Mock Exams
LCBB 5011
Component 2: Online Test (60%): 2 hours
Answer all questions.

QUESTION 1:
The following items have been extracted from the trial balance of Next PLC  as at 31 December 2020:

	
	£000
	£000

	Office building at cost
	£2400
	

	Sales 
	
	40,600

	Cost of sales 
	﻿16,020
	

	Income tax  
	700
	

	Administration expenses
	352
	

	$1 ordinary shares (incl. issue on 1 May 2021)
	
	8000

	Land at valuation
	18,000
	

	Distribution costs
	985
	

	10% loan
	
	2000

	Factory Premises at cost
	7000
	

	
	
	

	
	
	



The following information is relevant:
1. Corporation tax for the year is estimated at £650.
2. Salesmen are owed commission of £3,000 in respect of December sales. It will be paid on 31st January 2024 and has not been recorded in the ledger accounts yet. This should be recorded in the administrative expenses account.
3. Goods valued at £1080 were sent to customers on 31st December 2023. Payment is due on 28 February 2021. This has not been recorded in the ledger accounts yet.
4. Depreciation on the factory has not yet been recorded. It’s 5% reducing balance method and charged to the administrative expenses account. 


Required:
a) [bookmark: _Hlk193106076]Prepare an income statement for the year ended 31st December 2020 for Ltd        Next plc  [20 marks]               




QUESTION 2:
Jerry plc supplies own label household and personal care products to supermarkets and other large retailers in the UK and Europe. In order to expand markets they have recently marketed their product in America.

Extracts from their latest financial statements are given below:

	Income statement for the year ended 31st  October 

	
	2019
	2018

	
	£m
	£m

	Revenue
	501.3
	486.8

	Cost of sales
	(309.5)
	(299.9)

	Gross profit
	191.8
	186.9

	Distribution costs
	(39.7)
	(31.2)

	Administration expenses
	(129.1)
	(126.0)

	Operating profit
	23.0
	29.7

	Finance costs
	(0.2)
	(3.5)

	Profit before taxation
	22.8
	26.2

	Taxation
	(9.9)
	(7.9)

	Profit for the year
	12.9
	18.3















TURN OVER

	Statement of Financial Position  as at 31st  October

	
	2019
	
	2018
	

	
	£m
	£m
	£m
	£m

	Property, plant & equipment
	132.2
	
	137.3
	

	Current assets

	
	
	
	

	Inventory
	38.8
	
	41.1
	

	Trade receivables
	114.9
	
	114.7
	

	Cash
	  0.2
	
	  0.7
	

	
	153.9
	
	156.5
	

	Total assets
	
	286.1
	
	293.8

	Current liabilities
	
	
	
	

	Trade payables
	(84.1)
	
	(75.8)
	

	Other creditors
	(66.9)
	
	(72.6)
	

	
	(151.0)
	
	(148.4)
	

	Long term loans
	(41.9)
	
	(65.1)
	

	Net assets
	
	 93.2
	
	 80.3

	Equity
	
	
	
	

	£1 Ordinary shares
	17.8
	
	17.8
	

	Share premium
	57.2
	
	57.2
	

	Retained profits
	18.2
	
	  5.3
	

	
	
	 93.2
	
	 80.3

	
	
	
	
	




Required:
a. Calculate the following ratios for both 2019 and 2018.         [30 marks]

	ROCE

	Gross profit margin

	Operating profit margin

	Stock holding days 

	Current ratio

	Debtors collection period

	Creditors collection period

	Interest Cover

	Return on Equity














Question 3

Rocket Enterprises have two investment opportunities but only access to sufficient funds to pursue ONE project. 
The company has a cost of capital of 12% and has a successful history of investing in riskier projects than some its main competitors. 
Project Alpha requires an initial outlay of £80,000 while project Beta would require an outlay of £100,000. Both the Alpha and Beta will have a NIL scrap value at the end of the project. 
The net cash inflows for each project are as follows:-
	Net cash inflow
	Project Alpha
	Project Beta

	Year 1
	£40,000
	£20,000

	Year 2
	£60,000
	£30,000

	Year 3
	£10,000
	£50,000

	Year 4
	£5,000
	£50,000

	Year 5
	£5,000
	£50,000



Required: 
Calculate the following:
1. Net Present Value (NPV) for both project Alpha and Beta
1. Payback period


QUESTION 4

Despite Ltd produces a range of solar panel for sale to builders' merchants. As a result of increasing demand for the business's products, the directors have decided to expand production. The cost of acquiring new plant and machinery and the increase in working capital requirements are planned to be financed by a mixture of long-term and short- term borrowing.

Required:
a. Discuss the major factors that should be considered when deciding on the appropriate mix of long-term and short-term borrowing necessary to finance the expansion programme.	

b. Discuss the major factors that a lender should consider when deciding whether to grant a long-term loan to the business.  



	
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

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	21%
	22%
	23%
	24%
	25%
	26%
	27%
	28%
	29%
	30%

	1
	0.826
	0.820
	0.813
	0.806
	0.800
	0.794
	0.787
	0.781
	0.775
	0.769

	2
	0.683
	0.672
	0.661
	0.650
	0.640
	0.630
	0.620
	0.610
	0.601
	0.592

	3
	0.564
	0.551
	0.537
	0.524
	0.512
	0.500
	0.488
	0.477
	0.466
	0.455

	4
	0.467
	0.451
	0.437
	0.423
	0.410
	0.397
	0.384
	0.373
	0.361
	0.350

	5
	0.386
	0.370
	0.355
	0.341
	0.328
	0.315
	0.303
	0.291
	0.280
	0.269

	6
	0.319
	0.303
	0.289
	0.275
	0.262
	0.250
	0.238
	0.227
	0.217
	0.207

	7
	0.263
	0.249
	0.235
	0.222
	0.210
	0.198
	0.188
	0.178
	0.168
	0.159

	8
	0.218
	0.204
	0.191
	0.179
	0.168
	0.157
	0.148
	0.139
	0.130
	0.123

	9
	0.180
	0.167
	0.155
	0.144
	0.134
	0.125
	0.116
	0.108
	0.101
	0.094

	10
	0.149
	0.137
	0.126
	0.116
	0.107
	0.099
	0.092
	0.085
	0.078
	0.073
















	
Annuity 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
	1.970
	1.942
	1.913
	1.886
	1.859
	1.833
	1.808
	1.783
	1.759
	1.736

	3
	2.941
	2.884
	2.829
	2.775
	2.723
	2.673
	2.624
	2.577
	2.531
	2.487

	4
	3.902
	3.808
	3.717
	3.630
	3.546
	3.465
	3.387
	3.312
	3.240
	3.170

	5
	4.853
	4.713
	4.580
	4.452
	4.329
	4.212
	4.100
	3.993
	3.890
	3.791

	6
	5.795
	5.601
	5.417
	5.242
	5.076
	4.917
	4.767
	4.623
	4.486
	4.355

	7
	6.728
	6.472
	6.230
	6.002
	5.786
	5.582
	5.389
	5.206
	5.033
	4.868

	8
	7.652
	7.325
	7.020
	6.733
	6.463
	6.210
	5.971
	5.747
	5.535
	5.335

	9
	8.566
	8.162
	7.786
	7.435
	7.108
	6.802
	6.515
	6.247
	5.995
	5.759

	10
	9.471
	8.983
	8.530
	8.111
	7.722
	7.360
	7.024
	6.710
	6.418
	6.145

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	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
	1.713
	1.690
	1.668
	1.647
	1.626
	1.605
	1.585
	1.566
	1.547
	1.528

	3
	2.444
	2.402
	2.361
	2.322
	2.283
	2.246
	2.210
	2.174
	2.140
	2.106

	4
	3.102
	3.037
	2.974
	2.914
	2.855
	2.798
	2.743
	2.690
	2.639
	2.589

	5
	3.696
	3.605
	3.517
	3.433
	3.352
	3.274
	3.199
	3.127
	3.058
	2.991

	6
	4.231
	4.111
	3.998
	3.889
	3.784
	3.685
	3.589
	3.498
	3.410
	3.326

	7
	4.712
	4.564
	4.423
	4.288
	4.160
	4.039
	3.922
	3.812
	3.706
	3.605

	8
	5.146
	4.968
	4.799
	4.639
	4.487
	4.344
	4.207
	4.078
	3.954
	3.837

	9
	5.537
	5.328
	5.132
	4.946
	4.772
	4.607
	4.451
	4.303
	4.163
	4.031

	10
	5.889
	5.650
	5.426
	5.216
	5.019
	4.833
	4.659
	4.494
	4.339
	4.192

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	21%
	22%
	23%
	24%
	25%
	26%
	27%
	28%
	29%
	30%

	1
	0.826
	0.820
	0.813
	0.806
	0.800
	0.794
	0.787
	0.781
	0.775
	0.769

	2
	1.509
	1.492
	1.474
	1.457
	1.440
	1.424
	1.407
	1.392
	1.376
	1.361

	3
	2.074
	2.042
	2.011
	1.981
	1.952
	1.923
	1.896
	1.868
	1.842
	1.816

	4
	2.540
	2.494
	2.448
	2.404
	2.362
	2.320
	2.280
	2.241
	2.203
	2.166

	5
	2.926
	2.864
	2.803
	2.745
	2.689
	2.635
	2.583
	2.532
	2.483
	2.436

	6
	3.245
	3.167
	3.092
	3.020
	2.951
	2.885
	2.821
	2.759
	2.700
	2.643

	7
	3.508
	3.416
	3.327
	3.242
	3.161
	3.083
	3.009
	2.937
	2.868
	2.802

	8
	3.726
	3.619
	3.518
	3.421
	3.329
	3.241
	3.156
	3.076
	2.999
	2.925

	9
	3.905
	3.786
	3.673
	3.566
	3.463
	3.366
	3.273
	3.184
	3.100
	3.019

	10
	4.054
	3.923
	3.799
	3.682
	3.571
	3.465
	3.364
	3.269
	3.178
	3.092

















Mock Exams   LCBB 5011   Component   2:   Online Test (60%): 2 hours   Answer all questions.     QUESTION 1:   The following items have been extracted from the trial balance of  Next   PLC  as at 31  December 202 0 :    

 £000  £000  

Office building at cost  £2400   

Sales    40,600  

Cost of sales   16,020   

Income tax    700   

Administration expenses  352   

$1 ordinary shares (incl.  issue on 1 May 2021)   8000  

Land at valuation  18,000   

Distribution costs  985   

10% loan   2000  

Factory Premises at cost  7000   

   

   

  The following information is relevant:   1.   Corporation tax for the year is estimated at £650.   2.   Salesmen are owed commission of £3,000 in respect of December sales. It will be  paid on 31 st   January 2024 and has not been recorded in the ledger accounts yet. This  should be recorded in the administrative expenses account.   3.   Goods valued at £1080 were sent to customers on 31 st   December 2023. Payment is  due on 28 February 202 1 . This has not been recorded in the ledger accounts yet.   4.   Depreciation on the factory has not yet been recorded. It’s 5% reducing balance  method and charged to the administrative expenses account.     

