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Get the most from this book 




Everyone has to decide his or her own revision 




strategy, but 

it is 

essential to review your work, 




learn 

it 

and test your understanding. These Revision 




Notes will help you to do that in 

a 

planned way, 




topic by topic. Use this book 

as 

the cornerstone 




of your revision and don’t hesitate to write in 

it – 




personalise your notes and check your progress by 




ticking off each section 

as 

you revise. 




Tick to track your 

progress 




Use the revision planner on pages 

iv 

to 

vi 

to plan 




your revision, topic by topic. Tick each box when 




you have: 





l 

revised and understood 

a 

topic 







l 

tested yourself 






l 

practised the exam questions and gone online 





to check your answers and complete the quick 




quizzes. 




You can also keep track of your revision by ticking 




off each topic heading in the book. You may find 

it 




helpful to add your own notes 

as 

you work through 




each topic. 




Features 

to help you 

succeed 




Exam tips 




Expert tips are given throughout the book to 




help you polish your exam technique in order to 




maximise your chances in the exam. 




Typical mistakes 




The author identifies the typical mistakes candidates 




make and explain how you can avoid them. 




Now test yourself 




These short, knowledge-based questions provide the 




first step in testing your learning. Answers are 

at 

the 




back of the book. 




Definitions 

and key words 




Clear, concise definitions of essential key terms are 




provided where they first appear. 




Key words from the specification are highlighted in 




bold throughout the book. 




Revision activities 




These activities will help you to understand each 




topic in an interactive way. 




Exam practice 




Practice exam questions are provided for each topic. 




Use them to consolidate your revision and practise 




your exam skills. 




Summaries 




The summaries provide 

a 

quick-check bullet list for 




each topic. 




Online 




Go online to check your answers to the exam 




questions 

at 

www.hoddereducation.co.uk/ 




myrevisionnotesdownloads. 
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My revision planner 




1 Anintroductiontotheroleofthe 




accountantinbusiness 




2 Typesofbusinessorganisation 




2.1 Businessorganisation 




2.2Sourcesoffinance 




3 

Thedoubleentrymodel 




3.1 Sourcedocuments 




3.2Booksofprimeentryandledgers 




3.3Doubleentry 




3.4Capitalexpenditureandrevenueexpenditure 




3.5Incomestatement 




3.6Introducingstatementsoffinancialposition 




3.7Prepayments,accrualsandirrecoverabledebts 




3.8Depreciationandthedisposalofnon-currentassets 




3.9 Furtheradjustmentstofinancialstatements 




4 Verificationofaccountingrecords 




4.1 Trialbalance 




4.2Bankreconciliationstatements 




4.3Controlaccounts 




4.4Thegeneraljournalandsuspenseaccounts 




4.5Correctingprofitsandstatementsoffinancialposition 




5 Accountingconceptsusedinthe 




preparationofaccountingrecords 




6 Preparationoffinancialstatements 




ofsoletraders 




7 Limitedcompanyaccounts 




8 Analysisandevaluationoffinancial 




information 




9 

Budgeting 




9.1 Budgeting(ASandA-level) 




9.2 Budgeting(A-levelonly) 




10 Marginalcosting 




10.1 Categorisationofcostsandbreak-evenanalysis 




10.2 Theuseofmarginalcostingindecision-making 




11 

Standardcostingandvarianceanalysis 




12 Absorptionandactivitybasedcosting 




12.1 Absorptioncosting 




12.2 Activitybasedcosting 




13 Capitalinvestmentappraisal 




14 Accountingfororganisationswith 




incompleterecords 




14.1 Accountingforincompleterecords:statementsofaffairs 




14.2 Producefinancialstatementsfromincompleterecords 




14.3 Disadvantagesofkeepingincompleterecords 




15 Partnershipaccounts 




15.1 Partnershipfinancialstatementsandcurrentaccounts 




15.2 Accountingforchangesinpartnerships 
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6 

Preparation 

of financial 




statements 

of sole traders 




Sofar,youhavelookedathowtoaccountfor: 




● 

prepayments,accrualsandirrecoverabledebts 




● 

depreciationandprofitorlossondisposalsofnon-currentassets 




● 

incomedue,incomereceivedinadvance,irrecoverabledebtsrecovered 




andprovisionfordoubtfuldebts. 




Youalsoneedtoknowhowtoaccountfor: 




● 

inventoryvaluationwhenitsnetrealisablevalueislowerthanitscost 




● 

goodssoldonsaleorreturnbasis 




● 

goodsboughtonsaleorreturnbasis 




● 

goodstakenbytheownerfortheirownuse 




● 

incorrectpostingofnon-currentassets 




● 

otheradjustmentstogrossprofit. 




Inventoryvaluation 




Inventoryvaluationispartoftheprudenceconcept.Inventoryshouldbe 




valuedatthelowerofcostandnetrealisablevalue. 




● 

‘Cost’iswhatwaspaidfortheinventory. 




● 

‘Net 

realisablevalue’ 

meansthesellingpriceoftheinventory,minus 




anyexpensesincurredingettingthegoodsintoasaleablecondition 




(e.g.repairs). 




Workedexample 




Goodscosting£450havebeendamagedandmustberepairedbefore 




theycanbesold. 




Therepaircostis£120andthesellingpricewillbe£520. 




Netrealisablevalue=£520–£120=£400,whichislowerthanthecost 




of£450 




Therefore,theinventorymustbevaluedat£400, 

not 

theoriginalcost 




of£450. 




Thismeansthatthevalueofclosinginventorywouldbedecreased 




by£50. 




Saleorreturn 




Saleorreturnmeansthatthesaleofgoodsfromonebusinesstoanother 




isnotrecogniseduntilthesecondbusinesshassoldthosegoodstoitsown 




customers.Saleorreturnispartoftherealisationconcept. 




Ifgoodssoldonsaleorreturnhavenotyetbeensoldbythesecond 




business: 




● 

theyshouldnotbeincludedinsalesrevenueortradereceivablesofthe 




firstbusiness 




● 

theyshouldstillbeincludedintheclosinginventoryofthefirst 




business(eventhoughtheyarephysicallypartoftheinventoryofthe 




secondbusiness) 




Saleorreturn 

transactions 




arenotrecogniseduntil 




thesecondbusinesshas 




soldthosegoodstoitsown 




customers. 




● 

theyshouldnotbeincludedinpurchasesortradepayablesofthe 




secondbusiness 




● 

theyshouldnotbeincludedinclosinginventoryofthesecondbusiness 




(eventhoughtheyarephysicallypartoftheinventoryofthesecond 




business). 




Goodstakenbytheownerfortheirownuse 




Whengoodsaretakenbytheownerfortheirownuse,theeffectonthe 




financialstatementsis: 




● 

Debit(increase)‘drawings’onthestatementoffinancialposition. 




● 

Credit(decrease)‘purchases’ontheincomestatement. 




Typicalmistake 




Whendealingwithgoodstakenbytheownerforownuse,remember 




thefollowing: 




● 

Donotsubtractgoodstakenbytheownerfortheirownusefrom 




thefigureforclosinginventory.Thestockcountwouldhavetaken 




placeaftertheownertookthesegoods. 




● 

Ifyouarepreparingastatementoffinancialposition,donotforget 




toaddgoodstakenforownusetothecashtakenbytheownerwhen 




calculatingthevalueof‘drawings’. 




Non-currentassetswronglyincludedin 




purchasesorexpenses 




Whennon-currentassetsarewronglyincludedinpurchasesorexpenses, 




theeffectonthefinancialstatementsis: 




● 

Debit(increase)thecostofthenon-currentassetonthestatementof 




financialposition. 




● 

Credit(decrease)‘purchases’ortheexpenseontheincomestatement. 




Otheradjustmentstogrossprofit 




Sometimesyouwillbegivenafigureforgrossprofitwhichneedstobe 




adjusted.Herearesomepointstoremember: 




● 

Goodstakenbytheownerfortheirownusewillincreasegrossprofit 




becausetheadjustmentdecreasesthecostofsales. 




● 

Non-currentassetswronglyincludedin‘purchases’willincreasegross 




profitbecausethatadjustmentalsodecreasesthecostofsales. 




● 

Wehavealreadyseenthatreducingthevalueofclosinginventorywill 




decreasegrossprofit,becauseitincreasesthecostofsales. 




Summary 




Youneedtobeableto: 




● 

valueinventoryatthelowerofcostandnet 




realisablevalue 




● 

adjustcostofsalesandgrossprofitfor 




changestothevalueofclosinginventory 




● 

accountforgoodsthathavebeensoldonsale 




orreturnbasis 




● 

accountforgoodsthathavebeenboughton 




saleorreturnbasis 




● 

accountforgoodsthathavebeentakenfor 




theirownusebytheownerofabusiness 




● 

makeadjustmentsfornon-currentassetsthat 




havebeenwronglyincludedin‘purchases’or 




oneoftheexpensesontheincomestatement. 




Note 




Rememberthatthecostofthe 




newnon-currentassetmust 




beincludedwhencalculating 




depreciation. 




Cost 

iswhatispaidforthe 




inventory. 




Netrealisablevalue 

isthe 




sellingpriceoftheinventory, 




minusanyexpenses 




incurredingettingthegoods 




intoasaleablecondition. 




Examtip 




Somequestionswillonly 




provideafigurefor‘cost 




ofsales’or‘grossprofit’ 




insteadofadetailed 




breakdownofthecostof 




sales.Forthesequestions: 




● 

adecreaseinthevalueof 




closinginventorycauses 




costofsalestoincrease 




● 

adecreaseinthevalueof 




closinginventorycauses 




grossprofittodecrease. 
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Accounting terminology 




Students who have previously studied GCSE Business courses or other accounting courses may have 




used different terms to those used in the new AQA A-level Accounting course. Details of the current, 




international terminology and previous terminology are shown below. 




International terminology 




Terminology 

used 

previously 




Terms used for recording financial 

terminology 




Books of prime entry 




Subsidiary books 




General journal 




Journal 




Payables ledger 




Purchases ledger 




Purchases journal 




Purchases day book 




Purchases returns journal 




Purchases returns day book 




Receivables ledger 




Sales ledger 




Sales journal 




Sales day book 




Sales returns journal 




Sales returns day book 




Terms used in the financial 

statements 




Equity 




Capital and reserves 




Income statement 




Trading and profit and loss account 




Inventory 




Stock 




Irrecoverable debt 




Bad debt 




Irrecoverable debt recovered 




Bad debt recovered 




Non-current assets 




Fixed assets 




Non-current liabilities 




Long-term liabilities 




Profit or loss for the year 




Net profit or loss 




Revenue 




Turnover or Sales 




Statement of financial position 




Balance sheet 




Trade payables 




Creditors 




Trade receivables 




Debtors 




Terms used when analysing financial 

statements 




Capital gearing 




Gearing 




Liquid capital ratio 




Acid test ratio 




Profit in relation to revenue % 




Net profit margin 




Rate of inventory turnover 




Rate of stock turnover 




Trade payable days 




Creditor days or Creditor collection period 




Trade receivable days 




Debtor days or Debtor collection period 
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A-level Accounting 

(new 




specification) 




Content 

of final 

exams 




Topic 




number Topic 




Paper 1 




Paper 2 




1 




An introduction to the role of the accountant  




in business 




Yes 




Yes 




2 




Types of business organisation 




Yes 




Yes 




3 




The double entry model 




Yes 




Yes 




4 




Verification of accounting records 




Yes 




No 




5 




Accounting concepts used in the preparation  




of accounting records 




Yes 




No 




6 




Preparation of financial statements of sole  




traders 




Yes 




No 




7 




Limited company accounts 




Yes 




No 




8 




Analysis and evaluation of financial  




information 




Yes 




Yes 




9 




Budgeting 




No 




Yes 




10 




Marginal costing 




No 




Yes 




11 




Standard costing and variance analysis 




No 




Yes 




12 




Absorption and activity based costing 




No 




Yes 




13 




Capital investment appraisal 




No 




Yes 




14 




Accounting for organisations with incomplete  




records 




Yes 




No 




15 




Partnership accounts 




Yes 




No 




16 




Accounting for limited companies 




Yes 




No 




17 




Interpretation, analysis and communication  




of accounting information 




Yes 




Yes 




18 




The impact of ethical considerations 




Yes 




Yes 
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1 

An 

introduction 

to the role of 




the 

accountant 

in 

business 




Responsibilities 

of an 

accountant 




An 

accountant 

is 

responsible for providing reliable and relevant 




information for the various stakeholders of 

a 

business. This may include: 





● 

preparing financial statements on behalf of 

a 

business 






● 

checking whether the financial statements prepared by 

a 

business 





provide 

a 

true and fair view of its financial performance 

– a 

process 




known 

as 

‘auditing’ 





● 

introducing accounting procedures for new businesses 






● 

analysing financial information to provide advice about where 





financial performance could be improved 





● 

producing budgets for businesses 






● 

ensuring that financial statements and tax returns are submitted by 





deadlines. 




Management accounting 

and 

financial 




accounting 




Management accounting 

focuses on planning, control and decision 




making. 

It is 

prepared for internal use within the business, to provide 




information for internal rather than external stakeholders (e.g. owners and 




senior employees). Planning includes the preparation of budgets. Control 




includes standard costing and calculating variances between standard costs 




and actual costs. Decision making may be short term (using marginal 




costing) or long term (using capital investment appraisal). 




Financial 

accounting 

focuses on using historical information to prepare 




financial statements. Examples of financial statements include: 





● 

income statement 




● 

statement of financial position (previously referred to 

as a 

balance sheet) 




● 

statement of cash 

f

lows 




● 

annual report. 





The financial statements are prepared for external stakeholders 

– 

mainly 




shareholders, but also for government (HMRC), banks and potential 




investors. 




Bookkeepers 

and 

accountants 




Bookkeepers 

are responsible for recording day-to-day business 




transactions, including: 





● 

maintaining accounting records 




● 

entering transactions in the books of prime entry and the ledgers 




● 

checking the accuracy of accounting records. 





They may also assist in the preparation of financial statements by 




preparing the trial balance. 





Accountants are responsible  




for the preparation of financial  




statements such as income  




statements and statements of  




financial position. 





Bookkeepers are  




responsible for recording  




day-to-day transactions in  




the books of prime entry  




and in the ledgers. 




Management accounting  




focuses on planning, control  




and decision making. It  




provides information for  




internal rather than external  




stakeholders. 




Financial accounting uses  




historical information  




to produce financial  




statements. 
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1 An introduction to the role of the accountant in business 
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yourself answers 

at 

www.hoddereducation.co.uk/myrevisionnotesdownloads 




Bookkeepers may also be described 

as 

ledger clerks, although their roles 




are not identical. Ledger clerks tend to only deal with one part of the 




accounting system in 

a 

relatively large business (e.g. accounts receivable or 




accounts payable). Bookkeepers, on the other hand, tend to be responsible 




for recording all of the financial transactions in the books of prime entry 




and the ledgers. 




Accountants are responsible for the preparation of the income statement 




and the statement 

of 

financial position. They make sure that: 





● 

accounting concepts have been applied 




● 

the financial statements show 

a 

true and fair view of the business. 





However, in some businesses, the bookkeeper may prepare the financial 




statements and the accountant may be involved in the bookkeeping. 




Accountants 

and 

auditors 




You already know that accountants prepare the financial statements. 




Auditors 

are appointed by the directors of limited companies to 




independently check the financial statements that have been prepared by 




the accountants who work for the company. 




The auditors will then report back to the shareholders 

as 

to whether the 




financial statements provide 

a 

‘true and fair’ view of the performance and 




financial position of the company. 




Now test yourself 




1  

List four responsibilities of an accountant. 




2  

Describe the nature of management accounting. 




3  

Describe the nature of financial accounting. 




4  

Describe the role of a bookkeeper. 




CHECKED ANSWERS ONLINE 




Exam practice questions 




1  


Describe two main differences between management accounting and financial accounting.  [6 marks] 




2  

Explain, using examples, the differences between the role of the accountant and the role   




of the bookkeeper in the preparation of financial statements.  




[6 marks]  




Exam tip 




You will simply need to memorise the content of this section. There is no   




short-cut, and you will know what memory techniques work best for you. 




Both of the exam practice questions are taken from AQA’s specimen  




examinations. The amount of marks available for each question shows that  




each point needs to be explained in some detail. 




Question 1 specifically asks you to describe two differences, so there are three  




marks available for each. This requires a ‘clear and thorough description’ of  




each difference. 




Question 2 does not specify how many differences you need to explain, but  




it does ask you to provide examples. You can approach this question by  




identifying and explaining two or three differences and providing a relevant  




example in each case. 




Auditors are appointed  




by the directors to check  




the financial statements  




that have been produced  




by the directors or other  




employees of the company. 
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2 

Types of 

business 




organisation 




2.1 

Business organisation 




‘Types of 

business 

organisation’ means the different types of ownership of 




an organisation: 

sole trader, 

partnership 

and 

limited company 

(this can 




be 

a 

private limited company or 

a 

public limited company). 




Sole 

trader 




A 

sole trader (also called 

a 

‘sole proprietor’) 

is a 

business that 

is 

owned and 




controlled by one person, although they may employ other people. 




Advantages 

of being a sole trader 





● 

The owner keeps all the profits. 




● 

The owner 

is 

his or her own boss, making all the decisions. 




● 

It is 

quicker and easier 

to 

set up this type of business than 

a 

partnership 





or limited company. 





● 

The sole trader’s financial statements remain private and do not have to 





be made available to the public. 




Disadvantages 

of being a sole trader 





● 

The owner (plus what he or she can borrow) 

is 

the only source of 





capital. 





● 

The owner may experience long working hours and 

a 

heavy workload. 




● 

The owner may lose money 

if 

sick or on holiday. 




● 

The owner has 

unlimited liability 

– 

this means their personal 

assets 





are 

at 

risk 

if 

the business 

is 

unable to pay its debts. 




Partnership 




A 

partnership 

is a 

business that 

is 

jointly owned and controlled by more 




than one person. These people are called partners. 




Advantages 

of a 

partnership 





● 

More than one source of capital (though not necessarily equal amounts). 




● 

Shared workload 




● 

Partners can specialise, allowing each to concentrate on what they do 





best. 





● 

It is 

quicker and cheaper to set up than 

a 

limited company. 






● 

The partnership’s financial statements remain private and do not have 





to be made available to the public. 




Disadvantages 

of a 

partnership 





● 

Profits have to be shared between the partners (not necessarily equally). 






● 

There can be disagreements between the partners. 





Sole trader 

is a business  




that is owned and controlled  




by one person. 




Partnership is a business that  




is jointly owned and controlled  




by more than one person. 




Limited company is a  




separate legal entity that  




is owned by shareholders  




and controlled by executive  




directors. There are two  




types of limited company –  




private limited company and  




public limited company. 




Unlimited liability 

means  




that sole traders or partners  




are responsible for paying  




any debts that the business  




is unable to pay, even if that  




means selling their own  




personal assets. 




Asset is anything that is  




owned by a business, e.g.  




physical objects such as  




land, buildings, vehicles,  




equipment, machinery,  




furniture and inventory;  




cash or money in the bank  




account; and customers who  




owe money to the business  




(trade receivables). 
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2 Types of business organisation 




Now test 

yourself answers 

at 

www.hoddereducation.co.uk/myrevisionnotesdownloads 




● 

The owners still have unlimited liability 

– 

the partners are responsible 




for paying any business debts, even 

if 

that means selling their own 




personal assets. 




When setting up 

a 

partnership, 

it is 

advisable to write 

a 

deed of 




partnership (also known 

as a 

partnership agreement). This 

is a 

document 




that allows the partners to agree in advance how profits will be split, 




partners’ responsibilities and what happens 

if 

one partner wants to 




leave, etc. 




Limited company 




A 

limited company 

is a 

separate legal entity to the people who own 

it 

or 




run it. 





● 

It is 

owned by 

shareholders, 

who provide the capital. 






● 

A 

company must have 

a 

minimum of two shareholders but there 

is 

no 





maximum. 





● 

It is 

controlled and run by 

directors, 

who are appointed by the 





shareholders. 





● 

In 

a 

small company, the main shareholders may also be the directors. 






● 

To set up 

a 

limited company, two detailed and complex documents 





must be completed: the Memorandum of Association and the Articles 




of Association, and thses should be submitted to Companies House. 





● 

The profits are payable to the shareholders in the form of 

dividends, 





although some of the profits are usually retained in the business for 




future use. 




Advantages 

of a limited 

company 





● 

More capital can be raised by selling shares. 






● 

The shareholders have 

limited liability, 

which means less risk. The 





most that they can lose 

is 

what they paid for their shares; they do not 




have to provide any more money to pay the company’s debts. 




Disadvantages 

of a limited 

company 





● 

It 

takes longer and 

is 

more expensive to set up 

a 

limited company than 





a 

sole trader or partnership. 





● 

There 

is 

more paperwork and additional costs each year than 

a 

sole 





trader or partnership. 





● 

The profits have to be shared with the shareholders. 






● 

The original owners will lose control of the business 

if 

they own fewer 





than 50 per cent of the shares. 





● 

Financial statements are 

no 

longer confidential 

as 

anyone can obtain 





them from Companies House or, for 

a 

public limited company (plc), 




from the company’s website. 




Private 

and public 

limited companies 




There are two types of limited company: private and public. 





● 

Private limited companies (‘Ltd’) cannot sell their shares on the stock 





market. 





● 

Public limited companies (‘plc’) can sell their shares on the stock 





market. 




Shareholders are part  




owners of a limited  




company. They can be  




individuals or institutions/ 




companies who hold one or  




more shares in a company. 




Directors are employees  




who are responsible for the  




day-to-day running of the  




company. 




Dividend 

is a portion of  




a company’s earnings  




distributed to its  




shareholders. 




Limited liability means that  




the amount of money that  




shareholders can lose is  




limited to what they paid for  




their shares; they do not have  




to provide any more money  




to pay the company’s debts. 
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2 Types of business organisation 




AQA 

A-level Accounting 




It is 

not possible to change 

a 

business from 

a 

sole trader or partnership 




into 

a 

public limited company. 

A 

public limited company must first be 

a 




private limited company before converting to 

a 

plc. 




Table 2.1 

Advantages 

and 

disadvantages 

of becoming a plc 




Advantages 

of becoming a plc 




Disadvantages 

of becoming a plc 




Large amounts of capital raised by  




issuing shares through the stock  




market 




Profits have to be shared with a  




large number of shareholders 




The capital raised through the  




sale of shares can be used to  




expand the business (instead of a  




bank loan) 




Original owners probably lose  




control as they own less than 50  




per cent of the shares 




Expansion leads to higher levels  




of profits 




Higher annual costs and more  




paperwork for auditing and  




submitting the accounts 




Financial statements are freely  




available on the company’s  




website 




Summary 




You need to be able to describe what is meant by the following types  




of business organisation and list the advantages and disadvantages of  




each: 





●  

sole trader 




●  

partnership 




●  

limited company. 





You also need to be able to describe the advantages and disadvantages  




of a public limited company when compared with a private limited  




company. 




Now test yourself 




1  

Give two advantages of being a sole trader. 




2  

Give two disadvantages of being a sole trader. 




3  

Give two advantages of being a partnership. 




4  

Give two disadvantages of being a partnership. 




5  

Give two advantages of being a limited company. 




6  

Give two disadvantages of being a limited company. 




7 

Explain why a business would benefit from changing from a private  




limited company to a public limited company. 




8  

Give two disadvantages of becoming a public limited company. 




Exam tip 




You must relate the  




advantages and  




disadvantages of different  




types of business to the  




information that has been  




provided. 





●  

If a question states that  





an individual owns all of  




the shares in a private  




limited company, then he  




or she has not set it up to  




provide additional finance,  




although they may do that  




in the future.  





●  

An individual who owns all  





of the shares in a private  




limited company will not  




have to share the profits  




with other shareholders.  





●  

Control has not been lost  





if the original owners own  




more than 50 per cent of  




the shares. 





●  

When discussing  





whether or not to change  




from a sole trader to a  




partnership, refer to the  




likely impact on profits and  




the profit-sharing ratio. 





●  

When discussing whether  





or not to become a limited  




company, refer to the  




actual or predicted profits  




and how this will affect the  




ability of the business to  




attract new shareholders. 




CHECKED ANSWERS ONLINE 




Typical mistake 




Do not refer to limited  




liability as an advantage of  




becoming a public limited  




company. This is because  




shareholders in a private  




limited company already  




have limited liability, and the  




business would need to be  




a private limited company  




before converting to a public  




limited company. 
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Now test 

yourself answers 

at 

www.hoddereducation.co.uk/myrevisionnotesdownloads 




Exam practice questions 




1  

Which of the following is NOT an advantage of being a partnership instead of a sole trader?  [1 mark] 




a)  

There is more than one source of capital. 




b)  

The ability of partners to provide expertise in different aspects of the business. 




c)  

The partners have limited liability. 




d)  

The workload can be shared between the partners. 




2  

Which of the following statements about public limited companies is true?  




[1 mark] 




a)  

The name of the company ends with ‘plc’. 




b)  

It is easier to maintain control of the company than staying a private limited company. 




c)  

Shares in the company cannot be sold on the stock market. 




d)  

It is harder to find out the financial position of a public limited company than a private limited  




company. 




3  

Which of the following statements about private limited companies is true?  




[1 mark] 




a)  

They are owned by partners. 




b)  

The owners have unlimited liability. 




c)  

They are easier and cheaper to set up than partnerships. 




d)  

They exist as a separate legal entity to the people who own them. 




2.2 

Sources 

of 

finance 




Owner’s capital 




Owner’s capital 

(also known 

as 

owner’s equity) 

is 

money introduced by 




the existing owner of the business. 

It is 

an internal source of finance. 




Table 2.2 

Advantages 

and 

disadvantages 

of owner’s capital 




Advantages 

of owner’s capital 




Disadvantages 

of owner’s capital 




No interest or repayments 




There may not be enough cash  




available from the current owner 




No need to share profits with new  




partner(s) or through dividends to  




shareholders 




It is a slow way of financing  




expansion, so you may miss out on  




profits 




No loss of control of the business 




Partners’ capital 




Raising money from 

partners’ capital 

involves either changing from 




a 

sole trader to 

a 

partnership, adding 

a 

new partner to an existing 




partnership or existing partners contributing additional capital. 




Table 2.3 

Advantages 

and 

disadvantages 

of partners’ capital 




Advantages 

of partners’ capital 




Disadvantages 

of partners’ capital 




No interest or repayments 




Control of the business and profits  




must be shared with any new  




partners 




New partners can add expertise  




and share the workload 




It may not be possible to find new  




partners able to contribute the  




required capital 




Owner’s capital is money  




introduced by the existing  




owner of the business. 




Partners’ capital is money  




invested by new or existing  




partners. 
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AQA 

A-level Accounting 




Share 

capital (ordinary shares) 




Share 

capital 

is 

money invested by shareholders, which makes them 




owners of 

a 

limited company. Shares cannot be issued by sole traders or 




partnerships. Shares are 

a 

permanent external source of finance. 




Table 2.4 

Advantages 

and 

disadvantages 

of shares 




Advantages 

of shares 




Disadvantages 

of shares 




No interest or repayments due 




Part of the profits will need to be  




paid to the additional shareholders 




Dividends paid out on ordinary  




shares will depend on what the  




company can afford 




Loss of control if over 50 per cent  




of the company is sold to ordinary  




shareholders 




No security is needed 




Large amounts paid in dividends  




can damage cash flow 




Shares reduce the level of capital  




gearing 




Debentures 




Debentures 

are long-term loans to 

a 

company from investors that may be 




secured on the assets of the company. Debenture holders receive 

a 

fixed 




amount of interest each year. Debentures are repaid in full 

at 

the agreed 




date. They are 

a 

long-term, external source of finance. 




Table 2.5 

Advantages 

and 

disadvantages 

of 

debentures 




Advantages 

of 

debentures 




Disadvantages 

of 

debentures 




No loss of control of the company (unlike shares) Interest is payable whether the company can afford it or not 




No repayments due for several years (unlike bank  




loans) 




Large repayments in one lump sum can damage the  




company’s cash flow at that time 




After the agreed date, no more interest or  




repayments are needed (unlike shares) 




They increase the level of capital gearing 




They may require security 




Bank loan 




This 

is a 

fixed amount that must be repaid, together with interest, over 

a 




stated amount of time, usually in equal monthly instalments. Security must 




often be provided. 

A 

bank loan 

is a 

long-term external source of finance. 




Table 2.6 

Advantages 

and 

disadvantages 

of bank loans 




Advantages 

of bank loans 




Disadvantages 

of bank loans 




No further repayments required  




after a set period of time (unlike  




dividends for shares) 




Interest is an additional cost to the  




business 




No loss of ownership of the  




business (unlike shares) 




Repayments must be made whether  




or not the business can afford them 




No large lump-sum repayments,  




which is good for cash flow 




Increases the level of capital  




gearing  




Usually needs security 




Share capital is money  




invested by shareholders,  




which makes them the  




owners of a limited company. 




Debentures are long-term  




loans to a company from  




investors that may be secured  




on the assets of the company. 




Bank loan is a fixed amount  




that must be repaid, plus  




interest, over a stated  




amount of time in equal  




monthly instalments. 




Gearing means the percentage  




of capital employed that  




is made up of non-current  




liabilities such as bank  




loans and debentures. This  




is significant because the  




non-current liabilities require  




interest and repayments,  




whereas the remainder of  




capital employed does not. 




The calculation of gearing is  




fully explained in Chapter 8. 




Security means an asset that  




could be sold to repay a loan if  




the business is unable to do so. 
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