Analysis and interpretation of accounting ratios

J11/12/ (11/13 same)
2(f) Complete the following statement:

working capital is defined as

....................................................... LESS cevrvveerrerrererieeeneesrecreeeeeeneeeseeeenene | 2]
(g) Bailee’s trial balance at 31 March 2011 included the following items:
$
Trade payables 1800
Trade receivables 1300
Bank (Dr) 3500
Drawings 4700
Inventory 2900
Provision for depreciation 3300
(i) Calculate Bailee’s working capital. Show your workings.
.................................................................................................................................................................. [3]
(ii) Calculate Bailee’s quick ratio. Show your workings and give your answer to two decimal places.
.................................................................................................................................................................. [3]
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J11/12/(11/13 same)

3 Alcazar has a clothing business and sells for cash and on credit.

A summary of his cash book for the year ended 31 March 2011 shows the following:

$
Deposits for the year (cash and credit amounts from customers) 15270
Payments for the year (to suppliers, expenses and drawings) 13950

You are given the following additional information:

Cash sales for the year deposited at the bank $2 680
1 April 2010 31 March 2011
$ $
Trade receivables 3140 4,080
Inventory 1780 1920
An analysis of Alcazar’s payments shows:
$
Purchases from suppliers 9560
Carriage inwards 280
Rent 600
Electricity 360
Insurance 580
Wages paid to staff 1370
Drawings 1200
13 950
REQUIRED
(a) Calculate Alcazar’s credit sales for the year. Show your workings.
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(b) Prepare Alcazar’s income statement (showing the trading account) for the year ended
31 March 2011.
Alcazar
Income Statement for the year ended 31 March 2011

S S

[12]

(c)(i)  Calculate Alcazar’s percentage of gross profit to sales for the year. Show your workings and give your
answer to two decimal places.
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(ii) Calculate Alcazar’s percentage of net profit to sales for the year. Show your workings and give your
answer to two decimal places.

(d) Alcazar did not bank additional cash sales of $2 500 which were, therefore, not included in his income

statement.

(i) Recalculate the new percentage of gross profit to sales. Show your workings and give the
calculation to two decimal places.

(ii) State whether including these cash sales has increased'or decreased the percentage of
gross profit to sales.
[Total: 26]

J11/12/ (11/13 same)

5(e) Piranha Limited is proposing to take'a three year bank loan.

In the table below, plac€ a tigk (') under the correct heading to show the effect of taking the bank
loan on the item.

Increase Decrease No effect

Net profit

Working capital

Return on capital employed

[6]
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J11/21

6  Anna D’Souza is a trader. She buys and sells on both cash and credit terms.
Anna D’Souza allows her credit customers 21 days credit and her credit suppliers allow her 30 days credit.
The following information is available.

For the year ended 31 March 2011

Purchases Sales
S S
Cash 8700 11 400
Credit 42 500 52 800
At 31 March 2011 S
Trade receivables 4100
Trade payables 5300
Inventory 3,800
Bank overdraft 2900

REQUIRED

(a) Calculate the payment period for trade payables. Your amswershould be rounded up to the
next whole day. Show your workings.

............................................................................................................................................................... [2]
(b) State and explain whether Anna,D"Souza’s credit suppliers will regard the payment period as

satisfactory.

WIill they De SatiSTiEdR. . M.ttt et e e st st se e e e s st b et anssaeenas

(o] F= 0 F= Yo L o NP vorss OO OO OO U USROS

(c) Calculate the collection period for trade receivables. Your answer should be rounded up to
the next whole day. Show your workings.
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(d) The collection period for trade receivables for the year ended 31 March 2010 was 24 days.

State and explain whether the change in the collection period is an advantage or a disadvantage to
Anna D’Souza.

Advantage or diSAAVANTAZE? ....ccccveeeiiereiet et st r et et s s e ebe st ste e e s be s bestessesassansareseeeee

(f) Calculate the current ratio. The calculation should be €oprect to two decimal places. Show your
workings.

(g) State and explain whetherfAnna D’Souza will be satisfied with the ratio you calculated in (f).

Will SHE D SatiSTIETRL Neeeiee ettt st s b e sre st e besaessbbesstesaesenbesssesaesenn

............................................................................................................................................................. [2]
(h) Explain two ways in which Anna D’Souza could increase her current ratio.
() ettt s ea e sttt ae sea et et R eae e A e e b teteaesea s eaa e R eResee et etebetereaeaseeeaseteaa sereas
(1) eeeereere e et ere et ere st s et e es e et e e sea s et beteRe sea et et AR eae e A e s e b teteae eea s s eesReEeResea et ebebetereaensrseeaset et seaeas
.................................................................................................................................................... [2]

[Total: 18]
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J12/12
6 Hart is a trader. His Statement of Financial Position at 30 April 2012 was as follows.

Statement of Financial Position at 30 April 2012

s s s
Tangible non-current assets
(at book value) 9500
Current assets
Inventory 3900
Trade receivables 6 600
Other receivables 780
Cash 120
11400
Current liabilities
Trade payables 9700
Bank overdraft 4100 | (13r8Q0)
Net current assets (2 400)
7 100
Financed by:
Capital
Opening balance 10 000
Profit for the year 400
10 400
Less: drawings (3 300)
7 100
REQUIRED
(b)(i) State the forpaula for the calculation of the current ratio.
................................................................................................................................................................ [1]
(ii) Calculate Hart’s current ratio at 30 April 2012. Show your workings and give your answer to
two decimal places.
............................................................................................................................................................... [2]
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(iii) State and explain whether Hart will be satisfied with his current ratio.

Wil NE D@ SATISTIEA? .ottt e s e e st beesat e s saeseastesesbes sssbessresessens
RBASON it ee s e et b e ee s e et e b babeeteseea sea bbb breteeeea seabbbebeeteeeen seneararraeerees

Hart believes that he could make more profit if he increased his sales. He decided to ask the bank for a
long-term loan of $10 000 to help him buy additional inventory.

If the bank agreed to the loan, interest at 5% per annum would be charged.
Hart intended to use the loan to repay the bank overdraft and to purchase additional inventory.

REQUIRED

(c) In the table below, place a tick (v') under the correct heading.to'show the effect taking the loan
will have on the following items.

Increase Deérease No effect

Capital

Current assets

Current liabilities

Non-current liabilities

[4]

(d) State two reasons why thebank would want to see Hart’s financial statements before agreeing
to the loan.

(e) The bank decided to refuse Hart’s application for a loan. Suggest two reasons for the bank’s
decision.
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(f) Suggest two other possible sources of finance for Hart’s business.

J11/22

6 Salma Aliis a trader. Her income statement for the year ended 31 January 2011 included the following:

Revenue (sales)
Purchases

Inventory 1 February 2010
Inventory 31 January 2011

Office expenses
Selling expenses

s
585 000
390 000

31600
32100
51300
45 200

Salma Ali was disappointed with her results as they were worse than thoseefthe previous financial year.

She decided to compare her results with those of other similas businesses for the same period, and
obtained some average ratios from her trade association.

REQUIRED

(a) Complete the table below to show the rati@s for Salma Ali’s business for the year ended

31 January 2011

Calculations should be correct tertwo decimal places.
You may use the space below for'younworkings.

Ratio Average for the trade Salma Ali’s business
percentage of gross profit to sales 36.50% %
percentage of net profit to sales 15 .25% %
rate of inventory turnover 13.60 times times
[9]
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(b) For each ratio suggest one possible reason for the difference between Salma Ali’s ratio and the
average ratio for the trade.

(i) Percentage of gross profit to sales

(ii)  Percentage of net profit to sales

(iii)  Rate of inventory turnover

[Total: 21]
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J12/12

5 The following is the trial balance of Rachel Smith at 31 March 2012.
S S
Bank 5280
Cash 160
Purchases 42 500
Revenue 63 100
Inventory at 1 April 2011 3100
Carriage inwards 1050
Carriage outwards 540
Purchase returns 1900
Premises 38 600
Equipment 9 600
Provision for depreciation of equipment 3840
Trade receivables 5000
Trade payables 3900
Bad debts 190
General expenses 1620
Property tax 6 000
Wages 7 100
Capital 48 000
120,740 120 740

The following additional information is available at 31 March.2042.

Inventory was valued at $3 750.

A bonus of $180 is to be accrued in the wages account.

Property tax includes $1 200 paid in advance:

Depreciation of $1 920 is to be provided,far thesyear.

5 A provision for doubtful debts of 3% of the trade receivables is to be created.

A WN PR

REQUIRED
(a) Prepare the income statément for the year ended 31 March 2012.
Rachel Smith
Income Statement for the year ended 31 March 2012

$

[16]
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(b) (i) From your answer to (a), calculate the percentage of gross profit to revenue. Show
your workings and give your answer to two decimal places.

.............................................................................................................................................. [2]
(ii) Suggest one way in which Rachel Smith could improve this percentage.
\ib .......... [2]
(c) (i) From your answer to (a), calculate the percenta%m for the year to revenue.
o

Show your workings and give your answer to (Je imal places.

(ii) Suggest one way w%achel Smith could improve this percentage.

c,;b [Total: 24]
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J12/13

6 Cole Limited and Fanza Limited are both electrical wholesalers. They provided the following information
at 31 March 2012.

Inventory

Trade receivables
Trade payables
Cash at bank
Bank overdraft

REQUIRED
(a) Complete the following table to show the figures for Fanza Limited. In each case, state the formula
and show your workings.

Cole Limited

S
18 000 36 000
36 000 60 000
21000 63 000
4 800 -
17 000

Fanza Limited

Cole Limited Fanza Limited

Formula
(i) | Working capital $37 800 Calculation

Formula
(ii) | Current ratio 28:1 Calculation

Formula
(iii) | Quick (acid test) ratie, | 9 :1 Calculation

[9]
(b) (i) Stateswhich company has the better current ratio. Give a reason for your answer.
............................................................................................................................................................. [3]
(ii) State which company has the better quick (acid test) ratio. Give a reason for your answer.
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J12/21

3 Mark Mutanda is a business consultant. His financial year ends on 31 January. He provided the following

information on 31 January 2012.

Income from clients

Insurance

Wages and salaries

Rent received

Rates paid

Provision for doubtful debts 1 February 2011
Loan interest paid

Office expenses

Cash drawings

Capital 1 February 2011

Additional information

u b WN -

the trade receivables totalled $6 800.

N O

On 31 January 2012 insurance prepaid amounted to $2 320 and wages 0f$3200,dre to be accrued.
The rent received covers a period of 13 months to 28 February 2012.

The office expenses include $214 for Mark Mutanda’s home telephope, bill

A 10-year loan of $20 000 was received on 1 February 2011. Intégest.is.charged at 6% per annum.
The provision for doubtful debts is maintained at 2% of the trade réceivables. On 31 January 2012

Fixtures and fittings cost $5 250. They are depreciated at 10% per annum on the straight line method.
Office equipment was valued at $1 900 on 1 Februarpyw20X1I™Additional office equipment costing $600

was purchased during the year. There were no sales‘af office equipment during the year.

On 31 January 2012 the office equipment was valuedsat $2 100.

REQUIRED

(a) Prepare the income statement¥’ef Mark Mutanda for the year ended 31 January 2012.

Mark Mutanda

Income Statemehnt for the year ended 31 January 2012

s

[18]
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(b) Write up the capital account of Mark Mutanda for the year ended 31 January 2012.

Mark Mutanda
Capital account

Date Details S Date Details S

[6]

(c) Calculate the return on capital employed (ROCE) for Mark Mutanda. Use_the total capital employed
on 1 February 2011. Show your workings and give your answer to two decitnal places.

........................................................................................................................................................................... [3]
(d) Explain the importance of the return on capital employed (ROCE).
........................................................................................................................................................................... [2]
(e) The return op capital €mployed (ROCE) is lower than it was in the previous year. Suggest one reason
for this.
........................................................................................................................................................................... [2]

[Total: 31]
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J12/22
1 Dalia Said’s total purchases for the year ended 31 March 2012 were $33 400. On 31 March 2012, her trade
payables amounted to $2 600. Dalia Said is allowed a period of 30 days in which to pay her accounts.

REQUIRED
(d) Calculate the payment period for the trade payables. Your answer should be rounded up to the next
whole day. Show your workings.

........................................................................................................................................................................... [2]
(e) State one advantage to Dalia Said of paying creditors after the due date.
.......................................................................................................................................................................... [1]
(f) State one disadvantage to Dalia Said of paying creditors afterthe due date.
.......................................................................................................................................................................... [1]
Dalia Said is concerned that some of her credit custémers are exceeding the period of credit allowed.
(g) Suggest three ways in which DaliaSaid could improve the collection period for trade receivables.
) . NPT
L O VPR
(1) e M ettt et et e te ete st ettt bt easeteeteebe et et aeateaseabes et et easareeete st nnanen [3]
112/22

3 After the prepakation of the manufacturing account for the year ended 30 April 2012, Herman Wagner
prepared an income statement showing a gross profit of $170 200 and total expenses of $144 000.

On 1 May 2011 Herman Wagner’s capital was $130 000. On that date he borrowed $20 000 (repayable
on 30 April 2016) from Cashco Ltd.

REQUIRED
(d) Calculate the return on capital employed (ROCE) for Herman Wagner. Use the total capital employed
on 1 May 2011. The calculation should be correct to two decimal places. Show your workings.
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(e) The return on capital employed (ROCE) calculated on 30 April 2011 was 19.50%.
State and explain whether Herman Wagner will be satisfied with the ratio you calculated in (d).

Will he be satisfied?

Explanation
............................................................................................................................................................. [3]
J12/22
5 Bethany Searle provided the following information at 31 March 2012.
S
Trade payables 21570
Trade receivables 19 540
Bank overdraft 2880
Cash 100
Inventory 14 210
REQUIRED
(c)  Calculate the quick ratio. The calculation should %e correct to two decimal places. Show your
workings.
............................................................................................................................................................. [2]
(d) Explain the impoertance of the quick ratio to Bethany Searle.
.............................................................................................................................................................. [2]

(e) Explain why the quick ratio is more reliable as an indicator of liquidity than the current ratio.
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N12/12
2(e) Lynch bought goods, $100, on credit, but he recorded this as $1 000.

Name the type of error which has been made.

................................................................................................................................................................... [1]
6 Conrad has a supermarket and sells food and other groceries. Congo has a smaller shop and only sells
fresh fruit and vegetables.
The following information is available for the year ended 30 September 2012.
Conrad Congo
s $
Revenue 120 000 48 000
Gross profit 42 000 26 400
Profit for the year 14 400 172600
Capital at 1 October 2011 96 000 50)000
REQUIRED
(@) (i) For each business, calculate the percentage of grass prefit/to revenue. Show your workings
and give your answers to one decimal place.
Conrad Congo
[4]
(i) Givecone réason for the difference in the percentage of gross profit to revenue between the
twebusinesses.
................................................................................................................................................................... [2]
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(b) (i) For each business calculate the percentage of profit for the year to revenue. Show your
workings and give your answers to one decimal place.

Conrad Congo
[4]
(ii) State one reason for the difference in the percentage of profit for the year to revenue between
the two businesses.
................................................................................................................................................................ [2]
(c) (i) For each business calculate the return on the opesiing capital employed. Show your workings
and give your answers to one decimal place.
Conrad Congo
(4]
(i) Give one reason forithe difference in the return on opening capital employed between the
two businesses.
................................................................................................................................................................ [2]

case.

[Total: 20]
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N12/13
3 Prince makes engine parts. His financial year ends on 30 September.

The following items remained on Prince’s books after the preparation of the income statement for the

year ended 30 September 2012.

S

Bank 500 Dr
Bank loan (repayable 2018) 2 800
Capital 6 800
Equipment at cost 3500
Inventory 3300
Motor vehicle at cost 4500
Other payables 900
Provision for depreciation — equipment 600
Provision for depreciation — motor vehicle 1000
Trade payables 2700
Trade receivables 3000

REQUIRED

(a) Prepare Prince’s Statement of Financial Position at 30 Septemiber012.

Prince

Statement of Financial Position at 30'Sgptember 2012

$

$

[9]

Prince is interested in how easily he can turn the current assets of his business into cash and whether

his business will be able to pay the current liabilities as they fall due.

REQUIRED
(b)(i) State the formula for the calculation of the current ratio.

Analysis and interpretation of accounting ratios
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(ii)

(iii)

(c)(i)

(ii)

(iii)

(d)

Calculate Prince’s current ratio at 30 September 2012. Show your workings and give your
answer to two decimal places.

................................................................................................................................................................. [2]
State and explain whether Prince will be satisfied with his current ratio.

WIill HE D8 SALISTIEA? ..o e e et st et e st ses st e st s et e s seenensenes
REASON et e et ettt bt s s e et st she b ehe et e e st e s ettt e sheeae st en e e eenbenran
.................................................................................................................................................................. [3]
State the formula for the calculation of the quick (acid test) ratio.
.................................................................................................................................................................. [1]

Calculate Prince’s quick (acid test) ratio at 30 Septetmber 2012. Show your workings and give
your answer to two decimal places.

.................................................................................................................................................................. [2]
State and explain whetherRrince will be satisfied with his quick (acid test) ratio.

Will he be satisfigd? I ettt sttt st st e st et sa et n s
REASON ool e e ettt e st a e

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

quickly.

[Total: 25]
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N12/13
4 Mlongo buys and sells mirrors. The following information is available for the year ended 31 October 2012.

$
Carriage inwards 50
Carriage outwards 100
Inventory at 1 November 2011 1300
Operating expenses 680
Purchases 4 650
Rent 780
Revenue 8 000
Returns inwards 215

Rent includes $260 paid in advance. Additional operating expenses of $120 are to be accrued.

REQUIRED

(a) State what is meant by the term “inventory”.

Mlongo sells three different types of mirror and provided thegllowing information about his inventory

at 31 October 2012.

Mirror type Units in stock Gost per unit Selling price per unit
S S
Full-length mirror 15 55 85
Wall mirror 50 15 21
Table mirror 36 25 20

REQUIRED

(b) Calculate the valué bf Mlongo’s inventory at 31 October 2012. Show your workings.

Analysis and interpretation of accounting ratios
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(c)  From the information and your answer to (b), prepare Mlongo’s income statement for the year
ended 31 October 2012.

Mlongo
Income Statement for the year ended 31 October 2012

S S

[9]
Mlongo knows that the rate of inventory €usnovef is important to a business.
REQUIRED
(d)(i) State the formula fét thg ealculation of the rate of inventory turnover.
.................................................................................................................................................................. [1]
(i) Calculatée*Mlongo’s rate of inventory turnover for the year ended 31 October 2012. Show your
workings and give your answer to one decimal place.
.................................................................................................................................................................. [2]

(e) Mlongo plans to reduce his closing inventory at 31 October 2013. State the effect of this on his rate
of inventory turnover. Give a reason for your answer.
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(f) State one type of business which will have a low rate of inventory turnover.

[Total: 20]
N12/22
5 Tarig Osman is a trader. His financial year ends on 30 September.
All his sales are made on credit terms.

The selling price is calculated by marking up the cost price by 25%.

Tariq Osman provided the following information.

$
1 October 2011 Trade receivables 4950
During the year ended 30 September 2012:
Cheques received from credit customers 56 360
Discount allowed to credit customers 1640
Bad debts written off 1260
30 September 2012 Trade receivables 6290
Trade payables 6 150
Inventory 5 800
Bank overdraft 1240
Petty cash 100

REQUIRED
(a) Calculate the credit sales for the year ended 30 $eptémber 2012. Your answer may be in the form
of a ledger account or an arithmetic calculation.

(b) Using your answer to (a) and the information above, calculate the gross profit for the year ended
30 September 2012.

Show your workings.
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(c) Using your answers to (a) and (b), calculate the cost of sales. Show your workings.

(d) Assuming that Tariq Osman’s average inventory is $6 000, calculate the rate of inventory turnover.
The calculation should be correct to two decimal places. Show your workings.

........................................................................................................................................................................ [2]
(e) Suggest two ways in which the rate of inventory turnover could be‘improved.

1 TP TS TS

ettt et et er et et ettt es et s betanserenre s s Pheete st T s ete et tet et ebeeeabebes et seebes et ateseabebeasebensnteteetetenabetes et sren

........................................................................................................................................................................ (4]

(f) Calculate the current ratio. The calculation should be correct to two decimal places. Show your
workings.

(g) Calculate the quick ratio (acid test ratio). The calculation should be correct to two decimal places.
Show your workings.
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(h) Explain why the quick ratio (acid test ratio) is more reliable than the current ratio as an indicator
of liquidity.

(i) Suggest one way in which Tarig Osman could improve his quick ratio (acid test ratio).

[Total: 26]

N12/23
1 Nadia Dhari is a trader. Her financial year ends on 30 June. She does hgtmaintain many accounting
records but was able to provide the following information at 3@-June\2012.
9

Fixtures and fittings at book value (cost $7 000) 5600
Motor vehicle at book value (cost $12 000) 6 600
Bank 4 120 debit
Trade payables 3100
Trade receivables 3500
Inventory 2 800
Other receivables 220
Other payables 350
Loan repayable 31 December2020 3000

The following adjustments argréqbired on 30 June 2012.

1 A bad debt, $70, should*e written off.

2 The fixtures and fittings should be depreciated at 20% per annum using the reducing (diminishing)
balance method.

3 The motor vehicle,should be depreciated at 15% per annum on cost.

REQUIRED
(a) Draw up a statement of affairs for Nadia Dhari at 30 June 2012.

The statement of affairs should show the different types of assets and liabilities and the total
capital at that date.
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Nadia Dhari
Statement of Affairs at 30 June 2012

S S

‘Q-
TQC;D [13]
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On 1 July 2011 Nadia Dhari’s capital was $8 200. On 1 December 2011 she introduced a further $5 000
as capital which was paid into the business bank account.

During the year ended 30 June 2012 Nadia Dhari made the following drawings:

S
Cash 2 800
Goods 350

REQUIRED

(b) Using the capital you calculated in (a) and the information above, calculate Nadia Dhari’s profit or
loss for the year ended 30 June 2012.
Your answer may be in the form of either an arithmetic calculation or a capital account.

All Nadia Dhari’s sales and purchases are made on credit terms. She allows her credit customers a period
of 30 days in which to pay their accounts.

The credit sales for the year ended 30 June 2012 ambunted to $28 900.

REQUIRED
(c) Calculate the collection period fogtrade receivables. Your answer should be rounded up to the next
whole day. Show your workings.

........................................................................................................................................................................ [2]
(d) State whether Nadia Dhari will be satisfied with the ratio you calculated in (c).
........................................................................................................................................................................ [1]
(e) Explain how Nadia Dhari’s payment period for trade payables may be affected by the collection
period for trade receivables.
........................................................................................................................................................................ [2]

[Total: 25]
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N12/23

Daisy Matumo provides secretarial services for small businesses. Her financial year ends on 31 October.
She provided the following information for the year ended 31 October 2012.

S
Fees from clients 35120
Assistant’s wages 18 750
Office expenses 11 265
Cost of new office equipment 3000
Proceeds of sale of old office equipment 200
Rent received from tenant 2750
Drawings 6200

Additional information:

1 The rent received from the tenant includes $150 which was outstanding on 1 November 2011.

2 On1 November 2011 wages accrued amounted to $300. On 31 October 2012 wages accrued
amounted to $450.

3 On 31 October 2012 fees due from clients amounted to $520.

4 The office equipment sold during the year had cost $3450 and had been dépreefated by $3 025 at
the date of sale.

5 The new office equipment was purchased on 1 August 2012.
Office equipment is depreciated at the rate of 20% per annuwm. Depreciation is calculated from the
date of purchase.

6 Daisy Matumo’s capital on 1 November 2011 was $60 000:

REQUIRED
(a) Prepare the income statement of Daisy Matuo for the year ended 31 October 2012.
Daisy Matumo
Income Statement foptheyear ended 31 October 2012

s s

[12]
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(b) Prepare the capital account of Daisy Matumo for the year ended 31 October 2012.
Where a traditional “T” account is used it should be balanced and the balance brought down on
1 November 2012.

Daisy Matumo
Capital account

Date

Details S Date Details S

[4]

(c) Using the capital on 31 October 2012, calculate the retugh on ¢apital employed (ROCE).
The calculation should be correct to two decimal places. Show your workings.

After the preparation of the finapeiahstatements for the year ended 31 October 2012 the following errors

were discovered.

1 Office expenses, $100,'paid from petty cash had not been transferred to the office expenses account.
2 No entry had been made for $2 000 withdrawn from the bank for personal use.
3 No entry hadkbeen made for the purchase of a motor vehicle, $9 100, on credit.

REQUIRED

(d) Indicate the effect of each error on the return on capital employed. Give a reason for each of your
answers. The first one has been completed as an example.

Error 1

Reason

Effect on return on capital employed (ROCE)
Increase No effect

The profit for the year decreases but the capital has not changed so the return on
capital decreases.
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(i) Error 2 Effect on return on capital employed (ROCE)
Increase Decrease No effect
0= 1Yo o H OO PPPTO U PPRURRPRRS
.................................................................................................................................................................. [2]
(ii)  Error 3 Effect on return on capital employed (ROCE)
Increase Decrease No effect
REASOM ..ttt ettt et sttt e s ettt te st e e e ste et ees e she et ee s eesheaesbe e sheeebte e st aesben saeeneeraennteanees
.................................................................................................................................................................. [2]
[Total: 22]
J13/12
6 Jarvis Limited provided the following information about its assets and Jiabitities:
At 31 March 2012 2013
S $
Machinery at book value 95.000 76 000
Fixtures and fittings at book value 11 000 36 000
Vehicle at book value 4000 26 000
Inventory 19 000 27 000
Trade receivables 16 000 18 000
Bank 8 000 -
Trade payables 14 000 21000
Bank overdraft - 6 000
Long term loan 10 000 15 000
(a)(i) Calculate to two decirmmalplaces the current ratio at both 31 March 2012 and 31 March 2013.
................................................................................................................................................................... [4]
(ii) Suggest one reason for the change in the current ratio.
.................................................................................................................................................................... [1]
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(b)(i) Calculate to two decimal places the quick ratio (acid test ratio) at both 31 March 2012 and
31 March 2013.

.................................................................................................................................................................... (4]
(ii) Suggest one possible effect of the change in the quick ratio (acid test ratio).
.................................................................................................................................................................... [2]
(c) Suggest two reasons for the change in the company’s bank balangé
................................................................................................................................................................... [2]

The equity section of Jarvis Limited’s Statement ‘©fFinancial Positions showed the following:

At 31 March 2012 2013

S S
Ordinary shares of $0.50 edeh 100 000 100 000
Retained earnings 29 000 31 000
General reserve - 10 000

The profit for the year ended'81 March 2013 was $26 000.

On 1 June 2012 %heévdirgctors paid a dividend of $0.03 per share. On 15 January 2013 they paid a further
dividend of 8%.

(d) Prepare the appropriation account for the year ended 31 March 2013.
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Jarvis Limited

Appropriation Account for the year ended 31 March 2013

S S

(e) Explain why Jarvis Limited created a general reserQ»%

[7]

®
(f) Explain the difference betwee&hsed and issued share capital.

............... @[2]
[Total: 24]
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J13/21

4 The financial year of Sildean Ltd ends on 30 April. The following balances appeared on the books after

the preparation of the income statement for the year ended 30 April 2013.

S
Non-current assets at cost 206 000
Provision for depreciation of non-current assets 12 500
Ordinary share capital 280 000 shares of $0.50 each 140 000
4% Debentures 40 000
Trade payables 14 156
Trade receivables 15 400
Inventory 16 300
Petty cash 200
Bank overdraft 7 982
Provision for doubtful debts 462
General reserve 1 May 2012 10 000
Retained profits 1 May 2012 2 00Q

Additional information

1 The profit for the year ended 30 April 2013 before debenture interest @as'$24 800.

2 During the year ended 30 April 2013 an interim ordinary share/dividend of $0.05 per share was paid.

3 At 30 April 2013:
A whole year’s interest on debentures was accrued
No final ordinary share dividend was proposgd

It was proposed to transfer $5 000 to generalreServe

(a) Calculate the retained profit for the yeaended’30 April 2013.
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(b)

(c)(i)

(ii)

(iii)

Prepare the Statement of Financial Position of Sildean Ltd at 30 April 2013.

Sildean Ltd
Statement of Financial Position at 30 April 2013

S S

[10]

Calculate the current ratio at 30 Apfil 2013 The calculation should be correct to two decimal
places.

...................................................................................................................................................................... [2]
Calculate the<quick ratio at 30 April 2013. The calculation should be correct to two decimal
places:
....................................................................................................................................................................... [2]
Explain the importance of the quick ratio to Sildean Ltd.
....................................................................................................................................................................... [2]
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(iv) Suggest two ways in which Sildean Ltd could increase the quick ratio.

L e et e e e e bbe e et te e ehe e e ateeeaae eebbe et te eheeeabeeeaateeebbee et te ehe e e aeeseaaee et baeeeaen sreaeateeen
2 et et ettt et es bt et aee et e Rt et neR oA ea Skeen et eRe S 4o Aes ek Rt oA Ren ek eRe et en et eRe ek nen e b eReeheen et eeeteesberereete sen
...................................................................................................................................................................... [2]
J13/22
5 Tazeen Shah is a wholesaler. Her financial year ends on 31 January. She purchases all her goods on
credit terms and is allowed 30 days credit by her suppliers. All her sales are made on credit terms and
she allows her customers 21 days credit.
She provided the following information.
31 January 2012 34 January 2013
Collection period for trade receivables 30 days 36 days
Payment period for trade payables 44 days 40 days
Current ratio 2:1 1.75:1
Return on capital employed (ROCE) 15% 18%
(a) State the purpose of calculating the collection period fortfade receivables.
.......................................................................................................................................................................... [1]
(b) State whether Tazeen Shah will be satisfied=with the change in the collection period for trade
receivables. Give a reason for yotir answer.
Satisifed? .o S N
LY== o] o T T, USSP U RPP
......................................................................................................................................................................... [3]
(c) State wheth€rthe credit suppliers will be satisfied with the payment period for the year ended
31 January 2013. Give a reason for your answer.
Satisifed? o
RSN e et ettt she s he ettt st ee s b e s e et ne shesheeat et er e e bens
......................................................................................................................................................................... [3]
(d) Explain why it is important for Tazeen Shah to have an adequate amount of working capital.
......................................................................................................................................................................... [2]
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(e) Tazeen Shah made the following transactions on 1 February 2013.

State, giving a reason, how each transaction would affect Tazeen Shah’s working capital. The first
one has been completed as an example.

Transaction Effect on Reason
Working Capital
Paid $10 000 to Al Finance as Decrease Current assets decrease
part repayment of loan 510000 No change in current liabilities

Goods, $135, were purchased on
credit from Abu & Co

Paid $280 to Farouk, a credit
supplier, in full settlement of
$300 owing

Withdrew $150 from the bank
to restore the petty cash imprest

(6]
(f) State whether Tazeen Shah will be satisfied with the change in the return“en Capital employed (ROCE).
Satisifed? e
REASON et ee e e e B e B The et et re et re e sre st e s e sae e e s

(g) The following transactions took place en\31 Jantuary 2013, but were not entered in the accounting
records.

State, giving a reason, how eachstransaction would affect Tazeen Shah’s return on capital employed
(ROCE).

Effect on Return
Transaction on Capital Reason
Employed (ROCE)

No change in profit for the year
No change No change in total current assets so no change in
capital employed

Goods, $1230, weré
purchased for cash

Additional capital, $10 000,
was placed in the business
bank account

Fixtures, S500, were
purchased by cheque

[6]
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(h) Tazeen Shah’s financial statements do not provide a complete picture of the performance and
position of her business.

State how non-financial aspects may be regarded as a limitation of financial statements.

[Total: 26]

N13/13
6(b) At the start of business on 1 July 2013 the working capital (net current assets) of the business was

$12 100. Calculate the value of working capital after the transactions above have taken place.

s
Opening working capital 12 100
Transaction 1
2
3
4

Closing working capital

[5]

(c) Complete the table below. Write ‘Increase®w.Décrease’ or ‘No effect’ to indicate the effect each
transaction has on the current ratio and the quick (acid test) ratio. The first one has been completed as

an example.

Transaction Current ratio Quick (acid test) ratio
1 Increase Increase
2
3
4
(6]
N13/22
1  Saira Rehman is concerned that her working capital on 1 October 2013 was lower than on the same date
in2012.
(d) Explain what is meant by working capital.
........................................................................................................................................................................... [2]
Page 38 of 101
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(e) State and explain the effect of each of the following transactions on Saira Rehman’s working capital.
The first one has been completed as an example.

Transaction Effect on Reason
Working capital

The bank balance will decrease by
Decrease by 52 000 52 000 and so the working capital will
also decrease by the same amount.

Purchased equipment, $2 000,
and paid by cheque.

Returned damaged goods, $35,
to Annie Khan, a credit supplier.

Paid Loans & Co $2 015,
representing repayment of a

$2 000 short-term loan and $15
interest.

Received a cheque for $190
from Uzma Ali, a credit
customer, in full settlement of
$200 owing.

(6]
N13/22
2 Paul Matanga allows his credit customers 30 days in whieh to’pay their accounts. On 31 July 2013 the trade

receivables amounted to $28 000.

The total sales for the year ended 31 July 2013.were;

S
Cash sales 26 000
Credit sales 224 000
(e)(i) State the formula for the calctlation of the collection period for trade receivables.

(i) Calctlatexthe collection period for trade receivables. Your answer should be rounded up to the
next whole day. Show your workings.

(iii) Explain how the collection period for trade receivables may affect Paul Matanga’s liquidity
position.
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N13/22
6 Patrick Murphy is a wholesaler. His financial year ends on 30 June. He provided the following information.

$
For the year ended 30 June 2013 Revenue 220 000
Cost of sales 185 900
Expenses 20 240
At 30 June 2013 Capital employed 110 880
(a) Complete the following tables.
Percentage of gross profit to revenue
Formula Workings to one decimal place Answer

Percentage of profit for the year to revenue
Formula Workings to one decima/‘pldce Answer

Return on capitalFemployed (ROCE)
Formula Workings to one decimal place Answer

(8]
Patrick Murphy decidegstorcompare his business results with those of Kelly Limited, another wholesaler
dealing in the same type.of goods.

The ratios calcutated for Kelly Limited were:

Gross profit as a percentage of revenue 18.3%
Profit for the year as a percentage of revenue 5.2%
Return on capital employed (ROCE) 10.8%
(b)(i) Suggest one possible reason why Patrick Murphy’s gross profit as a percentage of revenue is

different to that of Kelly Limited.
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(ii) Suggest one possible reason why Patrick Murphy’s profit for the year as a percentage of
revenue is different to that of Kelly Limited.

................................................................................................................................................................ [2]
(c)(i) Explain the importance of the return on capital employed (ROCE).
................................................................................................................................................................ [2]
(ii) State which business is making the best use of the capital employed.
............................................................................................................................................................... [1]

Patrick Murphy is aware that even if he compares his results withfthose of a business trading in the
same type of goods, the information can be misleading.

(d) Explain two other factors Patrick Murphy should considarywhen comparing his results with those
of a similar business.

[Total: 19]
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N13/23
5 Katie Sango is a trader who buys and sells on credit terms. She is concerned about her profitability and

efficiency and provided the following information.

Year ended 31 July

2012 2013
Gross profit as a percentage of revenue 24.80% 24.75%
Expenses as a percentage of revenue 12.15% 14.15%
Profit for the year as a percentage of revenue 12.65% 10.60%
Return on capital employed (ROCE) 9.50% 11.20%

(a) State how the change in the expenses percentage has affected the efficiency of the business.

.......................................................................................................................................................................... [2]
(b) Suggest one way in which the profit for the year as a percentagerof revenue may be increased.
.......................................................................................................................................................................... [2]
(c) (i) State the meaning of the term capital employetk
................................................................................................................................................................. [1]
(i) State what the returnsen‘capital employed measures.
................................................................................................................................................................. [1]

(iii) Suggest oné reason why the return on capital employed increased even though the profit for
the\ygas teduced.
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(d) State the effect (if any) of each of the following proposals. The first one has been completed as an

example.
Increase selling prices
Effect on the gross profit percentage One other effect on the business
Total sales may fall if customers can bu
Increase v fallif y
cheaper elsewhere
Reduce the trade discount allowed to customers
Effect on the gross profit percentage One other effect on the business
Reduce the cash discount allowed to customers
Effect on the gross profit percentage One other effect anthe business

(6]
N13/23
5(e) State how each of the following may be regarded as a limitation of financial statements.
Non-financial aspects
Historical cost
......................................................................................................................................................................... (4]

[Total: 18]
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J14/12

6 Morwenna provided the following information about her assets and liabilities at 30 April 2014.
S
Motor vehicles at cost 18 000
Provision for depreciation of motor vehicles 6 200
Fixtures and fittings at cost 15 000
Provision for depreciation of fixtures and fittings 4500
Goodwill 10000
Inventory 41 000
Trade receivables 28 000
Bank 2200 Cr
Trade payables 44 000
REQUIRED

(c) Calculate to two decimal places Morwenna’s current ratio at 30 April 2014.

................................................................................................................................................................... [2]
When Morwenna’s accountant checked her figures he'discovered the following.
1 The goodwill figure represented Mofwenna’s estimate of the value of the good reputation of
her business.
2 Inventory had been calculated’atselling price, after applying a mark up of $10 250.
3 During the year motor velicle repairs, $800, had been debited to the motor vehicle account.

This did not affect the d€pfeciation for the year.

4 During the year new fixtures:and fittings, $1 000, had been debited to the stationery account.
No depreciation was chiarged on non-current assets purchased during the year.

5 On 30 April 2014, Mopwenna was two months in arrears in paying her rent of $1 500 a month.

REQUIRED
(d) Prepage Morwenna’s statement of financial position at 30 April 2014 showing her capital at that
dates
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Morwenna
Statement of Financial Position at 30 April 2014

S S S

(@

<&
_RY

S
/\V‘
y
®
\ \
(e) Calculate to two deum@ orwenna’s current ratio at 30 April 2014 based on her statement of

[14]

financial position figures
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J14/21
6  Maria Khumalo is a trader. Her financial year ends on 31 March.

She provided the following summary of her assets and liabilities on 31 March 2014.

S
Capital 145 000
Profit for the year 35000

Trade payables
Bank overdraft
Short term loan

Non-current assets
Inventory

Petty cash

Trade receivables

For the year ended 31 March 2014:
Revenue
Cost of sales
Expenses

s

180 000
36 800
12 200

5000

234 000

175 000
21 500
100

37 400
234 000

°
450 000
310 000
105 000

Maria Khumalo wishes to compare the performance of'ther business for the year ended 31 March 2014

with that of the previous financial year.

REQUIRED

(a) Complete the table below to show thexatiesfor Maria Khumalo’s business for the year ended
31 March 2014. Calculations should be correct to two decimal places.

Ratio Year ended 31 March
2013 2014
percentage of gross profit to revenue (sales) 28.10% %
percentage of profitsfor the year to revenue (sales) 10.25% %
current ratio 195:1
quick rati@ 090:1

You may use the space for your workings.

8]

Workings

Analysis and interpretation of accounting ratios

Page 46 of 101



(b) Suggest two reasons for the change in the percentage of gross profit to revenue (sales).

(c) State the year in which Maria Khumalo had better control over her expenses. Give a reason for your
answer.

Year ended 31 March
Reason

(d) Complete the following table by placing a tick (V') in the correct column to show how each of the
following transactions would affect the current ratio. The first 6fie has been completed as an example.

Increase Decrease No effect

Receipt of long term loan v

Cheque paid to credit supplier

Goods taken for own use

Purchase of non-current asset on credit

3]

(e) State whether Maria KHurnaleswould be satisfied with the change in her liquidity position. Give a
reason for your answer.

Y LR T=Te I (TSRS
[R(=T= EYo ] S N TP

[Total: 19]
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J14/22
6  After making the necessary adjustments, Bali Sudhaker prepared a corrected income statement for the
year ended 30 April 2014.

He provided the following information.

S
Revenue 39500
Cost of sales 28 200
Total expenses 7 900

REQUIRED
(c) Complete the table below to show the ratios for the year ended 30 April 2014. Calculations should be
to two decimal places. You may use the space below for your workings.

Ratio Year ended Year ended
30 April 2013 | 30 Agril 2014
percentage of gross profit to revenue (sales) 25.75% %
percentage of profit for the year to revenue (sales) 10.50% %

[4]

Workings

(d) Suggest one possible’reason for the change in the percentage of gross profit to revenue (sales).

........................................................................................................................................................................... [2]
(e) State whether the efficiency of the business has increased or decreased. Give a reason for your

answer.

INCreased OF dECIEASEA st r sttt ereeaestesa e se s e e st es et e s et eneanesee stenennen

RSO e e et e r e e e a e e et re et et e en e sreee e et sreene e

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

[Total: 20]
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N14/22
1  Sahira Ali‘s purchases for the year ended 31 October 2014 were as follows.

s
Cash purchases 300
Credit purchases 21200

On 31 October 2014 Sahira Ali owed her credit suppliers $3 100.

REQUIRED
(d) State the formula for the calculation of the payment period for trade payables.

............................................................................................................................................................................... [1]
(e) Calculate the payment period for trade payables. Your answer should be roun@led/up to the next
whole day.
............................................................................................................................................................................... [2]
(f) Suggest one advantage to Sahira Ali of paying herg&redit’suppliers before the due date.
............................................................................................................................................................................... [1]
(g) Suggest one disadvantage to Sahira Ali of paying her credit suppliers before the due date.
............................................................................................................................................................................. [1]
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N14/22
4  Adil Shanker provided the following information for his financial year ended 31 May 2014.

S
Revenue (sales) 47 600
Cost of sales 38400

REQUIRED
(d) Calculate the percentage of gross profit to revenue (sales). The calculation should be correct to two
decimal places.

(e) Suggest two reasons why the percentage of gross profit to revenue (salgs)istower than it was in the
previous year.

L et AN N et et s st et et b ettt s s a e e b et et b et eea e seaeas seae et e s et neene
2 e NN et s e et et s e bbbt sea et s s AR et b et st seaea st st et et eenne
................................................................................................................................................................................ [2]

(g) Name twoether business people who would be interested in Adil Shanker’s financial statements.
L et e s e b ehe et b et £ et s s Sae b h k4 et o4 Ses bR bbbt bt s sehea seb bt et et et
2 e ettt et et ea e b fhe bbb Aa e S ea b Sh ek h bRt Sea e sehehe bbbt bkt st bR bbbttt (2]
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N14/23
1 Peter Pickard sells on both cash and credit terms. He allows his credit customers a period of 30 days in
which to pay their accounts.

The sales for the year ended 31 August 2014 were:

S
Cash sales 4100
Credit sales 29 600

On 31 August 2014 the trade receivables amounted to $2 340.

REQUIRED
(i) Calculate the collection period for trade receivables. Your answer should be rounded up to the next
whole day.

(j) State whether Peter Pickard would be satisfied with the_eellection period for trade receivables.

(k) Explain how Peter Pickard’s payment petiod for'trade payables may be affected by the collection
period for trade receivables.
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N14/23
5 The financial year of Zilani Limited ends on 30 September.

The following information is available.

For the year ended 30 September 2014 S S
Revenue (sales) 480 000
Cost of sales 310000
Expenses 94 000

On 30 September 2014

Capital employed 635 000

Inventory 30800

Trade receivables 56 000 86 800

Trade payables 51500

Bank overdraft 15 300

Short term loan 5 000 71 800
REQUIRED

(a) Calculate the percentage of gross profit to revenue (sales). The calculation should be correct to two
decimal places.

........................................................................................................................................................................... [2]
The percentage of gross profit togevenue (sales) is lower than in 2013.
(b) Suggest two reasénswhy it is lower.
L B e Pttt e ettt st bR s et £ R Ses £t e E e s R ees et £ kR neR e R s er sen e et ben ses b et et aererenens
2 e e — et et eae s et E e s R AeR e SR ek Re SeR e ees £ es e AR e e Ea e E e R R eeR s e R Res £t eentee et eReae eentee et Rererenens
......................................................................................................................................................................... [2]

(c) Calculate the percentage of profit for the year to revenue (sales). The calculation should be correct
to two decimal places.
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(d) Suggest two ways in which the percentage of profit for the year to revenue (sales) could be improved.

places.

............................................................................................................................................................................ [2]
(f) Explain the importance of the return on capital employed (ROCE).to Zitani Limited.
............................................................................................................................................................................ [2]
(g) Calculate the current ratio. The calculatiomsshould be correct to two decimal places.
............................................................................................................................................................................ [2]
(h) Calculatethe\guick (acid test) ratio. The calculation should be correct to two decimal places.
............................................................................................................................................................................ [2]
(i) Explain why the quick (acid test) ratio is more reliable than the current ratio as an indicator of
liquidity.
............................................................................................................................................................................ [2]
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(j) Complete the table by placing a tick (V') in the correct column to show how each of the following
transactions would affect the working capital of Zilani Limited.

Increase Decrease | No effect

Issue of additional shares

Cheque paid to credit supplier

Repayment of long term loan

Purchase of goods on credit

Sale of unused non-current asset

Cheque paid for repairs to non-current asset

(6]
(k) Suggest two problems Zilani Limited may encounter if its working capital is inadequate.
L e e st eesee et e sen e e snees sanaessaesssatesenneesnsaessrenessees Blac e I neeeeretesereeerateseneeeseaeeres
2 et ssraee e s sresestesesaes snasessessssnessnsesssnaessrnaenere e PP e Do st eenereeeutecertteeeees st ae sreeeaneeseraeesaen
......................................................................................................................................................................... [2]
[Total: 26]
J15/12
5 Amangul had the following assets and liabilities at 31Jantary 2015.
$
Equipment 16 000
Motor vehicle 4800
Inventory 3100
Trade payables 900
Trade receivables 750
Prepaid insurahge 100
Accrued wages 190
Bank 470 credit
REQUIRED

(a) CalculatedAmangul’s working capital at 31 January 2015.
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(b) Calculate to two decimal places the following ratios at 31 January 2015.

1 (U] g =] oA =1 o T R

2 QUICK (BCTIH TEST) FALIO  cviieieieeee ettt ettt ettt et e e sbe st saeeasansaassebaesbensesensenaesae st s

On 31 January 2014 the ratios were as follows. \?}

Current ratio 161:1 ,bQ
Quick (acid test) ratio 098:1 @

REQUIRED Q
(c) Comment on the liquidity of Amangul’s business.QV\
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During February 2015 the following transactions took place.

1 Took out long term bank loan, $10 000.
2 Bought delivery van, $8 000, paying by cheque.
3 Bought inventory, $300, from John on credit.
4 Sold goods for cash, $80 (cost $50).
REQUIRED
(d) Complete the following table to show the double entry needed to record each transaction.
Transaction Account debited Account credited S
1
2
3
4
(8]
[Total: 19]
J15/13

5

Antoinette provided the following information.

Revenue for the year ended 30 November 2014
Inventory at 1 December 2013
Inventory at 30 November 2014

Gross profit margin
Net profit margin

REQUIRED

$1 000
$60
$40
40%
15%

(a) Calculate the following for the year énded 30 November 2014.

Gross profit
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Antoinette’s brother, Louis, has a business selling similar type of goods.
His gross profit margin is 40% and his net profit margin is 20%.

REQUIRED
(b) State one reason for the difference in the ratios.

(c) Calculate Antoinette’s inventory turnover in days. Round up your answer to the next whole day.

(d) Suggest two reasons why Louis’ inventory turnover is faster than Antoinette’s.

(e) State two advantages to Antoinette of going into partnership.with'‘kouis.

[Total: 16]
J15/23
3  Malala Khan is concerned that her working cdpital isivery low. She is considering four courses of action
which may increase her working capital.

REQUIRED
(c) Complete the following table by placing a tick (V') in the correct column to show how each course of
action would affect Malala Khan"s working capital.

Increase Decrease | No effect

Reduce the credit periddrallowed to credit customers

Sell a motor vehiclexwhich is no longer used

Arrange with tHebank to have a loan for six months

Allow cash discount to credit customers who pay promptly

(4]
(d) State three reasons why it is important for Malala Khan to have an adequate amount of working
capital.
L e et e e et e e e ea bt et 4o sheeetesea e eehbee et eea sheeea e S eaae et e eae e e teeeaaeeaerae saeeen saeeeaaee
2 oot —e— e te e tet et eteea et e teeates et eteaen et eaeeResesE et ereeReesRes e et eRe sesseneeeReesseneeereeeseneeeaenrnns
ORI
........................................................................................................................................................................... [3]
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J15/23

5 Dylan Kelly is a trader. After the preparation of his draft income statement for the year ended 28 February
2015 some errors were discovered.

REQUIRED

(a) Complete the following table to show by how much correcting each of the errors would affect the
profit for the year.

Increase Decrease

s S

Error

Sales returns, $420, had not been recorded

Inventory on 1 March 2014 was overstated by $1 500

The income statement included rent and rates, $6 150, for 15
months to 31 May 2015

Discount allowed, $180, had been recorded as discount received

(8]
After the correction of the errors on 28 February 2015, Dylan Kelly providedsthe following information.
S
Inventory 9900
Trade receivables 7 350
Trade payables 6 870
Bank 1120 debit

Loan repayable 30 June 2015 5000

REQUIRED
(b) Calculate the quick ratio. The calculatiershould be correct to two decimal places.

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

(c) Commentaenyotnanswer to (b).
........................................................................................................................................................................... [2]

(d) State how the calculation of the quick ratio differs from the calculation of the current ratio.
........................................................................................................................................................................... [1]
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Dylan Kelly allows his credit customers 30 days credit. The sales for the year ended 28 February 2015
were $90 000, of which $18 500 represented cash sales.

REQUIRED
(e) State the formula for the calculation of the collection period for trade receivables.

(f) Calculate the collection period for trade receivables. Round up your answer to the next whole day.

........................................................................................................................................................................... [2]
(g) Comment on your answer to (f).
........................................................................................................................................................................... [2]
(h) Suggest two ways in which Dylan Kelly ¢ould igiprove the collection period for trade receivables.
O TR
2D . . A0 o N PR
.................................................................................................................................................................. [2]
Dylan Kelly is allowed 40)days credit by his credit suppliers. For the year ended 28 February 2015 the
payment period, for trade’payables was 36 days.
REQUIRED
(i) Comment on Dylan Kelly’s payment period for trade payables.
........................................................................................................................................................................... [2]

[Total: 22]
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J15/22
1 Nyasha Chingono prepared the following sales ledger control account on 30 April 2015.

Nyasha Chingono
Sales ledger control account

Date Details S Date Details S
2015 2015
April 1 | Balance b/d 750 | April 30 | Sales returns 60
30 | Sales 990 Bank 637
Interest charged 10 Discount 13
Bad debts 120
Contra 120
Balance c/d 800
1750 1750
2015
May 1 | Balance b/d 800

(e) Suggest two ways Nyasha Chingono could reduce the risk of bad debts.

Nyasha Chingono allows her credit customers 14edays*redit. The total credit sales for the year ended
30 April 2015 were $12 600.

REQUIRED

(f) Calculate the collection period fortrade receivables, using the closing balance on the sales ledger
control account. Round up your agswer to the next whole day.

(g) State whether Nyasha Chingono would be satisfied with the collection period for trade receivables.

(h) Suggest two ways Nyasha Chingono could improve the collection period for trade receivables.
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J15/22

4  Rania Gharib is a trader. Her financial year ends on 31 January. All sales are made for cash and all
purchases are made on credit terms. Rania Gharib provided the following information.

1
At 1 February 2014 At 31 January 2015
$ s
Inventory 4700 3150
Fixtures and fittings at valuation 6 900 7 300
Trade payables 2950 3720
2 Payments during the year ended 31 January 2015 S
Credit suppliers 40 120
Wages 9520
Rent and rates 5200
Insurance for 14 months to 31 March 2015 840
Fixtures and fittings $100
3 Amounts received during the year ended 31 January 2015
Cash from sales 63 660
4 Cash discounts received from credit suppliers 820

REQUIRED
(a) Prepare the income statement for the year ended 31%anuary 2015.

RaniaGharib
Income Statementfor the€ year ended 31 January 2015

$

[13]
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(b) Calculate the rate of inventory turnover. The calculation should be correct to two decimal places.

................................................................................................................................................................................ [3]
(c) Suggest two reasons why the rate of inventory turnover has improved.
L e e e ettt e e et et et St e e R be e eaetesben SheeeeeRee ehe et et e eheee e e ehe e e aen e eeeetbenae seeereennes
2 ettt h e et A et R AeR e R Rt eR SeR e e A et eR ses A ee e A et e R AeR e e ea et eRees e ettt et sen et et bererenenereeren [2]
(d) Explain what is measured by the return on capital employed (ROCE).
................................................................................................................................................................................ [2]
(e) Calculate the return on capital employed (ROCE), using thefprofit for the year in (a) and the capital
employed of $83 000. The calculation should be cotreét toufwo decimal places.
................................................................................................................................................................................ [2]
(f) Suggest one reason why the retufn On capital employed is higher than it was in the previous year.
................................................................................................................................................................................ [1]

After the prepagation=of the income statement for the year ended 31 January 2015, it was discovered that
the opening inventory had been overvalued by $250.

REQUIRED
(g) Complete the following table to show the effect of this. The first one has been completed as an
example.
Overstated | Understated | no effect
gross profit for the year ended 31 January 2014 v

credit balance on capital account on 1 February 2014

gross profit for the year ended 31 January 2015

profit for the year ended 31 January 2015

current assets at 31 January 2015

(4]
[Total: 27]
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N15/22

4(d) Complete the following table by placing a tick (v') in the correct column to show how each of the
following transactions would affect the working capital of Moses and Tobias lyambo.

Increase Decrease No effect

Selling surplus equipment

Delay paying credit suppliers

Paying surplus cash into bank

Writing off a bad debt

[4]
N15/22

5 Kelbrook Limited provided the following information.

1 The issued share capital consists of 180 000 ordinary shares of $0.50 eath.

2 On 1 October 2014:
General reserve $4 000
Retained earnings S5 500

3 The profit for the year ended 30 September 2015 was $9.000.
$2 000 of this was transferred to the general resegve.
An interim dividend of $4 500 was paid during the year:
No dividends were proposed at the end of the year.

REQUIRED

(a) Prepare the equity and reserves section of'the statement of financial position at 30 September
2015.

Kelbrook Limited
Extract from Statement of Financial Position at 30 September 2015
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Kelbrook Limited provided the following information at 30 September 2015.

S
Non-current assets at book value 102 200
Bank overdraft 6 100
Inventory 5100
Trade receivables 8 500
Trade payables 4300
Other payables 1400

REQUIRED
(b) Complete the following table.

Current ratio

Workings Answer to two
tlecimal places

Quick (Acid test) ratio

Workings Answer to two
decimal places

Return on capital.employed (ROCE)

Workings Answer to two
decimal places

[6]
The ratios calculated at 30 Séptember 2014 were:
Current ratio 2.51:1
Quick ratio 1.57:1
Returmamcapital employed (ROCE) 12.55%
REQUIRED
(c) Comment on the change in the current ratio.
........................................................................................................................................................................... [2]

Analysis and interpretation of accounting ratios Page 64 of 101



(d) Suggest one reason for the change in the quick ratio.

(e) Suggest two ways to improve the return on capital employed (ROCE).

Kelbrook Limited provided the following information for the year ended 30 September 2015.

S
Credit sales 45 000
Cash sales 5000

Credit customers are allowed 60 days credit.

REQUIRED
(f) (i) Calculate the collection period for trade receivables. Roundupyotr answer to the next wholeday.

Kelbrook Limited’is-allowed 30 days credit by their credit suppliers. For the year ended 30 September
2015 the paymeht period was 52 days.

REQUIRED
(g) Comment on the payment period for trade payables.

[Total: 22]
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N15/23
4  Sanchiand Syed Mirza are in partnership, sharing profits and losses equally.

Their summarised income statement for the year ended 31 July 2015 was as follows.

S S
Revenue 45 000
Cost of sales
Opening inventory 5500
Purchases 33 500
39 000
Closing inventory 6500 32500
Gross profit 12 500
Expenses 3500
Profit for the year 9 000

REQUIRED
(a) (i) State the formula for the calculation of the rate of inventory turnovaf,

Y~ S S

. . TN

....................................................................................................................................................................... [2]
(b)(i) Statethe basis on which inventory should be valued.

TR RS RSPRN

....................................................................................................................................................................... [1]
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After the preparation of the appropriation account for the year ended 31 July 2015, Sanchi and Syed Mirza
updated their capital and current accounts.

At 31 July 2015 the partners’ accounts were as follows.

Capital accounts

Date Details Sanchi Syed Date Details Sanchi Syed
S S 2014 S S
Aug.1 Balance b/d 20 000 60 000
2015

Feb.1 Current account 10 000

Current accounts

Date Details Sanchi Syed Date Details Sanchi Syed
2015 $ $ 2014 $ s
Feb. 1 | Capital a/c 10 000 Aug. 1 | Balance b/d 16 000 4000
July 31 | Drawings 14 000 6 000 2015
July 31 | Profit share 4500 4 500
REQUIRED

(c) Prepare an extract from the statement of financialp@sition at 31 July 2015 to show the total funds
provided by the partners.

Extract from Statement ofFinancial Position at 31 July 2015

Sanchi Syed Mirza Total
S S S
Capital actount
Currentiagcount
[5]
(d) (i) State the formula for the calculation of the return on capital employed (ROCE).
................................................................................................................................................................... [1]

(ii)  Calculate the return on capital employed (ROCE), using your answer to (c) and the profit for the
year. The calculation should be correct to two decimal places.
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(iii) Suggest one reason why the return on capital employed (ROCE) is lower than it was in the
previous year.

...................................................................................................................................................................... [1]
(e) (i) Suggesttwo reasons why Syed Mirza would like to have interest on capital included in the
partnership agreement.
ettt et ae Rttt s R ses e SA et et seR e e e eseRe AR e e et oA et eeR e een s e AR et eea et et eaere eerterereneres
2 ettt ettt ettt ae sttt AeReaeR s et e ReR seR e e A et eRe R e e ea et eReeR Rt eea AR e R neRereees et eReneneneeeateserenereneaens
.................................................................................................................................................................... [2]
(ii) Suggest one reason why Syed Mirza would like to have interest on drawirigs included in the
partnership agreement.
................................................................................................................................................................... [1]

(iii) Suggest one reason why Sanchi would like to*have partner’s salary included in the partnership
agreement.

................................................................................................................................................................... [1]
On 31 July 2015 the trade payablessamaunted to $4100. The period of credit allowed is 30 days.
The purchases for the year ended,31 July 2015 were:
s
Cash putrchases 2500
Creditpurchases 31000
REQUIRED
(f) (i) State'the formula for the calculation of the payment period for trade payables.
...................................................................................................................................................................... [1]

(ii)  Calculate the payment period for trade payables. Round up your answer to the next whole day.
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(ili) Comment on the payment period for trade payables.

...................................................................................................................................................................... [2]
The period of credit allowed to trade receivables is 30 days. The collection period was 55 days.
REQUIRED
(8) Suggest two ways how this may affect the liquidity of Sanchi and Syed Mirza.
L e e et e ee e e e e ehbee et 4o e ae e teaateeeh e et eea she e e e S eaae et e e iAS e eateeenaeesebae saeeen sreaennes
OO O O PR OU R UURUURRUUURUPPTUIUERRUPPRRPRUPPRRUPRUPRTIY. o by .. -/OTRUPR PR UPOR PSRN
............................................................................................................................................................................ [2]
[Total: 27]
J16/12

2(e) State how capital employed is calculated.

J16/22

6 David is a trader. The totals of his trial balahce prépared on 31 January 2016 did not balance. The
difference was entered in a suspenseg@ccount'and draft financial statements were prepared. The
following information was extracted ffom the draft income statement for the year ended 31 January 2016.

S
Cost of sales 59 600
Gross profit 15 800
Profit for thefygar 3500

REQUIRED

(a)(i) Calculatérthe percentage of profit for the year to revenue. The calculation should be correct to
two decimal places. Show your workings.

.................................................................................................................................................... [2]
(ii) Suggest two reasons why the percentage of profit for the year to revenue is lower than the
previous year.
PP
2 ettt h ettt h et e h et e bt e e et ettt e R et e b e e b et R b e b e S bt e b et ea et e heeene e e beesaeeene e neenane s
................................................................................................................................................... [2]
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N16/12

3 Malorie provided the following information.
30 June 2015 30 June 2016

S S
Bank 400 debit 1 300 credit
Trade receivables 850 1400
Trade payables 750 700
Inventory 550 ?
Current ratio ? 1.2:1

REQUIRED

(f) Calculate:

(i)  Malorie’s current ratio at 30 June 2015 (to one decimal place)

(ii) Malorie’s inventory at 30 June 2016
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N16/22
6 Daniel’s financial year ends on 31 July. He provided the following information for the year ended 31 July

2015.
$
Cost of sales 285 000
Profit for the year 36 000
Gross profit was 30% of cost of sales.
REQUIRED

(a)(i) Calculate the gross profit.

(i)  Calculate the revenue.

(iii)  Calculate the percentage of gross profit to revepued The calculation should be to two decimal
places.

(iv) Calculate the percéntagewef profit for the year to revenue. The calculation should be to two
decimal places.

(b) Suggest two reasons why the percentage of gross profit to revenue is higher than it was in the
previous financial year.
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(c) Suggest two reasons why the percentage of profit for the year to revenue is lower than it was in the
previous financial year.

N16/23
1 Jolindi believes that her working capital could be improved. She is considering five courses of action.

REQUIRED

(e) State whether each of the following courses of action would increase, decrease or,have no effect on
the working capital. Give a reason for your answer in each case. The first oneffas peen completed as

an example.
Effect on
working Reason
capital
Reduce credit sales . .
] Trade receivables decreasé and cash increases so total current
and increase cash No effect

sales assets is unchanged. No effect on current liabilities.

Create a provision
for doubtful debts

Take a long-term
bank loan

Take a short-term
bank loan

Pay credit suppliers
early to earn cash
discount

8]
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N16/23

6 Joey is atrader. His financial year ends on 30 September. He provided the following information for the
year ended 30 September 2016.

S
Revenue 290 000
Cost of sales 224 025
Expenses 38 860

Joey obtained the trading results of DT Traders, another business in the same town, and decided to
compare the profitability of the two businesses.

REQUIRED

(a) Complete the following table to show the ratios for Joey’s business. The calculations should be to
two decimal places.

Ratio Joey DT Traders
Percentage of gross profit to revenue (gross profit margin) % 18.50%
Percentage of profit for the year to revenue (net profit margin) % 10.25%
You may use the space below for your workings. (4]

Workings

(b) Suggest twa peasons for the difference in the percentage of gross profit to revenue (gross profit
margin).

(c) Suggest two reasons for the difference in the percentage of profit for the year to revenue (net profit
margin).
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(d) State which business had better control on its expenses.

Joey is hoping to increase the percentage of profit for the year to revenue (net profit margin) in the
following financial year. He is considering four courses of action.

REQUIRED
(e) Complete the following table by placing a tick (V') in the correct column to show how each course of
action would affect Joey’s percentage of profit for the year to revenue (net profit margin).

Increase Decrease | No effect

Buy in bulk from suppliers to obtain trade discount

Offer cash discount to encourage credit customers to
pay early
Pay employees monthly instead of weekly

Write off damaged inventory at the year end

[4]
(f) State how each of the following may be regarded as a limitation of,financial statements.

Historical cost

[Total: 17]
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J17/11
5 JW Limited extracted the following balances from its books of account on 30 April 2017, after the gross
profit had been calculated.

S

Gross profit 63 000
Distribution costs 24000
Administrative expenses 16 000
Interim dividend paid 6 000
Debenture interest 3000
Ordinary shares of $1 each 100 000
General reserve 50 000
Retained earnings ?
Equipment at cost 260 000
Provision for depreciation of equipment 65 000
Inventory 33 000
Trade receivables 14 000
Bank 6 800 credit
Trade payables 17 500
10% Debentures (repayable 2025) 30000

REQUIRED
(a) Prepare the trial balance at 30 April 2017. Insert a value fer’retained earnings.

JW Limited
Trial Balance at 30 April 2017
Debit Credit
S S

Gross profit

Distribution cost

Administrative,expenses

Interim dividend gaid

Debentlpe nterest

Ordinary shares of $1 each

General reserve

Retained earnings

Equipment at cost

Provision for depreciation of equipment

Inventory

Trade receivables

Trade payables

10% Debentures (repayable 2025)

[9]
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(b) Calculate the profit for the year. The depreciation charge for the year was $13 000.

The directors of the company transferred $10 000 to general reserve on 30 April 2017.

(d) Calculate to two decimal places the return on capital employed (ROCE) for théyear ended 30 April
2017. (Use closing capital employed.)

(e) Suggest two reasons why JW Limited’s return gh capital employed (ROCE) is lower than the industry
average.
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J17/21

5 Bradley makes all purchases on credit terms and sells on both cash and credit terms. If credit customers
pay their accounts within 30 days they are allowed a cash discount. If the accounts of credit suppliers are
paid within 40 days Bradley is entitled to a cash discount.

The following information is available.
31 December 2015 31 December 2016

Payment period for trade payables 41 days 38 days
Collection period for trade receivables 34 days 28 days
REQUIRED

(c) Suggest two reasons for the change in the trade receivables collection period.

The credit suppliers are proposing to+educe the credit period to 30 days.

REQUIRED
(e) Suggest two ways in which this may affect Bradley.

Analysis and interpretation of accounting ratios Page 77 of 101



J17/22

1 Shiromiis a trader in office equipment. Her financial year ends on 30 April. She provided the following
information.

At 30 April 2016 At 30 April 2017
Current ratio 149:1 092:1

All purchases are made on credit terms and all sales are made for cash.

REQUIRED
(b) Suggest two reasons for the change in the current ratio.

(c) Suggest two problems Shiromi may encounter because her warking ¢apital is inadequate.

Shiromi is hoping to increase her working’capitaland is considering four courses of action.

REQUIRED

(d) Complete the table by placing'a,tick (v") in the correct column to show how each course of action
would affect Shiromi’s warkiggjcapital.

Increase Decrease | No effect

Take out a shdrt-term bank loan

Repay along-térm bank loan

Sell goods on credit terms instead of for cash

Obtain a higher rate of cash discount

[4]

Shiromi bought office equipment on credit.

REQUIRED
(e) State why this transaction increased Shiromi’s current assets.
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(f) Suggest two reasons why Shiromi’s return on capital employed (ROCE) was lower on 30 April 2017
than it was on 30 April 2016.

J17/22
2  Waheed’s financial year ends on 31 March. He provided the following information.

All goods are bought and sold on credit terms. A cash discount is received from credit suppliers if payment
is made within 45 days. A cash discount is allowed to credit customers if payment is made within 30 days.

At 31 March 2016 At 31 Mtar¢h 2017

Trade receivables collection period 33 days 29°days
Trade payables payment period 44 days 46 days
REQUIRED

(e) State whether Waheed would be satisfied with the change insthelcollection period for trade
receivables. Give a reason for your answer.

Satisfied? ..o

REASON . B et s

.............................................................................................................................................. [2]
(f) State one advantage to Waheed.S'suppliers of the change in the payment period.

.............................................................................................................................................. [1]
(g) State onedisadvantage to Waheed’s suppliers of the change in the payment period.

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

(h) Comment on how a collection period of 29 days and a payment period of 46 days may affect
Waheed'’s liquidity position.
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N17/12
6  Tyler had the following assets and liabilities on 31 July 2017.

S
trade payables 2900
other payables 900
non-current assets 8 200
inventory 3000
trade receivables 2200
other receivables 400
bank overdraft 600

Tyler was concerned about his working capital position.

REQUIRED
(a) State how working capital is calculated.

............................................................................................................................................... (1]
(b) Calculate (to two decimal places) the current ratio on 31 July 2017.

............................................................................................................................................... [2]
(c) Name one other ratio which would Helg Tylef to assess his liquidity position.

............................................................................................................................................... [1]
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(e) Complete the following table stating the effect on working capital and owner’s capital of each
transaction. Where a transaction has no effect, write ‘No Effect’. The first one has been completed
as an example.

working capital owner’s capital

introduced $2000 capital in the form of

| 2 | 2
cash ncrease $2 000 ncrease $2 000

2 | received a long term loan, $500

bought inventory, $400, on credit
4 | sold goods costing $100 for $180 cash

[6]

(f) State which transaction increased capital employed without affecting profit.

[Total: 16]
N17/21

2 On 31 August 2017 Mahendra’s trade receivables amdunted to $20 520. He allows his credit customers
30 days credit.

The sales for the year ended 31 August 2047 were)$229 000, of which $42 300 represented cash sales.

REQUIRED
(e) (i) State the formula for the galeutation of the trade receivables collection period.

(i)  Calculaté the+rade receivables collection period. Round up your answer to the next whole day.

(f) Suggest two ways in which Mahendra could improve the trade receivables collection period.
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Mahendra is allowed 21 days credit by his credit suppliers. His trade payables payment period was
calculated at 20 days at 31 August 2016 and 30 days at 31 August 2017.

REQUIRED
(g) State the formula for the calculation of the trade payables payment period.

.............................................................................................................................................. [2]
N17/21
4 Hanif’s financial year ends on 31 July. He provided the following information on 31 July 2017.
s

Inventory 87 500

Trade payables 81500

Trade receivables 56200

Petty cash 100

Bank overdraft 17 100

REQUIRED
(a) Calculate the current ratio. The calculation should be correct to two decimal places.

.............................................................................................................................................. [2]
(b) Comment.onyour answer to (a).

.............................................................................................................................................. [2]
(c) Calculate the quick ratio. The calculation should be correct to two decimal places.

.............................................................................................................................................. [2]
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(d) Suggest two reasons why the quick ratio is lower than it was at the end of the previous financial year.

PP UPPPPPPPNN
2 ettt —e et —ea—e e —e ettt ee e —e e tee ettt e teehte e teeatee e At e tee et e e teeanteeentee et ee e teenteeeteeareenreeeres
.............................................................................................................................................. [2]
(e) Suggest two problems Hanif may encounter if his working capital is inadequate.
USSP SSRR
2 et e e et e et eee e eeeet . —eeeeetett e eeeeetea— . aeeeeeta. . eeeet et t—. e aeeetet et teeta e trr e eeeeetaranes
.............................................................................................................................................. [2]

(f) Complete the table by placing a tick (v') in the correct column to showshow each of the following
transactions would affect the current ratio and the quick ratio,The fifst one has been completed
as an example.

current ratio quick ratio

Increase Decrease | No ‘efféct Increase Decrease | No effect

introduce $20 000
additional capital
obtain short-term bank
loan $10 000

sell half the inventory
at cost price

v v

(4]
Hanif provided the followinggdfformation for the year ended 31 July 2017.

S
Revenue 999 750
Cost of sales 765 990

Inventory at 3)\Jdly 2017 was $15 500 more than the inventory at 1 August 2016.

REQUIRED
(g) State the formula for the calculation of the rate of inventory turnover (in times).

places.
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(i)  Suggest two reasons why the rate of inventory turnover is lower than it was in the previous year.

[Total: 19]

J18/12
3 Kumu purchases goods for resale on both cash and credit terms. Kumu’s credit suppliers allow 30 days
for payment of invoices.

Kumu provided the following information for the year ended 30 April 2018.

S

Trade payables 1 May 2017 19 800
Trade payables 30 April 2018 22 200
Discount allowed 480
Discount received 330
Interest charged by suppliers 122
Credit purchases 180,870
Cash purchases 26400
Sales ledger balances set off against purchases

ledger balances 400

REQUIRED
(a) Select the relevant items and prepare the purchases ledger control account for the year ended
30 April 2018. Insert the amount paid tolcreditsSuppliers.

Kumu
Purchases ledger control account
Date Details S Date Details S

(8]
(b) State the formula for calculating the trade payables payment period.
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(c) Calculate the trade payables payment period for the year ended 30 April 2018. Round up your answer
to the next whole day.

(d) State whether Kumu’s suppliers would be satisfied with her trade payables payment period.
Give a reason for your answer.

Y= 1R 11T ISR

[2(<F= 1Yo o 1Ty SN

O UUPTTTR N S PUPPPRRS
2 OY AU ORI
............................................................................................................................................... (2]
Kumu provided the following information for the year ended 30 April 2018.
S
Cost of salés 205 000
Gross profit 92 250
Inventory,at 30 April 2018 35000
REQUIRED
(f) Calculateitheélpencentage mark-up Kumu has applied.
............................................................................................................................................... [2]
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(g) Calculate the value of inventory at 1 May 2017.

(i) Calculate Kumu'’s rate of inventory turnover for the year eénded 30 April 2018. The calculation
should be correct to two decimal places.

............................................................................................................................................... [2]
[Total: 23]
J18/12
4  Chandra wishes to compare hisusiness results with those of LQ Limited, a large chain of driving schools.
REQUIRED
(g) Suggest twoféasons why Chandra may have difficulty comparing his business results with those of
LQ Limited"
USROS
2SR
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J18/21

5 Ravi is considering ways to increase his gross profit.
REQUIRED

(g) Complete the table by placing a tick (v') in the correct column to indicate how each of the
following proposals would affect Ravi’s gross profit.

Increase Decrease No effect

Reduce the rate of trade discount

allowed to credit customers

Reduce the rate of cash discount

allowed to credit customers

(2]
(h) Comment on the possible effects of Ravi’s proposal to increase the nragksup from 20% to 25%.
............................................................................................................................................... [2]

J18/22
5 On 30 April 2018 Aretta was concerned that h€r quiek (acid test) ratio was very low. She considered six
proposals to improve the ratio.

REQUIRED
(b) State the formula for the calculation of the quick (acid test) ratio.

(c) Complete the follewing table by placing a tick (v') in the correct column to indicate the effect of each
proposal @rijAretta’s quick (acid test) ratio. The first one has been completed as an example.

Proposal effect on quick ratio

Increase Decrease | No effect

purchase a motor vehicle on credit v

pay credit suppliers early to receive cash discount

obtain a bank overdraft and repay the loan immediately

arrange for the loan to be extended to 2 years

sell on credit terms rather than on cash terms

OO |~ W|IN|RF

reduce inventory by selling half at cost price

[5]
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(d) State which proposal would affect the quick (acid test) ratio but not affect the current ratio.
Explain the reason for your answer.

Aretta decided to compare her business performance with that of another clothes store in the same town.

REQUIRED
(e) Explain two factors Aretta should consider when comparing her business performiance with that of

the other business.

i RN RR PPN UPRRITPRPPUUPURRRRRRPURIRNY . Wb, = NSO UTPPRRPRIN
2ROy S SRR
............................................................................................................................................... [4]
N18/11
4 Ava allows her tradé peceivables a credit period of 30 days. She provided the following information.
At 31 July 2017 At 31 July 2018
Tradegeeeivables collection period 32 days 28 days
REQUIRED
(c) Comment on Ava’s collection period for trade receivables.
.............................................................................................................................................. [2]
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Ava is proposing to ask clients to pay cash instead of offering credit terms.

(d) Suggest two effects of this proposal.

N18/21

4  After correcting the errors, Rizwan prepared financial statements for the year ended 30 September 2018.

He provided the following information.

30 September
2017 2018
Percentage of gross profit to revenue (gross profit margin) 30.88% 33.45%
Percentage of profit to revenue (net profit margin) 15.55% 14.35%
Return on capital employed 6:13% 8.27%

REQUIRED
(c) Suggest two reasons for the change in the percentage of'gfoss profit to revenue.

(d) State the year in which Rizwanthad a better control of his expenses. Give a reason for your answer.

Year ended 30 SeptemberL........ccccooeeiiiiiiiieeeennnen,

[ (=T= 1Yo I ST

(e) Suggest twoways in which the percentage of profit to revenue could be improved.

(f) Suggest two reasons for the change in the return on capital employed.
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N18/22

5 Mariam is a trader. Her financial year ends on 31 July.

She provided the following information.

s
For the year ended 31 July 2018
Total sales— credit 192 000
cash 28 000
220000
Total purchases — credit 154 500
cash 20 500
175 000
At 31 July 2018
Inventory 14 900 \7
Trade receivables 16 200 Q
Cash 100 \'
Trade payables 16 500 Q
Bank overdraft 370 'b

REQUIRED

(a) Complete the table on the opposite page to show th a‘éfcr the year ended 31 July 2018.
You may use the space below for your workings. QYV
»

Workings S
&
S\\ \
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Ratio 2018 2017
Current ratio (to two decimal places) 1.95:1
Quick (acid test) ratio (to two decimal places) 1.15:1
Trade receivables collection period (rounded up to the next whole day) 27 days
Trade payables payment period (rounded up to the next whole day) 32 days

8]

(b) Suggest two reasons for the change in the current ratio.

(c) Complete the following table by placing a tick (v') in the correct column to show How each of the
following courses of action would affect Mariam’s current ratio.

Increase Decrease | No effect

introduce $4 000 additional capital in order to pay off
the bank overdraft

sell half the inventory at cost price to a cash purchaser

convert a $10 000 long-term bank loan into a bank
overdraft

increase the bank overdraft by $16 500 inlorder to
repay the trade payables

[4]

(d) Explain why the quick (acid test)fatioss more reliable than the current ratio as an indicator of
liquidity.
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(f) Comment on the change in the trade receivables collection period.

(g) (i)  Suggest one advantage to Mariam of the change in the trade payables payment period.

(ii)  Suggest one disadvantage to Mariam of the change in the trade payablestpayment period.

[Total: 22]
J19/12

6 The directors of S Limited are concerned about the working cagital of the company at the end of the first
year of trading.

The following information is available at 30 April 2019,

S
Inventory 27 400
Trade payables 28 700
Trade receivables 25200
Bank overdraft 10 800

REQUIRED
(d) Calculate the current ratio) Jhe calculation should be correct to two decimal places.

............................................................................................................................................. [2]
(e) Calculate the quick ratio. The calculation should be correct to two decimal places.

............................................................................................................................................. [2]
(f) Explain why the quick ratio is more reliable than the current ratio as an indicator of liquidity.

............................................................................................................................................. [2]
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(g) Complete the table by placing a tick (V') in the correct column to show how each of the following
would affect the working capital of S Limited.

Increase Decrease | No effect

issue additional debentures

pay operating expenses by cheque

sell goods for cash instead of on credit

delay paying credit suppliers

sell unused non-current assets

reduce credit period for credit customers

[6]

(h)  Suggest two problems the directors of S Limited may encounter if the wigrkifig/capital is inadequate.

1 TR UUTRRRPUUPOTRRTPUPPPRRRTRRTTUPRPPRIRRRRRTRRY # N ~{FFN U PUUPPOTPRIN
PP AP PP PP
................................................................................................................................................... [2]
J19/21
2 Jade’s year ends on 30 April. She provided the following information.
For the year ended 30 April 2019 S
Credit sales 29 600
Cash sales 26 400
Credit purchases 30 300
Cash purchasés 5200

At 30 April 2019

Total tradereceivables 2 800
TotaMrade payables 2 350

Jade allows henreréedit customers 28 days credit and is allowed 30 days credit by her credit suppliers.

On 30 April 2018 Jade calculated that the trade receivables collection period was 29 days and that the
trade payables payment period was 35 days.

REQUIRED
(c) Calculate the trade receivables collection period for the year ended 30 April 2019. Round up your
answer to the next whole day.
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(d) Suggest one advantage to Jade of the change in the trade receivables collection period.

(e) Suggest one disadvantage to Jade of the change in the trade receivables collection period.

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

(f) Calculate the trade payables payment period for the year ended 30 April 2019. Round up your answer
to the next whole day.

(g) State whether the trade payables would be satisfied wi’&e change in the trade payables payment
period. Give a reason for your answer.

Satisfied? oo L{
REASON et P cj ....................................................................
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J19/21

4 Liam and Mia provided the following information at 31 January 2019.
$
Inventory 38440
Trade payables 36 250
Trade receivables 42 060
Bank overdraft 14 150
REQUIRED

(c) Calculate the current ratio. The calculation should be correct to two decimal places.

Liam and Mia would like to improve the liquidity ofstheir business.
Liam has suggested that both the curfent ratio and the quick (acid test) ratio could be improved if they
introduce extra capital.

REQUIRED
(e) (i) Suggestone other way in“which they could increase both the current ratio and the quick (acid

test) ratio.

Give a reason,.fefr your answer.

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

(ii)  State why selling inventory at cost price would increase the quick (acid test) ratio but would not
affect the current ratio.

Give a reason for your answer.

....................................................................................................................................... [2]
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Liam and Mia are considering inviting their brother, Darren, to become a partner in the business.

REQUIRED
(f) Suggest four factors they should consider before inviting Darren to become a partner.

J19/22

5 Myra is a trader. Her financial year ends on 31 December.

Myra provided the following information.

For the year ended 31 December 2018 S
Sales (all on credit) 118 000
Purchases (all on credit) 94 000
Cost of sales 94 350
Profit for the year before interest 14 100
Profit for the year after interest 9900

At 31 December 2018

Non-current assets’at baok value 266 000
Inventory 8 500
Trade receivables 7 250
Bank overdraft 4150
Tradeyayablés 6 600

Myra allows hewcrédit customers 14 days credit. The trade receivables collection period calculated at
31 December 2017 was 18 days.

Myra is allowed 28 days credit by her credit suppliers. The trade payables payment period calculated at
31 December 2017 was 30 days.

REQUIRED
(a) (i) Calculate the trade receivables collection period for the year ended 31 December 2018.
Round up your answer to the next whole day.

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

Analysis and interpretation of accounting ratios Page 96 of 101




(ii) Suggest two ways in which the trade receivables collection period may be improved.

PP

PP

....................................................................................................................................... [2]
(b) (i) Calculate the trade payables payment period for the year ended 31 December 2018.

Round up your answer to the next whole day.

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

PP PUUIN. NP PP
ST, N 500 S
....................................................................................................................................... [2]
(c) Calculate the following to two decim@hplaees.
(i) Percentage of gross profittoxevenue (gross profit margin)
....................................................................................................................................... [2]
(ii) Profitfonthe year to revenue (net profit margin)
....................................................................................................................................... [2]
(iii) Return on capital employed (ROCE)
....................................................................................................................................... [2]
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N19/21
5 Lili trades on credit terms. If Lili’s credit customers pay their accounts within 30 days they are entitled to
a cash discount. If Lili pays her credit suppliers within 40 days she is entitled to a cash discount.

Lili provided the following information.

31 July 2018 31 July 2019
Trade receivables collection period 33 days 29 days
Trade payables payment period 38 days 44 days

REQUIRED
(b) Suggest two reasons for the change in the trade receivables collection period.

1 RPN
U UURUPRRURPRUI (57 SO, JUSRRT R
............................................................................................................................................. [2]
(c) State one disadvantage to the credit suppliers of the change{in the payment period.
............................................................................................................................................. [1]

Lili’s credit suppliers are proposing to reduce the.eredit period to 30 days and increase the cash discount
to 3%.

REQUIRED
(d) Discuss how this may affect Lili.
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N19/22

6 Rashida started a business trading in fruit and vegetables on 1 July 2017. She rents shop premises. She

works in the shop herself and does not employ any staff. All goods are sold on cash terms.

Rashida provided the following information at the end of her second year of trading.

Capital

Interest-free long term loan from family
Inventory 1 July 2018

Inventory 30 June 2019

Cost of sales

Revenue

Operating expenses

REQUIRED

S
53 000
10 000
860
920
35490
42 000
3772

(a) Complete the table to show the ratios for Rashida for the year ended 3Q Juhe’2019. Calculations

should be correct to two decimal places.

You may use the space at the bottom of this page for your workings.

Percentage of gross profit to revenue

%

Percentage of profit to revenue

%

Return on capital employed

%

Rate of inventory turnover

times

8]

Workings
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Rashida decided to compare her results with those of her two brothers Damon and Hakim. They formed
a partnership eight years ago when they purchased premises and started a business as furniture
wholesalers. They now employ ten warehouse workers. All goods are sold on credit terms to retail stores.

REQUIRED
(b) Explain why Rashida had a lower percentage of gross profit to revenue than her brothers.

(c) Suggest one reason why Rashida’s rate of inventory turnover is higher than that of her brothers.

(d) Suggest two expenses which would appear in the income statementdof Damon and Hakim but would
not appear in the income statement of Rashida.

(e) Suggest four factors which Rashida should consider when comparing her results with those of her
brothers.

Rashida is disappointed with the percentage of gross profit to revenue. She is considering increasing the
selling price.

REQUIRED
(f) Discuss how an increase in selling price may affect Rashida’s business.
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Rashida is considering asking her sister, Sabeena, to join her in the business.

(g) State three factors Rashida should consider before formally inviting Sabeena to become a partner.

[Total: 22]
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