



www.btecbusiness.com 
	Topic
	My understanding of the topic
	Key terms that I must know
	Extra things I have picked up

	
Costs and revenue

	
	
	

	
Profit

	
	
	

	
Cash flow

	
	
	

	Breakeven

	
	
	

	
Profit and loss accounts

	
	
	

	
Sources of finance

	
	
	

	
Balance sheets

	
	
	

	
How to improve profits

	
	
	



Please ensure that you use this sheet, along with feedback in class to help YOU understand you main strengths and weaknesses.
Key terms: 
	Fixed cost
	Costs that do not change with output- they have to be paid regardless of how much a business produces

	Variable costs
	Costs that do change with output- these costs are directly linked to the product or service

	Start-up cost 
	Costs that a business has to pay when the business sets up. For examples, fixtures and fittings

	Operating costs (running costs)
	Costs that have to be paid for the day to day running of the business. For example, heat, light, rent etc…

	Total costs
	TC= FC + VC

	Revenue 
	This is the money that comes into the business. It is also known as turnover or revenue

	Profit 
	This is the amount of money that the business earns AFTER paying for all of its costs

	Break-even
	Level of output where total revenue = total costs

	Margin of safety
	This is the difference between your break-even point and the number of units you expect to sell

	Cash flow forecasting
	This is a forecast the business makes for what it expects to have coming into the business and out of the business

	Inflows
	Money coming into the business

	Outflows
	Money going out of the business

	Cost of sales
	Costs linked directly with the production of a product

	Gross profit
	GP= Sales- Cost of sales

	Net profit
	NP = Gross profit - expenditure

	Income statement (profit and loss)
	A statement of income and expenditure- usually produced every 12 months

	Balance sheets (statement of financial position)
	A statement outlining the financial position of the business

	Assets
	Things that the business owns

	Liabilities
	Things that the business owes

	Sources of finance
	Ways in which the business can raise money. These can be internal (from within the business) and external (outside of the business)

	Budgeting
	The process of planning income and expenditure within a business








Costs
Fill in the missing words: 
Business have to pay for items when the first set up a business. These are known as _____________________________. These costs can be very expensive so the business owner may have to get finance from other places such as the bank or an investor. The costs that the business has to pay for the day to day running of the business are call_____________________.
Examples of these costs can include rent, heat and light and wages. 
Think of as many start up and running costs for a small business of your choice: 
Type of business: _____________________________________________________________________
	Start-up costs
	Running costs

	













	



When looking at costs, we can also look at fixed and variable costs. Fixed costs DO NOT change and have to be paid regardless of output. This is things such as rent, salaries, heat and light, Variable costs DO change directly with output. These are costs that you will have to pay depending on how much you do/produce. For example, if you make one loaf of bread and it cost you 30p for materials you would pay 30p. For 10 loafs it would costs 10 x 30p (£3).

To work out the total costs for a business you need to add all fixed and variable costs together. What is the formula that we case use for this? 



Understanding profits/Profit and loss accounts (income statement)
All businesses must make a profit if they are to ensure that they can survive. When looking at the income statement (profit and loss account), there are two different types of profit that we can see. These are: 
Gross profit which can be defined as: _______________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________
Net profit which can be defined as:
_______________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________

Fill in the blank spaces below in order to work out the correct gross and net profit figures. [image: ]For depreciation- assume that it is £5000 each year. £         17,800


Extension: what would the profit figure be is the heat and lighting actual cost £28,000 in 2011? (show your workings)



How can profits be improved?
Have a look at the following link and suggest how a business might improve its profits: 
http://www.businessstudiesonline.co.uk/live/index.php?option=com_content&view=article&id=55&Itemid=33 



Break-even
Break-even is “the level of output when total revenue = total costs”. A business MUST understand how many units it needs to sell before it can begin to think about making a profit. 
You can calculate a break-even point via a break even chart and by using the breakeven formula. Have a look for the break-even formula and add it into the space below: 





The business will have to understand it fixed costs, variable costs and sales revenue in order to be able to calculate break even. 
Task 1: 
Correctly label the diagram below.
Task 2:
On the diagram identify the following areas. 1) Where the business is making a loss 2) Where the business is making a profit 3) Where the business is breaking even


Budgets
Budgets are used by business owners to help them understand the potential costs and income that they can expect over a given period of time. Without budgeting, the business will not be able to control its costs and the business could fail. When a business checks it actual performance against its predicted performance it is called budgetary control. 
Look at the table below and discuss the information in the budgets. If the figures are better than expected (i.e. they either bring more into the business or cost in less), it is call a ‘favourable variance’. If the figures are worse than expects or have cost the business more than they thought it would, it is call an ‘adverse variance’.

Look at the table below and identify the adverse and favourable variances: 

[image: ]
Extension: 
Pick one of the budgets and discuss how you would improve it so that the business is better off. 
_______________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________

Cash flow forecasting
A cash flow is used to predict how cash will flow through a business over a period of time in the future.
The business will need to have an understanding of all of the money coming in to the business (inflows) and all of the money going out of the business (outflows). Identify the inflow and outflows from the table below: 
	Example
	Outflow? (tick)
	Inflow? (tick)

	Sales Turnover
	
	

	Purchase of raw materials
	
	

	Paying dividends
	
	

	Debtors paying
	
	

	Creditors paid
	
	

	Salaries
	
	

	Sale of machinery
	
	

	Bank loan received
	
	

	Grant
	
	

	Injection of owners capital
	
	

	Purchase of machinery
	
	

	Electricity bill
	
	

	Tax
	
	

	Interest on loan
	
	



Business must ensure that they manage the inflow and outflows of the business. If they do not have a reasonable balance of money coming in against money going out it can result in huge issues. 
Have a look at the following article and see how a failure to collect income from debotrs (people that owe a business money) caused the collapse of the building firm! 
http://www.building.co.uk/major-contractors-%E2%80%98owed-over-%C2%A313m%E2%80%99-to-collapsed-me-firm/5064520.article 

Cash flow forecasts
The cash flow key terms: 
Net cash flow 
Cash inflows/Receipts 
Opening balance
 Cash outflows/Payments 
Closing balance

	
	How much cash is coming into business from product sales, sales of assets, loans from bank, grants from government, and other sources of finance

	


	How much cash is going out of business, such as expenses, wages, raw materials, buying new machinery, tax payments and dividend

	


	The difference between cash flowing in and out of the business.

	
	How much cash a business has at the start of a time period – day, week, month.

	


	How much money is left at end of that period – day, week, month



[image: ]The cash flow forecast for a business is shown in a document similar to the one 

Task: 
Mr Smith owns a bakery and he initially worked out the cash flow forecast for his business which can be seen below: 
[image: ]











Mr Smith forgot that he had to make a payment of £1500 in March for equipment that was due for delivery. He also took on one more member of staff which means that his wage bill for March and April should be £1000 not £500. Fill in the blanks below: 
[image: ]












Balance sheet (statement of financial position)
[image: ]























The balance sheet shows the financial position of the business. It lists all of the assets (what the business owns) and all of its liabilities (what the business owes). On the balance sheet the NET ASSET figure and the CAPITAL EMPLOYED figure must always balance. 


Balance sheet task: 
Read through the information and fill in the blanks. Remember that the balance sheet MUST balance!!
[image: ]


How is a business financed?
[image: ][image: ]There are a number of ways that businesses can be financed. This can be through internal or external sources. Look at the images below and decide whether it is internal or external finance. 
[image: ][image: ]


[image: ]Task two: 
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Variable Budget Actual Variance
Sales 20,000 22,392
Purchases 200 337
Labour 3,500 3,950
Capital 1,400 700

Expenditure
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CashIn January  Feburary  March April May
Sales £0.00 £32.50  [£30.00  [£300.00 [£300.00
Share capital £400.00
Owners own capital
Total Inflow £400.00 [£32.50  [£30.00  |£300.00 [£300.00
Cash Out
Young enterprise fees  [£80.00
The cost of the book £50.00 £850.00
Advertising £20.00
Total Outflow £150.00 [£0.00 £850.00 [£0.00 £0.00
Monthly Flow £250.00 [£32.50  [£820.00 [£300.00 [£300.00
Opening balance £0.00 £250.00 [£282.50 |£537.50 |-£237.50
Closing Balance £250.00 [£282.50 | £537.50 |-£237.50 |£62.50
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CashIn January  Feburary  March April
Sales £0.00 £500.00 [£1,500.00 [£3,000.00
Share capital £5,000.00
Owners own capital
Total Inflow £5,000.00 [£500.00 [£1,500.00 |£3,000.00
Cash Out
Wages £250.00 [£500.00 [£500.00 [£500.00
Stocks £300.00 [£600.00 [£1,200.00 |£1,600.00
Equipment £3,000.00
Rent £20.00
Total Outflow £3,570.00 [£1,100.00 [£1,700.00 [£2,100.00
Monthly Flow £1,430.00 [-£600.00 [£200.00 [£900.00
Opening balance £0.00 £1,430.00 [£830.00 [£630.00
Closing Balance £1,430.00 [£830.00 [£630.00 |£1,530.00
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Cashin January  Feburary  March April
Sales £0.00 £500.00 [£1,500.00 [£3,000.00
Share capital £5,000.00
Owners own capital
Total Inflow £5,000.00 [£500.00 [£1,500.00 |£3,000.00
Cash Out
Wages £250.00 _ [£500.00
Stocks £300.00 [£600.00 [£1,200.00 |£1,600.00
Equipment £3,000.00
Rent £20.00
Total Outflow £3,570.00 [£1,100.00
Monthly Flow £1,430.00 [-£600.00
Opening balance £0.00 £1,430.00
Closing Balance £1,430.00 [£830.00
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EIXED ASSETS £0

Land and Buildings £ 40,000.00
Furniture £ 500000
Vans £ 20,0000
Machinery £ 15,0000
£80,000.00
CURRENT ASSETS
Stock £ 800000
Debtors £ 4,00000
Cash in Hand £ 1,00000
£13.000.00

CURRENT LIABILITIES

Creditors -£ 4,000.00
Bank Overdraft £ 4,000.00

£8,000.00
NET CURRENT ASSETS  £5.000.00 £5,000.00
TOTAL ASSETS LESS

£85,000.00

LONG TERM LIABILITIES
Mortgage -£20,000.00
Bank Loan £ 5.000.00
Net Assets £60.000.00

CAPITAL AND RESERVES

Share Capital £50,000.00
Retained Profit £10,000.00

Capital Employed £60.000.00
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EIXED ASSETS
Land and Buildings
Furniture

Vans

Machinery

CURRENT ASSETS
Stock

Debtors

Cash in Hand

CURRENT LIABILITIES
Creditors

Bank Overdraft

NET CURRENT ASSETS
Total asset-Total liabilities

LONG TERM LIABILITIES

Mortgage
Bank Loan

Net Assets
CAPITAL AND RESERVES
Share Capital

Retained Profit
Capital Employed

£5,000.00

£0
£ 3500000

£ 20,000.00
£ 1500000

£108,000.00

£ 800000
£ 7,00000

1,000.00

—/

£ 2,000.00
£ 400000

£5,000.00

—/

-£20,000.00
£10,000.00

—/

| E—

£10,000.00

—
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PAY DAY LOANS

« A payday loan is a small, short-term
unsecured loan, regardless of whether
repayment of loans is linked toa

borrower's payday.

« A payday loan is useful because you -
can have it for a small amount of time.

and is a quick transaction.

= Payday loans can be bad because you
‘may not be able to pay it back in the

shortage of time.

PAYDAY LOANS
0fe
T

IMORTGAGES

1Alegal agreement by which a bark,
bullding society, etc. lends money at
interest in exchange for taking tille
of the debtor's property, with the
condition that it is paid back and.
somefimes with inferest.

2. mortgage can be useful because
You can use the money on a house
or rent.

3.5 mortgage is hard to apply for
because you have to wait for the
banks/ bulding society’s to accept
and agree tolend you.

B ——

PSR ———

e
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LMNS

A thing that is borrowed, especially a sum of money that
is expected to be paid back with interest.

* Aloanisgood because it gives you money.

* Loans cam be bad because you may not be able to get
one easily.

Capital Borrowed (Principal” of the loan) 000
Interestrate peryear (compounded per year) 0%

Years | Money Owed | Yearty nterest | Money Owed

(Stortofyoan | Accrued | (End ofyear)
] 0% 100 100
z 100 10} 20

3 210 21 T





image10.tmp
GOVERNMENT BUSINESS GRANTS

= A financial award given by local government to
an eligible grantee. Government grants are not

expected to be repaid by the recipient. GIants [y fwees S
do not include technical assistance or other S ) o)
forms offinancial assistance suchasaloanor (™" )
1oan guarantee, direct appropriation of 1evenue ; msmeesesws n
sharing There is a long application processto |~ gmesmsiisdmnme
qualify and be approved for a government vt
grant rese siom

Sewdsnpstan o)

- A government grant is good because youdon't | SRR )

have to pay it back ety -

sy T et
« A government grant can be bad because it

«takes a long time. ®

DEBENTURE

« A long-term security yielding a
fixed rate of interest, issued by a
company and secured against
assets.

« A debenture can be good
because it is secured against
asset.

« A debenture can be bad because
itis long-term when you might
want it short-term.
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Task: Source of finance (PowerPoint task)

Complete the self assessment task for U2
» Define source of finance
» Define internal sources
+ Define external sources
Pass grade
Provide examples of internal and external finance
Merit task

Discuss the benefits and drawbacks of each
source of finance

Distinction
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Sales revenue
Less Cost of sales
Gross profit

Less expenses
Wages and salaries
Depreciation
Heating and lighting
Other expenses

Net profit

2010 2011 2012

£100,000.00 £105,000.00 £120,000.00

£ 3500000 £ 3850000 £ 4130000

£ 20,000.00 £ 2630000 £ 2850000
£ 500000 £ 500000

£ 15600.00 £ 12,000.00

£ 4,000.00 £ 120000
£ 13,200.00





