Practice Test 3

1. What is Depreciation? (1 mark)
A) The increase in the value of assets over time.
B) The allocation of the cost of a tangible asset over its useful life.
C) The sale of an asset for a profit.
D) The process of paying off a loan.



2. What is Capital? (1 mark)
A) Cash reserves kept for emergencies.
B) Assets owned by a business.
C) The money invested by the owner into the business.
D) Money owed to suppliers.


3. A semi-variable cost is:
A) A cost that is entirely fixed.
B) A cost that has both fixed and variable elements.
C) A cost that fluctuates only during holidays.
D) A cost that doubles with every production increase.


4. The cost of raw materials used in production is usually classified as:
A) A fixed cost.
B) A semi-fixed cost.
C) A variable cost.
D) A stepped cost.


5. An indirect cost:
A) Can be directly traced to a specific product.
B) Remains fixed even if production increases.
C) Cannot be directly linked to a specific product.
D) Varies exactly with the number of goods produced.

6. What are retained earnings? (1 mark)
A) Money borrowed from the bank.
B) Profits kept in the business instead of being distributed.
C) Money withdrawn by owners.
D) The sales revenue before any deductions.

7. Explain what is meant by fixed costs. (2 marks)


8. List three advantages and three disadvantages of break-even analysis. (6 marks)


9. Differentiate between current assets and non-current assets. (4 marks)



10. What is straight-line depreciation? (2 marks)


11. Define Accumulated Depreciation. (2 marks)


12. Define a sales invoice and a purchase invoice. (2 marks)



13. What key information does a cash flow statement provide? (2 marks)



14. What is the main purpose of a profit and loss account? (2 marks)

15. Define an asset. Give an example. (2 marks)



16. What is the purpose of a balance sheet? (2 marks)


17. Name two types of subsidiary ledgers and their functions. (2 marks)



18. What are examples of long-term liabilities? (2 marks)


19. What is a revenue account? (2 marks)



20. Explain the difference between accrued income and deferred income. (2 marks)



21. A vehicle costing £30,000 is depreciated at 10% per annum using the straight-line method over 5 years. Calculate the total depreciation after 5 years. (4 marks)



22. Equipment was purchased for £12,000 and depreciates at 20% per year using the reducing balance method over 4 years. Calculate the total depreciation value at the end of 4 years. (4 marks)


23. What is the formula for calculating Gross Profit? (2 marks)



24. In the DEAD CLIC acronym, explain what the letters represent. (3 marks)



25. How can a business use break-even information for decision-making? (6 marks)

