WDP ltd. case study Unit 3 Question bank

Finance

1) What are the three reasons that WDP ltd. needs finance? Explain briefly each

2) What are the main ways in which WDP ltd. can raise finance internally? What are the advantages and disadvantages for each one?

3) What are the main ways in which WDP ltd. can raise finance externally? What are the advantages and disadvantages for each one?

4) What is the difference between a fixed cost and a variable cost? Relate these concepts to WDP ltd.

5) List out all the costs involved at WDP ltd.. State if they are fixed or variable.

6) What would be the main costs for WDP ltd. if they relocated?

7) For each cost involved in relocation state two sources of finance that they could use and give two reasons for your selection.

8) What is a budget and what is it used for?

9) What different types of budgets will WDP ltd. have?

10) What is a cash flow forecast and why does WDP ltd. use it?

11) Give 4 inflows for WDP ltd.

12) Give 4 outflows for WDP ltd.

13) What is a break even chart how does WDP ltd. use it?

14) Draw a simple break even chart for WDP ltd.

15) What is sales revenue? How can this be increased?

16) What is the difference between fixed costs (overheads) and variable costs (direct costs) Give 2 examples of each? How do these affect profit?

17) What happens if there is a negative balance on the cash flow forecast?

18) What is a profit and loss account?

19) Explain the following terms

a. gross profit

b. cost of sales

c. net profit

d. expenses

e. retained profit

20) How can WDP LTD. increase gross profit and net profit?

21) What is a balance sheet?

22) What is the difference between an asset and a liability? 

23) What equals what on a balance sheet? 

24) Explain the following terms and give 2 examples for each

a. Fixed asset

b. Current asset

c. Current liability

d. Long term liability

e. Shareholders funds

25) What are ratios used for and who would use them

26)  What is the formula for gross profit margin? Where do the figures come from? How can it be improved?

27) What is the formula for net profit margin? Where do the figures come from? How can it be improved?

28) What is the formula for ROCE? Where do the figures come from? How can it be improved?

29) What are the formulas for current ratio and acid test ratio? Where do the figures come from and how are they used?

WDP ltd ltd. Unit 3 test & answers
1) What are the three reasons that WDP LTD needs finance? Explain briefly each

Ans: Survival when demand for presses are low

        Day to day running costs –wages supplies rent insurance

        Expanding – building a new premises

2) What are the main ways in which WDP LTD can raise finance internally? What are the advantages and disadvantages for each one?

Ans: Retained profits

         Sale of assets – old machinery etc. 

3) What are the main ways in which WDP LTD can raise finance externally? What are the advantages and disadvantages for each one?

Ans: Bank loans

         Trade credit

         Bank overdraft 

         Sale of debentures

        Gong public – becoming a plc / sale of shares

4) What is the difference between a fixed cost and a variable cost? Relate these concepts to WDP LTD

Ans: Fixed cost does not change with the number of websites designed
         Variable cost do change with the number of websites designed
5) List out all the costs involved at WDP LTD. State if they are fixed or variable.

Ans: wages, Variable

 rent , advertising , maintenance, rent , insurance , bank loans, salaries - Fixed

6) What would be the main costs for WDP LTD if they relocated?

Ans: Purchase of land / planning permission / construction costs

7) For each cost involved in relocation state two sources of finance that they could use and give two reasons for your selection.

Ans: Land – bank loan

         Planning permission – retained profit

         Construction costs – bank loan

8) What is a budget and what is it used for?

Ans: The amount of money a department can spend over the next year
9) What are the different types of budget WDP ltd have?
10) What is a cash flow forecast and why does WDP LTD use it?

Ans: Predicts the bank balance at the end of each month
       Do they need to secure an overdraft
11) Give 4 inflows for WDP LTD

Ans: Sales revenue / bank loan / sale of shares sale of assets
12) Give 4 outflows for WDP LTD

Ans: Wages & salaries / rent / supplies /maintenance / advertising / insurance

13) What is a break even chart and how does WDP ltd use it?
Ans: To see how many web designs need to be sold before they make a profit
14) Draw a simple break even chart for WDP
15) What is sales revenue? How can this be increased?

Ans: Money received from sale of presses. Increase advertising / increase price

16) What is the difference between fixed costs (overheads) and variable costs (direct costs) Give 2 examples of each. How do they affect profits?

Ans: Fixed costs do not change with output –rent, insurance, loan repayments

        Variable costs –wages

17) What happens if there is a negative balance on the cash flow forecast?

 Ans: They need an overdraft
!8) What is a profit and loss account?

Ans: Shows how much profit WDP ltd make in a year
19) Explain the following terms

Gross profit = Sales revenue – cost of sales

Cost of sale = cost of producing goods sold (variable costs)

Net profit = Gross profit – expenses

Expenses = day to day running costs that do not change with output

Retained profit = profit not distributed to shareholders but reinvested into the business

20) How can B & R increase gross profit – 

Ans: increase sales or reduce cost of sales

How can B & R increase net profit -  

Ans : reduce expenses

21) What is a balance sheet?
Ans: Shows the financial position of a business with the firms assets & liabilities
22) Difference between an asset & liability

Asset things- that the business owns

Liabilities – things that the business owes
23) What equals what on a balance sheet?

Ans : FA + CA – CL = SF + LTL 
Net assets = capital employed 

Fixed assets + current assets – current liabilities = long term liabilities + shareholders funds
24) Explain the following terms and give 2 examples of each
a. Ans: Fixed asset

Assets that WDP uses for production e.g. land, computers, equipment, etc.

b. Current asset

Asset that will soon become cash e.g. stock, debtors (customer who owes WDP ltd  money) & cash

c. Current liability

Money that WDP ltd must pay back in the next year e.g. creditors (suppliers that WDP ltd owes money to) bank overdraft

d. Long term liability

Money that WDP ltd owes to banks (bank loans) or debentures paid back between 1-10 years

e. Shareholders funds

The value of WDP ltd (equity) Share capital (original value of shares) + retained profits 

25)  What are ratios used for and who would use them?

Ans: Businesses use them for comparing financial data over time or between forms. Two key areas are liquidity and profitability

26)  What is the formula for gross profit margin? Where do the figures come from? How can it be improved?

Ans: Gross profit / Sales revenue X 100  =     %

Figures come from profit & loss account. To improve need to increase gross profit and reduce cost of goods sold
27) What is the formula for net profit margin? Where do the figures come from? How can it be improved?

Ans: Net profit / Sales revenue X 100  =     %

Figures come from profit & loss account. To improve need to increase net profit and reduce expenses
28) What is the formula for ROCE? Where do the figures come from? How can it be improved?

Ans: Net profit / Capital employed X 100 =   %

Net profit from profit & loss account / capital employed from balance sheet

Improved by increasing net profit (reduce costs)
29) What are the formulas for current ratio and acid test ratio? Where do the figures come from and how are they used?

Ans: Current ratio = current assets / current liabilities

         Both from the balance sheet. Should be a 2:1 ratio

        Acid test ratio = (current assets – stock) / current liabilities

        Both from the balance sheet. Should be a 1:1 ratio
       Both ratios used to see how easy it is for a business to pay off its current liabilities (short term debts)

