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Instructions to Candidates 
1. Time allowed is two (2) hours. 
2. Total: 100 Marks. 
3. Answer all questions. 
4. Encircle the number of your choice in relation to Multiple Choice Questions. Provide 

a concise answer in the space provided in relation to questions that require short 
answers. 

5. Candidates are allowed to use non-programmable calculators. 
6. The answers should be given in English Language. 

 

Subject Subject Code 

Financial Accounting Fundamentals  (FAF / FL 2 - 102) 

 

 
(1) Which of the following statement is not relating to financial accounting? 

(a) It is a system which provides information about a business to external users for the 
decision making. 

(b) Information provided though financial accounting is mainly historical. 
(c) It is a system which provides financial information about a business to internal users for 

the decision making.  
(d) There are generally accepted accounting practices relating to financial accounting. 

 
(2) Which of the following statements best describes the meaning of an asset? 

(a) It is a resource owned by the business which generates future economic benefits. 
(b) It is a resource which generates future economic benefits. 
(c) It is a resource which can be used in production of goods and occurred as a result of past 

transaction. 
(d) It is a resource controlled by the business which generates future economic benefits.  

 
(3) Trade Creditors worth Rs.100,000/- was settled by the owner of the business out of his personal 

money. What is the impact of this transaction to the business? 
(a) Both assets and liabilities are decreased by Rs.100,000/-. 
(b) Both equity and liabilities are decreased by Rs.100,000/-. 
(c) Liabilities decreased and equity increased by Rs.100,000/-. 
(d) Liabilities increased and equity decreased by Rs.100,000/-. 

 
 
 
 
 
 
 



(4) Goods sold for Rs.75,000/- on credit with a profit of Rs.25,000/- was returned by a debtor. 
What is the impact of this transaction to the business? 
(a) Assets increased by Rs.75,000/-, equity increased by Rs.25,000/- and liabilities increased 

by Rs.50,000/-. 
(b) Assets decreased by Rs.75,000/-, equity decreased by Rs.25,000/- and liabilities 

decreased by Rs.50,000/-. 
(c) Both assets and equity increased by Rs.25,000/-. 
(d) Both assets and equity decreased by Rs.25,000/-. 

 
(5) Which of the following statements is not relating to the double entry system? 

(a) It assures that transactions are accurately recoded in the ledger. 
(b) It is the method of recording transactions in the ledger by a business. 
(c) The fundamental rule is that there is corresponding credit entry for every debit entry. 
(d) It helps to certify the arithmetical accuracy of recording transactions to the ledger. 

 
The following information is relevant to questions 6 and 7. 
 

Wayaba Traders sold goods for Rs.50,000/- to Asela on credit. Subsequently, Asela returned 
Rs.10,000/- goods and the balance was settled subject to a 5% cash discount.  
 
(6) What are the source documents relevant to these transactions? 

(a) Invoice, Debit Note, Payment Voucher, Journal Voucher  
(b) Invoice, Credit Note, Receipt, Journal Voucher 
(c) Invoice, Debit Note, Receipt, Journal Voucher 
(d) Receipt, Credit Note, Payment Voucher, Debit Note 

 
(7) The prime entry books relevant to record the above transactions are: 

(a) Sales Journal, Cash Book, Return Inwards Journal and General Journal 
(b) Sales Journal, Cash Book, Return Outwards Journal and General Journal  
(c) Cash Book, Return Outwards Journal and General Journal 
(d) Sales Journal, Return Inwards Journal, General Journal and Purchase Journal 

 
(8) A cheque issued to Kumara by the business was dishonored by the bank. The correct double 

entry to record this transaction is: 
(a) Cash Book Bank column debit and Debtors’ Control Account credit 
(b) Cash Book Cash column debit and Debtors’ Control Account credit 
(c) Creditors’ Control Account debit and Cash Book Bank column credit. 
(d) Cash Book Bank column debit and Creditors’ Control account credit. 

 
(9) The following are few transactions made by Sumudu Traders which buy and sell motor 

vehicles. 
A. Purchased 10 motor vehicles on credit for re-sale by the business. 
B. Purchased 5 motor vehicles on credit for distribution among five sales mangers of the 

business. 
C. Purchased 15 motor vehicles on cash basis for re-sale by the business. 

 

Which of the above transaction/s are recorded in the Purchase Day Book of the business? 
(a) Only A 
(b) Only B 
(c) Only A and B 
(d) Only A and C 

 



(10) The following are a few statements relating to prime entry books of accounting.  
A. According to the petty cash imprest system a fixed amount of money will be received by 

the petty cashier at the beginning of the every month. 
B. When a transaction is recorded in the cash book both recording in prime entry book and 

the double entry is completed.  
C. When goods sold on credit was returned, it should be recorded in the return inwards 

journal by issuing a debit note. 
 

Which of the above statement(s) is (are) false? 
(a) Only A 
(b) Only A and B  
(c) Only A and C 
(d) All of the above  

 
(11) The balance as per cash book of a business as at 31st March 2012 was different from the balance 

in the bank statement due to the following reasons: 
A- Unrealized cheques  B- Un-presented cheques     C- Dishonored cheques  
D-  Bank charges  

 

Which of above items are included in the Bank Reconciliation Statement of March 2012? 
(a) Only A and B   
(b) Only A, C and D 
(c) Only A, B and C  
(d) Only B and C  

 
(12) Sales made during the year was Rs.600,000/- of which 40% were cash sales. During the year 

Rs. 190,000/- was received from debtors subject to cash discount amounting to Rs.20,000/-. 
Further, Rs.35,000/- was written off as bad debts and a provision of Rs.25,000/- was made for 
the doubtful debts during the year. The end of the year debtors’ balance was Rs.175,000/-. How 
much is the debtor balance at the beginning of the year? 
(a) Rs.85,000/-              
(b) Rs.60,000/-              
(c) Rs.95,000/-            
(d) Rs.40,000/- 

 
(13) Select the set of the elements directly related to the measurement of the financial position of the 

business. 
(a) Equity, assets and liabilities  
(b) Assets, liabilities, profit and equity 
(c) Income, equity and liabilities 
(d) Income and expenses 

 
(14) Sales worth Rs.25,000/- has been erroneously recoded in the Sales Journal as Rs.2,500/-. Which 

of the following statement is true relating to above error? 
(a) This error will create a difference in the trial balance. 
(b) Correction of this error will affect to suspense account. 
(c) Correction of this error will not affect to profit of the business. 
(d) Correcting of this error will not affect to suspense account. 

 
 
 



(15) Balance of the Debtors’ Control Account as at 31st March 2012 was Rs.23,600/- and total of the 
debtor account balances of debtor’s ledger as at that date was Rs.24,100/-. Select the error 
occurred if there is only one error resulting to this difference.  
(a) A discount allowed of Rs.500/- has not been recorded in Debtors’ Ledger even though it 

was recorded correctly in the Debtors’ Control Account. 
(b) A discount allowed of Rs.500/- has not been recorded in  the Debtors’ Control Account 

even though it was recorded correctly in the Debtors’ Ledger 
(c) A bad debt written off of Rs.500/- was recorded only in the Debtors’ Ledger. 
(d) A debit balance of Rs.500/- has been recorded as a credit balance in the list of debtor 

balances. 
 
The following information is relevant to questions 16 and 17. 

 

The trial balance prepared by Araliya PLC. as at 31st March 2012 did not agreed. The following errors 
were discovered in the subsequent observation. 
� When totaling, the Sales Day Book was over-cast by Rs.10,000/-. 
� A payment of Rs.15,000/- as salaries of the employees was recorded only in the Cash Book. 
� A payment Rs.37,500/- made by Sanath, a debtor has been erroneously credited to his account 

as Rs.73,500/-. 
� Returns outwards of Rs.10,000/- was erroneously debited to the Return Inwards Account. 
 
(16) The balance of the suspense account before correcting the above errors if the business does not 

maintain sub-ledgers for debtors and creditors. 
(a) Rs.41,000  – Debit 
(b) Rs   5,000  – Credit 
(c) Rs.51,000  – Debit 
(a) Rs.  5,000  – Debit 

 
(17) The balance of the Suspense Account before correcting the above errors if the business 

maintains sub-ledgers for debtors and creditors. 
(a) Rs.41,000  – Debit 
(b) Rs   5,000  – Credit 
(c) Rs.51,000  – Debit 
(d) Rs.  5,000  – Debit 

 
(18) Which of the following statement is false when the trial balance of a business agrees? 

(a) The accounting process is error free. 
(b) There may be errors which affecting to the trail balance. 
(c) There may be errors which need suspense account when correcting those errors. 
(d) There may be errors which affect to profit or loss of the business. 
(e) The total of the debit balances is equal to the total of credit balances. 

 
(19) Which of the following statement is true in relation to a company which keeps Control 

Accounts in the General Ledger and keeps Subsidiary Ledgers for debtors and creditors: 
(a) Accounts are kept to double entry system in both ledgers. 
(b) Accounts are kept to single system in both ledgers .   
(c) Accounts are kept to double entry system in the general ledger and to single entry system 

in the subsidiary ledgers. 
(d) Accounts are kept to double entry system in the subsidiary ledgers and to single entry 

system in the general ledger.           
 



(20) Which of the following is true relating to Section 24 of the Partnership Ordinance? 
(a) The partnership agreement takes priority over by the Section 24. 
(b) Every partnership should share profit and losses according to Section 24. 
(c) Conditions in the Section 24 can be overridden by the partnership agreement.  
(d) According to Section 24 the partners are entailed to receive 5% interest on capital. 

 
(21) When a new partner joined the partnership, the revaluation of the assets resulted in a deficit and 

the new values were taken to the accounting records. Which of the following describes the 
correct treatment relating to the revaluation deficit?  
(a) It is credited to Capital Accounts of the partners using a new profit sharing ratio. 
(b) It is debited to Current Accounts of the partners using a new profit sharing ratio. 
(c) It is credited to Capital Accounts of the partners using the old profit sharing ratio. 
(d) It is debited to Capital Accounts of the partners using the old profit sharing ratio. 

 
The following information is relevant to questions 22 and 26. 
 
Debit    Current Accounts of the Partners             Credit 

 Amal 

(Rs.) 

Bimal 

(Rs.) 

 Amal 

(Rs.) 

Bimal 

(Rs.) 

Balance as at 01/04/2011 

Cash 

Cost of sales 

Interest on drawings 

Balance as at 31/03/2012 

  45,000 

  30,000 

 

  10,000 

  115,000 

 

 

  25,000 

 

275,000 

Balance as at 01/04/2011 

Interest on capital 

Salaries 

Profit share 

- 

105,000 

40,000 

  55,000 

  40,000 

  145,000 

60,000 

  55,000 

 200,000 300,000  200,000 300,000 

 
Debit     Capital Accounts of the Partners                      Credit 

 Amal 

(Rs.) 

Bimal 

(Rs.) 

 Amal 

(Rs.) 

Bimal 

(Rs.) 

 

Goodwill 

Balance as at 31/03/2012 

 

  150,000 

1,050,000 

 

150,000  

1,450,000 

Balance as at 01/04/2011 

Cash 

Goodwill 

1,000,000 

 

200,000 

  800,000 

  700,000 

   100,000  

 1,200,000 1,600,000  1,200,000 1,600,000 

 
(22) Equity of the partnership as at 01st April.2011 is: 

(a) Rs.1,800,000/-      
(b) Rs.2,890,000/-  
(c) Rs.1,840,000/-        
(d) Rs.1,795,000/- 

 
(23) Profit earned by the partnership for the year ended 31st March 2012 is: 

(a) Rs.110,000/-        
(b) Rs.210,000/-  
(c) Rs.460,000/-               
(d) Rs.450,000/- 

        
(24) The goodwill of the partnership is: 

(a) Rs.600,000/-                  
(b) Rs.300,000/- 
(c) Rs.150,000/-                      
(d) Rs.200,000/-      

 
 



(25) Which of the following best explains the Rs.25,000/- which is debited to the Current Account of 
Bimal? 
(a) Cash paid by the business for the purchase made by Bimal at a super market for his 

personal use. 
(b) Cost of the goods taken by Bimal from the partnership for consumption. 
(c) Cost of the goods purchased by Amal from the partnership and agreed to pay later. 
(d) Expenses personally incurred by Bimal on behalf of the business. 

 
(26) Which of the following describes the condition/s of new partnership agreement? 

(a) Amal and Bimal are paid a monthly salary of Rs.40,000/- and Rs.60,000/- respectively. 
(b) Partners are charged interest on drawings at 10% per annum. 
(c) Amal and Bimal are paid an annual salary of Rs.40,000/- and Rs.60,000/- respectively. 
(d) Partners are charged 10% interest on capital per annum. 

 
(27) A discount of Rs.5,000/- was received from the creditors when settling at the time of dissolution 

of a partnership. What is the correct journal entry to record this transaction? 
(a) Realization account   Dr.5,000/- Cash account    Cr.5,000/- 
(b) Creditors account   Dr.5,000/- Realization account   Cr.5,000/- 
(c) Realization account   Dr.5,000/- Creditors    Cr.5,000/- 
(d) Realization account   Dr.5,000/- Discount received account  Cr.5,000/- 

 
(28) Which of the following statement is true in relation to not-for-profit organizations? 

(a) Accounting is done on cash basis. 
(b) Property, plant and equipment of not for profit organizations are not depreciated. 
(c) It does not prepare financial statements. 
(d) Net result of the operation of a period is called as surplus or deficit. 

 
(29) Which of the following statement is false relating to not-for-profit organization? 

(a) Receipts and Payment Account is prepared on cash basis. 
(b) Income and Expenditure Account is prepared on accrual basis. 
(c) Life membership fees cannot be considered as an income in the year it received. 
(d) Subscription paid in advance by members is considered a liability. 

 
(30) The debtors and provision for doubtful debts accounts balances as at 31st March 2012 were 

Rs.180,000/- and Rs.24,000/- respectively. It was decided to write off a debtor with a balance of 
Rs.12,000/- as bad debts. A specific provision has already been made for this debtor. The 
provision for doubtful debts should be adjusted to 10% of the debtors. The balance of provision 
for doubtful debts as at 31st March 2012 after these adjustments are made is: 
(a) Rs.16,800/-                
(b) Rs.4,800/-                
(c) Rs.15,600/-              
(d) Rs.14,400/- 

 
(31) Define the Entity Concept. 

..........................................................................................................................................................

..........................................................................................................................................................

..........................................................................................................................................................

..........................................................................................................................................................

.......................................................................................................................................................... 



(32) State the environmental factor which is mostly relevant for each of the following incidences. 
(a) Introduction of Companies Act No. 7 of 2007 -………………………………… 
(b) Use of computer soft ware for preparing financial statements - ……………………… 

 
(33) Classify the following accounts as assets, liabilities, income, expenses and equity. 

(a) Sales ………………………………        (b) Returns inwards ……………………… 
(c) Provision for doubtful debts………..……  (d) Drawings……………………………….. 

 
(34) Write the accounting concepts which provides basis for following transactions. 

(a) Making provision for doubtful debts - ………………………………………………… 
(b) Adjustment for closing stock  - ………………………………………………… 
(c) Accounting for drawings    - ………………………………………………… 
(d) Recording assets at cost    - ………………………………………………… 

 
(35) A rent income received of Rs.25,000/- was erroneously debited to Rent Expense Account even 

though it is corrected recorded in the Cash Book. Write the journal entry to correct this error.  
……………………………………………………………………………………………………
……………………………………………………………………………………………………
……………………………………………………………………………………………………
……………………………………………………………………………………………………
………………………………………………………………………………………………..…… 

 
(36) If the profit calculated before correcting the above errors is Rs.250,000/-, the correct net profit 

for the period is: 
……………………………………………………………………………………………… 
 

(37) The balance as per Bank Statement as at 31st March 2012 of the bank current account of 
Kumara traders was Rs.160,000/- (Credit). The balance as per Cash Book (Bank column) of the 
business as at that date did not agree with this balance. The subsequent investigation revealed 
the following reasons for this difference. 

     Rs. 
Deposited but un-realized cheques       45,000 
Issued but un-presented cheques       63,000 
Payments made by the standing orders      25,000 
Bank and cheque book chargers         4,500 

 
 How much is the bank balance which should be recorded in the balance sheet as at 31st March 

2012? 
………………………………………………………………………..…………………………… 

 
(38) List the key elements of the financial statements as per the Framework for Preparation and 

Presentation of Financial Statements. 
……………………………………………………………………………………………………
……………………………………………………………………………………………………
…………………………………………………………………………………….………………. 

 
(39) State the two main underlying assumptions of the Framework for Preparation and Presentation 

of Financial Statements. 
……………………………………………………………………………………………………
……………………………………………………………………………………………………
…………………………………………..………………………………………………………… 



(40) The gross profit and the net profit as per the draft financial statements prepared by Upali 
Traders for the year ended 31st March 2012 were Rs.875,000/- and Rs.450,000/- respectively. 
However, these values were obtained without making any adjustment for the inventories as at 
31st March 2012. The cost and net realizable value of the inventories as at this date were 
Rs.125,000/- and Rs.110,000/- respectively. The correct values of the gross profit and the net 
profit are: 
(a) Gross profit - ………………………………………………………………………… 
(b) Net profit    - ………………………………………………………………………… 

 

(41) Amal and Bimal were partners of AB partnership who shared profits and losses equally. On  
01st January 2012 Chamara joined to the partnership with a profit share of ¼. The goodwill of 
the partnership on this date was valued at Rs.300,000/-. Write the journal entry to make the 
necessary adjustment for goodwill through the partners Capital Accounts. 
……………………………………………………………………………………………………
………………………………………………………………………………………….…………
………………………………………………………………………………..……………………
……………………………………………………………………………………………………
…………………………………………………………………………………………………….. 

 

(42) Saman, Amara and Mahela are partners of SAM associates who shared profit and losses in the 
ratio of 5:3:2 respectively. The net profit for the year ended 31st March 2012 of SAM associate 
was Rs.520,000/-. However when arriving at this profit salaries paid to Saman Rs.100,000/- and 
Amara Rs.130,000/- as partners had been considered as salary expenses of the business. Saman 
and Amara are entitled to receive Rs.200,000/- and Rs.150,000/- annually as salary as per the 
partnership agreement. How much is the share of profit received by Mahela for the year? 
……………………………………………………………………………….……………………. 

 

(43)  The membership subscription arrears and received in advanced as at 01st January 2011 of Star 
Sport Club is Rs.12,000/- and Rs.20,000/- respectively. The total membership subscription 
received during the year is Rs.155,000/-. This amount includes an amount received in advance 
of Rs.15,000/- for the year 2012. The membership subscription arrears as at 31st December 2012 
was Rs.18,000/-. The membership subscription income taken to the Income and Expenditure 
Account for the year is; 
………………………………………………..…………………………………………………… 

 

(44) Net assets as at 1st January 2011 of a business was Rs.1,000,000/- with the only liability of a 
bank loan of Rs.300,000/-. During the year total assets was increased by Rs.800,000/-. As at  
31st December 2011 total liabilities were Rs.450,000/-. If the owner has drawn Rs.210,000/- 
during the year, how much is the profit for the year? 
………………………………………………………………..………………………………….... 

 

The following information is relevant to questions 44 and 45. 
 

The following information is relevant to year ended 31st March 2012 of a manufacturing business 
which adjusts the cost of work in progress to the factory cost. 
             Rs. 
Prime cost        700,000 
Manufacturing overhead     550,000 
Non-manufacturing overhead     400,000 
Increase in raw material      150,000 
Decrease in work in progress     250,000 
Increase in finished goods     200,000 



(45) The total manufacturing cost for the year is: 
 …………………………………………………………………………………………………….. 
 
(46) The cost of sales for the year is: 

…………………………………………………………………………………………………….. 
 
(47) State two main characteristics of a liability. 

………………………………………………………………………………..……………………
……………………………………………………………………………………………………. 

 
The following information is relevant to questions 48 and 50. 
 
The books of account of Amara’s business were destroyed due to a fire. The following balances were 
extracted from last year’s financial statements. 
         Rs. 
Office equipment   700,000 
Inventories    150,000 
Debtors     250,000 
Creditors    185,000 
Accrued expenses     25,000 
Cash       217,000 
The following is a summary of cash transactions made during the current year. 
         Rs. 
Cash sales    300,000 
Collection from debtors   210,000 
Payments to creditors   315,000 
Payments for expenses   210,000   
 
During the year Rs.35,000/- was written off as bad debts and goods costing Rs.25,000/- was destroyed 
due to fire. Collection from customers included Rs.25,000/- sales advances received for which the sale 
has not been made till the year end. The balances of debtors and creditors as at the year end were    
Rs.125,000/- and Rs.210,000/- respectively. The closing inventors were valued at Rs.167,000/-. 
Office equipment should be depreciated at 10% p.a. 
 
(48) The gross profit for the year is: 
  ………………………………………………………………………………………………… 
 
(49) The net profit for the year is: 
  ………………………………………………………………………………………………… 
 
(50) Total assets of the business as at the year end is: 
  ………………………………………………………………………………………………… 
 

 
(50 × 2 Marks = Total 100 Marks) 

 End of Pilot Paper 
 

 


