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Answer all questions in the spaces provided.

1 Read Item A and then answer the questions that follow.

(a) Using the information in Item A, complete the shaded areas below by identifying
which business document would be used in each of the following situations.  The first
document has been completed for you.

(5 marks)
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Item A

Ross Olsen has decided to open a music shop called CeeDee Sounds selling compact
discs (CDs).  He will concentrate on selling both specialist and imported CDs.  He will
pay to have a website designed as he also wants to sell online.  Before opening his shop,
he will need to buy a stock of CDs.

Ross knows that the following business documents are used when buying supplies.

A. Invoice
B. Cheque
C. Statement of account
D. Delivery note
E. Goods received note
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(b) Ross wants to buy some CDs to sell and has to complete the purchase order below.  
Fill in the missing figures in the shaded boxes.

(4 marks)

(c) Ross incorrectly completed the purchase order in part (b) and ordered too many CDs.
Identify and explain one problem that Ross might have if he orders too many CDs.

Problem ...............................................................................................................................

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

Explanation .........................................................................................................................

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

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

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

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

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

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

.............................................................................................................................................
(5 marks)
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(d) CeeDee Sounds will allow customers to use credit cards when they buy CDs from its
website.

(i) Explain two advantages for CeeDee Sounds of allowing this method of payment.

Advantage 1 ..............................................................................................................

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

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

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

Advantage 2 ..............................................................................................................

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

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

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

(ii) Explain two advantages for the customers of CeeDee Sounds of using this
method of payment.

Advantage 1 ..............................................................................................................

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

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

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

Advantage 2 ..............................................................................................................

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

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

....................................................................................................................................
(2 marks)
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(e) Ross has been advised to buy some computer software to help him to keep the financial
records of CeeDee Sounds because it’s quick and easy to use.

Should Ross buy this computer software?  Justify your answer.

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

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

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

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

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

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

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

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

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

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

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

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

Turn over for the next question

____
28
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2 Read Item B and then answer the questions that follow.

(a) (i) Identify one start-up cost from the information in Item B.  Give a reason for your
answer.

Start-up cost ...............................................................................................................

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

Reason .......................................................................................................................

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

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

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

(ii) Identify one running cost from the information in Item B.  Give a reason for
your answer.

Running cost .............................................................................................................

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

Reason .......................................................................................................................

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

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

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

Item B

Ross has started his business and wants to work out how much his start-up costs have been
and how much it costs to run his business.  He has:

paid to have the shop advertised in a local newspaper each week;
paid for a website to be designed;
employed staff to work in the shop;
bought fixtures and fittings for the shop.
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(b) Some of CeeDee Sounds’ costs are fixed and some are variable.

Complete the table below to identify for Ross whether the costs are fixed or variable.
Place one tick in the appropriate column for each cost.

(4 marks)

(c) Ross will need to pay for his broadband Internet connection for the shop but is not sure
whether this cost is fixed or variable.  State whether the Internet connection for the
shop is a fixed or variable cost and explain your decision.

Type of cost ........................................................................................................................

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

Explanation .........................................................................................................................

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

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

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

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

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

Turn over for the next question

____
14

Costs Fixed Costs Variable Costs

Insurance for the shop

Buying CDs to sell in the shop

Business rates

Rent of the shop
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3 Read Item C and then answer the questions that follow.

Item C

Ross has calculated that CeeDee Sounds will have:

fixed costs of £1000 per week;
average variable costs of £5.00 per CD;
average selling price of £10.00 per CD.

Ross has used this information to produce the break-even chart below.
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(a) Ross expects to sell 300 CDs per week.  What profit will he make if he sells 300 CDs
per week?

Profit £

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

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

(b) How would an increase in variable costs to £6.00 per CD affect the break-even of
CeeDee Sounds?  Explain your answer.

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

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

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

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

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

.............................................................................................................................................
(3 marks)

(c) Identify one action that CeeDee Sounds could take if variable costs increased to £6.00
per CD.  Explain why your choice of action would be suitable.

Action .................................................................................................................................

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

Explanation .........................................................................................................................

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

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

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

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

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

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

.............................................................................................................................................
(5 marks)
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(d) Ross is exploring the option of renting a stall to sell his CDs at a monthly music fair.
Many customers interested in buying specialist and imported CDs regularly attend the
fair.

It will cost him £120 in fixed costs each month for the stall.
He expects to be able to sell at an average of £9 per CD at the music fair.
Variable costs remain at £5 per CD.

(i) Using the formula below, state how many CDs Ross will need to sell at each
music fair to break-even.

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

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

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

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

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

....................................................................................................................................
(3 marks)

(ii) Advise Ross as to whether or not he should rent the stall.  Explain your answer.

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

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

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

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

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

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

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

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

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

....................................................................................................................................
(5 marks)

(selling price per unit
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(e) How useful is break-even analysis for a business such as CeeDee Sounds?  Explain
your answer.

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

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

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

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

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

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

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

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

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

.............................................................................................................................................
(5 marks)

Turn over for the next question

____
22



4 Read Item D and then answer the questions that follow.

(a) (i) Complete the profit and loss account of Zoom Records Ltd for the four months
ended 31 December 2006 by filling in the shaded boxes in the table below.

(3 marks)

Zoom Records Ltd
Profit and Loss Account

for the four months ended 31 December 2006

£
Sales revenue 187 000
Cost of sales 194 000
Gross Profit

£
Expenses

Wages 22 000
Insurance 23 400
Other costs 29 000

Total Expenses
Net Profit

Item D

Zoom Records Ltd manufactures and produces CDs for musicians.  In order to increase
profits, it would like to expand its recording studio.

In order to finance the expansion of the recording studio, Zoom Records Ltd has
approached its bank for a loan of £300 000 that will be paid back over ten years at a fixed
rate of interest of 5% per year.

The bank has asked Zoom Records Ltd to provide the following in support of the loan
application:

Profit and loss account for the four months ending 31 December 2006;
Balance sheet at 31 December 2006;
Cash-flow forecast for the four months ending 30 April 2007.

12 LEAVE
MARGIN
BLANK

G/C151781/Jan07/3830/3



Turn over

13 LEAVE
MARGIN
BLANK

G/C151781/Jan07/3830/3

(ii) What information contained in the profit and loss account would help the bank to
decide whether or not to give a loan to Zoom Records Ltd?  Explain your answer.

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

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

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

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

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

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

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

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

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

....................................................................................................................................
(5 marks)

(b) (i) Complete the Balance Sheet at 31 December 2006 for Zoom Records Ltd by
filling in the shaded boxes in the table below.

(3 marks)

Zoom Records Ltd
Balance Sheet at 31 December 2006

£ £

Fixed Assets

Premises 270 000

Equipment 40 000

310 000

Current Assets

Stock 27 500

Bank 8 000

Total Current Assets

Less Current Liabilities

Creditors 25 000

Net Current Assets 2

Net Total Assets

Financed by

Shareholders’ funds 320 500

320 500
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(ii) Explain what is meant by the terms fixed asset and current asset.

Fixed asset

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

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

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

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

Current asset

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

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

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

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

(iii) What information contained in the Balance Sheet would help the bank to decide
whether or not to give a loan to Zoom Records Ltd?  Explain your answer.

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

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

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

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

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

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

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

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

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

....................................................................................................................................
(5 marks)
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(c) (i) Complete Zoom Records Ltd’s cash-flow forecast by inserting your answers in
the shaded boxes below.

(2 marks)

(ii) Explain how taking out a ten-year loan from the bank would affect the cash-flow
position of Zoom Records Ltd.

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

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

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

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

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

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

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

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

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

....................................................................................................................................
(5 marks)

Zoom Records Ltd
Cash-flow Forecast for the four months ended 30 April 2007

January February March April

Cash In

Sales 45 000 46 000 51 000 50 000)

Total inflow 45 000 46 000 51 000 50 000)

Cash Out

Payments for stock 23 000 24 000 24 000 22 000)

Wages 5 400 5 400 5 400 5 400)

Dividends 35 000)

Purchase of new equipment 14 500

Other costs 6 000 6 500 4 500 6 000)

Total outflow 34 400 35 900 48 400 68 400)

Net monthly cash flow 10 600 2 600 (18 400)

Opening Balance 8 000 18 600 28 700 31 300)

Closing Balance 18 600 28 700 31 300

Turn over
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(d) In order to finance the planned expansion, the directors of Zoom Records Ltd have
identifed venture capital as an alternative to the loan.

(i) Explain what is meant by venture capital.

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

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

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

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

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

....................................................................................................................................
(3 marks)

(ii) Which source of finance, a bank loan or venture capital, would you recommend
to Zoom Records Ltd?  Justify your answer.

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

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

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

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

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

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

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

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

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

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

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

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

END  OF QUESTIONS

____
36
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