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I Section A (Questions 1 to 5, 50 marks)

Answer ALL questions. A calculator may be used. Show your working in calculations, give numerical answers to
an appropriate number of significant figures, and state units in every final answer. All data are examples and

this is not a past paper of any examination board.

1. A company bought a machine on 1 January 2025 for $240,000. Estimated residual value is $24,000 and the
useful life is 5 years. Depreciation is charged on the straight-line basis. (a) Calculate the annual depreciation
charge. (b) Calculate the net book value after three years. (c) If the reducing-balance method at 40% per year
were used instead, show the depreciation charge for each of the first three years. (d) Compare the year-3
charges under the two methods and explain the difference.

2 1 () (240,000 - 24,000) / 5 = $43,200.\n(b) 240,000 - 3 x 43,200 = $110,400.\n(c) Year 1: 240,000 x 40% = $96,000; year
2: 144,000 x 40% = $57,600; year 3: 86,400 x 40% = $34,560.\n(d) The year-3 charge of $34,560 is $8,640 lower than the
straight-line charge of $43,200. The reducing-balance method applies a fixed rate to a falling carrying amount, so the
charge falls each year, while the straight-line charge is constant.\nMarking notes: (a) 2 marks, (b) 2 marks, (c) 3 marks (1

each year), (d) 3 marks (1 for the difference, 2 for the explanation); total 10 marks.

2. A shop had no opening inventory. Purchases during the year were: January 100 units at $20 each, March 200
units at $24 each and May 150 units at $30 each. 300 units were sold at $45 each. (a) Using the weighted
average method, calculate the cost of goods sold and the closing inventory. (b) Using the first-in-first-out
method, calculate the cost of goods sold and the closing inventory. (c) Calculate the difference in cost of goods
sold between the two methods. (d) State which method gives the higher profit when prices are rising, and why.
2% 1 (a) Total cost 11,300 / 450 units = $25.11 per unit; cost of goods sold 300 x 25.11 = $7,533.33; closing inventory 150
x 25.11 = $3,766.67.\n(b) FIFO cost of goods sold = 100 x 20 + 200 x 24 = $6,800; closing inventory 150 x 30 = $4,500.\n(c)
7,533.33 - 6,800 = $733.33 (weighted average is higher).\n(d) FIFO, because the closing inventory is valued at the latest,
higher prices, so the cost of goods sold is lower and this year profit is higher.\nMarking notes: (a) 4 marks (1 average cost,

2 cost of goods sold, 1 closing inventoty), (b) 3 marks, (c) 1 mark, (d) 2 marks; total 10 marks.



3. At 31 March the bank statement showed a credit balance of $18,450 while the cash book showed a debit
balance of $19,800. Unpresented cheques were $3,200, deposits in transit $5,600, the bank had collected a note
for $2,000 not yet recorded, bank charges of $150 and a dishonoured customer cheque of $800 were not
recorded. (a) Prepare the bank reconciliation statement and calculate the adjusted bank balance. (b) State the
three adjustments needed in the cash book. (c) Calculate the adjusted cash book balance. (d) State whether the
two adjusted balances should agree, and explain why.

222 1 (a) 18,450 - 3,200 + 5,600 = $20,850.\n(b) Add the note collected $2,000, deduct bank charges $150 and deduct the
dishonoured cheque $800.\n(c) 19,800 + 2,000 - 150 - 800 = $19,800, which agrees with (a).\n(d) They should agree. All
differences arise from timing differences and unrecorded items, so after adjustment both show the same true cash

balance.\nMarking notes: (a) 4 marks (1 each item, 1 for the balance), (b) 3 marks, (¢) 2 marks, (d) 1 mark; total 10 marks.

4. At the year end receivables were $420,000. An allowance for doubtful debts of 5% of receivables is required
and the allowance brought forward had a credit balance of $8,000. (a) Calculate the required allowance and the
increase needed. (b) If bad debts of $6,000 were written off during the year, calculate receivables after the
write-off. (c) Calculate the revised allowance and the additional charge or release. (d) Calculate the net
receivables after the write-off and adjustment, and explain why writing off a bad debt does not change net
receivables.

22 1 (a) 420,000 x 5% = $21,000; $21,000 - $8,000 = increase of $13,000.\n(b) 420,000 - 6,000 = $414,000.\n(c) 414,000 x
5% = $20,700; allowance after write-off 21,000 - 6,000 = $15,000; additional charge 20,700 - $15,000 = $5,700.\n(d) Net
receivables 414,000 - 20,700 = $393,300. A write-off reduces both receivables and the allowance by the same amount, so the

net figure is unchanged.\nMarking notes: (a) 3 marks, (b) 2 marks, (c) 3 marks, (d) 2 marks; total 10 marks.

5. A company reports current assets of $480,000 (including inventory of $180,000), current liabilities of $240,000,
total liabilities of $600,000, total assets of $1,500,000, cost of goods sold of $1,080,000 and average inventory of
$180,000. (a) Calculate the current ratio and the quick ratio. (b) Calculate the gearing (debt) ratio. (c) Calculate
the inventory turnover and the average inventory period (365 days). (d) Calculate working capital and comment
on short-term solvency.

& 2% ¢ (a) Current ratio 480,000 / 240,000 = 2.00; quick ratio (480,000 - 180,000) / 240,000 = 1.25.\n(b) Debt ratio 600,000
/1,500,000 = 40%.\n(c) Inventory turnover 1,080,000 / 180,000 = 6.0 times; average period 365 / 6.0 = 60.8 days.\n(d)
Working capital 480,000 - 240,000 = $240,000. Both the current ratio of 2.00 and the quick ratio of 1.25 exceed 1, so short-
term solvency is sound, but inventory is a large share of current assets and slow-moving stock is a risk.\nMarking notes: (a)

3 marks, (b) 2 marks, (c) 2 marks, (d) 3 marks (1 working capital, 2 comment); total 10 marks.



I Section B (Questions 6 to 10, 50 marks)

Answer ALL questions. A calculator may be used. Show your working in calculations, give numerical answers to
an appropriate number of significant figures, and state units in every final answer. All data are examples and

this is not a past paper of any examination board.

6. A company reports net sales of $1,200,000, cost of goods sold of $720,000, operating expenses of $300,000 and
interest expense of $24,000. The tax rate is 16.5%. (a) Calculate gross profit and the gross profit ratio. (b)
Calculate operating profit. (c) Calculate profit before tax, the tax charge and net profit. (d) Calculate the net
profit ratio and explain how the gross margin can rise while the net margin falls.

&2 1 (a) Gross profit 1,200,000 - 720,000 = $480,000; gross margin 480,000 / 1,200,000 = 40%.\n(b) 480,000 - 300,000 =
$180,000.\n(c) Profit before tax 180,000 - 24,000 = $156,000; tax 156,000 x 16.5% = $25,740; net profit 156,000 - 25,740 =
$130,260.\n(d) Net margin 130,260 / 1,200,000 = 10.85%. If operating costs or interest rise by more than the increase in
gross profit, the gross margin can rise while the net margin falls.\nMarking notes: (a) 3 matks, (b) 2 marks, (c) 3 marks, (d)

2 marks; total 10 marks.

7. A and B are partners with capital of $300,000 and $200,000. The partnership agreement provides salaries of
$60,000 to A and $40,000 to B, interest on capital at 5% per year, and the residue shared 3:2. Profit for the year
was $240,000. (a) Calculate the interest on capital for each partner. (b) Calculate the residue after salaries and
interest. (c) Calculate each partner total share and check the total. (d) If profit had been only $80,000, state the
principle to be applied.

&2z 1 (a) A: 300,000 x 5% = $15,000; B: 200,000 x 5% = $10,000.\n(b) 240,000 - 100,000 - 25,000 = $115,000.\n(c) A:
115,000 x 3/5 = $69,000, total $144.,000; B: 115,000 x 2/5 = $46,000, total $96,000; combined $240,000, equal to the
profit.\n(d) Profit of $80,000 is less than salaries and interest of $125,000, so the agreed otrder is applied first and any

shortfall is shared as a loss in the profit-sharing ratio; no distribution may exceed distributable profit.\nMarking notes: (a)

2 marks, (b) 2 marks, (c) 4 marks, (d) 2 marks; total 10 marks.

8. A product sells for $50 per unit, variable cost is $30 per unit and annual fixed cost is $360,000. (a) Calculate
the unit contribution and the contribution matgin ratio. (b) Calculate the break-even quantity and break-even
sales revenue. (c) Calculate the units needed to earn a profit of $120,000. (d) At current sales of 27,000 units,
calculate the margin of safety in units and as a percentage, and the current profit.

2% ¢ (a) Contribution 50 - 30 = $20; contribution margin ratio 20 / 50 = 40%.\n(b) Break-even quantity 360,000 / 20 =
18,000 units; break-even revenue 18,000 x 50 = $900,000.\n(c) (360,000 + 120,000) / 20 = 24,000 units.\n(d) Margin of
safety 27,000 - 18,000 = 9,000 units, 33.33%: profit 9,000 x 20 = $180,000.\nMarking notes: (a) 2 marks, (b) 3 marks, (c) 2

marks, (d) 3 marks; total 10 marks.



9. A company reports profit before tax of $200,000 and depreciation of $80,000. Inventory rose by $30,000,
receivables fell by $20,000 and payables fell by $10,000. Tax paid was $30,000, plant was purchased for
$150,000, shares were issued for $100,000, dividends of $60,000 were paid and opening cash was $80,000. (a)
Calculate cash from operating activities before and after tax paid. (b) Calculate investing and financing cash
flows. (c) Calculate the net change in cash and closing cash. (d) Explain why profit before tax differs from
operating cash flow.

22 1 () 200,000 + 80,000 - 30,000 + 20,000 - 10,000 = $260,000; less tax paid $30,000 = $230,000.\n(b) Investing:
-150,000; financing: 100,000 - 60,000 = $40,000.\n(c) Net change 230,000 - 150,000 + 40,000 = $120,000; closing cash 80,000
+ 120,000 = $200,000.\n(d) Depreciation is a non-cash expense and working capital movements and the timing of tax
payments differ from the accrual figures, so profit and operating cash flow are not equal.\nMarking notes: (a) 4 marks, (b)

2 marks, (¢) 2 marks, (d) 2 marks; total 10 marks.

10. A company issued 200,000 ordinary shares at $5 each, par value $1, all paid in cash. Net profit was $480,000,
a dividend of $0.30 per share was declared and the price-earnings ratio is 12 times. (a) Calculate the proceeds,
share capital and share premium. (b) Calculate total dividends and the dividend payout ratio. (c) Calculate
earnings per share and the market price per share. (d) Explain why a company may keep part of its profit

rather than distribute it all.

&2 1 (a) Proceeds 200,000 x 5 = $1,000,000; share capital 200,000 x 1 = $200,000; premium $800,000.\n(b) Dividends
200,000 x 0.30 = $60,000; payout ratio 60,000 / 480,000 = 12.5%.\n(c) EPS 480,000 / 200,000 = $2.40; market price 2.40 x 12
= $28.80.\n(d) Retained profit funds working capital, debt repayment and expansion; paying out more than profit draws
on accumulated reserves and weakens the capital base over time.\nMarking notes: (a) 3 marks, (b) 2 marks, (c) 3 marks, (d)

2 marks; total 10 marks.
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