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Answer all three questions

1	 Seamus Bruce is a mechanic who became the owner of a garage in 2016. 
He renamed the business as Bruce’s Garage, which is now in its second 
year of trading as a sole trader. Although he is a skilled mechanic, he has 
limited knowledge of the financial side of the business.

	 You are employed by Elliott and Graham Financial Services Ltd as a 
professional business services adviser and contracted by Seamus Bruce 
to offer assistance with the following.

	 (a)	 Seamus is unsure of the difference between cash flow and profit. 
Explain the difference so that he has a clear understanding.

[4]

	 (b)	 Complete the cash flow forecast for the fourth quarter of 2018 using 
the following information provided by Seamus.

Forecasted figures for Bruce’s Garage

Month Expenses £ Sales £ Purchases £ Wages £
August 15,100   75,000 48,900 40,000
September 20,500   80,000 45,150 40,000 
October 18,700 100,000 34,500 40,000
November 19,200 120,000 35,050 60,000
December 18,500 120,000 32,150 50,000

Notes:
1.	 Wages are paid in the month they are incurred (the same month)
2.	 Expenses are paid two months after the month of trading
3.	 Purchases are paid for one month after the month of purchase
4.	 75% of monthly sales revenue is paid in cash with the remaining 25% 

being received two months later
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Cash flow forecast for Bruce’s Garage 
for the fourth quarter (October – December) 2018

October (£) November (£) December (£)

Opening Bank Balance 6,500

Receipts:

Cash Sales

Trade Receivables

75,000

20,000

Total Receipts: 93,750

Payments:

Purchases

Expenses

Wages 40,000

35,050

50,000

Total Payments: 100,250

Closing Bank Balance

[12]

Use this space for your calculations.
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	 (c)	 Analyse the closing bank balance for each month of the fourth quarter 
(October – December) for Bruce’s Garage.

[6]

	 (d)	 Bruce’s Garage is considering the possibility of replacing some items 
of machinery at the end of the year. Analyse two advantages and two 
disadvantages of a suitable external source of finance which Seamus 
could use to purchase the new machinery.

		  The quality of written communication is assessed in this 
question.
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[12]
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2	 (a)	 Explain two reasons why Seamus should set a budget for the garage.

[6]

	 (b)	 Seamus is aware that when calculating aspects of his budget he may 
come across a variance. Identify the two types of variance that 
Seamus may encounter.

1. �  [1]

2. �  [1]
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	 (c)	 Seamus has provided you with the actual figures for the first quarter of 
2018 (January – March). Calculate the variance incurred, stating the 
type of variance.

		  (i)	 January
			   Sales Revenue was £109,550
			   Projected Sales Revenue was £120,000

[2]

		  (ii)	 February
			   Expenses were £17,800
			   Projected expenses were £19,200

[2]

		  (iii)	March
			   Wages were £44,655
			   Projected wages were £40,000

[2]
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	 (d)	 Analyse the reasons for and the implications of the variances 
calculated in Question 2(c) in January and February for Bruce’s 
Garage.

		  The quality of written communication is assessed in this 
question.

[10]
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3	 Bruce’s Garage has come to the end of its second year of trading. Seamus 
has asked you to calculate the following ratios using the financial 
information below which has been extracted from his financial statements.

2017 (£) 2018 (£)
Trade Payables     8,300   12,875
Trade Receivables   55,000   26,500
Sales Revenue 325,672 349,748
Cost of Goods Sold 120,500 120,829

	 (a)	 (i)	 Calculate the trade payables ratio (to the nearest whole number) 
for 2017 and 2018 using the formula:

			           Trade Payables      ×    365 days
			         Cost of Goods Sold

			   2017  

[2]

			   2018  

[2]
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	 	 (ii)	 Compare the results of this ratio for 2017 and 2018.

[3]
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	 (b)	 (i)	 Calculate the trade receivables ratio (to the nearest whole 
number) for 2017 and 2018 using the formula:

			           Trade Receivables      ×    365 days
			             Sales Revenue

			   2017  

[2]

			   2018  

[2]

		  (ii)	 Compare the results of this ratio for 2017 and 2018.

[3]
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	 (c)	 Evaluate one benefit and one limitation of using ratio analysis for 
financial decision making in Bruce’s Garage.

		  The quality of written communication is assessed in this 
question.

[8]
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	 Continuation page. (Use this page if you need more space to complete 
your answers.)

	 Number your answers clearly.
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	 Continuation page. (Use this page if you need more space to complete 
your answers.)

	 Number your answers clearly.
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