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Prepared by: Judy Blazejewski, Glen Waverley Secondary College

Accounting Unit 4 practice exam 2007 and answer book

Supplement to Compak Issue 4, October 2007

The following Accounting Unit 4 practice exam consists of two questions, each worth 45 marks. An answer book follows the questions, and solutions are provided in a separate Compak article. 

Please note that the questions and solutions have no official status and teachers should refer to the Victorian Curriculum and Assessment Authority website http://www.vcaa.vic.edu.au for further information. 

Teachers are advised to preview all practice exam material before distributing it to students. 

Note: In Question 2 of this practice examinaiton students will not need to consider the effect of the Goods and Sercices Tax (GST).

ACCOUNTING UNIT 4

Practice written examination 2007

Reading time: 15 minutes

Writing time: 1 hour 30 minutes

Question book

Structure of book

	Number of questions
	Number of questions to be answered
	Number of marks

	2


	2
	90


· Students are permitted to bring into the examination room: pens, pencils, highlighters, erasers, sharpeners, rulers and one scientific calculator.

· Students are NOT permitted to bring into the examination room: blank sheets of paper and/or white-out liquid/tape.

Materials supplied

· Question book 

· Answer book
Instructions

· Answer both questions in the answer book.

· All written responses must be in English.
Question 1—Tuscany Gifts

Tuscany Gifts is a specialty store selling unique and interesting gifts. It is run by Teresa Wu. She maintains a perpetual stock-recording system and uses control accounts for all business debtors, creditors and stock.

1.1
Teresa received the following Statement of Account for October 2007 from ‘Beautiful Baskets’. It relates to the product ‘Baby Baskets’ which she discovered had not been previously recorded.

	Beautiful Baskets 
31 October 2007

[image: image3.wmf]100 Flipper Road

Brighton VIC 3188


STATEMENT OF ACCOUNT

Statement for:  Tuscany Gifts

Terms:  2/7, n/30



	Date
	Particulars
	Debit
	Credit
	Balance

	Oct. 1
	Balance
	
	
	 180

	Oct. 21
	25 Baby Baskets (Inv. T76)

(includes $80 GST)
	880
	
	1 060

	Oct. 25
	Payment received (Chq. 207)


	
	180
	 880

	Oct. 27
	Return of stock—2 Baby Baskets 

(CN 368) (includes $6 GST)
	
	66 


	 814

	Oct. 31
	Total outstanding
	
	
	$814


Required

1.1.1
Record the appropriate information from the Statement of Account into the journals provided for Tuscany Gifts in the Answer Book. Total the special journals.

6 marks

Teresa also found the following document that had not been recorded.
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The stock card revealed the cost price of this return to be $30.

1.1.2
Record Credit Note CN88 in the General Journal. (Narration not required.)
4 marks

1.1.3
State the role of stock cards in the recording system of Tuscany Gifts.

1 mark

1.1.4
Post the journals from 1.1.1 and 1.1.2 to the General Ledger accounts provided at 31 October 2007.

11 marks

1.1.5
Prepare the Creditors Subsidiary Ledger of Beautiful Baskets.

3 marks

1.1.6
Teresa has noticed her creditor’s turnover has increased by 10 days over the last two years. 
Explain why she may not be concerned about this.

2 marks

1.1.7
Show the effect on the accounting equation if the credit note in 1.1.2 was not recorded.

 3 marks

1.2
On 20 October Teresa made preparations to sell a range of products for Halloween which included the following:


Witches Hats—50 x $15
$750


Delivery of hats
$50


Packaging—$1 per hat
$50


Advertising for all halloween products
$200

Required

1.2.1
Calculate the total cost price for the Witches Hats.

2 marks

1.2.2
Explain the difference between product and period costs giving an example of each from 1.2.1.

2 marks

1.2.3
Teresa is concerned about the store’s stock loss, which has been increasing over the last couple of years. Indicate an appropriate strategy to help with this problem.

1 mark

1.3
Tuscany Gifts has a range of items with AFL football team colours. As the season is now finished Teresa feels she will have to lower some of the prices in order to clear the stock. The details are as follows at 31 October 2007:

	Item Code
	Item
	Quantity
	Cost Price
	Original Selling Price
	Estimated Net Realisable Value

	FPF
	Football Picture Frame
	10
	12
	22
	15

	FF
	Football Figurines
	50
	20
	35
	18

	FFB
	Footy Fuzze Balls
	20
	5
	10
	5


Required

1.3.1
Show the General Journal entry required on 31 October 2007 if the ‘lower of cost and net realisable value’ rule is applied. (Narration not required.)

2 marks

1.3.2
Explain with reference to an accounting principle, why it is necessary to apply the ‘lower of cost and net realisable value’ rule.

2 marks

1.4
On 31 October a vehicle originally purchased for $20 000, with Accumulated Depreciation of $13 000, was traded in for $6000 to Tony Bell Nissan, on a new vehicle purchased on credit for $40 000, plus $4000 GST. (Inv. M87)

Required

1.4.1
Complete the Disposal of Vehicle ledger account after taking into account the above information.

4 marks

1.4.2
Indicate the effect on the Profit and Loss Statement of the disposal of the vehicle.

2 marks

Total: 45 marks

Question 2—Nod Off
Rolf Wilson owns and operates Nod Off, a specialty store that sells a variety of beds, mattresses and bed linen. The following accounts appeared in his Trial Balance at 31 October 2007.

	Trial Balance as at 31 October 2007 (extract)

	Prepaid Sales Revenue
	
	39 820

	Sales Revenue
	
	104 560

	Cost of Sales
	46 780
	


2.1
The Prepaid Sales Revenue refers to some pre-orders that had been received for a new stock line, ‘The Classic King’ bed package. The stock started arriving in October and most of the orders have been delivered except for $7500, which relates to the beds that have yet to be delivered. The cost price of the beds delivered was $13 900.

Required

2.1.1
Record on 31 October the General Journal entries necessary to adjust for the transaction described in Question 2.1. (Narration not required.)

2 marks

2.1.2
Explain with reference to a qualitative characteristic, why this adjustment is necessary.

2 marks

2.1.3
Show the effect of these adjustments on the accounting reports in the table provided in the Answer Book by circling the correct response.

3 marks

2.2
Rolf invested $8000 in a term deposit earning 6% p.a. on 1 February 2007. The business receives interest each six months on 31 July and 31 January. 

Required

2.2.1
Show the General Journal entry on 31 October 2007 to record any necessary adjustment. (Narration is required). (Memo 36)

3 marks

2.2.2
Show the Interest Revenue ledger account at 31 October 2007.

 2 marks

2.2.3
Record the receipt of $240 Interest Revenue on 31 January 2008. (Receipt No. 101)

3 marks

2.3
Rolf is concerned about the liquidity of his business and he has provided you with the following information.

	Measure of performance
	Calculation
	2006
	2007

	Cash Flows Indicator
	Net Cash Flow from Operating Activities

Average Current Liabilities
	4 times
	3 times

	Average Current Liabilities
	
	$10 000
	$9700

	Interest Cover
	Net Cash Flow from Operating Activities (before interest) 

Interest
	1.5 times
	1.8 times

	Stock Turnover
	Average Stock x 365

Cost of Goods Sold
	32 days
	38 days

	Debtors Turnover
	Average Debtors x 365
Credit Sales
	35 days
	40 days


Required

2.3.1
Explain what the Cash Flows Indicator measures.

1 mark

2.3.2
Using the information in the table, outline a reason for the trend in the cash flows indicator.

1 mark

2.3.3
Identify one negative impact of the trend in the stock turnover for the business. 

1 mark

2.3.4
Identify one possible reason for the trend in the stock turnover for the business. 

1 mark

2.3.5
Suggest two strategies to help improve the liquidity of the business.

2 marks

2.3.6
Identify two financial measures other than ratio indicators that can be used to assess the performance of a business. Explain how they can be used.

4 marks

2.3.7
Indicate how one example of non-financial information can be used to assess the performance of his business. 

2 marks

2.4
Rolf has decided to draw up a Budgeted Cash Flow Statement for the three months ending 
31 December 2007. He has provided the following information for the three-month period:

· Cash Sales $118 000 and Credit Sales $44 000.

· Debtors balance at 1 October 2007 was $10 000. Rolf is planning to introduce discounts of 5% for early payment for Credit Sales made in this three-month period. He aims to decrease the debtors balance at 31 December 2007 by 20%.  Rolf expects 80% of debtors to take advantage of this discount. Bad Debts are expected to be $500 for the period.

· All stock is purchased on credit and is expected to be $76 000 for the three months. Creditors are owed $24 000 at 1 October 2007 and Rolf expects to owe $2000 more to creditors at the end of the period. Rolf expects a stock loss equal to 2% of stock purchases.

· Cash payments for expenses: Rent $9900 and Electricity $4120

· Wages Expense is expected to be $75 200, $400 is expected to be accrued at the end of the three- months.

· Rolf expects to make Drawings of $3000 and to purchase some new Office Equipment for cash $4570.

· Bank balance at 1 October 2007 is $15 800 DR.

Required

2.4.1
Show your calculations to determine the cash receipts from debtors for the three months ending 31 December 2007.

2 marks

2.4.2
Complete a Budgeted Cash Flow Statement for the three months ending 31 December 2007.

9 marks

2.4.3
Explain how Rolf could use this budget information.

2 marks

2.4.4
Identify one item from the above information that would be included in the Budgeted Profit and Loss Statement.

 1 mark

2.4.5
Identify one item from the above information that would not be included in the Budgeted Profit and Loss Statement.

 1 mark

Rolf has provided the following information regarding his Budgeted Profit and Loss Statement for the month of August 2007.

	Item
	Budget

$
	Actual

$
	Variance

$

	Total Revenue
	45 000
	42 500
	2 500

	Stock Loss
	  300
	  400
	  100

	Adjusted Gross Profit
	24 700
	23 700
	1 000

	Net Profit
	10 000
	12 000
	2 000


2.5.1
In the Variance Report provided in the Answer Book, indicate if the variances are Favourable or Unfavourable.

2 marks

2.5.2
State one reason for preparing a Variance Report.

1 mark

Total 45 marks

END OF QUESTION BOOK

ACCOUNTING UNIT 4

Practice written examination 2007

Reading time: 15 minutes

Writing time: 1 hour 30 minutes

ANSWER book

Instructions

· A question book is provided with this answer book.

· Answer all questions in the spaces provided in this book. 

· Refer to the Instructions on the front cover of the question book.

Name …………………………………………………….
Teacher ……………………………........

Question 1—Tuscany Gifts

1.1.1

Cash Payments Journal

	Date

2007
	Details
	Chq.

No.
	Bank
	Disc.

Rev.
	Creditors
	Stock
	Wages
	Office Exp.
	GST
	Sundries

	Oct. 24
	Totals so far
	
	9 784
	320
	2 980
	4 500
	1 800
	340
	484
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	


Purchases Journal

	Date

2007
	Creditor
	Invoice No.
	Stock
	GST
	Total Creditors

	Oct. 20
	Totals so far
	
	11 000
	1 100
	12 100

	
	
	
	
	
	

	
	
	
	
	
	


General Journal

	Date

2007
	Particulars
	General Ledger
	Subsidiary Ledger

	
	
	Debit
	Credit
	Debit
	Credit

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	


6 marks

1.1.2

General Journal

	Date

2007
	Particulars
	General Ledger
	Subsidiary Ledger

	
	
	Debit
	Credit
	Debit
	Credit

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	


4 marks

1.1.3

	Role of:

	

	


1 mark

1.1.4

General Ledger

	Stock Control

	2007
	Cross Reference
	$
	2007
	Cross Reference
	$

	Oct. 1
	Balance
	23 890
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	


	Creditors Control

	2007
	Cross Reference
	$
	2007
	Cross Reference
	$

	
	
	
	Oct. 1
	Balance 
	13 780

	
	
	
	
	
	

	
	
	
	
	
	


	GST Clearing

	2007
	Cross Reference
	$
	2007
	Cross Reference
	$

	Oct. 1
	Balance
	2 150
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	


11 marks

1.1.5

Creditors Subsidiary Ledger

	Creditor—Beautiful Baskets

	2007
	Cross Reference
	$
	2007
	Cross Reference
	$

	
	
	
	Oct. 1
	Balance 
	180

	
	
	
	
	
	

	
	
	
	
	
	


3 marks

1.1.6

	Explanation:

	

	

	


2 marks

1.1.7

	Item


	Overstated/Understated/No effect
	Amounts

$

	Assets
	
	

	Liabilities
	
	

	Owner’s Equity
	
	


3 marks

1.2.1

	Calculation:



	Total cost price
	$


2 marks

1.2.2

	Explanation:

	

	

	


2 marks

1.2.3

	Strategy:

	


1 mark

1.3.1

General Journal

	Date

2007
	Particulars
	General Ledger
	Subsidiary Ledger

	
	
	Debit
	Credit
	Debit
	Credit

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	


2 marks

1.3.2

	Principle:

	Explanation:

	

	


2 marks

1.4.1

	Disposal of Vehicle

	2007
	Cross Reference
	$
	2007
	Cross Reference
	$

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	


4 marks

1.4.2

	Effect:

	

	

	


2 marks

Total: 45 marks

Question 1—Nod Off

2.1.1

General Journal

	Date
	Particulars
	General Ledger
	Subsidiary Ledger

	
	
	Debit
	Credit
	Debit
	Credit

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	


2 marks

2.1.2

	Characteristic:

	Reason:

	

	


2 marks

2.1.3

	Cash Flow Statement
	Profit and Loss Statement
	Balance Sheet

	Increase Receipts

Increase Payments

No effect
	Increase Revenue

Increase Expenses

No effect
	Decrease Assets

Decrease Liabilities

No effect


3 marks

2.2.1

General Journal

	Date

2007
	Particulars
	General Ledger
	Subsidiary Ledger

	
	
	Debit
	Credit
	Debit
	Credit

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	


3 marks

2.2.2

	Interest Revenue

	2007
	Cross Reference
	$
	2007
	Cross Reference
	$

	
	
	
	July 31
	Bank
	240

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	


2 marks

2.2.3

Cash Receipts Journal
	Date

2008
	Details
	Rec.

No.
	Bank
	Debtors
	Cost of Sales
	Sales
	Interest Revenue
	GST
	Sundries

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	


3 marks

2.3.1

	Explanation:

	


1 mark

2.3.2

	Reason:

	


1 mark

2.3.3

	Negative impact:

	


1 mark

2.3.4

	Reason:

	


1 mark

2.3.5

	Strategy 1:

	

	Strategy 2:

	


2 marks

2.3.6

	Measure 1:

	

	Measure 2:

	


4 marks

2.3.7

	Example:

	

	

	


2 marks

2.4.1

	Calculation:



	Receipts from Debtors
	$


2 marks

2.4.2

	Nod Off

	Budgeted Cash Flow Statement for the three months ending 31 December 2007

	Operating Activities
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	Investing Activities
	
	

	
	
	

	
	
	

	Financing Activities
	
	

	
	
	

	
	
	

	Net cash increase/decrease
	
	

	Add Bank balance at 1 October 2007
	
	

	Bank balance at 31 December 2007 
	
	


9 marks

2.4.3

	Explanation:

	

	


2 marks

2.4.4

	Item:

	


1 mark

2.4.5

	Item:

	


1 mark

2.5.1

	Item
	Budget

$
	Actual

$
	Variance

$
	F/U

	Total Revenue
	45 000
	42 500
	2 500
	

	Stock Loss
	300
	400
	100
	

	Adjusted Gross Profit
	24 700
	23 700
	1 000
	

	Net Profit
	10 000
	12 000
	2 000
	


2 marks

2.5.2

	Reason:

	


1 mark

Total: 45 marks

END OF ANSWER BOOK




Tuscany Gifts	Tax Invoice


Credit Note: CN88


	26 October 2007





To:  	P Smith


For:  	Faulty ‘Baby Basket’ 	$50


	GST	$5





	Total	$55	
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