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Answer ALL questions. Write your answers in the spaces provided.

1 Gurpreet, a sole trader, provided the following trial balance at 31 December 2019.

Debit Credit
$ S

Allowance for doubtful debts 750
Bank 3000
Drawings 10000
Equity 60000
Inventory 15000
Motor vehicles — accumulated depreciation 25000
Motor vehicles - cost 50000
Office expenses 16780
Purchases 45920
Revenue 81385
Trade payables 3515
Trade receivables 5575
Wages 24375
Total 170650 170650

Additional information

1. During the year ended 31 December 2019, a motor vehicle that was purchased
during 2014 for $10000, was sold for $5760. This has not yet been recorded in the
books. Depreciation is charged on motor vehicles at 10% per annum using the
straight line method. A full year’s depreciation is charged in the year of acquisition
and none in the year of disposal.

2. At 31 December 2019:
« inventory was valued at $12000
« wages owing were $1125
» office expenses paid in advance were $1280

3. A debt of $575 should be written off as irrecoverable and the allowance for
doubtful debts is maintained at 12% of trade receivables.
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(@) Prepare the income statement for the year ended 31 December 2019.
(20)

Gurpreet
Income statement for the year ended 31 December 2019
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Gurpreet is considering forming a partnership with another sole trader.

(b) Evaluate whether Gurpreet should form a partnership.

(Total for Question 1 = 25 marks)
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2 Taimur and Soha are in partnership. The partnership agreement provided for:
« interest on capital at 10% per annum
e interest on drawings at 5% per annum
« an annual salary of $15000 for Taimur
« profits and losses to be shared in the ratio of 3:2.

The following information was available at 31 March 2020.

Taimur Soha

S $
Capital account at 1 April 2019 75000 50000
Current account at 1 April 2019 4750 Dr 3500
Drawings for the year 20000 16000

(@) Prepare the appropriation account for the year ended 31 March 2020.

Taimur and Soha
Appropriation account for the year ended 31 March 2020

Profit for the year 65000
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(b) (i) Prepare the current account of Taimur for the year ended 31 March 2020.
Balance the account on this date and bring the balance down on 1 April 2020.

(6)

Current Account - Taimur

Date Details S Date Details S
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(ii) State one reason why a debit balance may arise on a partner’s current account. :
(1)
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( )
The partners believe that they had a very successful year as the profit for the year as a
percentage of revenue has increased.
2019 2020
Gross profit percentage 25% 25%
Profit for the year as a percentage of revenue 12% 15%
Return on capital employed 13.5% 10%
(c) Evaluate the change in profitability of the business over the two years and state
whether the partners are correct.
(5)
. J
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(d) State, indicating with a tick, (¢), the effect on working capital of each of the following

transactions.

(6)

Transaction Increase Decrease

No effect

Purchase of a non-current asset by cash

Sale of a non-current asset on credit

Non-current asset taken by owner for own use

Purchase of inventory on credit

Sale of inventory for cash

Inventory taken by the owner for own use

(Total for Question 2 = 25 marks)

TOTAL FOR PAPER = 50 MARKS
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