Mock Exam 2 Answers
Multiple Choice
1. What is Amortization?
B) The gradual reduction of an intangible asset's value over time.
2. What is Equity?
B) The owner's financial interest in a business.
3. A stepped cost is:
A) A cost that changes in fixed increments.
4. The cost of leasing an office is normally classified as:
C) A fixed cost.
5. A direct cost:
B) Increases as production increases.
6. What are owner's withdrawals?
A) Money withdrawn from the business for personal use.

Short Answer Questions
7. Define the break-even point (2 marks)
The break-even point is the level of output where total revenue equals total costs, meaning the business makes neither a profit nor a loss.

8. Advantages and disadvantages of cost-profit (break-even) analysis (6 marks)
Advantages:
· Helps businesses determine the level of sales needed to avoid losses
· Assists in pricing decisions
· Useful for planning and decision-making
Disadvantages:
· Assumes costs and revenues are constant, which is unrealistic
· Ignores external factors like competition
· Not suitable for businesses with multiple products

9. Difference between trade receivables and trade payables (4 marks)
· Trade receivables: Money owed to the business by customers
· Trade payables: Money the business owes to suppliers

10. What is diminishing (reducing) balance depreciation? (2 marks)
A method where a fixed percentage of depreciation is applied to the asset’s remaining value each year.

11. What is depreciation? (2 marks)
Depreciation is the reduction in value of a non-current asset over time due to use, wear and tear, or obsolescence.

12. Define a credit note and a debit note (2 marks)
· Credit note: Issued to reduce the amount a customer owes (e.g. returns)
· Debit note: Issued to increase the amount owed (e.g. undercharged invoice)

13. What does a statement of financial position show? (2 marks)
It shows a business’s assets, liabilities, and equity at a specific point in time.

14. What does an income statement indicate? (2 marks)
It shows a business’s revenue, costs, and profit or loss over a period of time.

15. What is a liability? Give an example (2 marks)
A liability is a financial obligation owed by a business.
Example: Bank loan.

16. What is the purpose of financial ratios? (2 marks)
To analyse business performance, such as profitability, liquidity, and efficiency.

17. Types of ledgers in accounting (2 marks)
· Sales ledger
· Purchase ledger
· General ledger

18. What is a liability? Provide an example (2 marks)
A liability is money the business owes.
Example: Trade payables.

19. What is an expense account? (2 marks)
An account that records the costs incurred in running a business (e.g. rent, wages).

20. Difference between accrual and pre-payment (2 marks)
· Accrual: Expense incurred but not yet paid
· Prepayment: Payment made in advance for future expenses
· 
Calculations
21. Straight-line depreciation (4 marks)
Cost = £15,000
Rate = 8% per year
Years = 6
Annual depreciation = 15,000 × 0.08 = £1,200
Total depreciation = £1,200 × 6 = £7,200

22. Reducing balance depreciation (4 marks)
Cost = £22,500
Rate = 18%
Years = 5
Year 1: 22,500 × 0.18 = 4,050 → Value = 18,450
Year 2: 18,450 × 0.18 = 3,321 → Value = 15,129
Year 3: 15,129 × 0.18 = 2,723 → Value = 12,406
Year 4: 12,406 × 0.18 = 2,233 → Value = 10,173
Year 5: 10,173 × 0.18 = 1,831 → Value = 8,342
Total depreciation = 22,500 − 8,342 = £14,158 (approx.)

23. Formula for cost of goods sold (2 marks)
COGS = Opening Inventory + Purchases − Closing Inventory

24. DEAD CLIC (3 marks)
· DEAD (Expenses, Assets, Drawings → Debit increases)
· CLIC (Capital, Liabilities, Income → Credit increases)

25. Why is break-even analysis useful? (6 marks)
· Helps determine minimum sales needed to cover costs
· Aids pricing decisions
· Supports budgeting and planning
· Helps assess risk
· Useful for comparing different business options
· Assists in setting sales targets

