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Answer all questions in the spaces provided.

Total for this question: 18 marks
 1 

Sid owns a business in a seaside resort.  He sells greetings cards.

On average each card costs 50p to buy and is sold for £1.20.

The annual business fi xed costs are £110 000.

Sid has set a target profi t for the year of £30 000.

  
  REQUIRED

 (a) Calculate the contribution per greetings card.
   

 .............................................................................................................................................
   

 .............................................................................................................................................
   

 .............................................................................................................................................
   

 .............................................................................................................................................
 (3 marks)
 
 (b) Calculate the number of greetings cards which Sid needs to sell to achieve the target 

profit of £30 000. State the formula used.
   

Formula ...............................................................................................................................
   

 .............................................................................................................................................
   

 .............................................................................................................................................
 (1 mark)

  Calculation  .........................................................................................................................
   

 .............................................................................................................................................
   

 .............................................................................................................................................
   

 .............................................................................................................................................
   

 .............................................................................................................................................
   

 .............................................................................................................................................
   

 .............................................................................................................................................
   

 .............................................................................................................................................
(4 marks)
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Unfortunately, Sid’s supplier decides to increase the cost of the greetings cards by 30%.

  REQUIRED 

 (c) Calculate the number of extra greetings cards which Sid would need to sell to maintain 
a target profit of £30 000 following the increase in cost per card.

   
 .............................................................................................................................................

   
 .............................................................................................................................................

   
 .............................................................................................................................................

   
 .............................................................................................................................................

   
 .............................................................................................................................................

   
 .............................................................................................................................................

   
 .............................................................................................................................................

   
 .............................................................................................................................................

   
 .............................................................................................................................................

   
 .............................................................................................................................................

   
 .............................................................................................................................................

   
 .............................................................................................................................................

(6 marks)

Question 1 continues on the next page
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Sid does not believe that the business can sell the extra greetings cards in the seaside resort.

  REQUIRED 

 (d) Advise Sid of two methods by which the business could maintain profit levels without 
selling the extra greetings cards.

   
Method 1 .............................................................................................................................

   
 .............................................................................................................................................

   
 .............................................................................................................................................

   
 .............................................................................................................................................

(2 marks)
   

Method 2 .............................................................................................................................
   

 .............................................................................................................................................
   

 .............................................................................................................................................
   

 .............................................................................................................................................
(2 marks)

____
18
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Turn over for the next question
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Total for this question: 14 marks

 2  
A company produces one product.

The production costs for ten units are:

                                                   £

Material costs (£4 per metre)              120
Labour costs (£16 per hour)                240

Overtime at £20 per hour will be paid for any extra production over 1000 units.

Other manufacturing costs for the ten units are £4200, of which £500 are semi-variable 
and the remainder are fi xed.

  REQUIRED

 (a) Complete the following table.

Units produced 500 1200

Material costs
£ £

Labour costs

Semi-variable costs

Fixed costs

Total production costs
(10 marks)

  Workings
   

 .............................................................................................................................................
   

 .............................................................................................................................................
   

 .............................................................................................................................................
   

 .............................................................................................................................................
   

 .............................................................................................................................................
   

 .............................................................................................................................................
   

 .............................................................................................................................................
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 (b) Explain why it is important for the managers of a business to understand the difference 
between variable and fixed costs when drawing up a budgeted profit and loss account 
and other financial statements.

   
 .............................................................................................................................................

   
 .............................................................................................................................................

   
 .............................................................................................................................................

   
 .............................................................................................................................................

   
 .............................................................................................................................................

   
 .............................................................................................................................................

   
 .............................................................................................................................................

   
 .............................................................................................................................................

   
 .............................................................................................................................................

   
 .............................................................................................................................................

(4 marks)
____
14

Turn over for the next question

Turn over 
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Total for this question: 44 marks

 3  

Leigh Ltd manufactures ready-made meals which contain high amounts of saturated fats.

The trading, profi t and loss account for Leigh Ltd for the year ended 31 March 2007 was 
as follows.

Sales (12 000 units)
Opening stock (2000 units)
Purchases (14 000 units)
Closing stock (4000 units)
Cost of sales
Gross profi t
Production costs
Non-production fi xed costs

Net profi t

£

 40 000
210 000

 (60 000)

 95 000
 70 000

£

360 000

(190 000)
170 000

(165 000)
  5 000

The business expects the following changes to occur during the year ending 
31 March 2008.

(1)  Sales should increase by 25% following an aggressive advertising campaign and a 
decrease in price of 5% per unit.

(2)  The advertising campaign should cost £8000.

(3)  Unfortunately, the supplier has increased his costs by 10%, but the purchasing 
manager of Leigh Ltd has been able to arrange a discount of 2% by buying in bulk.

(4)  Closing stock is to be 20% of the total annual sales units.

(5)  Production costs are expected to rise to £110 000.

  Workings
    

 ......................................................................................................................................................
    

 ......................................................................................................................................................
    

 ......................................................................................................................................................
    

 ......................................................................................................................................................
    

 ......................................................................................................................................................
    

 ......................................................................................................................................................
    

 ......................................................................................................................................................
    

 ......................................................................................................................................................
    

 ......................................................................................................................................................
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  REQUIRED

 (a) Prepare a budgeted trading, profit and loss account for Leigh Ltd for the year ending 
31 March 2008.

  . ............................................................................................................................................

  . ............................................................................................................................................

  . ............................................................................................................................................
   

 .............................................................................................................................................
   

 .............................................................................................................................................
   

 .............................................................................................................................................
   

 .............................................................................................................................................
   

 .............................................................................................................................................
   

 .............................................................................................................................................
   

 .............................................................................................................................................
   

 .............................................................................................................................................
   

 .............................................................................................................................................
   

 .............................................................................................................................................
   

 .............................................................................................................................................
   

 .............................................................................................................................................
   

 .............................................................................................................................................
   

 .............................................................................................................................................
   

 .............................................................................................................................................
   

 .............................................................................................................................................
   

 .............................................................................................................................................
   

 .............................................................................................................................................
   

 .............................................................................................................................................
   

 .............................................................................................................................................
   

 .............................................................................................................................................

  . ............................................................................................................................................
(15 marks)
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 (b) Calculate the following for the year ending 31 March 2008 and the year ended 
31 March 2007.

   2008  2007

Gross profit margin              .................................................................................................................

Workings

                                               .................................................................................................................

                                               .................................................................................................................

                                               .................................................................................................................
(4 marks)

   2008  2007

 Net profit in relation to
turnover (net profit margin)   .................................................................................................................

Workings

                                               .................................................................................................................

                                               .................................................................................................................

                                               .................................................................................................................
(4 marks)

   2008  2007

 Rate of stock turnover           .................................................................................................................

Workings

                                               .................................................................................................................

                                               .................................................................................................................

                                               .................................................................................................................
(4 marks)
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 (c) Write a report to the directors of Leigh Ltd explaining the reasons for the expected 
changes in (b).

  To  .......................................................................................................................................

  From  ...................................................................................................................................

  Date  ....................................................................................................................................

  Subject . ...............................................................................................................................
(1 mark)

   
 .............................................................................................................................................

 .............................................................................................................................................

 .............................................................................................................................................

 .............................................................................................................................................

 .............................................................................................................................................

 .............................................................................................................................................

 .............................................................................................................................................

 .............................................................................................................................................

 .............................................................................................................................................

 .............................................................................................................................................

 .............................................................................................................................................

 .............................................................................................................................................

 .............................................................................................................................................

 .............................................................................................................................................

 .............................................................................................................................................
(6 marks)

Question 3 continues on the next page

Turn over 
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Leigh Ltd has been criticised in the national press for the aggressive advertising campaign.
 
 (d) Discuss the possible implications of the advertising campaign for the business.
   

 .............................................................................................................................................
   

 .............................................................................................................................................
   

 .............................................................................................................................................
   

 .............................................................................................................................................
   

 .............................................................................................................................................
   

 .............................................................................................................................................
   

 .............................................................................................................................................
   

 .............................................................................................................................................
   

 .............................................................................................................................................
   

 .............................................................................................................................................
   

 .............................................................................................................................................
   

 .............................................................................................................................................
   

 .............................................................................................................................................
   

 .............................................................................................................................................
   

 .............................................................................................................................................
   

 .............................................................................................................................................
   

 .............................................................................................................................................
   

 .............................................................................................................................................
   

 .............................................................................................................................................
   

 .............................................................................................................................................
   

 .............................................................................................................................................
 (10 marks)

____
44

END  OF  QUESTIONS
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