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 BMSP4006
Financial Management and Accounting

EXAM

Monday 16th May 9.30am-11.30am.


Please submit your answers to the EXAM Turnitin link at 11.30am TODAY.

You must include all your workings.

MULTIPLE CHOICE QUESTIONS
1	What is Depreciation?  (1 mark)
A	When assets increase in value.
B	When assets decrease in value.
C	When an asset loses value over its life.
D	When an asset is sold.
2	What is Capital? (1 mark)
A       Money gained from sales.
	B	Money invested into a business.


C	Money into business savings account.
D	Capital is classed as revenue.

 

The following information relates to Questions 3 to 6.



Which one of the above graphs illustrates each cost described in the following questions? (1 mark)
3	A variable cost:
A	Graph 1
B	Graph 3
C	Graph 4
D	Graph 2

4	 Fixed cost per unit: (1 mark)
A	Graph 1
B	Graph 3
C	Graph 4
	D	Graph 2

5	Stepped fixed cost: (1 mark)
A	Graph 1
B	Graph 3
C	Graph 4
D	Graph 2

6	Fixed cost:   (1 mark)
A	Graph 2
B	Graph 4
C	Graph 1
D	Graph 3

7	A fixed cost is: (1 mark)
A	a cost that does not vary directly with an increase or decrease in activity.
B	a cost that varies directly with an increase or decrease in activity.
C	a cost that can be directly attributable to a cost unit.
D	a cost that only applies to a manufacturing organisation


8	The cost of running a photocopier for a business will normally be classified as: (1 mark)
A	a semi-variable cost.
B	a variable cost.
C	a fixed cost.
D	a stepped fixed cost.

9	A variable cost:  (1 mark)
A 	A cost that remains the same always.
	B	A cost that increases by a short amount every month.
C	A cost that decreases by a short amount every month.
D	A cost that varies with output.


10     What are drawings?  (1 mark)
A	Money spent on expanding the business.
B	Money taken out of the business for personal use.
C	Money paid out to suppliers.
D       Money given to shareholders.


11   Which of the following are true of marginal costing?   (1 mark)
i) The marginal cost of a product includes an allowance for fixed production costs.
ii) The marginal cost of a product represents the additional cost of producing an extra unit.
iii) If the inventory increases over a year, the profits under absorption costing will be lower than with marginal costing.
iv) Includes part of the fixed cost
        A    	i) and iv) only
        B	ii) only
        C	ii) and iii) only
        D	i), ii) and iii)


12    Define Break-even  (2 marks)
Breakeven is the point at which a business has covered all the expenses and can begin making profits. Expenses may include cost of production and overheads such as rent. Profit can only be made, once all necessary expenses are paid.


13    What are the advantages and disadvantages of break-even? (6 marks)

One advantage of breakeven is it shows the point at which a business has covered their costs, and sets a goal-point for sales/output. It gives a realistic target for business performance, accounting for the costs involved. 

Another advantage is it allows for more realistic budgeting targets and allocation of funds to the right areas of business. It may also highlight a need to cut on spending and consider new suppliers. If a business sets a goal to make profits within a year, and its expenses are too high to realistically accommodate this target, adjustments can be made, such as new suppliers, negotiating bulk-buying discounts with suppliers, or reconstructing the production lines for more efficiency. 

A disadvantage of using breakeven is the assumption that performance will remain relatively consistent, and that all the stock will be sold. This is not always the case due to seasonal variation in demand, changes in fashions, and unplanned circumstances such as a recession where consumers spend less. 

Breakeven can also be made less reliable by businesses having unrealistic expectations for the value of the product/service. The price may need to be reduced (or increased) as year unfolds, which is not factored into the breakeven estimation. If prices and selling rate were overestimated, setting their breakeven targets for much closer in time, the reality can be demotivating, and negatively impact morale. 


14    What is the difference between discount allowed and discount received?  (4 marks)	 

Discount allowed is a discount the business offers to a buyer, such as a shareholder discount.
Discount received is a discount the business receives from a seller, such as suppliers giving bulk buy discounts, making the purchase cheaper per unit.


15   What is straight-line depreciation? (2 marks)

Straight-line depreciation is depreciation at a constant rate, regardless of the gradual reduce in value. 
This is calculated by dividing the initial cost of the item – the scrap value, by the expected life of item. 

16   What is reducing balance depreciation?  (2 marks)

Reducing balance depreciation is depreciation that is lowered each year. Each year the new value of the product is calculated, the level of depreciation is calculated by applying fixed percentage to the initial vale 


17   Define a debit payment and a credit payment.  (2 marks)
debit payments are business pay out as an expense
credit payments are payments received into the business



18   What does a profit and loss account show?  (2 marks)
profit and loss account shows the businesses performance in the accounting period and weather they have made losses or gains. This includes all income accounts and expenditure accounts. 
Income – expenditure = profit/loss

19   What does a balance sheet show?   (2 marks)
the financial position of the business at the end of the accounting period. This includes all of the business assets, liabilities, capital available, and drawings made. 
Assets-liabilities=capital


20   What is a long-term liability? State an example.  (2 marks)

long term liability is an amount owed by the business that remains unpaid after 12 months



21 What are accounting ratios?  (2 marks)

accounting ratios are comparisons of financial data to analyse financial statements and business performance. E.g. gross profit margin percentage =gross margin/sales

22  What are the books of prime entry? (2 marks)
cash book
discounts allowed day book
discounts received day book
purchase day book
sales day book
petty cash book


23   What is an asset? State an example. (2 marks)
[bookmark: _GoBack] an asset is something owned by the business, such as stock, capital or equipment

24 What is a trial balance? (2 marks)

a trial balance is all of the debit and credit balances of the account on a given date, such as end of financial month. This is used to check accuracy of accounts as debit/credit side must balance. Any discrepancy can be identified and rectified before the figures are put into a profit and loss or financial statement


25  What is the difference between an accrual and pre-payment? (2 marks)

An accrual is a payment the business is yet to pay and must be recorded in the debit account as and expense

A prepayment is paid in advance for the following year, such as 3 months rent paid, and is recorded in the debit account as pre-payment, and in the credit account as an expense. It is not recorded as an expense in the current year, as it is not relevant to the current year.
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