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Task 1.1
(a)


(b) 
94 + 58 – 75 = 77 so correct choice is C    

Note: incorrect answers calculated as:


94 – 58 + 75 = 111


58 + 75 – 94 = 39


94 + 58 + 75 = 227

(c)

Over-trading can occur when a business has insufficient working capital and over-capitalisation can occur when a business has too much working capital.

Signs of over-trading include rapidly increasing sales volumes, reducing profit margins, longer debtor collection periods, longer creditor payment periods.
Task 1.2
(a) 

	Type of receipt or payment
	Description

	Capital payments
	Payments that relate to the acquisition of fixed assets.

	Regular revenue receipts
	Income received from the operating activities of the business that are expected to occur frequently.

	Drawings
	Payments made to the owners of the business.

	Exceptional payments
	Payments that do not arise from the operating activities of the business and that are not expected to occur frequently.


(b)


	
	£

	Sales receipts
	187,620

	Purchases payments
	26,996

	Wages paid
	72,900

	Rent paid
	12,900

	Office expenses
	18,518

	Van expenses
	24,202

	Van depreciation
	0


Task 1.3
(a) 

	
	Sales volume

(units) 
	Trend
	Monthly variation

	
	
	
	

	August
	9,360
	
	

	
	
	
	

	September
	5,940
	6,840
	-900

	
	
	
	

	October
	5,220
	7,020
	-1,800

	
	
	
	

	November
	9,900
	7,200
	2,700

	
	
	
	

	December
	6,480
	
	



The monthly sales volume trend is                          units.

(b)

	
	Forecast trend
	Variation
	Forecast sales volume
	Forecast sales 

£
	Forecast purchases £
	

	
	
	
	
	
	
	

	January
	7,560
	-1,800
	5,760
	46,080
	18,432
	


(c) 
£6,220 ÷ 163 x 193 = 7,365 so correct answer is A 

Note: incorrect answers calculated as:


£6,220 ÷ 193 x 163 = 5,253


£6,220 ÷ 186 x 193 = 6,454

£6,220 ÷ 193 x 186 = 5,994

Task 1.4

(a) 

	
	Actual
	Forecast

	
	January
	February
	March
	April
	May
	June

	Total sales
	37,500
	42,000
	45,000
	51,000
	58,000
	63,750

	
	
	
	
	
	
	

	Cash sales (12%)
	4,500
	5,040
	5,400
	6,120
	6,960
	7,650

	
	
	
	
	
	
	

	Credit sales (88%)
	33,000
	36,960
	39,600
	44,880
	51,040
	56,100


(b) 

	
	Cash received

	
	Credit sales 

£
	
	February

£
	March

£
	April

£
	May

£
	June

£

	January
	33,000
	
	19,800
	13,200
	
	
	

	February
	36,960
	
	 
	22,176
	14,784
	
	

	March
	39,600
	
	 
	 
	23,760
	15,840
	

	April
	44,880
	
	 
	 
	 
	26,928
	17,952

	May
	51,040
	
	 
	 
	 
	 
	30,624

	
	Monthly sales receipts
	35,376
	38,544
	42,768
	48,576


Task 1.5
	
	October

£
	November

£
	December

£

	Payments
	
	
	

	
	
	
	

	Purchases
	46,915
	48,950
	49,830

	
	
	
	

	Wages
	12,300
	12,300
	12,750

	
	
	
	

	Expenses
	7,470
	8,836
	7,652

	
	
	
	

	New machine
	15,000
	15,000
	15,000

	
	
	
	

	Total payments
	81,685
	85,086
	85,232


Task 1.6
	
	April

£
	May

£
	June

£

	Receipts
	
	
	

	
	
	
	

	Cash sales
	8,100
	9,180
	10,440

	
	
	
	

	Credit sales
	53,064
	53,516
	64,152

	
	
	
	

	Bank loan
	43200
	0
	0

	
	
	
	

	Total receipts
	104,364
	62,696
	74,592

	
	
	
	

	Payments
	
	
	

	
	
	
	

	Purchases
	-34,650
	-37,125
	-42,075

	
	
	
	

	Wages
	-18,000
	-18,450
	-18,450

	
	
	
	

	Expenses
	-10,318
	-11,269
	-13,254

	
	
	
	

	Capital expenditure
	0
	-49,500
	0

	
	
	
	

	Bank loan capital repayment
	0
	-900
	-900

	
	
	
	

	Bank loan interest
	0
	-180
	-180

	
	
	
	

	Overdraft interest
	0
	0
	-91

	
	
	
	

	Total payments
	-62,968
	-117,424
	-74,950

	
	
	
	

	Net cash flow
	41,396
	-54,728
	-358

	
	
	
	

	Opening bank balance
	4,232
	45,628
	-9,100

	
	
	
	

	Closing bank balance
	45,628
	-9,100
	-9,458


Task 2.1

(a) 


	
	Period 1 (£)
	Period 2 (£)
	Period 3 (£)
	Period 4 (£)
	Period 5 (£)

	Original value of forecast sales
	27,600
	28,800
	29,520
	30,240
	31,200

	
	
	
	
	
	

	
	
	
	Period 3 (£)
	Period 4 (£)
	Period 5 (£)

	Original timing of receipts
	
	
	29,160
	29,880
	30,720

	
	
	
	
	
	

	Revised value of forecast sales 
	23,460
	24,480
	25,092
	25,704
	26,520

	
	
	
	
	
	

	
	
	
	Period 3 (£)
	Period 4 (£)
	Period 5 (£)

	Revised timing of receipts
	
	
	24,378
	25,092
	25,755


(b) 

	
	
	
	Period 3 (£)
	Period 4 (£)
	Period 5 (£)

	Original timing of payments
	
	
	9,600
	9,820
	10,940

	
	
	
	
	
	

	Revised timing of receipts
	
	
	8,816
	9,666
	10,156


(c)


	
	Period 3 (£)
	Period 4 (£)
	Period 5 (£)

	Opening bank balance
	3,790
	(208)
	(4,842)

	Changes in sales receipts
	(4,782)
	(4,788)
	(4,965)

	Changes in purchase payments
	784
	154
	784

	Closing bank balance
	(208)
	(4,842)
	(9,023)


Task 2.2
(a)


	
	£

	Budgeted closing bank balance
	10,905

	Shortfall in receipts from debtors
	(4,756)

	Shortfall in cash sales
	(2,570)

	Increase in payments to creditors
	(2,173)

	Increase in cash payments
	(340)

	Increase in capital expenditure
	(28,000)

	Decrease in wages and salaries
	1,600

	Decrease in general expenses
	2,186

	Actual closing bank balance
	(23,148)


(b)
C

Note: Although the other options could have resulted in a lower overdraft they are not sufficient in and of themselves to reduce the deficit by £23,148
(c)

Task 2.3
(a)
E


(b)
C

(c)
A bank facility letter sets out the legal rights and duties of the bank and the customer when the bank grants overdrafts and loans. 

The purpose of a facility letter is to protect the rights the bank and the customer.

Task 2.4

	
	Loan Interest

£
	Arrangement fee 

£
	Overdraft interest 

£
	Total cost 

£

	Option 1
	4,680
	780
	1,280
	6,740

	Option 2
	6,240
	720
	0
	6,960

	Option 3
	3,840
	0
	0
	3,840


(a)


(b)


	Option 1
	(

	Option 2
	

	Option 3
	

	None of the options
	


Task 2.5

Certificates of deposit are certificates issued by banks that certify that an amount of money has been deposited and will be repaid at a specific date in the future. They can be traded on a market. They are considered to be a low risk investment.

Local authority short-term loans are certificates issued by local authorities and backed by the government.  They can be traded on a market. They are considered to be a low risk investment.

Government securities are also known as gilt-edged securities and can be traded. Interest rates are fixed and these types of securities are considered to be low risk because they are backed by the government.

Task 2.6

	
	Convertible within 60 days
	Investment below £50,000
	Interest rate 2% above base
	Investment does not include shares
	Risk

	Option 1
	no
	yes
	yes
	no
	yes

	Option 2
	yes
	yes
	no
	yes
	yes

	Option 3
	yes
	yes
	yes
	no
	no

	Option 4
	yes
	no
	yes
	yes
	yes


The company should select none of the options. 
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Creditors





Debtors





Stock





180





Labour costs have increased





Sales volumes have decreased





Payments to suppliers are being made earlier





Customers are taking more days to settle their debts





Prices of raw materials have increased





Reduce overtime working





Improve the product





Negotiate early settlement discount





Improve credit control





Change suppliers
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