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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   Which of the following best describes a fixed cost?

a)    A cost which is unaffected by time.

b)    A cost which never changes.

c)    A cost which is unaffected by changes in the rate of inflation.

d)    A cost which is unaffected by changes in the level of output.

2    A company with high cost [operating] gearing has the following characteristics

a)   A low ratio of fixed cost to total cost

b)   A high ratio of total cost to sales

c)   A high ratio of debenture interest to dividends

d)   A high ratio of fixed cost to variable cost

3   The definition of a variable cost is a cost which 

a)   Varies according to the passage of time

b)   Varies according to the level of activity

c)   Varies according to management decision

d)   Varies according to the success of the business

4    Which of the following types of cost will always be irrelevant when considering a particular course of action?

a)   Variable costs and sunk costs

b)   Opportunity costs and fixed  costs

c)   Opportunity costs only

d)   Sunk costs only

5    The value of  debentures in the Balance Sheet of a company represents

a)   A debt owed to shareholders

b)   Investments in unquoted companies

c)   Money held in an investment account by the company

d)   None of the above

6    What is the missing word in the following statement?  The _________  ratio is calculated by dividing current assets  by current liabilities.

a)  Operating

b)  Acid-test

c)  Current 

d)  Working capital

7    What is the missing word in the following statement? In a system of ___________  controls rewards and penalties are based on day to day  performance.

a)   Action

b)   Indoctrination

c)   Motivational

d)   Results

8    What will be the effect of a charge for depreciation on a company’s cash balances and profitability?

a)   Reduced profit and increased cash

b)   Reduced profit and reduced cash

c)   No change to either

d)   Reduced profit and no change to cash

9    Statement 1 - When deciding between alternative courses of action sunk costs should be ignored.   

       Statement 2 - When deciding between alternative courses of action opportunity costs should be taken into account.

a)   Statement 1 false, statement 2 true

b)   Statement 1 true, statement 2 true

c)   Statement 1 false, statement 2 false

d)   Statement 1 true, statement 2 false

10    What will be the effect [in the current accounting period] on a company’s cash balances and reported profit when a credit sale has been invoiced but payment has not been received?  

a)   Increase profit, increase cash

b)   Increase cash, no change to profit

c)   No change to either

d)   Increase profit, no change to cash

11    What will be the effect of a sale of fixed assets at less than their net book value on a company’s cash balances and profitability?

a)    Reduce profit, increase cash

b)    Increase cash, no change to profit

c)    No change to either

d)    Reduce cash, no change to profit

12    A company sold  stock it had purchased for £100,000 to XYZ  for £150,000. The sale was on credit. Which Balance Sheet values would be affected by this transaction?

a)    Profit and loss account and debtors

b)    Debtors and stock

c)    Profit and loss account, stock  and debtors

d)    Stock and debtors

13    If a company takes a loan of £1 million at the start of the year, and the loan carries an annual interest of 8%; what will be the effect on its cash balances and profits by the end of the year?

a)    Both will increase

b)    Cash will increase and profit will decrease

c)    Both will decrease

d)    Cash will decrease and profit increase

14    Which of the following may be included in a cash budget?
a)    Credit sales when invoiced
b)    Depreciation
c)    Payments for fixed assets
d)    Credit purchases when invoiced received
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 a method of calculating the cost of a product or service?
a)    Target costing
b)    Value chain analysis
c)    Kaizen costing
d)    Job costing
17   If a company makes a share issue what will be the effect on its cash balances and profits?

a)   Cash will increase and profit will increase

b)   Cash will increase and profit will decrease

c)   Cash will decrease and profit will decrease

d)   Cash will increase and profit will be unchanged

18   Budget slack is the difference between the values in 

a)    A negotiated budget and an imposed budget

b)    A baseline budget and a current budget

c)    A motivation budget and a fixed budget

d)    A zero based budget and a negotiated budget

19   Budget reserve is the difference between

a)    A negotiated budget and an imposed budget

b)    A baseline budget and a current budget

c)    A motivation budget and a fixed budget

d)    A planning budget and a motivation budget

20   If a company buys £10,000 of goods on credit and £5,000 of goods for cash what would be the effect on the Balance Sheet?

a)    Stock increase and debtors increase

b)    Creditors increase, stock increase and cash decrease

c)    Debtors increase, stock increase and cash decrease

d)    Stock increase and creditors increase.

___________________________________________________

Section B  [enter your answers on the solution sheet]
ACME Engineering Limited produces two products. The product costs are as follows

	
	Product A
	Product B

	Selling price / unit
	£120
	£150

	Production volume in units
	11,000 units
	55,000 units

	Material cost / unit
	£39
	£19

	Labour cost / unit
	£36
	£12


The company has total overheads of £1,800,000. These charges are expected to remain unchanged whatever the level of activity. The company makes decisions based on a total/full costing system and divides its overheads between products based on the total labour costs of each product line. There are no stocks.

The following two questions are based on the ACME Engineering Limited data  above.

Question 21    Calculate the overhead charge per unit of product for product A  

Question 22    Calculate the total/full cost of each unit of product B  

 End of questions based on the ACME Engineering Limited data

A company's accounting year ends 31st December 2006. On the 1st March 2006 it paid £460,000 for a one year advertising campaign starting April 1st. 

Question 23   How much of this amount would be charged in the calculation of the profits for 2006?

The Balance Sheet of a company shows that the debtors outstanding at the end of the financial year amount to £2,800,000. The accountant has calculated that the debtors ratio is 43 days. 

Question 24    What were the credit sales for the year?

ACME Valves Limited makes 24,000 widgets a year and sells them for £70 each. The variable costs of each widget are £35. The company fixed overheads are £600,000 per annum. It has been offered a special order for 5,000 widgets at a price of £40 each. 

Question 25    Calculate the full [total] cost of a widget before the special order.

Question 26    Calculate the company’s total profit without the special order.

Question 27   Calculate the extra profit it will make if it takes the special order.

End of questions based on the ACME Valves Limited data

ACME Furniture Limited has a plant that can produce 20,000 stools each year. The demand for stools has been steady over the past three years. The selling price is £49 each and the variable costs are £25 per unit. The fixed costs will be £340,000 per annum. 

Question 28   Calculate how many stools must be sold for ACME Furniture to break even.

A company’s closing stock of materials is £145,000, its material cost of sales £1,190,000, its creditors £130,000 and its material purchases £265,000.

Question 29   What is its stock turnover period?

A company’s debtors and sales were as follows

	
	Last period
	This period

	Debtors at end of period
	£600,000
	£1,200,000

	Sales during period
	£4,400,000
	£5,300,000


Question 30   Calculate the amount [£] of the increase in debtors from last period to this period which was due to factors other than the increase in sales.   
Section C

1   Why is it difficult for organisations to design effective control systems, and avoid ‘unforeseen consequences’?








[20 marks]

2   How do the objectivity and entity conventions affect the preparation of 
accounting statements? Please illustrate your answer with examples.








[20 marks]

3   “All costings can be disputed.” How?








[20 marks]
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Solution Sheet for Sections A & B
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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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