 980 (purchases) – $1050 (return outwards) – $2730 (increase in inventory)
= $79 200 (cost of sales)

Gross profit margin is 40% so cost of sales is 60% of revenue.

$79 200 = 60% of revenue

Revenue = $132 000

(b) $11 880 (Balance b/d) + credit sales ($132 000 × 75%) – $96 900 (receipts) –  $1020 [w1] (discount
allowed) = $12 960 (balance c/d)

WORKINGS

[w1] $96,900 × 20% = $19,380

$19,380 = 95% of amount due

Amount due = $20,400

Discount allowed = $20,400 × 5% = $1020

(c) 1. Charge interest for late payment.

2. Frequent reminders.

(d) 1. Better cash flow management.

2. No possible reduction in profit due to irrecoverable debts.

(e) 1. Use strong passwords.

2. Use of secured private network.

3. Use of two-factor authorisation.


