
Fundamentals Level – Skills Module

Time allowed: 3 hours 15 minutes

This question paper is divided into three sections:

Section A – ALL 15 questions are compulsory and MUST be attempted

Section B – ALL 15 questions are compulsory and MUST be attempted

Section C – BOTH questions are compulsory and MUST be attempted

Formulae Sheet, Present Value and Annuity Tables are on pages 4–6.

Do NOT open this question paper until instructed by the supervisor.

Do NOT record any of your answers on the question paper.
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Section C – BOTH questions are compulsory and MUST be attempted

Please write your answers to all parts of these questions on the lined pages within the Candidate Answer Booklet.

31 It is the middle of December 20X6 and Pangli Co is looking at working capital management for January 20X7. 

Forecast financial information at the start of January 20X7 is as follows:

Inventory $455,000
Trade receivables $408,350
Trade payables $186,700
Overdraft $240,250

All sales are on credit and they are expected to be $3·5m for 20X6. Monthly sales are as follows:

November 20X6 (actual) $270,875
December 20X6 (forecast) $300,000
January 20X7 (forecast) $350,000

Pangli Co has a gross profit margin of 40%. Although Pangli Co offers 30 days credit, only 60% of customers pay in
the month following purchase, while the remaining customers take an additional month of credit.

Inventory is expected to increase by $52,250 during January 20X7.

Pangli Co plans to pay 70% of trade payables in January 20X7 and defer paying the remaining 30% until the end of
February 20X7. All suppliers of the company require payment within 30 days. Credit purchases from suppliers during
January 20X7 are expected to be $250,000.

Interest of $70,000 is due to be paid in January 20X7 on fixed rate bank debt. Operating cash outflows are expected
to be $146,500 in January 20X7. Pangli Co has no cash and relies on its overdraft to finance daily operations. The
company has no plans to raise long-term finance during January 20X7.

Assume that each year has 360 days.

Required:

(a) (i) Calculate the cash operating cycle of Pangli Co at the start of January 20X7. (2 marks)

(ii) Calculate the overdraft expected at the end of January 20X7. (4 marks)

(iii) Calculate the current ratios at the start and end of January 20X7. (4 marks)

(b) Discuss FIVE techniques that Pangli Co could use in managing trade receivables. (10 marks)

(20 marks)
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32 Vyxyn Co is evaluating a planned investment in a new product costing $20m, payable at the start of the first year of
operation. The product will be produced for four years, at the end of which production will cease. The investment
project will have a terminal value of zero. Financial information relating to the investment project is as follows:

Year 1 2 3 4
Sales volume (units/year) 440,000 550,000 720,000 400,000
Selling price ($/unit) 26·50 28·50 30·00 26·00
Fixed cost ($/year) 1,100,000 1,121,000 1,155,000 1,200,000

These selling prices have not yet been adjusted for selling price inflation, which is expected to be 3·5% per year. The
annual fixed costs are given above in nominal terms.

Variable cost per unit depends on whether competition is maintained between suppliers of key components. The
purchasing department has made the following forecast:

Competition Strong Moderate Weak
Probability 45% 35% 20%
Variable cost ($/unit) 10·80 12·00 14·70

The variable costs in this forecast are before taking account of variable cost inflation of 4·0% per year.

Vyxyn Co can claim tax-allowable depreciation on a 25% per year reducing balance basis on the full investment cost
of $20m and pays corporation tax of 28% per year one year in arrears.

It is planned to finance the investment project with an issue of 8% loan notes, redeemable in ten years’ time. Vyxyn
Co has a nominal after-tax weighted average cost of capital of 10%, a real after-tax weighted average cost of capital
of 7% and a cost of equity of 11%.

Required:

(a) Discuss the difference between risk and uncertainty in relation to investment appraisal. (3 marks)

(b) Calculate the expected net present value of the investment project and comment on its financial acceptability
and on the risk relating to variable cost. (9 marks)

(c) Critically discuss how risk can be considered in the investment appraisal process. (8 marks)

(20 marks)
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