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Introduction

Introduction

The main aim of this booklet is to exemplify standards for those teaching Cambridge O Level Principles
of Accounts (7110), and to show how different levels of candidates’ performance relate to the subject'’s
curriculum and assessment objectives.

In this booklet responses has been chosen to exemplify a range of answers. Each response is accompanied
by a brief commentary explaining the strengths and weaknesses of the answers.

For ease of reference for questions 1 to 4, where the candidate response is integrated within the question,
the following format has been adopted:
( Mark scheme \
/

(Example candidate

response

<

CExaminer comment

N

For each question, an extract from the mark scheme used by examiners is followed by examples of marked
candidate responses, each with an examiner comment on performance. Comments are given to indicate
where and why marks were awarded, and how additional marks could have been obtained. In this way, it

is possible to understand what candidates have done to gain their marks and what they still have to do to
improve.

For question 5, where the candidate response is separate to the question, the following format has been

adopted:
C Question )

Mark scheme

L

Example candidate
response

<

CExaminer comment}

Past papers, Examiner Reports and other teacher support materials are available on Teacher Support at
http://teachers.cie.org.uk.

N
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Assessment at a glance

Assessment at a glance

Thera are two compulsory papers, Paper 1 and Paper 2. These papers both contain questions based on tha
whale syllabus.

Paper 1: Multiple choice

Thera are 30 gquestions drawn from across the syllabus, All questions are compulsany,

33, 3% of final marks

Paper 2: Structured written paper 2 hours

Thera are 46 compulsory guestions drawn from topics acrass the syllabus, One of these quastions
[carrying approximately one third of the marks for Paper 2} invoheas the preparatan of the final accounts
of 8 manufacturing or trading business e.9. Income Statements (tha Manufacturing, Trading and Profit and
Loss Accounts) and the Batance Sheet, Questions on this paper mey require comphetion of pro formas
end tables

B86.6% of final marks

Teachers are reminded that a full syllabus is available on www.cie.org.uk.
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Paper 2 — Structured written paper

Paper 2 - Structured written paper

Question 1

Mark scheme

1 (a)

(b)

Trial Balance at 1 Oclober 2012

Debit Credit
3 3
Motor van 1500
shop fixtures 250
Cash 500
Feter = Loan 600
Capital 1850 (2)
2250 (1) 2250 (1)
[4]
Transaction Book of Account to be | Account to be Effect on
ariginal entry dabited cradited capital
Purchased goods, $600, Purchases Purchases Punto No effect
on cradit from Punto Journal
Sold goods list price, Sales journal | Yuen (1) Sales (1) +5450 (1)
750, on credit to Yuan | (1)
Sold all the shop fixiures | Cash book (1) | Cash (1) Fixtures =850 (1)
for cash $200 {Disposals) (1)
Paid wages by cash Cash book (1) | Wages (1) Cash [1) ~$150 (1)
$150
Yuen refurned goods Sales returns | Sales returns | Yuen [1) ~%60 (1)
with a list price of $100 | journal (1) 1)
(18]
[Total: 20]
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Example candidate response — high

1

Paper 2 — Structured written paper

<ane stared business on 1 October 2012 with a motor van, $1500, shop fbaures, $250, and
cash, $500. To start the business she had borrowed $600 from Patar.

(a) Compiste the lollowing trial balance showing dearly the value of the capitsl,

Jdena
THal Bakance at 1 Ociober 2002
[hedniit Gl
5 5

Muobar van *IEUE
Shop fixtures + 250
Cash %500
Peter — loan ¥ 6oo
Capital + 1650

(b) Jame buys and sells goods on credit, She malntains a full set of accounts.
The tebla balow contains a list of transsctions carried oul in the first week of trading.
Complete the table below for each transaction, stafing clearly the amount, if any, of
increase or decrease in the value of capital. The first transaction has boon complated as

[4)

an exampla,
Book ol | Accountio be | Accounttobe | Eflect on
i originl ertry | dabitad cradited capital $
Purchased goods,
$600, on credit from Puchesee | o s Punia No affact
Punto e
Sald goods for $750
(cost price $300) on Sodhs
credit to Yuan Touemnall "ﬁ"-hﬂm fafss |10
Saold all the shop Fry
fixtures for cash, $200 mmh an?ﬁ:-l-u-w Hﬂ-(%!d
Paid wages by cash, | Coal,
$150 g Hlnges P NUVE. |
Yisgn returned goods, Rk
valisted at $100 ?ﬁ;g,ﬁm;wﬂ P Yoy =4l oo
[16]
[Total: 20)

Cambridge O Level Principles of Accounts 7110
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Paper 2 — Structured written paper

Examiner comment — high

(a) The candidate correctly entered the assets and liabilities in the appropriate columns of the trial balance.

The capital was correctly calculated and inserted in the correct column. The only error was omitting to
enter the totals of the trial balance. 2/4

(b) The candidate produced a good answer. The cash received for the sale of fixtures would be credited
to a disposal account. As the fixtures were valued at $250 there was a loss which would decrease the
capital by $50. The goods returned to the business would reduce the capital by the amount of the profit
on those goods. When the goods were sold there was a 60% profit margin (450/750 x 100) so when
goods valued at $100 were returned the capital would decrease by $60. 14/16

Total mark awarded = 16 out of 20
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Example candidate response — middle

1

Paper 2 — Structured written paper

Jene started busingss on 1 Dolober 2012 with & molor van, $1500, shop fixlures, $250, and
caah, $500, To start the business she had borrowed $600 from Palar,

(a) Complate the kallowing trial balance showing clearly the-value of the capital,

dans

Trial Balance at 1 October 2012

Dubi Cradil
$ 5
Mator van 1500
Shop fixtures J68
i 500
Pater — |oan boo
Capital b
9350 | 9350

(b} Jan= buys and sels goode on credil. She malniains 3 full s of accounis,
The table below confaine a list of transactions carried ot in the first weal of rading.
Complste the table balow for each transaciion, stating clearly the amownt, T amy, of
increass or decreass in the walue of capital, The first tranzaction has been complatad as

4

an example.
=z Book of Acoount jo be | Accounl o ba Efiect on
Transacion original entry | debited credited capital §
Purchased goods, rohases
$600, on credlt from Fum ; Purchases Punto No sffect
Punts .
Sold goods for $750 umn
[coat price 5300} on Sates Lf
crackt to Yusn Jovrna)| Salis | ineroat
Sold all the shop .
fixtures for cash, $200 | F{ator ¢ (alh |Fisbore |[Docrigee
Paid wages by cash,
$150 uWioge ¢ Al g&?« wicqe MO f(eer|.
Yuen returned good, inwla ed R . -
&
valuad at §100 Rt hara - “kﬁdéﬁ' rr Hutr [nerdagy
(18]
[Total: 20]
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Paper 2 — Structured written paper

Examiner comment — middle

(a) The candidate correctly entered the assets and liabilities in the appropriate columns of the trial balance.

The trial balance was totalled, but the two totals did not agree, which caused the capital figure to be
incorrect. 1/4

(b) The candidate correctly identified the entries for the first transaction. In the second transaction the
book of original entry was incorrect: this should have been the cash book. The cash received for the
sale of fixtures would be credited to a disposal account. Cash paid for wages would appear in the
cash book; the debit and credit entries were reversed. The candidate correctly identified that the last
transaction related to returns inwards, but it was not sufficient to put “returns inwards” it should have
been made clear that this was the returns inwards journal. No marks were earned for the entries in the

last column of the table because the candidate did not include the amount by which the capital would
increase or decrease. 8/16

Total mark awarded =9 out of 20
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Example candidate response — low

Paper 2 — Structured written paper

Jane slarted business on 1 Oclober 2012 wilh a mobor van, 51500, shop fidures, 3250, and
cash, 5500, To start the businoss she had borrowed S600 from Peter.

REQUIRED

{a) Complate the following trial balance showing clearky the value of the capital.

Jans
Trial Balance &t 1 October 2012
Dbl Cradit
1 8

citea e Elvel
Shaop flxiures Ve
Sl Zon
Piter = loan Gt
Capital | 440 L&En

{b) ane buys and sells goods on credit. She maindains & full sai of accounds.
Tha table below contains a Bst of transactions carried oul in the first week of tracling.
Complate tha tabla below for each trangaciion, stabing clearly the amound, i any, of
Increase of decreges In tha valua of capital. Thea first transaction has bean completed as

[4]

Cambridge O Level Principles of Accounts 7110

an exampia.
Bookof | Actountiobe | Accounttobe | Effect
Transaction ariginal andry debited craditad ; Epﬁﬂ;]; ]
Purchased goods,
$600, on cradit from m” Furchases Funio Mo affect
Punta
Sold goods for $750 Bo\es inereage
Salgd
sEm | Seia e | e s
Sold all the shop Seles
foctures for cash, §200 | ¢ . | |*AlLE ong ke efp -
Paid wages by caszh, hﬂh.l-i—
$150 wﬁiﬁ s ﬂ”" et ege
Yuen returned goods, | 44104 (el | ke
valuad at $100 Thigall geed | Jhae Aeel phge.
18]
[Tetal: 20]
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Paper 2 — Structured written paper

Examiner comment — low

(a) The candidate correctly entered the assets and liabilities in the appropriate columns of the trial balance.
The capital was correctly calculated but was inserted in both columns: this should have appeared only
in the credit column. The trial balance was not totalled. 0/4

(b) The candidate correctly identified the book of original entry for the first and fourth transactions. The
other two transactions would have been recorded in the cash book. A thorough knowledge of double
entry would have ensured that the accounts to be debited and credited could be identified. Except for
the first transaction, where the candidate included $450, no marks were earned for the entries in the

last column of the table because the candidate did not include the amount by which the capital would
increase or decrease. 3/16

Total mark awarded = 3 out of 20
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Question 2

Mark scheme

2

(a)

(b)

{c)

Capital
Bank overdraft
Fixtures and fittings

Pang

Trial Balance at 31 August 2012

Debit
5

14 100

Prowvision for depreciation — Fixtures and fittings

Inventory

Trade raceivables
Trade payables
Revenue
Purchasaes
Discount received

Wages and salaries

Sundry expenses
Discount allowed
Suspense (1)

1. Commission (1)
2. Principle (1)
3. Reversal (1)

A Winscom

Y. Wilson
Fixiures
Furchases
Wages

Bank

Suspenss
Discount raceived

14 200
12 300

51000 (1)

26 000 (1)
34 000
620

15g €20

Journal
DCr or
-3 3
200 (1)
200 (1)
8900 (1)
200 (1)
3000 (1)
3000 (1)
480 (1)
480 (1)

Paper 2 — Structured written paper

Credit
B
18 240 (1)
3000 (1)
& 800
5900 (1)
110 000

1800 (1)

480 (2)
152 220 [9]

[3]

8]
[Total: 20]
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Paper 2 — Structured written paper

Example candidate response — high

2  The following trial balance was axtracted from the books of Peng on 31 August 2012, It was
prepared by an inexperienced bookkeeper and failed 1o balance,

‘Pang | gl -
Trlai Balanca at 31 A.Lr;uﬂi"ﬂlﬂ
eEHa, At (L Dr Cr
5 -
Capiial 18 240
Bank ovendral 3000
Fixtures and fittings 14 100
Provision for depreciation — fixtures and fitings d 00
Irevemitony 14 200 -
Trade recelvables 12 300
Trade payables 2800
Hevemua 110 000
Purchases &1 0Do0
Discount recalved ' 1 800
Wages and salaries 26000
Sundry expensas 24 000
Discoun| allowed __820
= 217 840 HE 420

REQUIRED

{a) Prepara the corectad trial balance at 31 August 2012, E&mwtﬂﬁmmm rndm
a balance on an appropriate agcount.

Panpg
Trial Bakance at 31 Bugust 2012

De=kit Cradit
5 5

Barik overdraft Ynoa
Fixtures and fillings 1shes
Fm.ﬁainnhrdapm:ﬂm~ﬁ:dum-amdrrﬂir?! ESep
Invartary T EE
Trade recaivables pen 11ico
Trade payablas BA g
Revenue AL 0 s
Purchases ; 1 bgy
Discount recetved | gas
Wages and salaries 34 sag
Sundry BXpenses b sas
Discount allowed hio
Aﬁ?ﬂn‘.ﬂ —ABo. ;
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Paper 2 — Structured written paper

Additional information:
v T

.
g ﬂuhﬂwﬁummmhﬁtiﬁmﬁ :5.; "’]ﬂ-tli”""'_) o ..,:t 'ﬂ

"ﬂ+ 'J..,. 1\.- A-sale of goods, $200, 10 A, Whummhaﬂhwnpumhmamunmwﬂﬂhm

) T T Chosa wly e utamr o )
‘-'!“'l "E—p"fE A purchase of fixtures, $300, hadmpﬂmﬁdm;ﬁlmﬂamnm

weead bHea Fremie e
ﬁ"“fﬂp L3 Wages, 51500, had been to the bank and credited Mﬂ'u:ngu ascount,
" Digcount received, $240, had been comeclly entarad | the cash book and had
|_-r- been debited 1o the discount received SCCOUNL -, 4,av 1o yoa e
L 3 PRI | T Y LT
& (b) Mama the type of ermors in 1 to 3 above, ?u t.::-,m'f___-,,.. PR T
et » 4 | O T I m‘i ...... b, MUY sdedaig
P @ .
B e AT rrmad , LR A b R L L e T T T R T T T P T ST RS LR TEE Pt
2 s
oyt A S 4 | 1% 1. L S ! .............................................................. t
~.g!f ..,r £3 Enmf!«hf AR 4 [l
‘,’SH Ptgp,am}nunﬁl entries o comect the-emors &n 1 to 4 above. Namalives are not required,
"
v &y Journal
T Do Or o
i r:"ﬁF 3 &
J R e e s - PR bt A
_.‘i"' *#r q‘lf shrisiiaain i e e e et e B Bk L i ik
CLE :
v 2 TR 1 A% < . (1 CL-L- SO WO TN AR
.
o . f,’%ﬁ.:_}’rhrﬁfﬁ'h"}:%#ﬂ!"?nm [T P, R TR A
;}f/’ .al'f ..................................................................................................... Al
.,J'Cj‘ }:n I M i A S O s A B SO ooty i ——
o ﬁa;" .................. weo o oo oo |
d,hr* i R b lil;.i.r.!hﬂm. .................................... F| SRS CHERIN Y SR i

Auo
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Paper 2 — Structured written paper

14

Examiner comment — high

(a)

(b)

(c)

The candidate made correct entries for all the items in the trial balance. The difference on the trial
balance was correctly shown as being a balance on the suspense account. The difference between the
two totals was correctly calculated as $480, but this should have been entered in the credit column
with the totals being $152 220. An own figure mark could not be awarded for the balancing amount as,
because it was in the debit column, the trial balance did not actually balance. 7/9

The candidate correctly identified the type of error made in items 1-3 in the question. It would have
been preferable to show the notes relating to the correction of the errors elsewhere. 3/3

Once again, the candidate produced a very good answer, the only error was to credit discount received
and discount allowed with $240 each, rather than crediting discount received with $480. Candidates
were informed that narratives were not required so, although the candidate was not penalised for doing
more than they were asked to, they wasted a little time which could have been utilised elsewhere. It is
not necessary to include the word “to” before the credit entries, and it would have been preferable to
show the notes relating to the correction of the errors elsewhere. 7/8

Total mark awarded = 17 out of 20
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Example candidate response — middle

Paper 2 — Structured written paper

2  The tollowing trial balance was extraocted from the bocke of Peng on 31 August 2012, was |\ g,

prepared by an inegperienced bookkeaper and failed to balance. i E..:n
Pang
Trial Balance at'31 Auwguat 2012
Dr Cr
& §
.,_f-'
Caphal 18 240
“ Bank overdraft 3 000
. Fixtures and fittings 14 100
“— Provision for depreciation - fxhres and fitings 5D B 800
— | i
w—Trade recpivables 12 300
= Tradmpayables 9 900
“Fevanue ~ —— 110 000
wPurchases — ' — 31000
—Discount received — — 1 800
~— Wages and salarles 26 000
= Surdry expenses - 34 D00
L~Déscount alowed——m——— S —
211@ 420

ﬁ L]
REQUIRED 5,05 pr

{a) Prepare the corected Irial balance at 31 August 2012. Show any differance you find as

a balance on &n approprisls Account.

TEuad .

-.':r““‘"H LL L Pang
5 Trial Balance at 31 August 2012
Dehit Cradit
- 3 5
Capilal [¥ay0 -
Bank ovardraft 3ad
Fixtures and ftfings [ as:
Prewvision ko depreciation — fidures and Hltings FLOD-
IrrvRntary fpzab-
Trade receivables 123 oo
Tracde payables 0gao:
anua Lio oo
Purchases . %) oon-
Discount received | 200
Wages and slaries 26000 -
Syundry expeness 3 L oal
Discount aflowed &30
20340 i aa S0
dapns e

Cambridge O Level Principles of Accounts 7110 15



Paper 2 — Structured written paper

16

Additional information;

The following amars were laber desooverad:
1 Asale of goods, $200, 1o A Winscom had been posted to the account of W Wilson.
2 Apurchage of fixtures, $300, had been posted to the purchases account.
3 Wagaa.hmu.hmbm;ummmmmardmduadhhmgmm

4  Discount recelved, $240, had been comecily entered in the cash book and had
been dablted o the dissoun! recsived account.

{b) Mame the type of errors in 1 to 3 above,

i R P R s
D o BT R G Y S s R 4
3 .. Smerabe ramamad . CAMER ke rastasal sianierores 3]
(e} Prepare journal enfries to correct the errars in 1 1o 4 above. Narratives are not required.
Journal '

Or Cr

§ §
........... A et s 0 o e T O s v
......... AL BRI e e r—————— D aaransnian
s SN S R L 200....
et B VLS 2 L A
........ Pursuase e ..... ;. |- (I
.............. B o e i i o it T i i
SO BRI EE N 1t A A SRS PRSI AR00..
R o 1 TP R v T U S SRR L T, e e
—— BB v S i BN R 240 gy
[Total: 20]
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Paper 2 — Structured written paper

Examiner comment — middle

(a) The candidate made correct entries in the trial balance for capital, bank overdraft, trade payables and
purchases. The entries for discount received and wages and salaries were incorrect.

The two columns of the trial balance showed different totals. If the candidate had inserted a figure
to balance the columns an own figure mark would have been awarded. If this difference had been
labelled “suspense” a further mark would have been awarded. 4/9

(b) The candidate incorrectly identified the first two errors. The first error involved entering an item in the
wrong person’s account and was an error of commission. The second error involved confusing capital
and revenue expenditure and was an error of principle. The third error was correctly identified. 1/3

(¢) Inthe first journal entry no entry in the sales account was required: it was a transfer from Wilson to
Winscom. The second journal entry was completely correct. The accounts were correctly identified
in the third journal entry, but the amount should have been $3000. Where an entry is reversed it is
necessary to double the original amount when correcting the error. The amount should also have been
doubled in the final journal entry. The entries should have been a credit to the discount received and a
debit to the suspense account. 3/8

Total mark awarded = 8 out of 20

Cambridge O Level Principles of Accounts 7110 17



Paper 2 — Structured written paper

Example candidate response — low
2 The foliowing trial balance was extracted from the books of Peng on 31 August 2012, It was
prepared by an inexpanenced bookkesper and failed io balance.

Peng
Trial Balance at 31 August 2012

Dr or
5 %
Capital 18 240
Bank overdraft 3 000
Fixtwres and fitfings 14100
Pravision for depreciation — fixtures and fittings B a0
Irwentory 14 200
Trade recaivablas 12 300
Trace payables 8800
Ravanusa 110000
Purchases 51 000
Discount recaivsd 1 800
Wages and salaries 26 000
Sundry expenses 34000
Diacount allowed &20

{2} Prepsaos the comected irial balance at 31 August 2012, Show any difference you find as
a balance on an appropriate account.
£
Peng
Trial Balance &t 31 August 2012

|  Deba Credit
e $ '5
Capital 1% Jno
Bank owerdraft Erlh ap
Fixtures and filfings 1410
Pravision lor depreciation — lhxtures and filings T L0
Irevniory : ETRLTY
Trade recelvables 1 E_':m'r.'.‘}
Trade payablas aa 00
Revenue L b ont ¥
Purchases 51000
Discount recalved 16 By
Wagss and salaries 26 o0 |
Sundry expenses i pED
Discount allowed G20
_@a?r NCE. | il 1o
———
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Paper 2 — Structured written paper

Additional Infarmation:
Thie kallowing errors werns later discovensd; O
1 Asaleof goods, $200, o A. Winscom had been posted 1o the account of W, Wilsan.
2 A purchase of fichures, $800, had been posted to the punchases account,
3 Wages, $1500, had been debited 1o the bank and credited to the wages account.

4  Discount recelved, 5240, had been comectly entered in the cash book and had
bean debiied to the discount received scoount,

() Mame the type of emors in 1 to 3 above,
1 .,-.Ea:m.ch..-.EF.fmh:ﬁF.Lr: ___________________________________________________________________________
2 R B N ITIRI Y v A
3. Ervor o Comnisipn. i3

||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||

{e) Prepara journal antries fo correct the errars in 1 1o 4 abous. Narratives ara not requined.

Jaiirrial

»g
&

Cambridge O Level Principles of Accounts 7110 19



Paper 2 — Structured written paper

Examiner comment — low

(a) The candidate did not have a thorough knowledge of how to prepare a trial balance and many of the
account balances were entered in the wrong column. Despite this, the candidate obviously appreciated
the procedure to follow if a trial balance does not balance. Marks were awarded for an own figure
difference on the trial balance and for correctly indicating that this would be transferred to the suspense
account. 1/9

(b) The candidate obviously knew the types of errors which would not be revealed by a trial balance, but
was unable to relate this knowledge to the specific errors listed in the question. 0/3

(¢) The candidate realised that A Winscom’s account had to be debited and A Wilson's account had to
be credited, but made the error of debiting $400 instead of $200. In the second entry, the candidate
correctly credited the purchases account, but debited suspense instead of fixtures. In the third entry,
the candidate correctly debited the wages account, but failed to appreciate that, where an entry is
reversed, it is necessary to double the original amount when correcting the error. The credit should
have been to the bank and not the suspense account. The candidate correctly identified both the
accounts in the final journal entry, but used an incorrect figure. 2/8

Total mark awarded = 3 out of 20
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Paper 2 — Structured written paper

Question 3

Mark scheme

3 (a) Individual accounts of e.q. trade receivables, maintained
Balances available at all times
Each transaction recorded for easa of referance
Other valid reasons

{1) = 2 points [2]
(b} Leong
Statement of Affairs at 30 September 2012
5 2
Mon-current assels
Motor vehicle 7700 (1)
Current assels
Inventory 11 600
Trade receivables (6 500 = 500) 6 000 (2)
Other receivables (350 + 100) 450 (2)
Bank deposit 2600
Cash a0
20700 (1)
Current liabilities
Trade payables 8100
Other payables 800
9000 (1)
Met current assets 11.700
18 400
Maon current liabilities
Loan (9 000 (1)
10 400
Capital 10400 (2 or 1 of) [10]
] 5
Opening capital g 000 (1)
Profit for the year 13 200 (1 of)
189 200
Drawings (8 800) (1)
Closing capital 10 200 (1 of) Accept alternative formals 2]
(d) (i) 130 hours =« 56 = §780
10 hours = 39 = 590
3870 (1)
Less tax 145
Net pay $725 (1) 2]
(il Gross pay S870
Employers social security _587 (1 of)
Total cost of employing Fan 957 (1 of) 2]

[Total: 20]
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Paper 2 — Structured written paper

Example candidate response — high

3 Leong commenced business on 1 Oclober 2011 with a capital of $5000. Leong has not

maintainad & Wl =i of accounting recoeds. The following informalion s availabla on
30 Septembar 2012:
-]
Trade receivables & 500
“Jrade payables 100
Imemtony 11 8OO
Prapald axpenses 350
Bank depcsit 2 600
hotor wan T 00
“shcoreed expenses 800
~7% Bank lcan rapaysbls 1 May 2018 8000
Ceash &0
cupifal o aod

Additional information at 30 Saplember 2012:

1 Trade recelvables Include a sum of $500 which should be writien off s a bad disbi.

2  Inberest on the bank deposil accourd, $100, had not been credited to the sccount by the
bang

REGQUIRED

{a) Stale two benefis 1o Leong of maintaining a full set of doubés entry accounts.

1oHe will by okl h defermine e Pve poddf..tor e gaari .
2.l aceuds  con be pepared % be vied for amlyos ond. 2]
fnfc?-—d-n#.;'--

22 Cambridge O Level Principles of Accounts 7110
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Paper 2 — Structured written paper

{b) Prepare the statement of affairs at 30 Septernber 2012,

Leong
Statemant of Affairs at 30 Septamber 2012

= Co ol L B T A —

Medae W TR ke P00

N U 0 0 R 0 N N S N RN N O 0 0 N N R e BB B e e B k8 B e B Bl A e e

Corrend  Assele

ders ¢ Bad aledd _Eoa  doaa

Ll
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Paper 2 — Structured written paper

(e} During the year, Leong took $8800 drawings from the business. Calculate the profit for

the year anded 30 September 2012, £
..,.E?.{?Iﬂ‘ .,;,,,i!-,_i.‘ﬁe_,_.:i_?.fé ....................... i
LT C L LU e — LT 5
e i B e
AL TORIEE i AR i
R 2 S L )
............................................................................................................ [4]
During the maonth of August, Leong smployed Fan as a sales assistant, Fan was paid for 130
hours &1 $& per hour and {gn hours at ime and & hall. Tax and soolal securdly deducted from
gross pay was §145 Leong also has 1o pay 10% of Fan's gross pay for employer's gocial
security contribufions,
REQUIRED
i{d) () Calcuslate tha net payrnant to Fan. [
N0 VD WL e SO TR
Melfe dehod R T
B i L, eoorompemmes e B e ————

Lest: 18 Faeinl fm.r.:r fontildin  F7

ek R B BB R DR RS T E N 0 e el o g g g e
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Paper 2 — Structured written paper

Examiner comment — high

(a) The candidate listed two benefits of maintaining double entry accounts. It was decided that these were
both on the same point of preparing financial statements (which would involve the calculation of the
profit for the year) so only one mark was awarded. 1/2

(b) A well-presented statement of affairs was produced in which the assets and liabilities were divided
into their appropriate sections. The only error was to deduct the bank interest from the bank deposit
account, this should have been added. This error also meant that the candidate was awarded an own
figure mark for the capital instead of two marks for the correct capital figure. 7/10

(c) Using the capital calculated in (b), the candidate produced a clear and accurate calculation of the profit
for the year. Full marks were earned. 4/4

(d) (i) The candidate correctly calculated the total gross pay of $870. The 10% social security contribution
should not have been deducted from the gross pay as this is paid by the employer and not the
employee. Because this extraneous item was included the second mark could not be awarded. 1/2

(ii) The candidate correctly started with the employee’s gross pay. The social security contribution
was correctly deducted for which a mark was awarded. Once again an extraneous item in the
calculation (the employee’s tax and social security payments) meant that the second mark could
not be awarded. 1/2

Total mark awarded = 14 out of 20

Cambridge O Level Principles of Accounts 7110 25



Paper 2 — Structured written paper

26

Example candidate response — middle

3 Leong commenced business on 1 October 2011 with a capilal of $6000. Leong has nod
maintained a full set of accounting records. The following information is availabla an

30 Septembear 2012:

Tradé Técaivablas ™

Trade payables,

Inssantony

Prapaid expenses

Bank deposit

Molor van

Accrued expenses

7% Bank loan repayable 1 May 2018
Cash - .

Additional informatkon at 30 Septembner 2012:

6 500
B 100

11 600

350
2 600
T FO0

g 000

1 Trade receivables include a sum of $500 which should ba writtan off 25 & bed debt,
2 Inderest on the bank deposit aceount, 3100, had ned been credited 1o the account by the

bank.

REGUIRED

(&) Stale two benefs o Leong of maintaining aTull set of double endry accounts,

'

1 AT sy e e, oo, e et ol 800 o] The yper.
2 iﬁq.hﬁm‘ﬁ_mi!_mﬂ*_ﬂ,ﬂlam ............. et 2]
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(b} Frepare the siatement of afigirs al 30 September 2012,

Laong
Shatement of Afiairs al 30 Septembar 2012

Paper 2 — Structured written paper

[IETSTYTTTTE

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

[TETE T T [S PSR TS P TP TR Y SRS T

......... Yool e oRO S
......... L b e b b abie frd b B s e b e e W e
........................................................ [10]

........
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Paper 2 — Structured written paper

{c) During the year, Leong tock S8800 drawings from the business. Calculate the profit for
the year ended 30 Seplermber 2012,

- M&Mwﬂ

L P N Yo 1o

Dwuring the month of Awsgust, Leong employed Fan as a sales assistant. Fan was paid for 130
hours at §& per hour and ten hours af ime and a half. Tax and social security deducted rom
gross pay was 5145 Leong #lso hes to pay 10% of Fen's gross pay for employer's social
security coniributions.

REQUIRED

(d) (I) Calcutate the net payment 1o Fan.

...... SAISS.... Lol ) TR
.,H,:m-.mm*ma,-mmﬁ_ ......................................... N —
..... | e Q3 .
.................................................................................................................... 2]

_______ i1} ,_!'.l_-.&ﬂr.lﬂ!._....iEEutﬂ‘:ll g AR LS S EPR
............................ L PP T O ESINETRE K | L - 0, S
............... m‘t%___,n,_,_jbn_. VT
................ - T S R SN G0 R PICHIGE (OaBtPat | . 1. 8
.......................................................................................................... lf:a|
[Total: 20]
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Paper 2 — Structured written paper

Examiner comment — middle

(a) The candidate suggested two benefits of maintaining double entry accounts. Neither of these reasons
was regarded as adequate and so no marks were awarded. 0/2

(b) The candidate produced a horizontal statement of affairs, grouping the assets together on the left
and the liabilities on the right. As this was a statement of affairs rather than a statement of financial
position (balance sheet) it was not regarded as necessary to sub-divide the assets and liabilities. Marks
were awarded for the motor van and the prepaid expenses. The trade payables, trade receivables,
accrued expenses and bank deposit interest were incorrectly classified, the bad debts should have
been deducted from the trade receivables, and the bank loan was completely omitted. The candidate
realised that it was necessary to insert a figure for capital and was awarded an own figure mark. 3/10

(¢c) Despite earning only a few marks in (b), the candidate produced a clear and accurate calculation of the
profit for the year. The correct adjustments were made to the capital calculated in (b) and full marks
were earned. 4/4

(d) (i) The candidate correctly calculated the employee’s standard pay of $780. The overtime pay should
have been 10 hours multiplied by $9 ($6 + $3), and the given figure of $145 for tax and social
security should have been deducted from the gross pay. 0/2

(ii) An understanding of the calculation of wage calculations was required in order to answer this
question. The answer should have started with the gross pay from (a) to which the employer’s
social security contribution of 10% of gross pay should have been added. 0/2

Total mark awarded = 7 out of 20
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Paper 2 — Structured written paper

30

Example candidate response — low

3 Leong commancad business on 1 Oclobar 2011 with a capital of $6000."Leong has nol

maintained a full set of accouniing records, The fefflowing informalion is avallable on
30 Saplambar 2012
3

Trede receivables £ 500 -
Trede payables B 100~
Imeniony 11 800~
Prepaid expensas 350~
Bank deposit 2800+
habar van T 00~
Accrued expenses ~900 <
7% Bank loan repayable 1 May 2018 o 000
Ciash 50

Addiional [nformation at 30 September 2012:

1 Trade recabvablas includs a swm of 500 which should be wrillen off 25 a bad debl,

2  Interest on the bank deposit account, $100, had not bean cradited bo the account by the
bank.

REGLIRED

{a) State two bensfits to Leong of maintaining a full set of double enbry sccounts.

1 Satily for e esrepuntont do  cobculohe Aee ommenk .

T T T v e 5 ey v e et i i I Tl o) B L g e ) B e B e B T
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{b)

Prapars the statement of affairs st 30 Seplembear 2012,

Leang

Statement of Aliairs at 30 September 2012

Fiamd meseiis

L 0 B T 0 A e S B B B R .

EApboer e

B i b b e B B B B = S W FrTeTeE,

L D B B R 0 SR B R b

wrrant  AESclE 5

S ) B L 8 R e e B . kB

e | M mh

Y

B T S P abn

Fsruacl ¢x pants

JL 8 1 B e B 08 T B A S 5 8 ..
[ o
PN P PRI PRp—

STEETE

Paper 2 — Structured written paper
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Paper 2 — Structured written paper

{e) During the year, Leong took $8800 drawings from the businass. Calcukate the profit for
tha year anded 20 September 2013,

. Opgion,..apitel s W8200 AR I AW UL s S

[

i iak peGL LA Qcleher apm) 1 M0109

1 e i g e i e e e B D L R N IR S B S AR AL B B

LTS Dtonfionl t s 7 AL L S YT
e 2R plit Gap Seplembac agad: BACIBO. e —————

e e e L L i i i - [4]

Ciiring the menth of August, Leong employed Fan a3 a sales assistant, Fan was paid for 130
hours at $6 per howr and 1en hours at-timae and a half. Tax and social security deducted lrom

gross pay was $145, Leong also has lo pay 10% of Fan's gross pay for employers social
gecurlty contribestions.
REQUIRED

(d) (i) Calculak: the nel payment o Fan

T B e 1 e e e e 8 i e -t e e 8 8 N B B B R R AN B T N R N TR O i e

IR TR I ST T FI I IR T I R T I TR T TSI TR I T Y

P T N e L I e L L e L L R r I I T I I I e —— e P P o e e e e k2

A T e e S et b 2
(i) Calculate the total cost to Leong of employing Fan for the month of August,

......... gl o B VNG e e

GruSE pay {8 1453

i o i e e g e AL B Bt B BB W W

¥ETH x !-_E:l". * BT1.9 x Ao days

T BT TR B T T E T T i Y e ] 50 5 O ] S e ] 0 L BT B R el N R T TR N

2 i, Bl e e 0 e e e B e T R
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Paper 2 — Structured written paper

Examiner comment — low

(a)

(b)

(c)

(d)

The candidate was only able to suggest one benefit of maintaining double entry accounts. This was far
too vague to allow a mark to be awarded. 0/2

The candidate produced a horizontal statement of affairs, grouping the assets together on the left and
the liabilities on the right. The assets were sub-divided and liabilities were divided into current liabilities
and capital. Marks were awarded for the motor van and the trade payables. However, the bad debt was
added to the trade receivables when it should have been deducted. The prepaid and accrued expenses,
as well as the bank deposit account, were incorrectly classified, and the candidate included loan
interest of $630 instead of the loan itself.

A figure representing the capital at the date of the statement of affairs should have been inserted to
make the statement balance. The candidate clearly understood that an item for capital was required,
but used the opening capital of $6000. 2/10

The calculation of the profit for the year should have shown the difference in the opening and closing
capitals for adjusted with for the drawings. Marks were awarded for the correct treatment of the
opening capital and the drawings. It is unclear how the item described as “net profit (1 October 2011)"
was calculated and this was regarded as an extraneous item. An own figure mark could not be awarded
for the answer to the calculation because of the extraneous item and because a closing capital amount
must be included in such a calculation. 2/4

(i) An understanding of the calculation of employee’s pay was required in order to answer this
question. The candidate correctly calculated the employee’s standard pay of $780. The overtime
pay should have been 10 hours multiplied by $9 ($6 + $3). Once the gross pay had been
calculated, $145 for tax and social security should have been deducted. 0/2

(ii) Candidates were required to have an understanding of wage calculations in order to attempt
this question. The candidate started the answer with the final figure of net pay from (a) and the
employee’s tax and social security contribution of $145 was then deducted, but this should not
be a cost to the employer. The calculation should have shown the employee’s gross pay plus the
employer’s social security contribution of 10% of gross pay. 0/2

Total mark awarded = 4 out of 20
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Paper 2 — Structured written paper

Question 4

Mark scheme

4 (a) (i) $000
Gross profit (Cost of sales $320 = 25%) a0 (1)
Expenses B0
Profit for the year 20 (2 or1 of) [3]
(ii) Turnover of inventory i =7.1times (3) [3]
(25+65)2 '
(iii) Gross profitisales percentagea ED‘:;JM = 20% (3) [3]
(iv) Met profit to sales percentage E%EE = 5% (3) [3]
(v) Working capital ratio (current ratio) Sl =1.5:1 (3) (3]
o+15
(b} Reduced mark up/selling price on goods
Increased advertising and market awarenass
Improved quality of the goods purchased
Improved the range of goods for sale
Diher valid points acoepted
[1) = 2 pointz 2]

(¢} The ratio is below the recommended 2:1, but is within an acceptable range.
Other valid points accepted.

(2) =1 point [2]
(d) Sell surplus non-current assets
Obtain long term loan

Introduce additional capital
Dther valid points accepted

(1) = 1 point [1]

[Total: 20]
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Paper 2 — Structured written paper

Example candidate response — high

4 Chow is In business buying and sefling goods on credit. Tha following information was |

available: Exariwri
L
&
Cost of gales 320 000
Inventary ai 1 Ootober 2001 25 000 o orf?
Inventory at 30 September 2012 65 000 S
Expanzas &0 00 ¥
Trade receivablos 70 (0 R - )
Trade payables 75000 ™ P e
Bank cvardraft 15 04
-, = Gl .
Mark up 25% fealg-es F
.EH‘ F = H—! _crr r
REGUIRED =P & eobaal =
(r) Cabculate the following for the year ended 30 Septamber 2012,
(i} Prafit for the year
H_H__m;'l:r-:p_' ..... ﬁ_;:u ............................................................
........................... u ; e e
............................................... T
prodit - o ga ood
e T L R 1R B AR AL L R b [3]
{ii) Reis of turnoser of mentony
foil | 2fleve ¢ Gyeoe
TN A e it ey _—
DL A B SO " e g
e o
.............................................................................. W“" D o5y i
.............. OO | |
{iif) Gross profitto sales porcentage
e ) Gepy O Pl
el #ooss 4 FRepD & O0E ong
............................. s dfa el 1ananas ET YT T PSP S Pl
® iseom
............................... :“'fg"" e A P RS S SR
............................................................... i3]
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Paper 2 — Structured written paper

(v} Nt proft 1o sales percentage

G Wk el Quf. o S Mk pubk
Senled 0 cEs — P = PO
lllllllllllllllllllllllllll *ﬂ"ﬁ'ﬂ'fﬁ{ﬁ'&."" meempmrrr 0 I R R B
aen oo
........................ g .
.......................... 35 , i Bl
(v) Working capital ratic (current ratio} :.FF
........................ W p e, s W
B ;' Coso
194 ooy — oeres :
B L P 5 e S ! = -
...... e s I L e e i )
(b} Chow's rate of lumover of imantory last year was 4 times. Sugges] wo possibile reasons
lor any change botween the years. i
dak e Me | Sl pri.... bt bbb, dian.... -
A G
2. inf ear Mo graity of  oeocts  vate B pan e
W .. TP 2]

{e) Comment upon Chow's working capitel ratio (current ratio) at 30 September 2012,

e e e e e e e R R IR IR PR DS RN R RS A R A SRR

................................................ 12]
(d) Suggest ane way in which Chow could improve his Higuidily,
....... loce Sl . i dofe = reesoneble  prece | -
............................................................................. (1]
[Total: 20]
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Paper 2 — Structured written paper

Examiner comment — high

(a)

(b)

(c)

(d)

(i) The candidate correctly calculated the gross profit of $80 000. The expenses should have then
been deducted from this to arrive at the profit for the year of $20 000. 1/3

(ii) The candidate correctly calculated the average stock and divided this into the cost of sales. Full
marks were awarded. 3/3

(iii) The gross profit as a percentage of sales was correctly calculated and the candidate was awarded
full marks. 3/3

(iv) The calculation of the net profit was shown in this section and this was used to correctly calculate
the net profit as a percentage of sales. 3/3

(v) The current liabilities were correctly calculated. It would appear that the candidate used the
opening inventory rather than the closing inventory in the calculation of the current assets. The
candidate then calculated the ratio of current assets to current liabilities. Only one mark could be
awarded as no own figure marks were available in this section of the question. 1/3

The candidate correctly suggested that the selling price may have been lower than it was in the
previous year. The second suggestion about the quality of goods was not regarded as an acceptable
reason. If this had been expanded with an explanation about this resulting in an increase in sales a mark
would have been awarded. 1/2

Using the ratio of 1:1 calculated in (a)(v) the candidate correctly made the judgement that the working
capital position was not very good. 2/2

Reducing the selling price of goods will not necessarily improve the liquidity of the business. No marks
could be awarded for this statement. 0/1

Total mark awarded = 14 out of 20
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Paper 2 — Structured written paper

Example candidate response — middle

4 Chow ke in business buying and seling goods on credil. The folowing Information was

avallabla:
5

Cost of sales 220 000
Inventory at 1 October 2011 25 000
Inventory al 30 Seplember 2012 65 000
Exponses B0 000
Trade recelvables 70 000
Trade payables 75 000
Bank overdraft 15 000
Mark up 25%

REQUIRED

{a) Calculate the following for the year ended 30 Septermber 2012,

i) Profit for the year
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Paper 2 — Structured written paper

(iv) Wet profit o sales percentage
N Bafi-  Gross Pl - RPN e

rrrrmre E R e T Ry

{v) Working nm{m ratio (curtent ratio)
iy H ﬂ-ﬂ:a:anm T N 1 5.6 s A
i O ——————————————

qmaﬂﬂmﬁm P L e [3]

{b) Chow's rate of furmover of inveony fast yvear was 4 Bmes. Suggest two possible reasons

for any change between the years,
1M ot ol Sonas.. bos.., Beoeased...oud... chewfce.. this bos...
B ST O - .
z_Eb:r.uf"a ..... Qﬂ.ﬂa%ﬂnﬂ ..... h:_ﬂ-w&mh%
JOR - T Y L N T T R L P 1 R 2]
(¢} Comment upon Chow's working caplial ratlo (curreni ratla) al 30 Seplember 2072
wthi ¥ i T —
O B st This.. Bt Shads O ol GG
T m%ﬁmsﬁ ........ &..L. mﬁw
. e SO S S i (=]

{d) Suggest one way in which Chow could improve his liquidity.

Chevo.cxuid...... knfmn hﬁ--l%udtfj_ﬁjmmﬁ,mmpm
.mm__hm.m....Mm.w.upﬂd_%%%m__ ........ 11
i : [Total: 20]
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Paper 2 — Structured written paper

Examiner comment — middle

(a) (i) The candidate calculated the gross profit on the basis that it equalled one fifth rather than one
quarter of the sales. The final answer was $40 000 which was possibly the expenses deducted
from the candidate’s gross profit. Because no calculation was shown for this, no marks could be
awarded: it is only an assumption that the expenses were deducted from the gross profit. 0/3

(ii) The candidate correctly divided the cost of sales by the average inventory. The answer was
expressed as a ratio: it should have been expressed as a number of times. 2/3

(iii) The candidate used the figures previously calculated for sales and gross profit. As the mark
scheme did not provide for any own figures in this section of the question no marks could be
awarded for these figures. The question required the gross profit as a percentage of sales so the
answer should have been expressed as a percentage and not as a ratio. 0/3

(iv) The candidate again used figures previously calculated and expressed the answer in the form of a
ratio. As with (iii) no own figures marks were available. The answer should have been expressed
as a percentage. 0/3

(v) Full marks were awarded for this section of the question. The candidate correctly calculated the
current assets and the current liabilities and calculated the working capital ratio. 3/3

(b) The candidate offered two acceptable reasons to account for the increase in the rate of inventory
turnover. Full marks were awarded. 2/2

(¢) Candidates were expected to comment on the trader’'s working capital. Comments should have related
to the current assets and the current liabilities. The answer provided was not appropriate and no marks
could be awarded. 0/2

(d) The candidate correctly suggested that a reduction in expenses could improve the liquidity of the
business and was awarded the available mark. 1/1

Total mark awarded = 8 out of 20
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Example candidate response — low

4 ﬂmhhhﬂmhﬁﬂnﬂumﬁmu&ﬂﬁhﬂmﬂnglnﬁm@ml R

avaiabie: #}ﬁ* g oo = 25K e Lales = 1280pp0 [
A@ f 22ppooxy = [24%°
llji.i“ g Cost ol sales 320 000
Irvemiory ab 1 October 2011 25 000
Inventory at 30 September 2012 BS D00
il ] Expenses &0 00
Hart o —, Tade receivables 70 000 v
Trade payabies 75 000
Bank averdraft 15 000
Markup = Cn%  »iph - . . S
REQUIRED = e a_.

{a) Calculate the following for the year ended 30 September 2012,
(i} Prodit for the year

lass ﬂ'ﬁ% L0SEOF. SO ¢ _&_ﬂg@
......... Gross PrORE. ., J0000D. .|

Averoae. SIOCE e 32000
ﬂ'l.fayaﬁz Sk o Oting. L. ﬁtmﬁ ................ Fo1 fimes =
25poot by fa:h" Hoh..._5. "qifﬁﬁﬁ_' ....................................... ]
(i) Gmaapmﬁtmm parceniage
07 LA Qbooer 6mm ...... LoD = F<Th =
......................................................... FEROBIYE: oo
.............................................................................................................. )
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Mty NP vano. R
¥ 00 ¢

R 1-2.1.'s' o Y, -

4 S5elb- (v) Working capital ratio (current ratio)

TR P 7T TT . 112 E— 15000 =2

Bl ?{:m:a.:..........Cﬁh&:xm:ﬁ..#ﬂﬁﬁﬂﬂ: ..................... N ) S
we ()

ORPREE VR ¢ £ IO N

14 0bo0
........................................................................................................... [
{b) Chow's rate ol Wwmover of imenory kst year was 4 Emes, Suggest two possibie reasons

lor any change between the years,

He hod S8 e prduct Arek k...

B et B ] BB B b 2 il 1 i Bt i b i e i Tt i i i ey i el s

(e} Comment upan Chow's working cagpital ratio (cumrent rafio) &t 30 Septembar 2012,

Awpnt Aol E0MD =3

Juerind O o N
....................................... ':'Jf‘m

{d) Suggest one way in which Chow could improve his Bauidity.
ﬂaﬂw ...... ceredol. .. ma,fumfﬁﬂ ...... fri t?é:wﬁfrjc,éﬂ, .......
Wﬂ.ﬁﬂm&ﬁﬂ?ﬂrmuﬂuﬂdffﬂfﬂfﬂ i1

on s ﬁﬂiiud ' H{j{ il P45 rrotal: 201
FWM Gardd 'H.u'- 14 9%} iq,{,fi"ﬂ.uc J ¢
budityy -

42 Cambridge O Level Principles of Accounts 7110



Paper 2 — Structured written paper

Examiner comment — low

(a)

(b)

(c)

(d)

(i) The candidate obviously knew that the sales minus the cost of sales equalled the gross profit. The
sales figure appears to be the cost of sales multiplied by four. The correct method of calculating
the sales was to start with the cost of sales and add 25%. The expenses of $60 000 should have
been deducted from the gross profit to arrive at the profit for the year. 0/3

(ii) The candidate correctly calculated the average stock and divided this into the cost of sales. Full
marks were awarded. 3/3

(iii) The candidate used figures previously calculated for sales and gross profit and expressed the
answer in the form of a percentage. As the mark scheme did not provide for any own figures in this
section of the question no marks could be awarded for either the calculation or the answer. 0/3

(iv) As with (iii) no own figures marks were available. The candidate clearly understood that the
expenses must be deducted from the gross profit to ascertain the profit for the year. The bank
overdraft was incorrectly included in the calculation, which also contained an arithmetical error.
The candidate attempted to calculate the net profit as a percentage of the sales (from a previous
calculation). Once again, there was an arithmetical error. 0/3

(v) The formula for the calculation of the current ratio was correctly stated. The bank overdraft was
incorrectly regarded as a current asset, resulting in wrong totals for both the current assets and the
current liabilities. The candidate then calculated the ratio of current assets to current liabilities. No
marks could be awarded as no own figure marks were available in this section of the question. 0/3

The candidate was able to suggest one suitable reason for the increase in the rate of inventory
turnover. 1/2

The question asked candidates to comment on the trader’s working capital ratio. The candidate simply
repeated the formula and the calculation of the ratio from (a)(v) of the question and did not made any
appropriate comment. 0/2

Candidates were required to state one way in which the trader could improve his liquidity. The
candidate suggested using promotion or advertising so that his product could be sold. This was not
regarded as an acceptable reason. If this had been expanded with an explanation about this resulting in
an increase in cash sales a mark would have been awarded. 0/1

Total mark awarded = 4 out of 20
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Question 5

5 The following balances were extracled from the
a1 July 2012

Faclory equipment (cost)
Office equipment (cost)
Provisions for depreciation:
Factory equipment
Office equipmeant
Office equipment disposal account
Bank
Capital
Inventory at 1 August 2011:
Raw malarials
Work-in-prograss
Finished goods
Purchases of raw materials
Dirac! faclory expenses
Indirect factory expenses
Production wages
Rent and rates
Production management salaries
Office wages and salaries
Revenue
Marketing expenses
Distribution cosls
General office expenses
8% Loan — repayable 31 December 2025
Loan interest paid
Provision for doubtful debts
Trade recaivables
Trade payables

Additional information at 31 July 2012:
1 Inventory was valued as follows:
Raw materials

Woark-in-prograss
Finished goods

books of Khan, a manufacturer, on

160 000
40 000

56 000
26 000

9700 Dr
200 000

26 000
36 000
48 000
183 000
38 000
18 700
164 500
22 000
63 000
B9 500
680 000
27 850
B2 000
& 700
35 000
2100

3 000
75 000
53 550

5
29 000
40 000
55 000

2  Production wages, $6500, were accruad, Markeling expenses, $1350, were prepaid.

3 Rent and rates are to be apportioned on the basis of area occupied. Three-quarters of the
area is cccupied by the factory and one-quarter by the administration,

4  Contained within the office wages and salaries is $8000 taken by Khan. He also took finished

goods for his own personal use, $1500.

5 Depreciation is to be charged as follows;

Factory equipment at 20% per annum using the diminishing (reduecing) balance method
Office equipment at 10% per annum on cost using the straight-line method.,

6  The provision for doubtful debts is 1o be maintained at 6% of trade receivables.
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REQUIRED
{a) Prepare the manufacturing account for the year ended 31 July 2012, Show clearly the
prime cost and cost of production, [14]
(b} Prepare the income statement for the year ended 31 July 2012, [13]
(c) Prepare the balance sheet at 31 July 2012. [13)
[Total: 40)

Mark scheme

5 (a) Khan
Manufacturing Account for the year ended 31 July 2012
b B
Inventory of raw materials at 1 August 2011 26 000 (1)
Purchases of raw materials 183 000 (1)
208 000
Less: Inventory of raw matenals at 31 July 2012 _28 000 (1)
Coslt of raw materials consumed 180 000 (1)
Production wages (164 500 + & 500) 171 000 {1}
Direct factory expenses 38 000 (1)
Prime cost (1) 389000 (1of)
Factory overheads:
Indirect factory expenses 19 700 (1]
Rent and rates 16 500 (1)
Production managemen! salaries 63 000 (1)
Provision for depreciation of plant and machinery 20 800 (1)
120 D00
509 000
Less Increase in work In progress (36 000 — 40 000) _{4 000) (1)
Production Cost 205 000 (1) [14]
({=]] Incoma Statement for the year ended 31 July 2012
5 5
Revenue &80 000 (1)
Inventory of finished goods at 1 August 2011 48 000
Production cost 505 000 (1 of)
Drawings by owner (1 500} (1)
251 500
Inventory of finished goods at 31 July 2012 55 000)
Cost of sales (486 300) (1 of)
Gross profit 183 500
Less
Rent and rates 5 500 (1)
Office wages and salaries (69 500 - 8 000) 61 500 (1)
Marketing expenses (27 850 = 1 350) 26 500 (1)
Distribution costs 62 000 (1)
General office expenses & 700 (1)
Loan interest (2 100 + 700) 2 800 (1)
Provision for depreciation on office equipment < OO (1]
Loss on disposal 500 (1)
Increase in provision for doubtiul debts 1 500 (1)
(171 000
Profit for the year 12 500 [13]
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(c)

Balance Sheet at 31 July 2012

Mon-current assets
Factory equipmeant
Office equipmeant

Current assets
Inventory:
Raw materials
Work in progress
Finished goods

Trade receivables
Less: provision for
doubtful debts

Other receivables (Prepaid marketing)
EBank

Less: current liabilities
Trade pavables

Other payables
accrued expenses (6 500 + 700)
Met current assels
ighiliti
B% loan repayable 31 Dacember 2025
Capital
Add: Profit for the year

Less: Drawings (8 000 + 1 500)

Cambridge O Level Principles of Accounts 7110

Cost
5

160 000
40 000

29 000
40 000
55 000

75 000
4 500

53 550

Accumulated
depreciation

$

76 800
30 000
106 800

124 000

70 500
1350

9 700
205 550

(B0 750)

200 000
12 500
212 500

(9 S00)

NBY
5
83 200 (1)

10000 (1)
93 200

(1)

(2)
(1)

(1)
(2)

144 800
238 000

{35 000) {1)

(2)
203000 (1 of)
[13]
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Example candidate response — high
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Examiner comment — high

(a)

(b)

(c)

The candidate produced a very good manufacturing account. The production wages accrued of $6500
appear to have been deducted from, rather than added to, the wages paid, but no calculation was
shown. An amount of $16 000, described as factory equipment, was incorrectly included in the direct
costs, resulting in the figure mark for the prime cost being lost. The cost of production was awarded an
own figure mark. The description of the cost of production was not regarded as appropriate. 11/14

The format of the income statement was very good. The cost of production calculated in the
manufacturing account was incorrectly transferred to the income statement. Goods for own use were
incorrectly described as purchases and were added instead of being deducted. It was not possible to
award an own figure gross profit mark as there was an extraneous item (disposal of office equipment).
The candidate earned marks for six of the expenses. The amount for rent and rates should have been
$5500 (one quarter of the total amount). Once again the year-end adjustment was incorrectly treated
(marketing expenses should have totalled $26 500) and loan interest of $700 should have been added
to the interest paid. 6/13

The candidate presented the balance sheet in a good style. No marks could be awarded for the net
book values of the non-current assets as no depreciation was shown for the factory equipment and the
depreciation of the office equipment was incorrect. In the balance sheet of a manufacturing business
there are usually three items of inventory, but here only the inventory of finished goods was shown.
The provision for doubtful debts was correctly deducted from the trade receivables. Loan interest
accrued was incorrectly included as an asset instead of a liability. The working capital was correctly
labelled and an own figure mark was awarded. The profit for the year calculated in (b) was correctly
added to the opening capital and the total drawings were deducted from the capital. It is acceptable

to add the long term liability to the capital and the mark was awarded, although it would have been
preferable to deduct this from the total of the first section of the balance sheet. 9/13

Total mark awarded = 26 out of 20
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Examiner comment — middle

(a)

(b)

(c)

It is always recommended that candidates provide a suitable heading for all accounting statements. The
candidate clearly understood how to calculate the cost of material used. However, the closing inventory
was added rather than deducted so the figure mark could not be awarded. The mark for the prime cost
figure could not be awarded as extraneous items (work in progress and management salaries) were
included in the calculation. The candidate correctly included the factory expenses and factory rent and
rates but, as these were deducted from the prime cost instead of being added, no marks could be
awarded. 5/14

Once again the heading was incomplete. The candidate clearly understood that the gross profit
represents revenue minus the cost of sales. For a manufacturing business the cost of production
calculated in the manufacturing account should be included in the calculation of the cost of sales.
Goods taken by the proprietor should be shown as a deduction from the opening inventory plus the
cost of production, but the candidate appears to have deducted these from the opening inventory. If
the gross profit had labelled and correctly calculated on the figures shown it may have been awarded

a mark. The candidate correctly deducted expenses from the gross profit to calculate the profit for the
year; marks were awarded for the four expenses listed but, as other expenses were omitted, full marks
could not be awarded for this part. 4/13

Once again the heading was incomplete. The candidate showed the net book value of the non-current
assets correctly and was awarded full marks for this section. The total inventory, net trade receivables
and prepaid marketing expenses were correctly stated. The opening provision for doubtful debts

was incorrectly listed as a current asset but this was not penalised. In the current liabilities, the trade
payables and the accrued wages were correctly stated. The accrued loan interest should have been
$700 rather than $2100. The own figure mark for the net current assets could not be awarded as it was
not labelled. The candidate correctly transferred the profit calculated in (b), but this was added to the
loan rather than the opening capital. Drawings were omitted. 8/13

Total mark awarded = 17 out of 20
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Examiner comment — low

(a)

(b)

(c)

The candidate clearly understood how to calculate the cost of materials used but, because the opening
and closing inventories were transposed, the mark for the total could not be awarded. The mark for the
label was also incorrect. No marks could be awarded for the prime cost as the direct wages and the
direct expenses were omitted and replaced by an extraneous item. Only the factory indirect expenses
were listed in the section for the factory overheads. The candidate made the correct adjustment for the
work in progress, however this figure was deducted from the overheads and not from the total cost,
and this total was also incorrectly labelled. 4/14

The trading section of the income statement should have shown the cost of sales deducted from the
revenue. Revenue was omitted and the closing inventory was incorrectly treated as opening inventory.
The candidate knew that the cost of production should be transferred from the manufacturing
account, but the amount transferred was not the total of the manufacturing account so no mark

could be awarded. Three of the expenses were correctly listed and marks were awarded. The total of
the rent and rates was listed instead of one quarter. The wages accrued was correctly added to the
amount paid, but appears to include goods withdrawn for personal use. The increase in the provision
for doubtful debts should have been shown as an expense, but the total of the new provision was
incorrectly deducted from the rent and rates. 3/13

The balance sheet was presented in an acceptable manner. The depreciation of the non-current assets
should be the accumulated depreciation at the start of the year plus the depreciation for the year, but
only the depreciation for the year was included. Inventory and prepayments were omitted from the
current assets. The total provision at the year end should be deducted from the trade receivables. The
loan was included in both the current liabilities and the long term liabilities; accruals of loan interest
($700) and wages ($6500) should have been included in the current liabilities. The working capital was
clearly labelled, but no mark could be awarded as there was an extraneous item in the current liabilities.
The loan was incorrectly deducted from the capital in the long term liabilities section and so the mark
could not be awarded. The final section of the balance sheet showing the capital, profit for the year and
drawings was omitted. 0/13

Total mark awarded = 7 out of 20
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