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Question 1 
 
Holly Ltd plans to launch a marketing campaign for its new products and is considering two 
projects. The initial investments and the after-tax cash flows from two projects are shown 
below:  
 

 Project A 
£ 

Project B 
£ 

Year 0 - Initial outlay  (150,000) (165,000) 
Year 1 40,000 70,000 
Year 2 50,000 80,000 
Year 3 65,000 50,000 
Year 4 78,000 20,000 
Year 5 84,000 15,000 

 
 
 
a) The Marketing Manager says Project A is obviously better. Using payback method, 

propose your decision towards favourable project. Do you agree with the Marketing 
Manager?  

 
(7 marks) 

 
b) Justify the main problems of payback method that this example reveals. 
  

 (5 marks) 
 
c) Holly’s Finance Director uses net present value (NPV) to assess the projects, applying the 

cost of capital of 10%. Recommend what investment decision should be made based on 
NPV method. 

 
(8 marks) 

 
 (Total: 20 Marks) 
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Question 2 
 
Ginny Ltd assembles tables and sells them to a wholesaler in the UK. It manufactures three 
different types of tables. These tables all use the same materials. Ginny has a labour-
intensive factory where all staff are skilled in the manufacture of all three types of tables, and 
staff can be moved immediately from the production of one board to another at no additional 
cost. The budgeted figures for the forthcoming month are as follows:    
 
  

 Product P Product Q Product R 

Direct materials(£5/foot) £15 £10 £20 
Direct labour (£2/hour) £24 £30 £27 
Variable overheads £10 £15 £12 
Sales price £95 £115 £110 
Sales demand 1,200 1500 1400 

 
The supply of materials is limited to 15,000 feet during the period and labour hours are limited 
to 9,000 hours. 
        
Your team is required to develop the product plan which should maximise profits. To assist 
in the development of the product plan, you should identify the following: 
 

a) Identify the scare resource/limiting factor                                    (5 marks)  
      

b) Propose the optimal production plan                                           (9 marks)  
   

c) Estimate the maximum contribution.                                              (2 marks)  
 

d) Justify the other qualitative factors which might alter your decision. (4 marks) 
  
  
                                                                                                            (Total: 20 Marks) 
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Question 3 
 
Activity-based Costing (ABC) involves the identification of the factors that cause the costs of 
an organisation’s major activities. An effort is made to charge all support overheads to 
products/services on the basis of their usage of the factor causing the overheads. Thus, ABC 
allocates indirect costs to cost centres based on activities rather than departments. 
 
a) Explain the reasons for the development of ABC.  

(10 marks) 
  
b) Why does any organisation need to know the cost of the products it sells or services it 

provides? 
(10 marks) 

 
 

(Total: 20 Marks) 
 

 
Question 4  
 
Budgeting is a critical part of planning, financial control, and performance management. 
Assume you are the managing director of a business. You are trying to encourage as many 
staff as possible to be involved in the budgeting process in the business. A staff meeting has 
been organised for next week and you have to present the advantages of participation in 
setting budgets.  
 
a) Critical evaluate some of the advantages of setting budgets that you would include in your 

presentation. 
(10 marks) 

 
b) Justify the four main functions of budgeting.  

(10marks) 
 
 

(Total: 20 Marks) 
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Question 5 

It has been suggested that one of the problems of separation of ownership and control might 
be that managers do not always act to maximize shareholder wealth.  
 
a) Critical evaluate above statement with relevant examples and consequences. 

(10 marks) 
 

b) What are corporate objectives? Justify which is the most significant objective of a 
corporate. 

(10marks) 
 
 

(Total: 20 Marks) 
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