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Question 1 

 

Please choose the correct answer for each of the following questions and write it in the 

answer booklet. 

 
10 multiple choice questions – each question worth 1 mark (10 marks) 
 

1) A business would only normally undertake a new project, if its NPV is calculated at: 

(a) Negative 

(b) Zero 

(c) Positive   

(d) The same figure as existing projects 

 

2) Which of the following is NOT a standardised heading on a Cash Flow Statement? 

(a) Operating Activities 

(b) Gearing Activities 

(c) Investing Activities 

(d) Financing Activities 

 

3) Equity + Liabilities =………...?  

Which term belongs in the blank space? 

(a) Total Assets. 

(b) Income 

(c) Fixed Assets. 

(d) Current Assets. 

 

4) How would you calculate the gross profit or loss of a company? 

(a) Total revenue minus cost of sales. 

(b) Total revenue minus total costs. 

(c) Total revenue minus administration expenses. 

(d) Total revenue minus distribution expenses. 
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(Question 1 continued) 

 

5) If the opening balance of Trade Receivables (debtors) is £40,000 and the closing balance 

of Trade Receivables (debtors) is £45,000 how would this impact the cash flow statement? 

(a) The cash flow would decrease by £40,000 

(b) The cash flow would increase by £45,000 

(c) The cash flow would decrease by £5,000 

(d) The cash flow would increase by £5,000 

 

6) With reference to the payback method, which of the following statements is NOT true? 

(a) It ignores cash flow over the whole lifetime of the project 

(b) It includes all the project’s cash flow 

(c) It ignores total profitability. Its main focus is the length of time it takes to repay the 

initial outlay. 

(d) Is seen more as a risk appraisal method rather than a measure of return 

 

7)  Which of the following statements represent a current liability? 

(a) Assets of a company that are expected to be used for more than one year. 

(b) Obligations listed on the balance sheet due for more than one year. 

(c) Company’s short term financial obligations that are due within one year. 

(d) A potential asset that may be bought in the future.  

 

8)  Which of the following sources of finance is used primarily for short-term uses? 

(a) Debt factoring. 

(b) Share Capital. 

(c) Sale of buildings. 

(d) Long term loan. 

 

9)  Which of the following is not a current asset?  

(a) Inventories. 

(b) Trade receivables. 

(c) Prepayment. 

(d) Bank overdraft. 
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(Question 1 continued) 

 

10)  The Quick ratio excludes which asset? 

(a) Cash. 

(b) Trade receivables. 

(c) Excludes all assets. 

(d) Inventories. 

 

 

End of question 1 
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Question 2 (50 marks) 

 

The following is a trial balance for Pyramids Ltd, a small manufacturer of children’ clothes for the 

year ending 31/03/2024: 

 £’000 £’000 

 Debit Credit 

Administration expenses 710  

Sales  6,000 

Distribution expenses 200  

Interest paid 30  

Purchases 2,800  

Bank (Overdraft)  200 

Cars accumulated depreciation to 31/3/2024  30 

Cars at cost 60  

Creditors  210 

Bank Loan  60 

Land and buildings  3,000  

Plant and equipment accumulated depreciation to 31/3/2023  200 

Plant and equipment at cost 850  

Retained profit as at 31/3/2023  500 

Revaluation reserve as at 31/03/2024  300 

Share capital (£1.00 ordinary shares)   2,000 

Stock @ 31/03/2024 1,300  

Trade debtors      550  

Total 9,500 9,500 
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(Question 2 continued) 

 

It has come to the light that the following transactions have not been taken into the account in the 

preparation of this trial balance: 

1) After a final stock take on the 31/03/2024, stock was valued at the lower of cost and net realisable 

value at £1,340,000 (before taking into account transaction (2)).  

2) In the final stock take of the year, £70,000 of stock was found to be damaged. This stock can 

only be sold for scrap at a value of £40,000. 

3) The company issued 100,000 shares for £2.00 each on the 31/03/2024. This included a share 

premium of 50p.  

4) The yearly rent of £24,000 for a warehouse, was paid on the 31/12/2023.  This invoice was coded 

to administration expenses and the rental period commenced on the 01/01/2024. 

5) The last electricity bill included in administration expenses, related to the six months ending 

30/11/2023.  It is estimated that the company uses £2,000 of electricity per month. 

 

Show how the transactions above would change the financial statements. 

Required 

a) Using all of the information from point 1 to 5 show clearly the adjustments required to the 

trial balance for the year ended 31/03/2024.                            (20 marks) 

b) From your workings in part a), prepare a Balance Sheet and Income Statement for the year 

ended 31/03/2024.                                                                   (30 marks) 

 

                                           Total 50 marks 

 

 

 

End of question 2 
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Question 3 (20 marks) 

 

 

a) State the benefits and limitations of using ratio analysis.                                    (6 marks) 

 

 

b) Briefly discuss what is the purpose of the trade receivable days ratio calculation.                                            
(4marks) 

 
 

c) Briefly discuss what is included in a company’s annual report.    
                                                                               (4 marks) 

 
 

d) Discuss three differences between financial accounting and management accounting.                                                                                                  
                                (6 marks) 

 

Total 20 Marks 
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Question 4 (20 marks)  
 

 
The data in the table below shows the expected financial outcomes of an investment into new 

equipment. 

Year Net cash flow 

Project A 

(£’000) 

Net cash flow 

Project B 

(£’000) 

Discount factor rate to 

calculate NPV 

(10%) 

0 (350) (400) 1.00 

1 100 70 0.909 

2 120 90 0.826 

3 130 110 0.751 

4 80 130 0.683 

5 65 150 0.621 

 

Required: 

Answer the following questions and clearly show your workings: 

a) Based on the data included in the table above, calculate the payback period of the 

investment.                                                  (6 marks) 

 

b) Based on the data included in the table above, calculate the Net Present Value (NPV) of the 

investment.                                                             (10 marks) 

 

c) Comment on your results for part a) and b) above.                                  (4 marks) 

 

                       Total 20 marks 

 

END OF PAPER
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