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INSTRUCTIONS TO CANDIDATES:  
      There are FOUR (4) questions on 

this paper. 
 
      Answer ALL questions. 
 
      All questions carry equal marks. 
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QUESTION 1 
 
Harvey Ltd is considering which of the capital investment appraisal methods is 
suitable for the machinery it is investing in, which costs £1,500,000. The finance 
director thinks that the NPV should be chosen whereas the operational director 
thinks that ARR is better suited. The company anticipates the machine have a 
lifespan of 3 years. The company’s cost of capital is 10% and the net after tax cash 
flows of the projects are as follows: - 
 
Year                £ 

 1   900,000 

 2                600,000 

 3                500,000 

 
Required :  
 

A) Calculate the Payback, Annual Rate of Return of the machine.  
      (7 marks) 
 

B) Calculate the NPV and IRR of the machine.  
     (8 marks)  
 

C) In view of the remarks of the directors, justify, with reasons, which method you 
would apply (if either).     

(5 marks) 
 

D) Explain the uses, limitations and merits of NPV and IRR methods of 
investment appraisal.                                                                                         

(5 marks) 
 
 
        [TOTAL 25 MARKS] 
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QUESTION 2  
 
Julius Ltd power tools. The budgeted production costs for 600 power tools for 
April 2025 was as follows: 
            
 Standard cost per unit  
 Direct materials 
 4.5 kilos at £6.5 per kilo                     £29.25 
 
 Direct labour 
 7.50 hours at £8.00 per hour                   £60 
 Standard direct cost                                £89.25 
 
  
Actual results were as follows: 
 
 No. of power tools produced:                 500 
 
 Direct material 
 3,000 kilos at £5.00 per kilo                   £15,000 
 
 Direct labour 
 3,000 hours at £9 per hour                     £27,000 
 
Required: 
A) Calculate the following variances for April 2025: 
(i) direct material price 
(ii) direct material usage 
(iii) direct labour rate  
(iv) direct labour efficiency 
                                                                                         

(12 marks) 
B) Prepare a reconciliation statement for the variances.  
                                           

                (5 marks)  
 
C) Discuss the two of four standard costs.          
        (8 marks)  
                                                                                                     
        [TOTAL 25 MARKS] 
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QUESTION 3  
 
Cristal Ventures decided to commence business manufacturing and selling a single 
product. The board of directors have set some conditions on behalf of the private 
investors:  

Year 1: Break even  

Year 2: To achieve a profit of £200,000  

Cost per unit      £ 

Direct materials     26 

Direct labour      16 

Variable production overhead  10 

Variable sales overhead                          8 

 

The selling price was fixed at £100 and the Budgeted Fixed Costs is set at                               
£40,000  

Budgeted (projected sales) 1,800 units. 

Required: 
 

A) Calculate the Breakeven Point using the contribution per unit method.  
(7 marks)  

 
B) Calculate the Margin of Safety in percentage and Units. 

(5 marks)  
 

C) Calculate the level of activity and sales revenue needed to make a profit of 
£200,000.  

(6 marks)  

 
D) Explain the different sources of finance and give examples.  

(7 marks)  
 
        [TOTAL 25 MARKS] 
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QUESTION 4  
  
Bolton Ltd produces and sells a single product, the data below relates to sales and  
production in two months.  
 
       January               February  
       Units                    Units 
Sales        4,000                    6,000  
Production                                                                     8,000                     2,000 
 
       £                             £ 
Selling Price per unit     80                           80 
Variable cost per unit    40                           40 
Fixed production overhead incurred      96,000                    96,000 
Fixed production overhead cost, per unit  
being the predetermined overhead absorption rate  12                            12 
Selling, distribution and administration costs (All fixed) 40,000                40,000                  
 
 
Required: 
 

A) Present a comparative statement for each month using marginal costing. 
(8 marks) 

 
B) Present a comparative statement for each month using absorption costing. 

(8 marks) 
 
 C) Explain the advantages and limitation for marginal and absorption costing.   

(9 marks) 
 

[TOTAL 25 MARKS] 
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END OF PAPER 

 


	UNIVERSITY OF GREATER MANCHESTER

