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Task 1.1

(a)
Complete the diagram below of the working capital cycle by placing the options into the 
correct boxes.


Options: 

Creditors

Debtors

Stock

(b) 
A business has an average stock holding period of 94 days, receives payment from its customers in 
58 days and pays its creditors in 75 days.

What is the cash operating cycle in days for the business? (Select one)

111 days
39 days

77 days

227 days

(c)
Complete the following sentences by selecting the correct options:

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

Signs of over-trading include [slowly decreasing/rapidly decreasing/slowly increasing/rapidly increasing] sales volumes, [reducing/increasing] profit margins, [shorter/longer] debtor collection periods, [shorter/longer] creditor payment periods.

Task 1.2
(a)
Cash receipts and payments take many different forms but they can be broadly categorised into 
regular, capital, exceptional and drawings.


Complete the table by selecting the correct description from the list of options below to 
match the type of cash receipt or cash payment.
	Type of receipt or payment
	Description

	Capital payments
	

	Regular revenue receipts
	

	Drawings
	

	Exceptional payments
	


Options:

Payments that relate to the proceeds from the disposal of fixed assets

Payments that relate to the acquisition of fixed assets

Payments made to the owners of the business

Payments received from the owners of the business

Income received from HM Revenue and Customs

Income received from the operating activities of the business that are expected to occur frequently

Income received from the operating activities of the business that are not expected to occur frequently

Payments arising from the operating activities of the business that are expected to occur frequently

Payments arising from the operating activities of the business that are not expected to occur frequently

Payments that do not arise from the operating activities of the business but that are expected to occur frequently

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


Task 1.2 (b)
J Wynn owns an office cleaning business and prepares quarterly profit and loss accounts and balance sheets. These are prepared on an accruals basis.

Cleaning materials are purchased when required and therefore very little stock is maintained. All sales and purchases are made on credit terms.

The profit and loss account for J Wynn’s business for the quarter ended December is as follows:

	
	£
	£

	Sales
	
	182,400

	Less: Purchases
	
	(27,360)

	Gross profit
	
	155,040

	Less: Expenses
	
	

	Wages
	72,900
	

	Rent of office
	12,650
	

	Office expenses
	18,640
	

	Van expenses
	24,118
	

	Van depreciation
	4,190
	

	
	
	132,498

	
	
	22,542


Extracts from the balance sheets at 1 October and 31 December show the following:

	Balance sheet at
	1 October

£
	31 December

£

	Debtors
	21,620
	16,400

	Creditors
	760
	1,124

	Accruals – office expenses
	119
	241

	Prepayments – van expenses
	483
	567

	Prepayments – rent of office
	1,200
	1,450


Calculate the actual business cash receipts and cash payments for the quarter to 31 December.  

	
	£

	Sales receipts
	

	Purchases payments
	

	Wages paid
	

	Rent paid
	

	Office expenses
	

	Van expenses
	

	Van depreciation
	


Task 1.3

A company is preparing its forecast sales and purchase information for January of next year. 

The sales volume trend is to be identified using a 3-point moving average based on the actual monthly sales volumes for the current year.

(a)
Complete the table below to calculate the monthly sales volume trend and identify any 
monthly variations. 
	
	Sales volume

(units) 
	Trend
	Monthly variation

(volume less trend)

	August
	9,360
	
	

	
	
	
	

	September
	5,940
	
	

	
	
	
	

	October
	5,220
	
	

	
	
	
	

	November
	9,900
	
	

	
	
	
	

	December
	6,480
	
	


	The monthly sales volume trend is
	
	units.


Additional information
The selling price per unit has been set at £8.

Monthly purchases are estimated to be 40% of the value of the forecast sales.
(b)
Using the trend and the monthly variations identified in part a. complete the table below to 
forecast the sales volume, sales value and purchase value for January of the next financial 
year.
	
	Forecast trend
	Variation
	Forecast sales volume
	Forecast sales 

£
	Forecast purchases £

	January
	
	
	
	
	



Task 1.3, continued

Additional information
The company uses an industry wage rate index to forecast future monthly wage costs. Employees receive a pay increase in March each year. The current monthly wage cost of £6,220 was calculated when the wage index was 163. The forecast wage rate index for the next three months is:

January

179

February 
186

March

193

(c) 
If the company uses the forecast wage rate index, what will the wage cost for March be, to the 
nearest £? (Select one)  


£7,365

£5,253

£6,454

£5,994


Task 1.4

Sargent Enterprises has been trading for a number of years. The business has requested assistance with calculating sales receipts for entry into a cash budget.

Actual sales values achieved are available for January and February and forecast sales values have been produced for March to June. 

Sargent Enterprises estimates that cash sales account for 12% of the total sales. The remaining 88% of sales are made on a credit basis. 

(a)
Complete the table below to show the split of total sales between cash sales and credit sales.

	
	Actual
	Forecast

	
	January
	February
	March
	April
	May
	June

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

	
	
	
	
	
	
	

	Cash sales
	
	
	
	
	
	

	
	
	
	
	
	
	

	Credit sales
	
	
	
	
	
	


Sargent Enterprises estimates that 60% of credit sales are received in the month after sale with the balance being received two months after sale. For example, 60% of January’s credit sales are received in February with the balance being received in March.

(b) 
Using the table below and your figures from part a., calculate the timing of sales receipts that 
would be included in a cash budget for Sargent Enterprises for the period March to June.

	
	Cash received

	
	Credit sales 

£
	
	February

£
	March

£
	April

£
	May

£
	June

£

	January
	
	
	
	
	
	
	

	February
	
	
	
	
	
	
	

	March
	
	
	
	
	
	
	

	April
	
	
	
	
	
	
	

	May
	
	
	
	
	
	
	

	Monthly credit sales receipts
	
	
	
	


Task 1.5
Fortnum Ltd is preparing cash payment figures ready for inclusion in a cash budget. The following information is relevant to the payment patterns for purchases, wages and expenses. 

· Purchases are calculated as 55% of the next month’s forecast sales and are paid two months after 
the date of purchase. For example, purchases in July are based on the estimated sales for August 
and paid for in September.

	
	Actual
	Forecast

	
	July

£
	August

£
	September

£
	October

£
	November

£
	December

£

	Total sales
	84,000
	86,700
	85,300
	89,000
	90,600
	91,200


· Wages are paid in the month that they are incurred and expenses are paid in the month after they 
are incurred. The actual and forecast figures for wages and expenses are:

	
	Actual
	Forecast

	
	July

£
	August

£
	September

£
	October

£
	November

£
	December

£

	Wages
	11,750
	11,750
	12,000
	12,300
	12,300
	12,750

	Expenses 

(excluding depreciation)
	5,808
	6,879
	7,470
	8,836
	7,652
	7,478


· A new machine is to be purchased in October at a total cost of £45,000. Payment for the machine is 
to be made in three equal monthly instalments, beginning in October.

· The machine is to be depreciated monthly on a straight-line basis at 20% per annum.

Prepare an extract of the payments section of the cash budget for Fortnum Ltd for the three months ended December. 

	
	October

£
	November

£
	December

£

	PAYMENTS
	
	
	

	
	
	
	

	Purchases
	
	
	

	
	
	
	

	Wages
	
	
	

	
	
	
	

	Expenses
	
	
	

	
	
	
	

	New machine
	
	
	

	
	
	
	

	Total payments
	
	
	


Task 1.6

The cash budget for Goran Industries for the three months ended June has been partially completed. The following information is to be incorporated and the cash budget completed. 

· A bank loan of £43,200 has been negotiated and this will be paid into the business bank account in 
April. 

· The principle (capital) element of the bank loan (£43,200) is to be repaid in 48 equal monthly 
instalments beginning in May. 

· The loan attracts 5% interest per annum calculated on the amount of the loan principle advanced in 
April. The annual interest charge is to be paid in equal monthly instalments beginning in May. 

· When Goran Industries uses its bank overdraft facility interest is payable monthly and is estimated at 
1% of the previous months overdraft balance. The interest is to be rounded to the nearest £. 

· At 1 April the balance of the bank account was £4,232.

Using the additional information above, complete the cash budget for Goran Industries for the three months ending June. Cash inflows should be entered as positive figures and cash outflows as negative figures. Zeroes must be entered where appropriate to achieve full marks.

	
	April

£
	May

£
	June

£

	RECEIPTS
	
	
	

	
	
	
	

	Cash sales
	8,100
	9,180
	10,440

	Credit sales
	53,064
	53,516
	64,152

	Bank loan
	
	0
	0

	
	
	
	

	Total receipts
	
	
	

	
	
	
	

	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
	
	

	Bank loan interest
	0
	
	

	Overdraft interest
	0
	
	

	
	
	
	

	Total payments
	
	
	

	
	
	
	

	Net cash flow
	
	
	

	Opening bank balance
	
	
	

	
	
	
	

	Closing bank balance
	
	
	


Task 2.1 
A cash budget has been prepared for Inzyz Ltd for the next five periods. 

The budget was prepared based on the following sales volumes and a selling price of £24 per item.

	
	Period 1
	Period 2
	Period 3
	Period 4
	Period 5

	Sales volume (items)
	1,150
	1,200
	1,230
	1,260
	1,300


The pattern of cash receipts used in the budget assumed 50% of sales were received in the month of sale and the remaining 50% in the month following sale.

In the light of current economic trends Inzyz Ltd needs to adjust its cash budget to take account of the following:

· The selling price from period 1 will be reduced by 15% per item.

· The pattern of sales receipts changes to 25% of sales received in the month of sale, 50% in the 
month following sale and the remaining 25% two months after sale. 
(a)
Use the table below to calculate the effect of the changes in the forecast amounts and timing 
of cash receipts for periods 3, 4 and 5:

	
	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

	
	
	
	
	
	

	
	
	
	
	
	

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

	
	
	
	
	
	

	Revised value of forecast sales 
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	Revised timing of receipts
	
	
	
	
	



Task 2.1 continued

Additional information

The company has managed to negotiate extended payment terms with its suppliers. The original budget was prepared on the basis of paying suppliers in the month following purchase. The revised payment terms allow for settlement of 30% in the month following purchase with the remaining payment two months after purchase.

The original budgeted purchase figures were:

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

	Purchases
	8,480
	9,600
	9,820
	10,940
	11,110


(b)
Use the table below to calculate the effect of the changes in the timing of purchase payments 
for periods 3, 4 and 5:
	
	
	
	Period 3 (£)
	Period 4 (£)
	Period 5 (£)

	Original timing of payments
	
	
	
	
	

	
	
	
	
	
	

	Revised timing of receipts
	
	
	
	
	


Inzyz Ltd has always tried to operate without utlising a bank overdraft and the original cash budget identified that an overdraft would not be required for periods 3, 4 or 5. 

(c)
Using your calculations from parts a. and b., complete the table to show the effect of the 
changes to sales receipts and purchase payments on the budgeted bank balance for periods 
3, 4 and 5.

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

	Opening bank balance
	3,790
	
	

	Changes in sales receipts
	
	
	

	Changes in purchase payments
	
	
	

	Closing bank balance
	
	
	


Task 2.2
The quarterly budgeted and actual figures for an organisation are provided below:

	
	Budgeted

£
	
	Actual

£

	Receipts from debtors
	86,423
	
	81,667

	Cash sales
	14,350
	
	11,780

	Payments to creditors
	(42,618)
	
	(44,791)

	Cash purchases
	(7,600)
	
	(7,940)

	Capital expenditure
	    -
	
	(28,000)

	Wages and salaries
	(19,200)
	
	(17,600)

	General expenses
	(24,650)
	
	(22,464)

	Net cash flow
	6,705
	
	(27,348)

	Opening bank balance
	4,200
	
	4,200

	Closing bank balance
	10,905
	
	(23,148)


(a)
Prepare a reconciliation of budgeted cash flow with actual cash flow for the quarter. Select 
the appropriate description for each entry.

	
	£

	Budgeted closing bank balance
	

	Surplus/Shortfall in receipts from debtors
	

	Surplus/Shortfall in cash sales
	

	Increase/Decrease in payments to creditors
	

	Increase/Decrease in cash payments
	

	Increase/Decrease in capital expenditure
	

	Increase/Decrease in wages and salaries
	

	Increase/Decrease in general expenses
	

	Actual closing bank balance
	


(b)
What actions could the organisation have taken to avoid an overdrawn bank balance?


Chased customers to pay sooner and delayed payments to creditors


Increased cash sales through better marketing


Delayed capital expenditure 


Negotiated lower wages payments to employees

(c)
Variances between budget and actual cash flows can occur for a number of reasons. There are also 
a variety of courses of action available to minimise adverse variances or benefit from favourable 
variances.

Match each cause of a variance listed on the left with a possible course of action on the right. 

	Labour costs have increased
	
	Improve credit control

	
	
	

	Sales volumes have decreased
	
	Change suppliers

	
	
	

	Payments to suppliers are being made earlier
	
	Reduce overtime working

	
	
	

	Customers are taking more days to settle their debts
	
	Negotiate early settlement discount

	
	
	

	Prices of raw materials have increased
	
	Improve the product


Task 2.3

a.
Which of the following best describes the main features of an overdraft? (Tick one)

	
	

	Interest rates are low; it is available for as long as required; it is useful for capital purchases.
	

	Interest rates are low; it is payable on demand; it is useful for capital purchases.
	

	Interest rates are low; repayments can be negotiated; it is useful for capital purchases.
	

	Interest rates are high; repayments can be negotiated; it is a short-term form of finance.
	

	Interest rates are high; it is repayable on demand; it is a short-term form of finance.
	

	Interest rates are high; it is available for as long as required; it is a long-term form of finance.
	


b.
Which of the following best describes the main features of a bank loan? (Tick one)
	
	

	Interest rates are low; it is available for as long as required; it is useful for capital purchases.
	

	Interest rates are low; it is payable on demand; it is useful for capital purchases.
	

	Interest rates are low; repayments can be negotiated; it is useful for capital purchases.
	

	Interest rates are high; repayments can be negotiated; it is a short-term form of finance.
	

	Interest rates are high; it is repayable on demand; it is a short-term form of finance.
	

	Interest rates are high; it is available for as long as required; it is a long-term form of finance.
	


(c)
Complete the sentences below by picking the correct options.


A bank facility letter sets out the [draft/ possible/ legal/ illegal] rights and duties of [the bank/ the 
customer/ the bank and the customer] when the bank grants [an overdraft facility/ a bank loan/ 
overdrafts and loans]. 


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

Task 2.4

The three partner firm of Parry & Associates is planning to expand its production facilities. The expansion plans will require the purchase of new machinery at a cost of £78,000 and a working capital injection of £18,000.

The partnership has been seeking possible means of funding the expansion and has been offered three options:

Option 1
A bank loan of £78,000 secured on the new machinery. Capital repayments are to be made over four years in equal instalments. The interest rate is fixed at 6% per annum calculated on the 
capital balance outstanding at the beginning of each year. 

An arrangement equal to 1% of the bank loan is payable at the beginning of the loan term.

The bank is also offering an overdraft facility of £19,500 which attracts an annual interest rate of 12%. The partners believe that they will require an average overdraft of £16,000 for eight months of the first year.

Option 2
A bank loan of £96,000 secured on the assets of the partnership. Principle (capital) repayments are to be made over four years, with a four month payment holiday at the beginning of the loan term. (This means that repayments of the principle will not begin until the fifth month after the loan is received by the partnership.) 

The interest rate is fixed at 6½% per annum for the first two years and will then revert to a variable interest rate set at 3% above the base rate.

An arrangement fee equal to 0.75% of the bank loan is payable at the beginning of the loan term.

Under this option there will be no requirement for a bank overdraft facility.

Option 3
Each of the three partners will take out a personal secured loan of £32,000 repayable over five years at an interest rate of 2.5%. These monies will then be loaned to the partnership as increased capital. Interest of 4% per annum is payable by the partnership to the partners.

Under this option there will be no requirement for a bank overdraft facility.

An extract from the partnership policy in respect of raising finance states the following:

· The maximum overdraft facility that the partnership may obtain is £20,000. 

· Interest payable by the partnership is to be kept as low as possible.

· Loan finance may be secured on the assets of the partnership.

· The partners should not give personal guarantees or security for loan finance.
(a)
Complete the table below to calculate the cost to the partnership for the first year of financing 
under each of the three options:

	
	Loan interest

£
	Arrangement fee 

£
	Overdraft interest 

£
	Total cost 

£

	Option 1
	
	
	
	

	Option 2
	
	
	
	

	Option 3
	
	
	
	


(b)
Which financing option should the partnership select taking account of the provision of the 
partnership policy? (Tick one) 
	Option 1
	

	Option 2
	

	Option 3
	

	None of the options
	


Task 2.5

Select the correct options to complete the following sentences:

Certificates of deposit are certificates issued by [banks/ companies/ stock exchange/ local authority] that certify that an amount of money has been deposited and will be repaid at a specific date in the future. They [can/cannot] be traded on a market. They are considered to be a [low risk/high risk] investment.

Local authority short-term loans are certificates issued by [banks/ companies/ stock exchange/ local authorities] and backed by the government.  They [can/cannot] be traded on a market. They are considered to be a [low risk bank loan/high risk bank loan/low risk investment/high risk investment]. 

Government securities are also known as [gold-edged/ gilt-edged/ gilted] securities and [can/cannot] be traded. Interest rates are [fixed/variable] and these types of securities are considered to be [low risk/ high risk] because [they are/are not] backed by the government.

Task 2.6

The investment manual of a treasury department in a large company has the following policy for investing surplus funds:

· The investment must be convertible to cash within 60 days

· The maximum amount to be invested in any one type of investment is £50,000

· The interest rate must be at least 2% above base rate which is currently 0.5%.

· The investment must not include shares.

· Only low or medium risk investments are to be selected.

Four possible investment options are available:

Option 1

Investment of £50,000 required; 90-day notice period; medium risk; investment portfolio includes shares; interest rate is 2.8% per annum.

Option 2

Maximum investment is £80,000 and minimum investment is £30,000; 30-day notice period; interest rate is 1.5% above base rate; low risk; does not include investment in shares.

Option 3

Investment portfolio comprises stocks and shares; high risk; projected interest rate is 7% and a minimum investment of £40,000 is required; 45-day notice period.

Option 4

Low risk; guaranteed return of 3% per annum; no stocks or shares; minimum investment of £52,000; 7-day notice period.

(a)
Complete the table below, by typing either yes or no into each cell, to show which of the 
policy requirements are met by each of the options.

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

	Option 1
	
	
	
	
	

	Option 2
	
	
	
	
	

	Option 3
	
	
	
	
	

	Option 4
	
	
	
	
	


(b)
Complete the sentence to recommend which of the options, if any, should be selected.


The company should select [Option 1/Option 2/Option 3/Option 4/ none of the options].
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