ANSWER ALL QUESTIONS
You must include all your workings.
MULTIPLE CHOICE QUESTIONS
1 What is Depreciation? 
C When an asset loses value over its life.
2 What is Capital? 
B Money invested into a business.
Which one of the above graphs illustrates each cost described in the 
following questions? 
3 A variable cost:
D Graph 2
4 Fixed cost per unit:
C Graph 4
5 Stepped fixed cost:
A Graph 1
6 Fixed cost:
D Graph 3
7 A fixed cost is:
A a cost that does not vary directly with an increase or decrease in activity.
8 The cost of running a photocopier for a business will normally be classified as:
A a semi-variable cost.
9 A variable cost: 
D A cost that varies with output.
10 What are drawings? 
B Money taken out of the business for personal use.
11 Which of the following are true of marginal costing?
 B ii) only
ii) is true because marginal costing focuses on the additional (variable) cost of producing one extra unit.
i) And iv) are false because marginal costing does not include fixed production costs in product cost.
Is false because if inventory increases, profits under absorption costing are usually higher, not lower. 
12. Define Break-even
Break-even is the point where total revenue equals total costs, meaning the business makes neither a profit nor a loss. �
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13. Advantages and disadvantages of break-even
Advantages
Helps businesses plan profits.
Shows minimum sales needed.
Helps with pricing decisions.
Disadvantages
Assumes costs and prices stay constant.
Not accurate for complex businesses.
Ignores external factors such as competition.
14. Difference between discount allowed and discount received
Discount allowed: reduction given to customers.
Discount received: reduction received from suppliers.
15. What is straight line depreciation?
A method where the asset loses the same amount of value each year over its useful life.
16. What is reducing balance depreciation?
A depreciation method where a fixed percentage is charged each year on the remaining book value of the asset.
17. Define a debit payment and a credit payment
Debit: money going out or an increase in assets/expenses.
Credit: money coming in or an increase in liabilities/revenue.
18. What does a profit and loss account show?
It shows the revenues, expenses, and profit or loss of a business over a period.
19. What does a balance sheet show?
It shows the assets, liabilities, and capital of a business at a specific date.
20. What is a long-term liability? State an example.
A debt payable after more than one year.
Example: bank loan or mortgage.
21. Accounting ratios
Accounting ratios compare financial information to measure performance.
Examples:
Gross profit margin
Current ratio
Return on capital employed (ROCE)
Benefits:
Helps compare performance.
Assists decision-making.
ii) Identifies strengths and weaknesses.
22. What are the books of prime entry?
The first records where transactions are entered before the ledger.
Examples include sales day book and purchases day book.
iii) 23. What is an asset? State an example.
An asset is something owned by a business with economic value.
Example: cash, vehicle, or machinery.
24. What is a trial balance?
iv) A list of all ledger balances used to check that total debits equal total credits.
25. Difference between an accrual and prepayment
v) Accrual: expense owed but not yet paid.
vi) Prepayment: payment made in advance for a future expense.
vii) 26. Straight line depreciation calculation
Cost = £17,000
viii) Rate = 12% per year
ix) Annual depreciation = £17,000 × 12% = £2,040
x) Over 4 years: £2,040 × 4 = £8,160 total depreciation
27. Reducing balance depreciation
xi) Year 1: £21,000 × 15% = £3,150 → value £17,850
xii) Year 2: £17,850 × 15% = £2,677.50 → value £15,172.50
Year 3: £15,172.50 × 15% = £2,275.88 → value £12,896.62
xiii) Year 4: £12,896.62 × 15% = £1,934.49 → value £10,962.13
xiv) Year 5: £10,962.13 × 15% = £1,644.32
xv) Total depreciation ≈ £11,682.28. Difference between current and non-current asset
xvi) Current asset: expected to be used or converted into cash within one year.
Non-current asset: kept for long-term use in th
