	
	



	



ACCOUNTING FUNDAMENTALS Mock EXAM 1

ANSWER ALL QUESTIONS


QUESTION 1 (35 marks)

York Ltd makes a product called the Sunshine. The company's directors believe that the product is not as profitable as it could be. At present the selling price of the Sunshine is £23.00 and it incurs the following variable costs:

	Direct Labour
	£5.00

	Direct Materials
	£7.00

	Other Direct costs
	£1.50



The fixed costs of production are £475,000 and the company currently sells 60,000 units.

Required:

(a) Calculate the break-even point (in units and revenues) of the Sunshine for York Ltd.
(10 marks)

(b) Calculate the profit made on sales of 60,000 units.
(5 marks)

(c) The company decides to improve the product. It estimates that an advertising campaign to promote the new improved Sunshine will cost £29,400. Improving quality will add 50p per unit to material costs and 20p per unit to labour costs. However, they believe this will allow them to increase selling price by 90p and increase sales by 5%. Calculate the new profit figure for the improved Sunshine and advise the company whether they should go ahead with the advertising campaign.
(10 marks)

(d) Discuss the limitations of break-even analysis.
(10 marks)








QUESTION 2 [30 marks]

Wales LTD is thinking of buying some new packaging equipment at a cost of £825,000 that is expected to generate net cash flow of 250,000 for 5 years. The equipment will have a zero terminal disposal value at the end of its useful life. The required rate of return is 12%. 

Required:
(a) Calculate the payback period. 
(5 marks)

(b) Calculate the net present value.
(10 marks)

(c) Based on the calculations in (1) and (2), advise the company whether to buy the new equipment. 
(5 marks)

(d) Would your advice above change if the discount required rate of return has become 20%?  
(10 marks)





QUESTION 3 [35 marks]

One of the objectives of management accounting is to assist management in the process of planning, control and decision-making.
Discuss how budgeting and capital appraisal techniques can assist the management accountant in achieving these objectives. 








	
Present Value Table

	Year
	1%
	2%
	3%
	4%
	5%
	6%
	7%
	8%
	9%
	10%

	1
	0.990
	0.980
	0.971
	0.962
	0.952
	0.943
	0.935
	0.926
	0.917
	0.909

	2
	0.980
	0.961
	0.943
	0.925
	0.907
	0.890
	0.873
	0.857
	0.842
	0.826

	3
	0.971
	0.942
	0.915
	0.889
	0.864
	0.840
	0.816
	0.794
	0.772
	0.751

	4
	0.961
	0.924
	0.888
	0.855
	0.823
	0.792
	0.763
	0.735
	0.708
	0.683

	5
	0.951
	0.906
	0.863
	0.822
	0.784
	0.747
	0.713
	0.681
	0.650
	0.621

	6
	0.942
	0.888
	0.837
	0.790
	0.746
	0.705
	0.666
	0.630
	0.596
	0.564

	7
	0.933
	0.871
	0.813
	0.760
	0.711
	0.665
	0.623
	0.583
	0.547
	0.513

	8
	0.923
	0.853
	0.789
	0.731
	0.677
	0.627
	0.582
	0.540
	0.502
	0.467

	9
	0.914
	0.837
	0.766
	0.703
	0.645
	0.592
	0.544
	0.500
	0.460
	0.424

	10
	0.905
	0.820
	0.744
	0.676
	0.614
	0.558
	0.508
	0.463
	0.422
	0.386

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	11%
	12%
	13%
	14%
	15%
	16%
	17%
	18%
	19%
	20%

	1
	0.901
	0.893
	0.885
	0.877
	0.870
	0.862
	0.855
	0.847
	0.840
	0.833

	2
	0.812
	0.797
	0.783
	0.769
	0.756
	0.743
	0.731
	0.718
	0.706
	0.694

	3
	0.731
	0.712
	0.693
	0.675
	0.658
	0.641
	0.624
	0.609
	0.593
	0.579

	4
	0.659
	0.636
	0.613
	0.592
	0.572
	0.552
	0.534
	0.516
	0.499
	0.482

	5
	0.593
	0.567
	0.543
	0.519
	0.497
	0.476
	0.456
	0.437
	0.419
	0.402

	6
	0.535
	0.507
	0.480
	0.456
	0.432
	0.410
	0.390
	0.370
	0.352
	0.335

	7
	0.482
	0.452
	0.425
	0.400
	0.376
	0.354
	0.333
	0.314
	0.296
	0.279

	8
	0.434
	0.404
	0.376
	0.351
	0.327
	0.305
	0.285
	0.266
	0.249
	0.233

	9
	0.391
	0.361
	0.333
	0.308
	0.284
	0.263
	0.243
	0.225
	0.209
	0.194

	10
	0.352
	0.322
	0.295
	0.270
	0.247
	0.227
	0.208
	0.191
	0.176
	0.162
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