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Answer all questions. 
 

1 Fig. 1 shows extracts from the income statements of Wellsome Ltd for the years ended 
31 December 2013 and 31 December 2014.  

 

 
2014 

 
2013 

 
£ 

 
£ 

Revenue from sales of goods 840,000 
 

720,000 

Cost of sales 560,000 
 

450,000 

Gross profit 280,000 
 

270,000 

Operating expenses 222,000 
 

182,000 

Net profit 58,000 
 

88,000 
 

 
             Fig. 1 Income statement extracts of Wellsome Ltd 
 
 

a) State what is meant by each of the following: 
 

i) Net profit margin. 
 
  ___________________________________________________________  
 
  ___________________________________________________________  

   
ii) Gross profit margin.    

 
  ___________________________________________________________  
 
  ___________________________________________________________  
 

iii) Mark-up.  
 
  ___________________________________________________________  
 
  ___________________________________________________________  

(3 marks) 
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b)  For each of the two years, calculate the following ratios for Wellsome Ltd. (Give 
your answers, where appropriate, correct to two decimal places.) 

 
i) Net profit margin.  
 

  ___________________________________________________________  
 
  ___________________________________________________________  
 
  ___________________________________________________________  
 
  ___________________________________________________________  

  
ii) Gross profit margin.  
 

  ___________________________________________________________  
 
  ___________________________________________________________  
 
  ___________________________________________________________  
 
  ___________________________________________________________  

 
iii) Expenses as a percentage of revenue.  
 

  ___________________________________________________________  
 
  ___________________________________________________________  
 
  ___________________________________________________________  
 
  ___________________________________________________________  

(6 marks) 
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c) Using the information in Fig. 1 and the ratios calculated in part (b), evaluate the 
performance of Wellsome Ltd in 2014 compared to 2013. 

 
  ________________________________________________________________  
 
  ________________________________________________________________  
 
  ________________________________________________________________  
 
  ________________________________________________________________  
 
  ________________________________________________________________  
 
  ________________________________________________________________  
 
  ________________________________________________________________  
 
  ________________________________________________________________  
 
  ________________________________________________________________  
 
  ________________________________________________________________  
 
  ________________________________________________________________  
 
  ________________________________________________________________  
 
  ________________________________________________________________  
 
  ________________________________________________________________  
 
  ________________________________________________________________  
 
  ________________________________________________________________  
 
  ________________________________________________________________  
 
  ________________________________________________________________  
 
  ________________________________________________________________  
 
  ________________________________________________________________  
 
  ________________________________________________________________  
 
  ________________________________________________________________  
 
  ________________________________________________________________  
 
  ________________________________________________________________  

(8 marks) 
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d) Explain one benefit to Wellsome Ltd of comparing its performance to the industry 
average.  

 
  ________________________________________________________________  
 
  ________________________________________________________________  
 
  ________________________________________________________________  
 
  ________________________________________________________________  
 
  ________________________________________________________________  
 
  ________________________________________________________________  

(3 marks) 
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2 Fig. 2 shows the extracts from the financial statements of Brown Ltd and Tosee Ltd for 
the year ended 31 December 2014. 

 

 
Brown Ltd 

 
Tosee Ltd 

 
£ 

 
£ 

Ordinary share capital - at 31 December 450000 
 

300000 

Retained earnings - at 31 December 180000 
 

180000 

5-year 5% debenture - at 31 December 50000 
 

200000 

2014 net profit before interest  60000 
 

60000 

2014 dividend paid 30000 
 

30000 
 

Fig. 2 Extracts of financial statements 
 

 
 

a) State what is meant by: 
 

i) Dividend cover. 
  

  ___________________________________________________________ 
  

  ___________________________________________________________  
   

ii) Interest cover.  
 

  ___________________________________________________________ 
  
  ___________________________________________________________  

(2 marks) 
 
 

b)  Calculate the following ratios for Brown Ltd and Tosee Ltd. (Give your answers, 
where appropriate, correct to two decimal places.) 

 
i) Return on capital employed. 
 
  ___________________________________________________________  
 
  ___________________________________________________________  
 
  ___________________________________________________________  
 
  ___________________________________________________________  

   (2 marks) 
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ii) Return on equity. 
 
  ___________________________________________________________  
 
  ___________________________________________________________  
 
  ___________________________________________________________  
 
  ___________________________________________________________  
 
  ___________________________________________________________  
 
  ___________________________________________________________  
 
  ___________________________________________________________  
 
  ___________________________________________________________  

(4 marks) 
 
iii) Dividend cover. 
  
  ___________________________________________________________  
  
  ___________________________________________________________  
 
  ___________________________________________________________  
 
  ___________________________________________________________  

(2 marks) 
  

iv) Interest cover. 
        

  ___________________________________________________________  
 
  ___________________________________________________________  
 
  ___________________________________________________________ 
  
  ___________________________________________________________  

(2 marks) 
 

v) Gearing.  
 

  ___________________________________________________________  
 
  ___________________________________________________________  
 
  ___________________________________________________________  
 
  ___________________________________________________________  

(2 marks) 
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c) Using the information in Fig. 2 and the ratios calculated in part (b), evaluate the 
degree of risk to which shareholders of Tosee Ltd may be exposed.     

 
  ________________________________________________________________  
 
  ________________________________________________________________  
 
  ________________________________________________________________  
 
  ________________________________________________________________  
 
  ________________________________________________________________  
 
  ________________________________________________________________  
 
  ________________________________________________________________  
 
  ________________________________________________________________  
 
  ________________________________________________________________  
 
  ________________________________________________________________  
 
  ________________________________________________________________  
 
  ________________________________________________________________  
 
  ________________________________________________________________  
 
  ________________________________________________________________  
 
  ________________________________________________________________  
 
  ________________________________________________________________  
 
  ________________________________________________________________  
 
  ________________________________________________________________  
 
  ________________________________________________________________  
 
  ________________________________________________________________  
 
  ________________________________________________________________  
 
  ________________________________________________________________  
 
  ________________________________________________________________  
 
  ________________________________________________________________  

(8 marks) 
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3 Financial statements are frequently accompanied by notes.  
 

 Outline three purposes of the notes to financial statements. 
 

 1 ___________________________________________________________________  
 
  ____________________________________________________________________  
 
  ____________________________________________________________________  
 
  ____________________________________________________________________  
 
  ____________________________________________________________________  
 
  ____________________________________________________________________  
 
 2 ___________________________________________________________________  
 
  ____________________________________________________________________  
 
  ____________________________________________________________________  
 
  ____________________________________________________________________  
 
  ____________________________________________________________________  
 
  ____________________________________________________________________  
 
 3 ___________________________________________________________________  
 
  ____________________________________________________________________  
 
  ____________________________________________________________________  
 
  ____________________________________________________________________  
 
  ____________________________________________________________________  
 
  ____________________________________________________________________  

(6 marks) 
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4 a) Outline three components of a cash budget. 
 

1 _______________________________________________________________  
 
 ________________________________________________________________  
 
 ________________________________________________________________  
 
 ________________________________________________________________  
 
 ________________________________________________________________  
 
 ________________________________________________________________  
 
2 _______________________________________________________________  
 
 ________________________________________________________________  
 
 ________________________________________________________________  
 
 ________________________________________________________________  
 
 ________________________________________________________________  
 
 ________________________________________________________________  
 
3 _______________________________________________________________  
 
 ________________________________________________________________  
 
 ________________________________________________________________  
 
 ________________________________________________________________  
 
 ________________________________________________________________  
 
 ________________________________________________________________  

(6 marks) 
 
 

b) Identify two ways in which a cash budget may be used by company executives. 
 

1 _______________________________________________________________  
 
 ________________________________________________________________  
 
 ________________________________________________________________  
 
2 _______________________________________________________________  
 
 ________________________________________________________________  
 
 ________________________________________________________________  

(2 marks) 
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5 To facilitate business expansion, Woolteen Ltd needs to acquire an expensive piece of 
machinery.  

 
 Explain how tax considerations may influence the acquisition of this piece of 

machinery. 
 
  ____________________________________________________________________  
 
  ____________________________________________________________________  
 
  ____________________________________________________________________  
 
  ____________________________________________________________________  
 
  ____________________________________________________________________  
 
  ____________________________________________________________________  
 
  ____________________________________________________________________  
 
  ____________________________________________________________________  
 
  ____________________________________________________________________  
 
  ____________________________________________________________________  
 
  ____________________________________________________________________  
 
  ____________________________________________________________________  

(4 marks) 
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