Mock Exam Answers– Financial Management
Multiple Choice
1. C – Something a business owns
2. D – Something a business owes
3. Graph 1 (Variable cost)
4. Graph 3 (Stepped fixed cost)
5. C – Step costs remain constant then increase after a threshold
6. C – Fixed cost

Short Answers
7. Straight line depreciation: Asset loses equal value each year.
8. Reducing balance depreciation: Percentage applied to remaining value each year.
9. Break-even: Shows level of sales needed to cover costs.
10. Overheads: Indirect costs such as rent and utilities.
11. Capital: Money invested by the owner.
12. Discount allowed: Reduction given to customers for early payment.
13. Accounting equation: Assets = Liabilities + Capital
14. D – Suppliers that a business owes money to
15. Debits must always equal credits.

Calculations
16. Total depreciation = £4,800
17. Total depreciation = £5,122.46

18. Income Statement
Revenue
· Sale of jewellery = £35,000
· Sale of watches = £26,500
· Repairs = £5,750
Total Revenue = £67,250

Cost of Sales
· £35,200
Gross Profit = £32,050

Expenses
· Wages and salaries = £10,000
· Rent, rates and insurance = £8,000
· Light, heat and power = £3,000
· Telephone and broadband = £900
Total Expenses = £21,900

Net Profit = £10,150

