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Please enter your answers to the section A and section B questions on the solution sheet in this booklet. Enter your answers to the section C questions in the answer book provided.

Return this complete booklet and the ruled answer book at the end of the examination.
Section A

Answer as many questions as you can from section A.  Each correct answer will earn two marks. Each incorrect answer will lose two thirds of one mark.  Unanswered questions will neither gain nor lose marks. Your answers for this section should be made on the solution sheet and will account for 40% of your total mark.

Section B

Answer as many questions as you can from section B.  Each correct answer will earn two marks. Unanswered or incorrectly answered questions will neither gain nor lose marks. Your answers for this section should be made on the solution sheet and will account for 20% of your total mark.

Section C

Answer two questions from this section. All section C questions are worth 20 marks.  Your answers to the questions in this section will account for 40% of your total mark. Your answers to questions in this section should be made in the answer book provided.

Calculators must not be used to store text and/or formulae nor be capable of communication.

Invigilators may require calculators to be reset.

Section A [enter your answers on the solution sheet]

1    In CVP analysis the margin of safety in units is calculated as

a)   Actual sales [£] – break even point [units]

b)   CVP ratio x break even point in units

c)   Actual sales [units] – BEP [units]

d)   Actual sales [units] + Contribution per unit
2    Which of the following would NOT be an appropriate way for a business to deal with a temporary shortage of funds?

a)   Reduce stocks

b)   Obtain a bank overdraft

c)   Issue some ordinary shares

d)   Offer cash discounts on credit sales
3    In relevant costing which of the following rules should NOT be applied?

a)   Sunk costs are irrelevant

b)   Depreciation is always relevant

c)   Opportunity costs are relevant

d)   Costs which involve a future outlay and are not the same under all alternatives are relevant

4    A company has purchased £100,000 of stock on credit.  Which Balance Sheet values would be affected by this transaction?

a)   Stock and Profit & Loss Account

b)   Stock, creditors and Profit and Loss Account

c)   Creditors and Profit & Loss Account.

d)   Stock and creditors

5    If an amount for debentures appeared in the Balance Sheet of a company it would represent -

a)    A debt owed to shareholders

b)    Money held in an investment account by the company

c)    Investments in unquoted companies

d)    None of these

6    A manufacturing company’s materials cost of sales for an accounting period is calculated as the - 

a)    Cost of materials purchased during the period

b)    Cost of materials used to make items sold during the period

c)    Cost of materials used in production during the period

d)    Payments to suppliers during the period.

7    Which of these statements is true? 

a)   The entity convention and limited liability are the same.

b)   The entity convention only applies to limited companies

c)   The entity convention applies to all forms of business organisation

d)   For accounting purposes the financial affairs of a partnership are not  kept separate from the financial affairs of its partners.

8    The Materiality Convention states that

a)   You should not anticipate profits until realised

b)   Different companies should follow the same reporting practices 

c)   You should only report information which could affect decision making

d)   Prices are constant.
9    In a company with a high cost gearing how will profitability change after sales rise above break even point?

a)   Sales will increase faster than profits.

b)   Profits will increase faster than sales.

c)   Profits and sales will increase at the same rate

d)   None of the above
10   Acme Tools Ltd has made a net profit of £650,000 during the financial year ended 30th June 2006. Which of the following factors could explain the reason for the increase in the company’s bank overdraft?

a)   The creditors have increased significantly

b)   The credit allowed to debtors has been reduced

c)   The depreciation charge has been increased

d)   Fixed assets have been purchased to modernise the factory

11   Which of the following statements is true of the break even point?

a)   Total revenue equals total costs

b)   Total revenue equals total contribution

c)   Total revenue is greater than total fixed and variable costs

d)   Total revenue equals total variable costs

12   If a company paid a debtor with cash what would be the effect on the company’s current ratio?

a)   Stay the same

b)   Increase

c)   Decrease

d)   Become one

13   Which of the following is NOT an appropriate way of providing extra long term funds for a business?

a)    Selling shares.

b)    Delaying paying creditors.

c)    Not paying dividends

d)    Issuing debentures
14   What is the missing word in the following statement?  The _________  ratio is calculated by dividing current assets [minus stock] by current liabilities.

a)    Operating

b)    Acid-test

c)    Current 

d)    Working capital

15   When a public limited company’s shares rise in price on the stock market what is the effect on its Balance Sheet?

a)    Increase in assets

b)    Increase in share capital

c)    No change

d)    Increase in liabilities

16   Which of the following is part of working capital?

a)    Debtors

b)    Intangible assets

c)    Debentures

d)    Shares.

17   Which accounting convention states that the financial affairs of a business should be kept separate from the affairs of its owners and all other businesses?

a)    Prudence convention

b)    Entity convention

c)    Materiality convention

d)    Going concern convention

18.  What is the missing word in the following statement? In a system of ___________  controls, rewards and penalties are based on final performance.

a)    Action

b)    Indoctrination

c)    Motivational

d)    Results

19   Which of the following assets should NOT be included in a Balance Sheet?

a)    Patents

b)    Customer goodwill created by the business

c)    Database rights

d)    Trade marks

20   Which of the following is a costing method?

a)    Uniform costing.

b)    Kaizen costing

c)    Target costing

d)    Process costing

__________________________________________________

Section B [enter your answers on the solution sheet]
	ACME Fittings Ltd 

	Selling price/unit
	£30

	Total fixed costs
	£200,000

	Variable costs/unit
	£11

	Annual sales in units
	26,000


The following five questions are based on the ACME Fittings data above.

Question 21     What is the annual profit for ACME Fittings?

Question 22     What is the break even point in units for ACME Fittings?

Question 23     What is the margin of safety in £s for ACME Fittings?

Question 24     What is contribution to sales percentage for the ACME Fittings product?

Question 25     If ACME Fittings reduces its unit selling price by 20% and its annual sales in units increase by 15% what will be its new annual profit?

End of questions based on the ACME Fittings data
A fire destroyed a firm’s warehouse on 30th September and all the stock was lost. It is known that the stock on 1st September was valued at £400,000. The purchases during the month were £180,000. The sales during the month were £560,000 and the gross profit for the month was 25% of sales. 

Question 26    What was the value of the stock lost in the fire?

The owner of an electrical contracting business placed £80,000 in a bank account to start his business. Credit sales amount to £30,000 and cash sales were £4,000. The owner has paid expenses of £22,000. In addition, it is estimated that there are expenses that must be accrued which amount to £5,000. The owner has withdrawn £3,200 for personal use. 

Question 27    What is the profit to date?

A firm has annual fixed costs of £400,000. It plans to sell 50,000 units in the coming year. Its variable costs per unit are £8. 

Question 28    What must be the selling price per unit be if the firm wishes to make a profit of £60,000?

The owner of a business places £120,000 in a bank account to start the business. Cash sales are £110,000 [paid in to bank account] for items for which the business paid £60,000 by cheque. Fixed assets costing £15,000 are purchased and paid for by cheque.  There are also expenses that must be accrued which amount to £90,000. The owner withdraws £12,000 from the bank account for personal use. The business buys another £140,000 of stock and pays for the purchase by cheque.  There is no depreciation of fixed assets during the period. All cheques have been cleared through the bank.

Question 29    Calculate the bank balance at the end of the period.  

Question 30    Calculate the profit/loss for the period.  

Section C

1.
Set out the arguments for and against including the value of employees and a company’s good reputation with its customers in Balance Sheets.










[20 marks]

2.
“Relevant costing is a far better technique than CVP analysis and should always be used when companies need to take decisions based on cost.” Do you agree? Illustrate your answer with examples.










[20 marks]

3.
Why is it difficult for companies to accurately measure performance and find ways of motivating their employees?










[20 marks]

END OF PAPER

Solution Sheet for Sections A & B

Student Registration Number …………………………..

Indicate your answers to the section A questions by putting a cross through one letter only.  Indicate your answers to the section B questions by entering a value in the space provided.  
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