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Prepared by: Jo Lamont and Diane Fabiyanic, Taylors College

Accounting Unit 4 practice exam 2008 and answer book

Supplement to Compak, Issue. 4, October 2008

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: For Question 2.5 of this practice examination, students will not need to consider the effect of the Goods and Services Tax (GST).
From and including 2007, for questions involving the topic ‘Budgets’, students will not be required to consider GST.
ACCOUNTING UNIT 4

Practice written examination 2008

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.
Students are NOT permitted to bring mobile phones and/or any other unauthorised electronic devices into the examination room.
NOTE: This practice examination has no official status and represents an indication only of the type of questions that VCAA examiners may set.

Question 1—Outdoor Adventures

John Smith owns and operates a business selling outdoor equipment called ‘Outdoor Adventures’. The business has been in operation for the past three years in a shopping strip in the city and uses the perpetual inventory method for recording stock. Stock is valued using FIFO (first in first out). Outdoor Adventures operates on a 100% mark-up on stock unless otherwise indicated. All purchases of stock are on credit.

1.1 Outdoor Adventure’s accountant provides you with a Trial Balance as at 31 July 2008.

	Outdoor Adventures

Trial Balance as at 31 July 2008

	Advertising

Bank

Cost of sales

Debtors control

Delivery vehicle

Electricity

Investment account

Prepaid rent

Stationery on hand

Stock control

Stock write-down

Wages
	$

1 000

3 000

20 000

9 000

30 000

1 000

6 000

5 000

400

8 000

300

5 000
	Capital—J Smith

Creditors control

Loan—Brad Bank

Prepaid sales revenue

Sales

GST clearing
	$

22 700

5 000

8 000

7 000

45 000

1 000

	
	$88 700
	
	$88 700


Additional information

· The prepaid sales relates to sales of goods imported from Germany. Another $3000, plus GST of $300 of prepaid sales revenue was received during the month of July and was not recorded. Memo No. 5 indicated that $6000 in prepaid sales were still uncompleted at the end of the month. 

· Stock that had been sold on credit to Angelina for $5000 plus GST of $500, with a cost price of $1800, was returned to Outdoor Adventures. (Credit Note No. 415)

· The investment account earns interest at a rate of 5% per annum. Interest is paid each two months with the last payment received on 30 June 2008. (Memo No. 6)

Required
1.1.1
Record the additional information into the General Journal for the month of July 2008. 
(Narrations are not required).

9 marks

1.1.2
Using a qualitative characteristic, explain why it is necessary to record the sales of imported stock as prepaid.

3 marks

1.1.3
Identify how the adjustment for prepaid sales on 31 July 2008 would affect the accounting equation.

3 marks

1.1.4
Prepare an Extract of Profit and Loss Statement for the month ended 31 July 2008 to establish Adjusted Gross Profit. 

3 marks

1.2
On 31 July 2008 the business received $50 in interest revenue (Receipt No. 144). 

Required

Record the receipt of interest in the Cash Receipts Journal.
 2 marks
1.3
John has recently purchased some display equipment for the business. The details are shown below.

Dave’s Displays
Invoice No. DD984

Doncaster VIC 4266


Date: 1 July 2008

To:
Outdoor Adventures

 
36 Bourke Street

 
Melbourne VIC 3000
Description of goods delivered:

	Quantity
	Description
	Unit cost $
	Total
	

	10
	Display shelves

	20
	200
	

	20
	Display frames
	150
	3 000
	

	50
	Brackets
	5
	250
	

	
	Annual insurance on display shelves
	
	1 200
	

	
	Installation
	
	  500
	

	
	
	
	
	5150

	
	plus GST
	
	
	515

	
	TOTAL
	
	
	$5 665


Payment due in 30 days

Required
Record the data from Invoice No. DD984 in the General Journal. (Narrations are not required.)
4 marks
1.4
The following transactions relate to a new range of women’s skis.

Swedish Skis
Invoice no. P576BV3

Sweedenville VIC 4266


Date: 4 August 2008

To:
Outdoor Adventures

 
36 Bourke Street

 
Melbourne VIC 3000
Description of goods delivered:

	Quantity
	Description
	Unit cost $
	Total
	

	10
	Women’s skis
	100
	1 000
	

	10
	Men’s skis
	250
	2 500
	

	
	
	
	
	3 500

	
	plus GST
	
	
	350

	
	Total
	
	
	$3 850


Payment due in 30 days

	2008

Aug. 
	5

13

19


	Returned 1 pair of women’s skis to Swedish Skis, due to damage on delivery Credit Note No. 80
Sold 4 pair of women’s skis on credit to Angelina for $880 each, including GST of $80. Invoice No. 266

Angelina returned 1 pair of women’s skis to Outdoor Adventures $880 (Credit Note No. 13)


Required

1.4.1
Record all the transactions for women’s skis in the Stock Card, including the information in 
Invoice No. P576BV3.

4 marks

1.4.2
Identify one possible reason why Outdoor Adventures introduced a new stock item. 

1 mark

1.4.3
Record the transaction on 5 August 2008 in the General Journal. (A narration is not required.)

 3 marks

1.4.4
Identify the impact on the accounting equation if the entry on 5 August 2008 was not recorded. 

3 marks

1.5
John has an old range of men’s skis that have not been selling. There are 5 in stock. The skis cost the business $200, plus GST of $20 per pair. John has decided to sell these skis during September for $150 a pair, plus GST of $15 per pair. The business has paid for general television advertising to run during this month, costing $2200, including GST of $200. Employees will be paid a bonus of $15 for each of these skis sold. This decision is recorded in Memo No. 9.

Required
1.5.1
Calculate the current value of the men’s skis.

 1 mark

1.5.2
Record the necessary adjustment in the General Journal at 31 August 2008.  
(A narration is required.) 

 3 marks

1.6
John has asked the accountant for information regarding the purchase and sale of stock.

	Measure of performance
	2006
	2007
	2008

	Stock turnover
	80 days
	90 days
	88 days

	Creditors turnover
	40 days
	38 days
	37.5 days


* Creditor terms are 30 days

Required

1.6.1
Suggest one reason why this trend in creditor’s turnover should be maintained.

1 mark

1.6.2
Identify one method by which Outdoor Adventures can improve its stock turnover without affecting the level of sales.

1 mark

1.6.3
Explain how the introduction of a new line of stock could affect stock turnover and creditor’s turnover.

2 marks

1.7
Outdoor Adventure’s accountant has suggested that the business move to the shopping complex called Melbourne Central.

Explain how this move may improve the Net Profit Ratio.
2 marks
Total: 45 marks

Question 2—Best Foot Forward

Sally Jensen is the owner of a business called ‘Best Foot Forward’. The business sells a range of shoes for ladies, men and children. Sally imports most of the footwear from overseas.

2.1
Sally has just received a shipment of men’s boots from overseas and has provided you with the following information.

Supplier’s price
$50 per pair

Customs duty
$10 per pair

Insurance of stock
$1200 per annum

Advertising
$500 per annum

Delivery to customers
$5 per pair

Required
2.1.1 
Calculate the cost price of the men’s boots using product costing.

1 mark

2.1.2 
Justify your treatment of the insurance of stock.

1 mark

2.2
Sally decided to purchase a new car to replace the older vehicle currently owned by the business. The business purchased the original vehicle for $32 000. After depreciating it every year it now has a carrying cost of $18 500. On 31 August 2008 the business traded in the old vehicle for $12 000 on a new vehicle costing $45 000 plus $4500 GST from ‘Cars Plus’, which she purchased on Invoice 
No. 983.

Required
2.2.1
Record the necessary entries for the disposal of the vehicle in the General Journal. (Narrations are not required.)

8 marks
2.2.2 
Record the General Journal entry for the purchase of the new vehicle. (A narration is not required.)

2 marks

2.2.3
Explain one probable reason for a loss or profit on the sale of the vehicle.

1 mark

2.2.4
Distinguish between Sundry Creditors and Creditors Control.

2 marks

2.2.5 
Describe the likely impact the purchase of the new vehicle will have on the Return on Assets for ‘Best Foot Forward’ in the short-term.

2 marks

2.3

After completing the reports for August 2008 the accountant calculated the liquidity ratios for analysis.

	Measurement
	Best Foot Forward
	Industry average

	Working Capital Ratio
	1.3:1
	1.4:1

	Quick Asset Ratio
	0.8:1
	1.2:1


Required

2.3.1 
Explain the term ‘liquidity’.

1 mark
2.3.2 
Justify why the Quick Asset Ratio is a better indicator of business liquidity than the Working Capital Ratio.

2 marks

2.3.3 
Suggest two strategies that the business could implement to improve the Quick Asset Ratio.

2 marks

2.4
Sally is concerned about her Net Profit for August 2008, which is $15 000 lower than July 2008. This is mainly due to a decrease in sales for August compared to July.

Required
2.4.1 
State one possible reason for the decrease in sales in August.

1 mark

The accountant calculated the following ratios.

	Measurement
	July 2008
	August 2008

	Gross Profit Ratio
	50%
	50%

	Net Profit Ratio
	10%
	8%


Required
2.4.2 
Explain how sales can decrease but the Gross Profit Ratio remains the same for July and August.

2 marks
2.4.3
State two possible reasons for the change in the Net Profit Ratio.

2 marks

2.4.4
Suggest two possible ways of increasing profit for September 2008.

2 marks
2.5
On the advice of the accountant, Sally has decided to prepare a budget for the first time, but is unsure of how it will be helpful to her business in 2008.


Based on past trends she has supplied the following information:

· Cash sales are equal to 60% of total sales, which are expected to be $55 000 in September.

· Credit sales for August were $49 000. 

· Sally analysed the previous history of debtor receipts and made the following notes:

· Debtors usually pay in the month following sale with 10% not paying and being written off.

· Sally offers a 5% discount if debtors pay by 15 September 2008. She expects $20 000 worth of debtors will be given the discount, with the remaining debtors ($24 100) paying by the end of September 2008 but will not receive the discount.

· The employee is paid $350 per week.

· Sally pays herself $400 per week.

· The business makes a monthly payment to the bank of $1200 ($1000 principal and $200 interest).

· Credit purchases of stock from last month of $40 000 will be paid during September 2008.

· Sally is expecting to replace the computer and pay $1570 for a new model.

· Monthly expenses of advertising, cleaning and electricity are expected to be paid: $320, $175 and $220 respectively.

· The annual depreciation on the vehicle is calculated at $3900.

· Payment to ‘Cars Plus’ for the vehicle purchased on credit is $300 per month.


Assume a four-week month.

Required
2.5.1
Reconstruct the Debtors Control Ledger account to calculate the cash received from debtors in September 2008.

6 marks

2.5.2 
Suggest one method that the business can use to decrease the level of bad debts.

1 mark

2.5.3 
Complete the Budgeted Cash Flow Statement for Operating Activities for September 2008.

7 marks

2.5.4  
Identify two advantages of preparing a Budgeted Cash Flow Statement.

2 marks

Total: 45 marks

END OF QUESTION BOOK

ACCOUNTING UNIT 4

Practice written examination 2008

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 ……………………………........

Students are NOT permitted to bring mobile phones and/or any other unauthorised electronic devices into the examination room.
Question 1—Outdoor Adventures

1.1.1

General Journal

	Date
2008
	Particulars
	General Ledger
	Subsidiary Ledger

	
	
	Debit
	Credit
	Debit
	Credit

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	


9 marks

1.1.2

	Qualitative characteristic

	Explanation

	

	

	

	

	


3 marks

1.1.3

	Item
	Increase/Decrease/No effect
	Amount $

	Assets
	
	

	Liabilities
	
	

	Owner’s Equity
	
	


3 marks

1.1.4

	Outdoor Adventures

Extract of Profit and Loss Statement for the month ended 31 July 2008

	
	$
	$

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	


3 marks

1.2

Cash Receipts Journal

	Date

2008
	Details
	Rec. No.
	Bank
	Discount Expense
	Debtors
	Cost of Sales
	Sales
	GST
	Sundries

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	


2 marks

1.3

General Journal

	Date
2008
	Particulars
	General Ledger
	Subsidiary Ledger

	
	
	Debit
	Credit
	Debit
	Credit

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	


4 marks

1.4.1

Stock Card: Women’s Skis

	Date

2008
	Details
	IN
	OUT
	BALANCE

	
	
	Qty
	Unit Cost
	Total Cost
	Qty
	Unit Cost
	Total Cost
	Qty
	Unit Cost
	Total Cost

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	


4 marks

1.4.2

	Reason

	

	


1 mark

1.4.3

General Journal

	Date
2008
	Particulars
	General Ledger
	Subsidiary Ledger

	
	
	Debit
	Credit
	Debit
	Credit

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	


3 marks

1.4.4

	Item
	Overstated/Understated/No effect
	Amount $

	Assets
	
	

	Liabilities
	
	

	Owners Equity
	
	


3 marks

1.5.1

	

	
	$


1 mark

1.5.2

General Journal

	Date
2008
	Particulars
	General Ledger
	Subsidiary Ledger

	
	
	Debit
	Credit
	Debit
	Credit

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	


3 marks

1.6.1

	Reason

	

	


1 mark

1.6.2

	Method

	

	


1 mark

1.6.3

	Explanation

	

	

	

	

	


2 marks

1.7

	 Explanation

	

	 

	

	

	


2 marks

Total: 45 marks

Question 2—Best Foot Forward

2.1.1

	

	
	$         per unit


1 mark

2.1.2

	Justification

	

	

	


1 mark

2.2.1

General Journal

	Date
2008
	Particulars
	General Ledger
	Subsidiary Ledger

	
	
	Debit
	Credit
	Debit
	Credit

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	


8 marks

2.2.2

General Journal

	Date
2008
	Particulars
	General Ledger
	Subsidiary Ledger

	
	
	Debit
	Credit
	Debit
	Credit

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	


2 marks

2.2.3

	Reason

	

	


1 mark

2.2.4

	Explanation

	

	

	


2 marks

2.2.5

	Impact

	

	

	


2 marks
2.3.1

	Explanation

	

	


1 mark

2.3.2

	Justification

	

	


2 marks

2.3.3

	Strategy 1

	

	Strategy 2

	


2 marks

2.4.1

	Reason

	


1 mark

2.4.2

	Explanation

	

	


2 marks

2.4.3

	Reason 1

	

	Reason 2

	


2 marks

2.4.4

	Suggestion 1

	

	Suggestion 2

	


2 marks

2.5.1

	Debtors control

	Date

2009
	Cross reference
	$
	Date

2009
	Cross reference
	$

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	


6 marks

2.5.2

	Method

	

	


1 mark

2.5.3

	Budgeted Cash Flow Statement of Operating Activities for September 2008

	Operating Activities
	$
	$

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	Net Cash Flows from Operating Activities
	
	


7 marks

2.5.4

	Advantage 1

	

	Advantage 2

	


2 marks

Total: 45 marks

END OF ANSWER BOOK
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