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Answer all three questions

1	 Derick, a sole trader, set up his joinery business in 2010. He is well known 
throughout Northern Ireland for his excellence, expert knowledge and customer 
service.

	 Derick struggles with the financial aspects of the business and has asked you,  
a financial consultant, for assistance.

	 (a)	 Explain to Derick the meaning of the term internal financial resources (sources 
of finance) for his joinery business, giving two examples.

		  Explanation 

		  Example 1: 

Example 2: 	   [4]

	 (b)	 Explain to Derick the meaning of the term external financial resources (sources 
of finance) for his joinery business, giving two examples.

		  Explanation 

		  Example 1: 

Example 2: 	   [4]
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	 In 2016, Derick changed the ownership to a company, DP Joinery Ltd, allowing him 
to issue shares.

	 (c)	 Explain to Derick one advantage and one disadvantage of share issue for the 
joinery business.  

 [6]
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	 (d)	 DP Joinery Ltd has an overdraft facility of £5,000 on its current account.  
As Derick’s financial consultant, analyse two advantages and one disadvantage 
of DP Joinery Ltd using an overdraft.

		  The quality of written communication is assessed in this question.
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2	 Derick is aware that DP Joinery Ltd is legally required to publish an annual set of 
financial statements.

	 (a)	 Identify two elements that Derick must include in each of the following accounts:

Income Statement Statement of Financial Position

1 1

2 2

[4]

	 (b)	 Derick has provided you with financial information for February – April 2022. 
Calculate the variances incurred and state the type of variance in each case.

		  (i)	 February 2022
			   Actual wages and salaries: £56,500
			   Projected wages and salaries: £51,500

			    
[2]
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		  (ii)	 March 2022
			   Actual raw materials: £93,750
			   Projected raw materials: £98,750

			    
[2]

		  (iii)	April 2022
			   Actual sales revenue: £250,000
			   Projected sales revenue: £225,000

			    
[2]
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	 (c)	 Explain three purposes of a cash flow forecast to Derick.

 [6]
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	 (d)	 Derick’s joinery business has been expanding successfully over the past twelve 
years. He now has a variety of financial data available to help him make financial 
decisions for DP Joinery Ltd.

		  Analyse how Derick can use financial data for making a decision to expand  
DP Joinery Ltd further.

		  The quality of written communication is assessed in this question.

 [9]
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3	 DP Joinery Ltd continues to expand further. Derick will need to purchase new 
machinery for the workshop. He will require an investment appraisal for the new 
purchase.

	 (a)	 Identify two methods of investment appraisal that are available to Derick.

1.	  [1]

2.	  [1]

	 (b)	 Derick has found one item of machinery that is available for his workshop at a 
cost of £100,000. Complete Table 2 by carrying out an investment appraisal for 
this proposed new item of machinery using the financial data shown in Table 1 
below.

		  Table 1 (DP Joinery Ltd financial data)

Year Sales Revenue 
Receipts 

£

Operating Expenses 
of the new item of 

machinery 
£

Discount 
Factor 
10%

0 0 0 1.000

1 20,000 5,000 0.909

2 35,000 15,000 0.826

3 45,000 15,000 0.751

4 50,000 10,000 0.683

5 50,000 10,000 0.621
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		  Table 2 (Investment appraisal calculation)

Year Cash flow
£

Discount 
Factor
10%

Present Value
£

0 1.000

1 0.909

2 0.826

3 0.751

4 0.683

5 0.621

Answer

[13]

	 (c)	 Based on your investment appraisal outcome for this proposed machinery, how 
would you advise Derick?

[2]
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	 (d)	 Evaluate this method of investment appraisal for DP Joinery Ltd.

		  The quality of written communication is assessed in this question.



*16SPB3113*

*16SPB3113*

12785

THIS IS THE END OF THE QUESTION PAPER

  [12]
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