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Practice assessment 2: mark scheme

About this document

This document provides the correct responses for each task. Where appropriate, additional guidance has
also been provided for responses that are incorrect.

Each task also includes topic area mapping references e.g., LO 2.1.7: Learning Outcome (1), topic area
(2.1), indicative content (2.1.7). For full unit content detail, see the Level 4 Diploma for Professional
Accounting Technicians qualification specification (section 11: Units).

AAT applies the principle of own-figure rule (OFR) marking. Students will be penalised only once for an
initial calculation error, not for subsequent correct steps based on that figure.

AAT will not enter any discussion or correspondence in connection with this document.
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Task 1 (23 marks)

(a) (i) Draft the statement of profit or loss for the year ended 31 December 20X1. (18 marks)

« Additional notes and disclosures are not required.

« You do not have to use the workings tables to achieve full marks on the task; however,
any data that you enter into the workings tables will be taken into consideration if you
make errors in the main statement.

« Enter your answers to the nearest thousand pounds (£000).

« Enter any amounts that decrease profit as negative figures.

Statement of profit or loss for the year ended
31 December 20X1

Continuing operations

Revenue 68,420
Cost of sales -25,242
Gross profit 43,178
Distribution costs -12,277
Administrative expenses -20,632
Research expenses -70
Other operating expenses -1,500
Operating profit 8,699
Interest income 10
Profit before financing and income taxes 8,709
Interest expense -180
Profit before income taxes 8,529
Income tax expense -2,150
PROFIT 6,379

(LO2.1.7,2.1.8, 3.1.12, 3.1.13, 4.2.10, 5.2.4, 5.3.3, 5.4.2)
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Workings

« Enter any amounts that decrease a balance as negative figures.
« Enter any amounts that increase a balance as positive figures.

Cost of sales ’ £000 Administrative expenses £000
Opening inventories 1,973 Administrative expenses 17,151
Purchases 25,719 Reclassification - research costs -70
Closing inventories -2,450 Adjustment - doubtful receivables 31
25,242 Depreciation charge 3,520
20,632
Distribution costs | £000
Distribution costs 7,012
Adjustment - prepaid expense -15
Depreciation charge 5,280
12,277
(LO 2.1.7,2.1.8, 3.1.12, 3.1.13, 4.2.10, 5.2.4, 5.3.3, 5.4.2)
(ii) Draft the statement of changes in equity for the year ended 31 December 20X1. (4 marks)

» Additional notes and disclosures are not required.
e Enter your answers to the nearest thousand pounds (£000).
« Enter any amounts that decrease a balance as negative figures.

Statement of changes in equity for the year ended 31 December 20X1

Share Retained Total

capital earnings Equity

£000 £000 £000
Balance at 1 January 20X1 22,000 9,800 31,800
Changes in equity
Profit 6,379 6,379
Dividends -2,190 -2,190
Balance at 31 December 20X1 22,000 13,989 35,989

(LO 5.4.2)
End of task
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Task 2 (17 marks)

Draft a statement of financial position as at 31 December 20X1. (18 marks)

« Additional notes and disclosures are not required.

« You do not have to use the workings tables to achieve full marks on the
task; however, any data that you enter into the workings tables will be
taken into consideration if you make errors in the main statement.

« Enter your answers to the nearest thousand pounds (£000).

Statement of financial position as at 31 December 20X1

T E00

ASSETS

Non-current assets

Property, plant and equipment 35,200

Current assets

Inventories 2,430

Trade and other receivables 6,635

Cash and cash equivalents 76
9,161

Total assets 44 361

EQUITY AND LIABILITIES

Equity

Share capital 22,000

Retained earnings 13,989

Total equity 35,989

Non-current liabilities

Bank loan 3,000
3,000

Current liabilities

Trade and other payables 3,222

Tax liability 2,150
S92

Total liabilities 8,372

Total equity and liabilities 44,361

(LO 2.1.7,2.1.8, 3.1.12, 3.1.13, 4.2.10, 5.2.4, 5.3.3, 5.4.2)
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Workings

« Enter any amounts that decrease a balance as negative figures.
« Enter any amounts that increase a balance as positive figures.

Property, plant and equipment | £000 Trade and other receivables | £000
Property, plant and equipment - cost 54,000 Trade receivables 6,980
Accumulated depreciation at 1 January 20X1 -10,000 Allowance for doubtful receivables -360
Depreciation charge for the year -8,800 Prepayments 15
35,200 6,635
Retained earnings | £000 Trade and other payables | £000
Retained earnings at 1 January 20X1 9,800 Trade payables 3,178
Profit for the year 6,379 Accruals 44
Dividends paid -2,190 3,222
13,989
(LO 2.1.7,2.1.8, 3.1.12, 3.1.13, 4.2.10, 5.2.4, 5.3.3, 5.4.2)
End of task
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Task 3 (15 marks)

Complete the statement of cash flows for the year ended 31 December 20X1. (15 marks)

« You do not have to use the workings table to achieve full marks on the task. However,
any data that you enter into the workings table will be taken into consideration if you
make errors in the main statement.

« Enter your answers to the nearest thousand pounds (£000).

« Enter any amounts that decrease cash as negative figures.

- Some entries have already been made for you.

Statement of cash flows for the year ended ‘ £000
31 December 20X1
Net cash from operating activities 10,430
Investing activities
Proceeds on disposal of PPE 811
Purchases of PPE -16,494
Purchases of investments -3,000
Dividends received 360
Net cash used in investing activities -18,323
Financing activities
Proceeds of share issue 8,800
Proceeds from bank loans 900
Interest paid -172
Dividends paid -2,000
Net cash from financing activities 7,528
Net increase/(decrease) in cash and cash equivalents -365
Cash and cash equivalents at the beginning of the year 215
Cash and cash equivalents at the end of the year -150
(LO 5.5.6)
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Workings

Purchases of PPE ‘ £000
PPE at the start of the year 24,812
Depreciation charge -3,721
Carrying amount of PPE sold -563
Revaluation 500
PPE at the end of the year -37,522

-16,494

(LO 5.5.6)

End of task
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Task 4 (12 marks)

(a) Is each characteristic associated with ordinary share capital or preference share capital? (3 marks)

Ordinary share Preference share

Characteristic capital capital

Right to vote at company meetings.

Dividend is variable.

Priority claim on assets in the event of liquidation.
(LO 1.1.5)

(b) Which THREE statements are true regarding assets, based on the IASB Conceptual Framework (2018)?
(3 marks)

An item must be legally owned to meet the definition of an asset.
An asset should only be recognised if it can be measured easily in monetary terms.
An asset can only arise as a result of a past event.
An asset is a right with the potential to produce economic benefits, even if uncertain.
An asset is recognised only when it is physically held by the company at the reporting date.
An asset is recognised only if it generates economic benefits for the company in the current accounting period.
To meet the definition of an asset, the item's future economic benefits must be probable.

An asset should be recognised only if it results in relevant and faithfully represented information.

(LO 1.2.5)

(c) Complete the statement. (2 marks)

In a bank reconciliation, unpresented cheques are deducted from the bank statement v , and outstanding

lodgements are added to the bank statement V.

(LO2.1.5
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(d) (i) Which statement correctly describes the money measurement principle? (1 mark)

O Minor items may be expensed immediately rather than capitalised.
@ Only items that can be expressed in quantifiable terms are included in the financial statements.
O The company's accounts are kept separate from the personal affairs of its owners or directors.

O The company is assumed to continue operating for the foreseeable future.

(LO 2.2.3)

(ii) Which financial statement is being described in each statement? (2 marks)

Statement Financial statement

It shows how profits are distributed as either dividends or retained in the company. The statement of changes in equity v

It is useful in assessing a company's ability to generate cash to pay its obligations. The statement of cash flows v

(LO 2.2.1)

(e) Complete the statement. (1 mark)
This represents presentation of expenses by function v

(LO 5.2.2)

End of task

AAT is a registered charity. No. 1050724 10



Task 5 (11 marks)

(a) Is each item required to be disclosed for each class of property, plant and equipment? (3 marks)

Item Disclosed Not disclosed
Depreciation methods used.

Repair costs of assets expected in the future.

Useful lives or depreciation rates used.

(LO 3.1.11)

(b) (i) Complete the statements. (2 marks)

This activity is classified as a research activity

The expenditure incurred on this activity should be recognised as an expense in profit or loss as incurred

(LO 3.2.7)

(ii) Complete the journal entries to record the acquisition. (2 marks)

Entry
Debit Patent (Intangible Asset) £124,000 v
Credit Bank £120,000 and Trade Payables £4,000

(LO 3.2.13 and 3.2.10 and 3.2.4)

AAT is a registered charity. No. 1050724



(c) (i) Which THREE are indicators that the machine may be impaired? (3 marks)

The machine has been fully depreciated but is still in use.

Advertising costs of products made by the machine have increased due to a change of marketing strategy,
with no change in demand or revenue.

There is evidence of physical damage to the machine.
The carrying amount of the machine has decreased due to a change in the method used to depreciate it.
Cash flows generated by the machine are lower than expected.

The costs of routinely servicing the machine increased in the current year due to an emergency repair
following an isolated component fault.

There has been a significant fall in the market value of similar machines.

(LO 3.3.3)

(ii) Which statement describes the recoverable amount of the machine? (1 mark)

O The amount that would have to be paid to acquire an equivalent machine.
@ The higher of the machine's fair value less costs of disposal and its value in use.
O The original purchase price of the machine less accumulated depreciation.

O The residual value of the machine at the end of its useful life.

(LO 3.3.1)

End of task
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Task 6 (10 marks)

(a) (i) Calculate the annual depreciation charge from year 5 onwards. (1 mark)

« Enter your answer to the nearest whole pound (£).
o If your answer is zero, enter ‘0’.

e[ 7200

(LO 4.1.6)

(ii) Complete the statement. (1 mark)

A change in an accounting policy should be applied retrospectively .

(LO 4.1.6)

(iii) How should this prior period error be corrected? (1 mark)

O Correct the error by adjusting only the 20X2 closing retained earnings.

Correct the error retrospectively by restating the 20X1 comparative figures and adjusting the opening 20X2
retained earnings balance.

O Record the £200,000 as an expense in 20X2 when the error was discovered.

O Disclose the error in the notes only, without making any adjustments.

(LO 4.1.7)

(b) (i) Calculate the cost of the product to be included in the financial statements. (2 marks)

« Enter your answer to the nearest whole pound.

S

(LO 4.2.2 and 4.2.9)
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(ii) Which cost formula should be used to measure this inventory? (1 mark)

@ First In, First Out (FIFO)
O Last In, Last Out (LIFO)
O Specific identification

O Replacement cost method
O Standard cost method

O Weighted average cost

(LO 4.2.2)

(c) Which THREE events after the reporting period should be treated as Adjusting events? (3 marks)

The company announced a plan on 7 January 20X2 to discontinue an operation.
Information was received in March 20X2 indicating that a machine was impaired at 31 December 20X1.
The company issued new shares in February 20X2.

A court case relating to a condition that existed at 31 December 20X1 was settled in January 20X2, confirming a
present obligation at the year end.

The market value of investments fell significantly in January 20X2 due to economic conditions arising after the
year end.

The company took out a large loan on 20 February 20X2.
A major customer who owed the company money at the year end was declared bankrupt on 10 January 20X2.

Inventory held on 31 December 20X1 was destroyed by fire in March 20X2.

(LO 4.3.7)
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(d) Which option best describes the disclosures the company should make? (1 mark)

O Adescription of the nature of the contingency and an estimate of the financial effect.
O Adescription of the nature of the contingency and uncertainties relating to the amount or timing of the obligation.

A description of the nature of the contingency, an estimate of the financial effect, and uncertainties relating to the
amount or timing of the obligation.

A description of the nature of the contingency, an estimate of the financial effect, and the expected timing of any
settlement.

O No disclosure is required as the outcome of the claim has not yet been determined.

(LO 4.4.10)

End of task
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Task 7 (8 marks)

(a) Which statement best describes the company in this arrangement? (1 mark)

O The company is the lessor because it uses the van in its operations.

® The company is the lessee because it has the right to use the asset in exchange for payments.
O The company is the lessor because it receives the economic benefits of the van.

O The company is the lessee because it has transferred the legal ownership of the asset.

(LO 4.5.1)

(b) (i) Calculate the depreciation charge for the year ended 31 December 20X1. (2 marks)

« Enter your answer to the nearest whole pound (£).
o If your answer is zero, enter '0'".

e[

(LO 4.5.6 and 4.5.7)

(ii) Calculate the finance charge for the year ended 31 December 20X1. (1 mark)

« Enter your answer to the nearest whole pound (£).
 If your answer is zero, enter '0'".

e[_zem)

(LO 4.5.7)

(iii) Calculate the lease liability at 31 December 20X1. (1 mark)

« Enter your answer to the nearest whole pound (£).
o If your answer is zero, enter '0".

e[l

(LO 4.5.6 and 4.5.7)

AAT is a registered charity. No. 1050724

16



(c) Which statement best describes revenue under IFRS 15 (Revenue from Contracts with Customers)? (1 mark)
O An increase in equity arising from all inflows of cash or other assets during the accounting period.
O Gains arising from the remeasurement of assets and liabilities at the reporting date.

@ Income arising from contracts with customers that increases equity, excluding contributions from equity participants.
O Net profit earned from trading activities after deducting all expenses incurred.

(LO 4.6.1)

(d) Calculate the transaction price that should be included as revenue. (2 marks)

« Enter your answer to the nearest whole pound (£).
 If your answer is zero, enter '0'.

[ wam]

(LO 4.6.8)

End of task
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Task 8 (12 marks)

(a) Calculate the ratios to ONE decimal place. (8 marks)

Operating profit margin %

Trade payables payment period 45.9days

Asset turnover (non-current assets) 1.4 [times

Quick / 'acid test' ratio 1.0]:1
(LO 6.1.1)

(b) (i) Are the statements about the change in the trade payables payment period from 20X0 to

20X1 true or false? (2 marks)
Statement True False

The change will have a positive impact on supplier goodwill.

The change could indicate cashflow issues.

(LO 6.2.3)

(ii) Complete the statements. (2 marks)

The return on equity ratio measures the company's  profitability V.

The change in the company's return on equity ratio between 20X0 and 20X1 may imply that equity

investors will receive lower returns relative to the size of their investment v,

(LO 6.2.1 (1 mark) and 6.2.3 (1 mark))

End of task
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Task 9 (12 marks)

(a) Which TWO statements could explain the change in the gross profit margin from
20X0 to 20X1? (2 marks)

The company raised its selling prices.
Sales comprised a different product mix.
Administrative office salaries increased.
Higher interest payments due to a new bank loan.
The cost of raw materials increased.
An increase in the rate of Corporation Tax.

A decrease in the balance of cash and cash equivalents.
(LO 6.2.7)

(b) Are the statements about the change in interest cover true or false? (2 marks)

Statement True False

The change may be caused by a lower operating profit in 20X1.

The change may be caused by the company repaying a bank loan in

20X1. 9
(LO6.2.7)
(c) Complete the statement. (1 mark)
A lower interest cover in 20X1 could mean that it will be  more difficult v to obtain

finance in the future.

(LO 6.2.8)
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(d) Are the company's ratios better or worse in 20X1 than in 20X0? (2 marks)

Ratio Better Worse

Asset turnover (net assets).

Trade receivables collection period.

(LO 6.2.2)

(e) Are the statements regarding the change in the asset turnover (net assets) ratio true or
false? (2 marks)

Statement True False

The change may be caused by the company purchasing
additional machinery in 20X1. 9

Assets are more efficient at generating profits in 20X1.

(LO 6.2.3 (1 mark) and 6.2.7 (1 mark))

(f) Which action could explain why both the asset turnover (net assets) and trade
receivables collection period have increased? (1 mark)

@ Longer credit terms were offered to customers to boost sales.
O A bad debt was written off in the year.
O Alarge cash payment was made to a credit supplier.

O The company delayed issuing invoices to customers.
(LO 6.2.4)
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(g) Which TWO actions could be taken to reduce the company's trade receivables
collection period? (2 marks)

Offer a prompt payment discount to customers.
Increase customers' credit limits.
Increase the selling price of goods.
Lower the selling price of goods.
Increase sales to existing credit customers.
Request extended payment terms from suppliers.
Make use of credit reference agencies.

(LO 6.2.5)

End of task
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