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About the Exam 
 

Right here it is… this is your exam 

 

AQA BS03 Financial Planning & Monitoring. 

 

� There is a pre-release case study which we have been 

working on in class, you will be issued a second part in 

the exam 

 

� There are two pre-release research tasks which 

you must complete prior to the exam 

 

� The exam is worth 1/3 of your overall AS level 

 

� The exam is on Monday 17
th

 May 

 

� The total marks for the paper are 60. You need to get approximately.. 

 

A   B   C   D   E 

48/60  43/60   38/60  33/60   29/60 

 

� The exam comprises a pre-released case study which is given to you prior to the exam. You 

CANNOT take your copy into the exam, you will get a new one. 

 

� As part of the pre-release you will be given two research tasks. In the exam there will be two or 

more questions directly related to these research tasks. In previous years each question has 

been worth anywhere between 10 and 16 marks each. 

 

� So if you think about it, two research tasks which you can do prior to the exam worth about 16 

marks each…. is approximately 30 marks…. Hello C! 

 

� The exam is only 1 hour long, so time is very tight, a minute a mark 

 

In the exam, you will be required to: 

• identify and explain sources of finance 

• explain and calculate costs and revenue 

• calculate profits and break-even 

• apply financial techniques to analyse and justify business decisions. 
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Revision List 
 

This is the stuff that you need to know for 

the exam… 

 

Make sure that you read it carefully, sort 

through your class notes, make sure 

that you notes on the following things… 

 

You will need to understand and apply the following: 

 

Legal Forms of Business 

The ownership, control, financing, advantages and disadvantages of the 

following: 

• sole traders 

• partnerships 

• private limited companies 

• public limited companies. 
 

Sources of Finance 

The internal and external sources of finance available to businesses, including: 

• share issues 

• loans 

• sales of assets 

• government grants 

• working capital. 

 

Business Plans 

• The typical contents of a business plan, including information on marketing, finance, aims and 

objectives, location, production and personal qualities and qualifications. 

• The purposes of business plans (for stakeholders such as investors and suppliers as well as the 

entrepreneur or manager) and sources of information that may be used. 

• The use of business plans to monitor ongoing performance. 

 

Business Software 

The range of software used by businesses to: 

• keep records of sales and expenditure 

• draw up budgets and cash flow forecasts 

• calculate and present year-end accounts. 

 

The benefits of using business software. 

 

Resource Management 

• The range of resources used by a business, including human resources, material resources as 

well as information resources. 

• How resource needs vary between different businesses. 

• The benefits of using minimal amounts of resources. 

Tell me 

everything 

you know!!! 
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Costs and Revenues 

• The structure of costs, including fixed, variable and semi-variable costs. 

• How costs are calculated, the relationship between the level of output and costs. 

• How revenues are calculated. 

• The price, quantity and revenue relationship. 

 

Profits and Break-even 

• Calculation of profit and loss at different levels of output. 

• The importance of profits to entrepreneurs. 

• Calculation of break-even output and the construction of break-even charts. 

• Effects of changing costs and revenues on break-even output. 

• Strengths and weaknesses of break-even as a management technique. 
 

Cash Flow Forecasting 

The components of cash flow, including: 

• cash and credit inflows 

• the components of cash outflows: wages, materials, etc 

• net monthly cash flows, opening balances and closing balances. 

 

The reasons why businesses forecast cash flow and the benefits of the process. 

 

Cash Flow Monitoring 

• How to interpret cash flow forecasts. 

• Common causes of cash flow problems, including poor planning, excessive trade credit and 

external shocks (such as changes in economic and market conditions). 

• Actions which entrepreneurs and managers can take to improve a cash position: 

o use of overdrafts and trade credit 

o factoring and sale of assets 

o rescheduling payments. 

 

Setting Budgets 

• The use of revenue (or sales) budgets and expenditure budgets. 

• Examples of the structure of sales and expenditure budgets. 

• The process of setting budgets, starting with sales forecasts. 

• The reasons for setting budgets and the benefits from this process. 

 

Monitoring Budgets 

• The use of forecasted and actual budget data and the analysis of variances, including favourable 

and adverse variances. 

• Expected relationships within budgets and actual data, eg higher sales figures leading to 

adverse expenditure variances. 
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Revision Topic 1: 

Legal Forms of Business 
 

The ownership, control, financing, advantages and disadvantages of the following: 

sole traders, partnerships, private limited companies and public limited companies. 

 

Most businesses start as sole traders.  As they grow, they often change to different types of ownership.  

This involves more and more owners (shareholders).  The higher the number of shareholders, the more 

shares a business can sell to them.  Thus the company will grow because it can raise more finance.  

Large companies generally also have access to more loans and other finance source than small 

companies. 

 

Smaller firms 

  

Sole Trader 

 

   

     

  

Partnership 

  

Private Limited 

Company 

 

     

    

Public Limited 

Company 

 

 

Larger firms 

 

A sole trader usually does all the managing himself.  By contrast, the partners in a firm will have 

regular meetings to discuss the management decisions together.   The owners of a sole trader and 

partnerships both own and control the business. 

 

If the company has many owners, it becomes difficult for them all to agree on how the company 

should be managed.  However, the advantage of having many owners is that the firm will have a lot of 

money at its disposal. 

 

This dilemma is solved by the divorce of ownership and control.  This is when the owners decide to no 

longer manage the business directly and appoint directors to oversee the running of the business on 

their behalf.  Directors are often highly paid experts in their fields, for example marketing, finance or 

production.  

 

If the directors were incompetent and the business ended up with more debts than it can pay, the 

owners are not held responsible for the directors’ mismanagement.  They can lose the investment they 

made when they originally bought the shares in the business but no more.  Their liability is limited.  

The directors, however, can be banned from being directors due to mismanagement. 

 

The existence of limited liability encourages people to invest in plc’s and private limited companies and 

has led to a thriving stock market in the UK.   
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It is important to understand the difference between issuing shares and trading them in the stock 

market.  When plc’s issue new shares to be sold to shareholders, the firms receive money.  This is 

therefore a source of finance for them. 

 

The share owners can sell the shares in the stock market.  In this case, the firm receives no new 

finance.  The new owner pays for the shares, and the seller gets the money.  Hopefully, the seller has 

made a profit on the investment in these shares. 

 

Activity 1 
 

Here are the four main types of business ownership in the UK.  Write a description of the 

documentation required to set up each of the businesses. There are a few hints at the bottom of the 

page! 

 

Sole trader 

 

 

 

Partnership 

 

 

 

Private limited company 

 

 

 

Public limited company 

 

 

 
 

A memorandum of association tells outsiders about the limited company: its name and registered 

office, its business and its share capital.  

 

The articles of association tell shareholders the rules of the limited company: what their rights are, 

who the directors are, how these are appointed and how often meetings are held. 

 

A deed of partnership is an agreement between the partners in a business which each partner signs.  It 

regulates what the business does, how profits are shared, what to do in case of the death of a partner, 

and so forth. 
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Activity 2 
 

The most important consideration regarding which legal form the business will take is its size.  This 

determines its ability to raise finance.  However, for each of the ownership types you should know at 

least two advantages and two disadvantages. 

 

Fill in the advantages and disadvantages.  Each box in the table below relates to one type of ownership.  

They are not in order. 

 

Advantages  Disadvantages 
Relatively easy to establish: register at Companies’ 

House 

Can raise finance by selling shares privately 

 The owners are liable to paying all the debts: there is 

no protection from creditors 

The partners can argue and disagree  

Can raise large sums of money by issuing new 

shares which it then sells to shareholders 

Public interest will result in a high profile 

 The owner is liable to paying all the debts: there is 

no protection from creditors 

The owner often has to take on all the tasks and 

responsibilities in the business 

Establishing this company usually needs no special 

paperwork 

All the profits go to the owner of the business 

 The company has to publish detailed information 

about itself every year. 

It can be “taken over” by another large firm and lose 

its identity and independence 

The owners discuss the business together and can 

arrive at solutions to problems together 

Several partners are likely to raise more funds than 

a sole trader by himself 

 Some financial information must regularly be 

published 

 

The shares cannot be traded on the stock market 

 

The advantages and disadvantages of the main forms of business ownership 

 

Sole trader: 

 

 

 

 

 

 

 

Partnership: 
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Private Limited Company: 

 

 

 

 

 

 

 

 

Public Limited Company:  

 

 

 

 

 

 

End of topic review 
 

1. What is a sole trader? 

2. What is a partnership? 

3. Why is there a divorce of ownership from control in limited companies? 

4. What is meant by a shareholder? 

5. What is meant by limited liability? 

6. What is the main advantage of limited liability? 

7. What is a plc? 

8. Name three examples of plc’s you have heard of, and look up their share price. 

9. Who needs a memorandum of association? 

10. What types of issues are agreed in a deed of partnership? 

11. Why do you think a sole trader, in contrast with other types of ownership, does not need any 

documentation to set up a new business? 

12. Name two advantages and two disadvantages for each type of business ownership. 

13. Why do firms not receive any additional finance when shareholders sell their shares in the stock 

market? 

14. For what reasons would companies want to change their type of ownership? 
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Revision Topic 2: 

Sources of Finance 
 

The internal and external sources of finance available to businesses, including share issues, loans, sales 

of assets, government grants and working capital. 

 

It costs money to make money! 
 

Before anything is sold, the business owners need to find money with which to: 

 

� Buy materials or stock (the goods that are to be sold) 

� Carry out some market research and do other types of marketing 

� Rent office space 

� Recruit people 

� Buy assets and equipment 

 

Businesses need to raise finance when they: 

1. Start up 

2. Expand their operations significantly 

 

Which type of finance a business can raise depends on a number of considerations.  They include: 

� Whether the business is new or established 

� Whether the business is successful and creditworthy 

� Whether the business can offer collateral 

� What type of business ownership the business has 

� Whether the current owners are happy to dilute their control by issuing new shares 

� What the finance is intended for 

� How long the finance is needed for 

� Interest rates, the company’s reputation and its share price (if a plc) 

 

The sources of finance for a business are: 

 

External sources of finance.  A new start-up business has to get all of its finance from external 

sources of finance.  An established business wanting to expand can also use these.  They are: 

� Loans, mainly from banks.  Loan finance is open to all ownership types.  Banks often ask for 

collateral when lending money.  If the loan is not paid back, the bank takes possession of the 

collateral.  Collateral acceptable to a bank is almost always a building. 

� Share capital.  Private and public limited companies can issue new, additional shares.  These 

are then sold to new investors, who will use their own money (savings) to pay for them.  The 

money they pay is added to the share capital of the business, and is thus a source of finance.  

The old owners now own a smaller share of the business: their stake has been diluted by the 

new shares that have been issued. 

� Grants.  Grants are, on principle, open to all ownership types.  The government has an interest 

in supporting small firms, those using environmentally beneficial production methods and any 

businesses who will set up and create jobs in areas of high unemployment.  However, the 

financial help will depend on what the company does, how many jobs it creates and what types 

of assets it buys. 
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Two special external sources of finance are: 

� Venture capitalists.  These are fund managers who invest amounts of £100,000 to £2 million in 

promising new business ventures.  As a business owner, you really need to convince a venture 

capitalist that your business is worth investing in.  The venture capitalists will seek to make a 

profit by investing when the firm is new, seeing the business become successful and grow, and 

then selling the investment at a high price. 

� Factoring.  If a business has sent out invoices which remain unpaid after a long period of time, it 

can sell these to a factoring company.  The factoring company will pay a percentage of the 

value of the invoice, for example 50% to the business.  It then seeks payment from the 

company that has not paid the invoice; this can take a long time and a lot of threats and 

persuasion.  If the entire amount is paid, the factoring company has made a profit of 100%.  

Businesses use factoring services because they do not have the resources to chase debts, and 

because they get an immediate – if smaller – cash inflow when they sell the invoice. 

 

Internal sources of finance.  An established business wanting to expand can also use internal sources 

of finance: 

� Working capital.  This is used for paying everyday bills.  It is the day-to-day finance for all 

businesses and consists of cash and those assets which can quickly be turned into cash 

(creditors and stock), less liabilities which need to be paid in the short term.  Firms can ask for 

trade credit as a source of working capital.  This is when they can delay payment for goods that 

have been delivered to them.  Another source of working capital is a bank overdraft. 

� Reinvested profit.  This is the most common and cheapest source of finance.  Over the years, 

the profit the firm makes does not all need to be paid out to the owners/shareholders in profits 

and dividends.  Some profit can be kept in the business and used for investing in larger 

premises or better machinery. 

� Sale of assets.  Some assets are no longer required in the business.  For example, some high 

street chains sell shops in areas in which they no longer wish to be present.  Assets marked for 

sale are usually inefficient: they do not generate enough profits for the firm.  It is sensible to 

sell them to buy more efficient assets.  
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Activity 
 

In each of the lines of the following table, you will see a business ownership form, what the business 

wishes to finance and one possible proposed method of financing.  Consider the merits and drawbacks 

of this form of financing.  Suggest an alternative, and justify why you think this alternative is suitable. 

 

Business 

ownership 

What is to be 

financed? 

Proposed 

financing Alternative Justification 

A sole trader 

 

 

 

Start up in 

business 

Bank loan, with 

owners’ flat as 

collateral 

 

  

A sole trader 

 

 

 

Buy another 

delivery van 

Overdraft from 

bank 

  

A partnership 

 

 

 

 

Refurbish the 

entire office 

Introducing a new 

partner who can 

bring finance 

  

A partnership 

 

 

 

 

Set up a branch 

office abroad 

Loan from a UK 

bank, partners 

provide collateral 

  

Private limited 

company 

 

 

 

Expand factory Venture capitalist 

 

  

Private limited 

company 

Buy another 

company of 

almost equal size 

as your own 

Private share issue   

Public limited 

company 

Finance your 

expansion 

overseas, where 

100 new branches 

of your shops will 

soon be opened 

Bank loan   

Public limited 

company 

Paying off a loan 

for which a high 

interest rate is 

being charged 

Public share issue   
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End of Topic Review 
 

1. What are the two main reasons for businesses to raise new finance? 

 

2. Name five factors which should be considered when deciding on which type of finance to raise. 

 

3. What are the six sources of external finance? 

 

4. What is meant by collateral? 

 

5. What is meant by “dilution of ownership”? 

 

6. What is a share? 

 

7. What are the three internal sources of finance? 

 

8. What is meant by trade credit? 

 

9. Name one advantage and one disadvantage of factoring. 

 

10. Under what circumstance would a business sell assets to raise finance? 

 

11. What is meant by working capital? 

 

12. Why is working capital very important for a business? 

 

13. For what three main reasons does the government give grants to businesses? 

 

14. What is the most common source of finance for businesses? 
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Revision Topic 3: 

Business Plans 
 

The typical contents of a business plan, including information on marketing, finance, aims and 

objectives, location, production and personal qualities and qualifications. 

 

The purposes of business plans (for stakeholders such as investors and suppliers as well as the 

entrepreneur or manager) and sources of information that may be used. The use of business plans to 

monitor ongoing performance. 

 

 

What is a business plan? 

It is a detailed document which describes a new business idea.  The author of the document will have 

had the idea, made sure there was a gap in the market by carrying out some market research, and is 

now seeking (external) finance for the new business.  Sources of finance were discussed in Topic 3.  

The business plan also helps the owner because it contains targets.  The owner will want to check 

whether the targets are being achieved.  The business plan is updated and revised when needed, for 

example when targets have successfully been achieved or the owners decide on a change in the 

business. 

What are the contents of a business plan? 

A business plan contains sections with the following information: 

1. A summary of the business proposal 

2. The aims and objectives of the business 

3. A description of the business idea 

4. Market research relating to consumer demand and to competitors 

5. A description of the operations such as equipment to be bought, premises needed and where 

these will be, staff to be hired, machinery and IT requirements and how the product or service 

will be produced 

6. Details of the amount of short-term and long-term finance needed 

7. Information about the manager(s) including CV’s 

8. Financial forecasts showing sales, profit and loss and cash flow forecasts 

What is the purpose of a business plan? 

There are three types of people who the business plan is written for.  Its most important aim is to 

convince potential investors that they should put money into the business.  Banks will be interested in 

careful planning so that the business is likely to pay back the funds lent.   

 

Owners also benefit from a thorough business plan.  The process of having to thoroughly research the 

market, describe the operations and the financial forecasting means that potential entrepreneurs are 

likely to understand the business very well.  Owners can check progress against set targets and take 

corrective action if needed. 

 

Finally, some suppliers view selling to a new business as a risk because there is no track record of 

prompt payment.  Showing suppliers a business plan might convince them to do business with the new 

firm.  
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What sources of information can be used to draw up a business plan? 

It is important to carry out two types of research.  Consumer research gauges demand for the product 

by finding out whether people want to buy the product and at what price.  Competitor research seeks 

to find out to what extent this or a similar product is already in supply, where the competitors are and 

what price they charge.  This research forms the basis of the sales forecast. 

 

Costs of sales (direct wages and materials) are researched by contacting suppliers of the raw materials 

needed to find out about their costs and terms of delivery.  It is also important to accurately estimate 

overheads such as salaries, rent, electricity, gas and insurance payments.  These can be researched 

from advertisements, the internet and the local utility companies. 

 

The forecast sales and costs can then be used to draw up a monthly forecast profit and loss account 

for the first year or two.  This is important because prospective investors/owners want to see when the 

business is expected to generate a profit from which they can be paid a dividend. 

 

Further research to be carried out relates to the cost of equipment.  Most start-up finance is used for 

equipment and premises and the source of the start-up finance depends on the amount to be spent 

and how much is needed. 

 

Finally, a cash flow forecast will show the timings: when finance and sales are to be received, and 

when the costs are to be paid.  It is important to always have enough funds to meet payments that 

cannot be delayed.  This is especially important for the regular interest payments to the bank.   Before 

a bank lends any money to a new venture, it will need to be convinced that the venture generates 

enough cash to meet the interest and loan repayments. 

What sources of advice are there? 

� Advice regarding new businesses is available from paid and unpaid professionals.  Accountants, 

solicitors, bank advisors and tax experts will each be able to give advice on financial, legal and 

tax matters.  

� The government gives free advice via its website www.businesslink.gov.uk and via seminars.  

� There are also local chambers of commerce which give advice.  

� Finally, many industries have trade associations.  Businesses can join the appropriate one and 

seek advice from them.  
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End of Topic Review 
 

1. What is a business plan? 

 

2. What type of external finance is available for a new business venture? 

 

3. What are the eight ingredients of a typical business plan? 

 

4. Why is information about the managers required? 

 

5. Why is a business plan useful for the manager? 

 

6. What is the most important aspect of the new business plan for the bank? 

 

7. Why could suppliers be interested in business plans? 

 

8. How are sales forecasts made? 

 

9. How are costs estimated? 

 

10. How can salaries, rent and utility bills be researched before setting up in business? 

 

11. What information is needed to forecast the profit of the business? 

 

12. What is meant by a cash flow forecast? 

 

13. How is the cash flow forecast different from the forecast profit and loss account? 

 

14. What is start-up finance for? 

 

15. Name three different sources of advice a new business can seek help from. 
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Revision Topic 4: 

Resource Management and Business Software 
 

Resource management: The range of resources used by a business, including human resources, material 

resources as well as information resources. How resource needs vary between different businesses.  The 

benefits of using minimal amounts of resources. 

 

Business Software: The range of software used by businesses to: keep records of sales and expenditure, 

draw up budgets and cash flow forecasts and calculate and present year-end accounts.  The benefits of 

using business software. 

 

What is the range of resources used by businesses? 

Businesses use four types of resources.  For all of them, they will seek to expend the lowest possible 

cost to achieve the highest possible benefit to the company.   

 

� Human resources are its people and their skills, commitment and problem-solving ability.  

Business usually have a reporting structure which determines the hierarchy of employees.  They 

train employees to improve quality and job satisfaction.  Larger companies can outsource parts 

of their operations to countries in which salaries are lower than in the UK.  For example, call 

centres are often in India and production often takes place in Eastern Europe or China. 

� Physical resources include the materials required to produce a product or service and the 

equipment, buildings and vehicles for the work to be done.  Businesses try to keep costs down 

by moving to cheaper premises, seeking the cheapest suppliers and using equipment efficiently, 

i.e. it should not be left unused for a long period of time.  Also, it is important not to spend a lot 

of money on stock which will go off or out of fashion before it is sold.  What type of physical 

resources are used depends on the business and the industrial sector the firm is in – the 

primary sector extracts natural resources from land and sea, the secondary sector produces 

goods from these natural resource, the tertiary sector is services and retail businesses selling 

goods, the quaternary sector produces information and the quinternary sector provides leisure 

services.  The resources for businesses in each of these sectors look very different. 

� Information resources are often generated inside the business – such as financial forecasts, 

records of costs, production data, employee details, cash flow and other financial details.  The 

business could also pay for information, for example market research.  The information a firm 

keeps depends on the nature of its business.  Information is usually contained and manipulated 

in business software. 

� Financial resources are the funds a business has access to.  This includes internal and external 

financing resources.  Financial resources are the greater, the higher the profit and cash flow of 

the firm is.  Cash flow is improved by managing working capital well, that is making sure that 

short-term financial assets (which are stock, outstanding invoices to creditors and cash) exceed 

short-term financial liabilities (which are bills to be paid and overdrafts).  If a firm cannot make 

payment for something when this is requested, this may be so damaging to its reputation that 

banks and suppliers no longer trust it and demand all their outstanding credit back 

immediately.  Most firms cannot pay back all their outstanding loans at once and this would 

send them into liquidation.  Financial resources are used both to buy human, physical and 

information resources. 
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What are the benefits of using minimal amounts of resources? 

All resources cost money.  Businesses only have a limited amount of money and each time they take a 

decision to spend money on a resource, they need to ask themselves whether this money would be 

better spent on another resource which could generate a higher profit, or whether they can obtain the 

resource more cheaply.  For example, a bookshop might decide to stock mainly crime novels or mainly 

educational books, depending on the prices and profit it can achieve on each.  Businesses need to shop 

around for raw materials, for example goods made in Turkey are likely to be cheaper compared to 

those made in the USA.  The financial resources a business has at its disposal need to be spent so as to 

generate the highest profit for the shareholders.   

 

For each £ the business spends it will hope to achieve a certain amount of profit.  However, the 

business could have spent this £ in other ways which might have produced a higher profit.  The profit 

the business could have made is foregone, because it decided not to spend its £ in this way.  This 

foregone profit is called opportunity cost. 

 

Business Software 

There are many sophisticated types of software that help managers manage information so that the 

minimum amount of resources is expended.  Two main ones are: 

 

� Databases: these are used to keep employee records, stock records, lists and descriptions of 

the fixed assets (equipment) of the business, customer records, supplier records. Databases can 

store numerical and text information.  For example, it is possible to store the age, name, 

address, monthly pay, qualifications and length of service of employees. 

 

� Spreadsheets: these are used to calculate sales, trends, costs, budgets, cash flows and 

accounts. Spreadsheets are useful to keep financial records.  Managers can model different 

scenarios, for example what will happen to overall profits if the price of product x is decreased 

by 20p? 

 

� Business software is mainly used to generate, change, store and convey information about the 

human, physical and financial resources of the business.  It is thus a means of holding 

information resources in the business. 

 

� Word Processors 

 

� Presentation software 

 

� Graphics Packages/ Applications 

 

� Desktop Publishing 

 

Bespoke/ Off the shelf? 
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End of Topic Review 
 

1. What is meant by human resources? 

 

2. Give three examples of physical resources. 

 

3. What two main sources of financial resources are there? 

 

4. What is meant by working capital? 

 

5. By what methods can cash flow be improved? 

 

6. What is meant by opportunity cost? 

 

7. Give five examples of databases that will be kept in a business. 

 

8. What three kinds of financial statements can you generate using a spreadsheet? 
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Revision Topic 5: 

Costs and Revenues 
 

The structure of costs, including fixed, variable and semi-variable costs.  How costs are calculated, the 

relationship between the level of output and costs.  How revenues are calculated.  The price, quantity 

and revenue relationship. 

 

What does “the structure of costs mean”? 

Businesses have different types of cost.  Imagine a sandwich bar that makes fresh sandwiches to order.  

Variable costs will depend on how much the sandwich bar sells, for example the costs of the 

ingredients and the packaging.  Fixed costs will stay the same, for example the rent and the heating 

bill.  Cost structure refers to what proportion (percentage) of the total costs of the business is in fixed 

costs, and what proportion is variable costs.  Generally, the lower the proportion of fixed costs, the 

better. 

 

What are variable costs? 

This is the cost which the business has to pay each time it produces a good or service.  For example in a 

sandwich bar, a salami, salad and mayonnaise sandwich on brown will incur the cost of two slices of 

brown bread, five slices of salami, a handful of salad and a dollop of mayonnaise.  The cost of this is 

50p.  Each time such a sandwich is made, 50p in costs are incurred by the business.  Thus, the more 

sandwiches are made, the higher the variable costs will be: if in one day, 50 sandwiches are ordered, 

the variable cost will be £25.  If 100 are ordered, the variable cost will be £50.  Variable means the cost 

varies with the number produced. 

What are fixed costs? 

Carrying on with the sandwich bar, there are some costs that have to be paid no matter how many 

sandwiches are sold – as long as the sandwich bar wants to stay in business.  Examples of these are: 

rent, rates (which is a tax paid to the local council), the monthly salaries of the staff and the water bill. 

 

What are semi-variable costs? 

Some items need to be paid anyway but their consumption goes up when there are more customers.  

For example, if the sandwich bar keeps a delivery van, then certain items would need to be paid for, no 

matter whether they deliver 50 or 100 sandwiches: Road tax, MOT, insurance, the annual service and 

the driver’s salary all need to be paid and are therefore fixed costs.  However, petrol is variable 

because the more deliveries there are, the more petrol will be used.  So the cost of keeping the van is 

partly fixed, and partly variable – it is semi-variable. 

How are costs calculated? 

Total costs have to be expressed per time period, not per unit.  Therefore, costs are calculated as 

follows: 

 

First, take the fixed costs per month.  Next, find out how many units were sold during that month and 

calculate total variable costs by multiplying the number of units by the variable cost per unit.  Add both 

together to find the total cost for the month. 
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What is the relationship between the level of output and costs? 

If a business sells more units (say, sandwiches), its variable costs of sandwich-making will go up.  This is 

because it makes more.  However, it will also sell more so revenue will go up too.  Fixed costs like rent 

will stay the same.  For example, here are the costs of a sandwich shop: 

 
Sandwiches sold per month:    1000 

Variable costs:      2000 x £0.50=£500 

Fixed cost per month:    £2000 

Total costs (when selling 2000 sandwiches): £2500 

 

Sandwiches sold per month:    2000 

Variable costs:     2000 x £0.50=£1000 

Fixed cost per month:    £2000 

Total costs (when selling 2000 sandwiches): £3000 

 

Sandwiches sold per month:   3000 

Variable costs:     3000 x £0.50=£1500 

Fixed cost per month:    £2000 

Total costs (when selling 2000 sandwiches): £3500 

 

Sandwiches sold per month:    4000 

Variable costs:     2000 x £0.50=£2000 

Fixed cost per month:    £2000 

Total costs (when selling 4000 sandwiches):  £4000 

 

Activity 
 

Now assume that each sandwich is sold for £3.00.  Calculate the revenue and the profit (=revenue less 

costs) for a level of output of 1000, 2000 and 3000 sandwiches. 

 

Output: 1000 sandwiches 2000 sandwiches 3000 sandwiches 4000 sandwiches 

Total Revenue: 
£3.00 per sandwich x 

number of 

sandwiches sold 

    

 

Less:  
Fixed costs of 

running shop 
 

 

   

Variable costs of 

producing 

sandwiches 

    

Total costs  

 

   

 

Profit 
(loss)= Revenue less 

total costs 
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How are revenues calculated? 

Revenues are calculated by multiplying the number of goods sold in a time period, for example per 

month or per year, by the sales price of the goods.  For example, if salami sandwiches are £3.00 and we 

sold 2000 this month, cheese sandwiches are £2.50 and we sold 3000 and turkey sandwiches are £4.00 

and we sold 4000, then total revenue is calculated like this: 

 

What? How much each? How many sold this 

month? 

Revenue this month 

Salami sandwiches £3.00 2000   £6,000 

Cheese sandwiches £2.50 3000   £7,500 

Turkey sandwiches £4.00 4000 £16,000 

Total revenue   £29,500 

 

To maximise profits, business’ pricing strategy needs to bear in mind: 

� Whether there is price competition in the market for the good.  If retailers usually undercut 

each other in terms of prices, then it is possible to maximize revenue by decreasing prices. 

(Example: white bread, tinned tomatoes, baked beans) 

� If the good is a necessity, then retailers can charge a higher price without losing custom 

(Example: sanitary towels, nappies, pharmaceuticals) 

� If the good is a premium good, then retailers can rely on its customers having enough money to 

afford an increase in its price (Example: clothes sold in Harrods, Harvey Nicholls and designer 

boutiques) 

� If the good has a brand name, customers will trust it and buy it despite an increase in its price 

(Example: Nike, Sony, Bang&Olufson) 

 

End of Topic Review 
 

1. What is a cost structure? 

2. What are fixed costs? 

3. What are variable costs? 

4. What are semi-variable costs? 

5. How are costs calculated? 

6. What is the relationship between the level of output and costs? 

7. How are revenues calculated? 

8. What is the relationship between price, quantity and revenue? 

9. How are total costs calculated? 

10. How does a business calculate the profit? 

11. What is meant by price elasticity? 

12. When deciding whether to raise or lower the price of a product, which four factors should it 

bear in mind? 
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Revision Topic 6: 

Profits and Break-even 
 

Calculation of profit and loss at different levels of output. The importance of profits to entrepreneurs.  

Calculation of break-even output and the construction of break-even 

charts. Effects of changing costs and revenues on break-even output. Strengths and weaknesses of 

break-even as a management technique. 

What does profit mean? 

Profit is the difference between the revenue a business earns in a year, and the total cost it incurs in 

that year (these are fixed costs and variable costs). 

What is a loss? 

A loss occurs when the costs are higher than the revenue. 

What is output? 

Output is the number of units (of its product or service) which the business produces and sells per 

year. 

Why are profits important to entrepreneurs? 

Entrepreneurs are in business to earn profits.  They invest their own (and other people’s) money in 

businesses.  This mean they stand to lose their money and other peoples’.  The reward for this risk is 

the profit they stand to gain from successful businesses. 

What is a breakeven calculation? 

This calculates how many units a business needs to produce to make sure it covers all its costs.  The 

higher the proportion of fixed costs, the more the business must produce to break-even.  

 

 

       Total fixed costs                      s    

Breakeven point  =  Selling price per unit – variable cost per unit 

 

 

Why is the breakeven point important? 

If all costs were variable costs, the firm would make a profit on each unit it makes.   However, the 

selling price also needs to cover the fixed costs of the business.  Once enough units have been sold to 

cover the fixed costs and the variable costs, the business moves into profit.  If the selling price is 

lowered or the fixed costs at the factory rise, more units need to be sold to break even.  If the selling 

price can be raised or fixed costs fall, then fewer units are enough to break even. 
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What is meant by contribution? 

The selling price of a product needs to cover its variable costs and its fixed costs.  After variable costs 

have been covered what is left is not profit, but a contribution to the fixed costs of the business.  Only 

when all the fixed costs have been covered will this contribution become the profit of the business. 

 

Example: Selling price £10, variable costs £1 therefore the contribution is £9. 

If fixed costs are £900, then 100 units need to be sold to cover fixed costs fully.  This is the breakeven 

point. 

 

Any further units sold will still have to cover the £1 variable costs but each unit sold above the 

breakeven point will generate a profit of £9. 

 

What is the margin of safety? 

This is the difference between how much we produce and the quantity we need to produce to break 

even.  For example, if the breakeven quantity is 100 units and our factory has been designed for a 

capacity of 150 units, our margin of safety is 50 units.  Production can fall by 50 units yet the factory is 

still profitable. 

 

What are the limitations of breakeven analysis? 

� Breakeven analysis is useful but it can only provide a snapshot of costs in time. 

� Fixed costs don’t stay the same in the long term.  Salaries and expenses change over time. 

� Prices are likely to change over time as well, which means that the revenue changes. 

� Each time a single cost or the price of the product changes, breakeven needs to be recalculated. 

� Goods are often sold at different prices, for example some customers might get discounts.  

Some goods may not be sold, for example because they are faulty.  Breakeven analysis assumes 

that all the goods are sold at the same price. 

� Breakeven analysis does not take into account the impact of any price change on customer 

demand.   

 

End of Topic Review 
 

1. How is total revenue calculated? 

2. How are total costs calculated? 

3. What is meant by the breakeven point? 

4. What is meant by contribution? 

5. What does a breakeven chart tell us? 

6. What happens to the breakeven point when  

a. fixed costs rise 

b. fixed costs fall 

c. variable costs fall 

d. the selling price falls 
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e. the selling price rises? 

7. What are the limitations of break-even analysis as a technique? 
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Revision Topic 7: 

Cash Flow Forecasting 
 

The components of cash flow, including; cash and credit inflow, the components 

of cash outflows: wages, materials, etc, net monthly cash flows, 

opening balances and closing balances. 

The reasons why businesses forecast cash flow and the benefits of the process. 

 

What is cash flow? 

Cash flow is the money that the business gets (cash inflow) and the money it pays (cash outflow).  Cash 

inflows include loans, capital raised, grants and sales.  Cash outflows include payments for materials, 

wages, expenses, administration and large investments.  If cash outflows are greater than cash inflows, 

then the firms needs to find the difference from its bank account or ask for an overdraft. 

 

There is often a long delay between a firm spending money on materials and expenses, and the point 

when it receives money from selling the finished product.  In the meantime, the firm needs to have 

enough cash to be able to meet its payments. 

 

This delay will be longer if the firm sells to its customers on credit.  Firms often pay 30 days after the 

products have been delivered.  In contrast, some firms such as retailers, only accept cash payment, 

which is made on receipt of the good. 

What are the benefits of the process of cash flow forecasting? 

� If a business can estimate in advance how much money will be coming in and going out, it will 

not be caught short of cash when it needs to make an essential purchase or pay its staff.   

� If a company knows in advance when it will have a lot of cash, it can time major non-urgent 

purchases for this time.   

� If it knows when there will be a shortage of cash in advance, it can try to delay some payments 

or seek an overdraft from the bank.  

� As a result of better cash management, the company will need to borrow less from the bank in 

loans and overdrafts.  This means lower interest payments, and therefore higher profits. 

� When a business needs to borrow money, the lender will want to see a cash flow forecast that 

show whether and how the business can afford to pay back the loan and interest payments. 
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Activity 1: 

Rudolph Hucker’s Cash Flow Forecast 
 

Rudolph is setting up a new burger/kebab joint by himself.  He will need to borrow £2,000 from 

the bank to finance his fast food restaurant.  The bank has asked his to submit a cash flow 

forecast of all his income and expenditure over the first six months of trading.   

 

He has estimated the following revenues: 

Forecast 

revenues 

Jan Feb Mar Apr May Jun 

Burger sales 

£ 

1,025 1,300 1,500 1,600 1,600 1,600 

Kebab sales 

£ 

1,350 1,450 1,500 1,550 1,600 1,650 

 

Other receipts include: 

An Enterprise Grant which he receives in January of £3,000 

Her own capital, in January he pays £500 into the business and in April another £500 

 

Expenditure: 

Freezers - £1,350 purchased in January 

Grills - £1,850 purchased in January 

Market research fee - £1,000 done in December but paid for in February 

Wages - £500 every month 

Advertising - £100 payable in January, March and May 

Business Rates - £450 in March and June 

Owner’s drawings - £100 per month 

Rent - £1,000 per month 

 

Additionally she pays: 

 Jan Feb Mar Apr May Jun 

Stocks of foodstuffs 1,700 1,200 1,000 1,200 1,300 1,000 

Sundry expenses 70 60 50 90 10 50 

 

Using the information on this page, prepare a cash flow forecast in excel for Rudolph’s for the 

first six months on the following page.  The opening bank balance in January is zero.  

 

A. The first situation is a shortfall in sales: 

During May, it is unusually hot, and sales of burgers are £1000 and kebabs are £1200 as people want 

less hot food. 

 

1. What happens to the end of month bank balances? 

 

 

2. What could Rudolph do to improve the situation? 
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B. He decides to take out less in drawings – that is the money he takes out of the business to live on. 

Her monthly drawings decrease from £100 to £50. 

 

1. What happens to the end of month bank balances? 

 

 

2. What could he do to finance the extra startup costs? 

 

 

 

 

C. Look at the enterprise grant.  The Local authority are slow in paying, and he receives it late, in April.  

1. What happens to the end of month bank balances? 

 

 

2. How could he overcome this shortage of funds? 

 

 

 

 

D. Finally, we assume that Rudolph gets a month’s credit with his food stuffs suppliers.  This will shift 

all his food payments to the following months.   

 

1. What happens to the end of month bank balances? 

  

 

 

Activity 2: 

Norfolk & Chance’s Cash Flow 
 

Norfolk & Chance are starting a fast-food business in June of this year.  They have worked out their 

sources of finance and costs. 

 

Sources of finance 

� They are putting £15,000 of capital into the business 

� The bank is lending them £10,000 

� They have a local authority grant of £2,500 

� They estimate sales income in June, July and August to be £5,000 

 

Start-up costs 

N&C already owns the premises and estimates the start-up costs to be: 

� conversion of premises: £15,000 

� purchase of equipment £10,000 



30 

� advertising the launch of the new business £500 

 

Running costs 

N&C reckon the running costs in June, July and August will be: 

� Buying in stocks of food - £1,500 per month 

� Wages - £1,200 per month 

� Insurance – £120 per month 

� Electricity - £150 per month 

� Other expenses - £500 per month 

 

N&C have opened up a new bank account, which starts with a zero balance.  All the money received 

and paid out will be through this bank account. 

 

Your task: 

1. Fill in the 3-month cash flow forecast and calculate the bank balances.  The shaded areas need 

not be filled in. 

2. What will the balance be at the beginning of September? 

3. In your opinion, how reliable are the different estimates for costs and revenue? 

 

Norfolk & Chance’s Fast Food: Cash flow forecast for 3 months ending 31 Aug 2006 

 

Item   Jun (£) Jul (£) Aug (£)  

Receipts:    

Owner’s capital    

Bank loan    

Local authority grant    

Estimated sales income    

Total receipts for the month    

Payments:    

Conversion of premises -   

Purchase of equipment -   

Advertising for the business launch -   

Stocks of foods - - - 

Wages - - - 

Insurance - - - 

Electricity - - - 

Other expenses - - - 

Total payments for the month - - - 

Bank account: 

Opening bank balance    

Add: total receipts    

Less: total payments - - - 

Closing bank balance    
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End of Topic Review 
 

1. What is meant by cash flow? 

 

2. What are the main components of a cash flow forecast? 

 

3. What are three examples of cash inflows for a business? 

 

4. What are five examples of cash outflows for a business? 

 

5. What are five advantages of cash flow forecasting? 

 

6. What is the difference between a cash payment and a credit payment? 

 

7. What does the running balance (bank balance) tell the business? 
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Revision Topic 8: 

Cash Flow Monitoring 
 

How to interpret cash flow forecasts- Common causes of cash flow problems, including poor planning, 

excessive trade credit and external shocks (such as changes in economic and market conditions).  

Actions which entrepreneurs and managers can take to improve a cash position; use of overdrafts and 

trade credit, factoring and sale of assets, rescheduling payments. 

 

What is the difference between a cash flow forecast and a cash flow statement? 

Both set out cash inflows, outflows and the bank balance.  The forecast is a tool to minimize cash flow 

problems in the future.  The statement records the actual cash flows that have occurred in the past 

months.  Both can be interpreted. 

 

What does interpreting cash flow forecasts and statements mean? 

This means looking at the bank closing balances to find out whether they are negative, and whether 

there is a trend – is the cash flow problem getting better or worse? 

Next, we find out the reasons for the cash flow problem.  This can be difficult, and there can be several.  

Sometimes the problem is temporary or seasonal. 

 

What is a cash flow problem? 

You have a cash flow problem if you see any of these in the cash flow statement: 

1. Your cash outflows are constantly bigger than your cash inflows 

2. You have to keep increasing your bank overdraft (closing balance is minus) 

3. You keep taking out other kinds of loan or put in more capital to keep the firm going 

 

What are common causes of cash flow problems? 

� Bank loan too big- There is excessive borrowing.  Does the company have a large long-term 

loan or a big overdraft, which is getting bigger, not smaller?  This is a problem.  If the bank 

raises its interest rates, the problem becomes even bigger. 

� Customers pay late- They give excessive trade credit to their customers. Normally, this is 30 

days – 1 month – but some businesses offer more.  Costs are incurred in June, but payment for 

goods is in August – not good. 

� Too much stock- If you buy “in bulk” it’s cheaper but then you might end up with too much 

stock.  It might go off / out of fashion.  Some things become completely obsolete, like versions 

of Game Boys, the Simms and so on.  And it costs more money to store in a warehouse.   

� Overtrading- This is when a business opens more and more shops – a continued “start-up” 

situation which incurs lots of start-up costs.  As sales will take a while to pick up, the business is 

short of cash in the meantime.  Overtrading is the most common reason for businesses to fail. 

Why does the cash flow have an effect on working capital? 

Working capital consists of cash, invoices sent by the business which customers have not yet paid, and 

stock.  Of these three, only cash can be used to pay outstanding bills.  The more of the working capital 

is tied up in stock and outstanding invoices, the more likely it is that the business has a cash flow 

problem. 
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What can we do to improve cash flow problem? 

� Buy less stock.  You could go for Just-in-Time delivery from your suppliers, if you can persuade 

them.  This is when the goods are literally delivered the minute you need them.  (Unrealistic for 

a small business, though). 

� Make sure customers pay on time.  Send them reminders, red letters etc. (Of course they 

might then go somewhere else to get their goods, and give that supplier a cash flow problem). 

� Pay your own suppliers later.  You could agree better credit terms (say, to pay after 60 days, not 

the usual 30).  Or you could do what your own customers do to you, and just pay late. (This may 

mean that your suppliers don’t sell to you any more). 

� Sell assets (perhaps cars, or land) which you don’t need.  You could even factor out the 

amounts customers owe you – Factoring companies take on debts owing to you, pay you about 

75% of their value straightaway in cash and then send the Bailiff to your customers.  

� Factoring out old invoices.  Some invoices may have been sent a long time ago yet the 

customers have not paid.  Rather than carrying on chasing the customers for payment which 

may never happen, the can be sold to a factory company.  This will pay a percentage, say 30% 

of 50% depending on the chances of the invoice being paid.  The advantage is that the business 

does not have to worry about the debt any more and gets a part payment immediately.  The 

disadvantage is that if payment is made in full, it goes to the factoring company and not the 

business. 

 

End of Topic Review 
 

1. What is meant by a cash flow problem? 

2. What is an overdraft? 

3. What does the process of interpreting cash flow statements and forecasts involve? 

4. What is meant by overtrading? 

5. What is meant by working capital? 

6. What is meant by outstanding invoices? 

7. Why is working capital that consists mainly of stock and unpaid invoices a problem for a firm? 

8. What is meant by factoring? 

9. What are the advantages and disadvantages of factoring? 

10. What would you do to solve a cash flow problem for which you have identified the following 

reason: 

a. Excessive borrowing by the business 

b. The business has granted excessive trade credit to its customers 

c. The business holds too much stock 

d. The business is overtrading 

e. A competitor has opened up and taken away market share from the business 

f. Cheap foreign imports lead to greater price competition for the business’ products 

g. The business’ products are largely obsolete 

11. The minimum wage has increased, causing expenses to increase 
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Revision Topic 9: 

Setting Budgets and Monitoring Budgets 
 

Setting budgets: The use of revenue (or sales) budgets and expenditure budgets. 

Examples of the structure of sales and expenditure budgets. The process of setting budgets, starting 

with sales forecasts. The reasons for setting budgets and the benefits from this process. 

Monitoring Budgets: The use of forecasted and actual budget data and the analysis of 

variances, including favourable and adverse variances. Expected relationships within budgets and 

actual data, eg higher sales figures leading to adverse expenditure variances. 

 

What is a budget? 

A budget looks similar to a cash flow forecast in that it forecasts sales and expenditure by category 

over future months.  It does not show a bank balance.  Instead, it compares actual with forecast 

expenditure. 

 

What can a business budget for? 

Every department in the business can have its own budget for sales and expenditure.  The business can 

also forecast sales for each individual product it sells, or individual stores it owns.  International 

companies forecast sales by country or region.  Budgets for expenditures are also broken down into 

salaries, energy costs, rental costs, etc. 

 

How do we know how much sales and expenditure to budget for? 

The business needs to base its forecasts on past years’ sales and expenditure, any trends it has 

observed, market research it carries out and any specific knowledge it has.  For example, following a 

recent rise in oil prices a business must factor this in even if last year’s prices were much lower.  

Equally, if the business knows that the minimum wage has increased, this must be reflected in its 

employment expenditure. 

 

If a business has given its employees sales targets then these will be in the budget.  At the end of the 

period, sales targets budgeted for are compared with the actual revenue the sales department has 

achieved. 

 

Of course, if the business budgets for an increase in sales then costs will also have to rise. For example, 

commission earned by sales people will go up, as may some variable and semi-variable costs like 

telephone charges and electricity.  The business may expand by employing extra people or renting 

more office or warehouse space to be able to cope with the increase in revenue.   

 

Any budgeted increase in costs must be justified by the increase in sales and profits which the business 

will achieve. 

 

What is a master budget? 

From the individual budgets for sales of different products and expenses, the business will create a 

master budget which reflects the forecast profit and loss account.  This shows how overall sales, costs 

and profits will be affected by changes in the individual budgets. 
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How do businesses benefit from budgeting for sales and expenses? 

The main benefit of budgeting is that when a manager wants to raise expenditure for particular 

expenses, perhaps increase the number of people in his department, the effect of this on profits will be 

apparent.  Budgeting shows whether additional expenditure is justified by increasing sales or profits. 

 

Sales staff are usually given a target to achieve; this target will be in the budget.  This is used to 

motivate them to sell more and earn more commission. 

 

When comparing the outcome with the budget, managers can see whether increased costs have 

caused an increase in profits.  In larger businesses, it is possible to compare the outcome of different 

business areas with the budget and try to analyse which some sections of the business have raised 

sales and profits while others have not. 

What is a variance? 

At the end of the budget period, the business can compare the actual outcome figures with those it has 

budgeted.  For example, in the month of January, the sales budget might have forecast £10,000 but 

actual sales were £9,000.  The difference is the variance. 

What is a favourable variance? 

Actual sales were better than forecast in the budget, or 

Actual expenditure was lower than forecast. 

What is an adverse variance? 

Actual sales were worse than forecast in the budget, or 

Actual expenditure was higher than forecast. 

Why are we interested in the variances? 

It is possible to spot a trend or the reason for variances, and then try to remedy them.  For example, a 

business might not have been able to get the shop staff it needed and this caused a favourable 

variance on salary costs but an adverse variance for sales revenue.  Employing more staff next year will 

solve the problem.  Another example might be where a business constantly exceeds its sales targets in 

the months of July and August.  This could lead to shortages of stock in those months.  Next year, the 

business can prepare for the two busy summer months by buying more stock.  With the extra 

customers, this should lead to even higher sales as customers now have more choice than before. 
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End of topic review 
 

1. What is a budget? 

2. What items do businesses budget for? 

3. Explain four different types of information a business needs to forecast: 

a. Sales 

b. Expenditure 

4. What is meant by a master budget? 

5. Explain three ways in which budgets can benefit businesses. 

6. Actual sales were £10,000, forecast sales were £11,000.  Is the variance favourable or adverse? 

7. Actual sales were £12,000, forecast sales were £11,000.  Is the variance favourable or adverse? 

8. Actual expenses were £15,000, forecast expenses were £11,000.  Is the variance favourable or 

adverse? 

9. Actual expenses were £10,000, forecast expenses were £11,000.  Is the variance favourable or 

adverse? 

10. A favourable variance on expenditure does not always mean the business benefits.  Give one 

example where this is not the case. 

11. Explain two ways in which the comparing budgeted and actual figures benefits a business 

12. Freda’s budgeted and actual figures for last year 

 

Item Budget (£) Actual (£) Variance 

Direct production 

costs 

   

Buns 300 250  

Beef patties 500 600  

Sauces 45 50  

Wrappings 60 50  

    

Expenses    

Electricity 450 400  

Rent 6000 6000  

Rates 1800 1800  

    

Total    

 

� Complete the variance calculations.  Calculate the variance for the entire year. 

� Suggest two reasons why the variance for buns is favourable, yet the variance for beef 

patties, which are sold in equal quantities, is adverse. 

� Discuss the reason why the variances of the budgets for expenses are minor, while 

variances for direct production costs are much larger.  How could Doreeno improve the 

accuracy of her forecast for next year? 
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Martin’s Magic Triangle 
 

All exam questions in Business Studies can be answered using this triangle, and here is how it 

works!! First of all, there are four different levels to exam questions.  
 

 
 

 

AO1: State a fact/ write a description- With AO1 questions you will be asked to state facts 

about the case study and show an understanding of key 

business terms 

 

AO2: Application of knowledge-  For AO2 you will have to apply your knowledge and 

understanding, like in the coursework. For Unit 1 AO2 

you wrote about the marketing mix and it was applied 

to IKEA 

 

AO3: Research and analysis-  For level 3, you must show that you have read or 

understood the case study which you are given, and 

then apply your answer to the case study. This 

information, as in your coursework will help you to 

achieve AO2. So rather than IKEA it will be based on the 

case study business 

 

AO4: Evaluation-  Level 4 questions require you think about two sides of 

an argument, the advantages and disadvantages, the 

pros and cons, etc, etc. You then need to give you 

opinion at the end to sum up. For examples based on all 

of the advantages, I think that this business should go 

ahead with a merger, etc, etc. The very last question 

will ask you to evaluate. Normally you will have to 

justify a business decision, and as with the coursework 

it is based on AO2 and AO3 

 
 

The levels are like building blocks, so do get full marks for a level 2 question, you must also state a fact (L1). To get full 

marks for a level 4 question, you need to ensure that you have stated a fact (L1), given an example (L2), read the case study 

and applied you answer to it (L3) stated advantages and disadvantages, then given you informed opinion (L4). In other 

words you must do L1, L2 and L3 then you can start to pick up the L4 marks. 

 

Let me 

show you 

my MAGIC 

TRIANGLE! It’s 

lush! 

♫     ♫  

             ♫      

♫ 
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Question Types 
 

There are three question types:- 

• Short answer questions which will target assessment objectives AO1 and AO2. 

• Structured response questions which will target all four assessment objectives, but will focus 

mainly on AO1, AO2 and AO3. 

• Open-ended questions which will be at the end of the examination paper and will target all of 

the four assessment objectives. Open-ended questions will also have marks allocated to the 

quality of written communication. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Here is a description for each of the question types… it tells you how many marks each question is 

worth, the level of response (how much you need to write) and the command words used to identify 

the question 

 

Short answer questions 
Marks:  Usually worth a small number of marks e.g. 2-3 marks 

Level: AO1, AO2 

Command: Define, Describe, Explain, Give, List, Identify, Outline, State, What is meant by, Name, 

Apply, Calculate, Demonstrate, Examine, Give an example, Using examples, With 

reference to the evidence, How, Show how, Why, Which, Using, Draw on your 

knowledge, Using your knowledge of, Graph, What trends, etc. 

 

Structured response questions 
Marks: Usually a mid- range number of marks e.g. 4- 6 marks 

Level: AO1, AO2, AO3 

Command: State the advantages and disadvantages of, What would be the benefits/costs of, 

Analyse, Calculate and comment upon, Compare and contrast, Discuss, Explain, Show 

how, Which, What factors, Examine, Identify, Organise, What, etc. 

 

Open ended questions (AO1, AO2, AO3, AO4) 
Marks: Usually the high mark questions e.g. 10- 16 marks 

Level: AO1, AO2, AO3, A04 

Command: Advise, Evaluate, Assess, Consider, Discuss, Explain why, To what extent, Assess the 

extent, Weigh up, Suggest, Justify, Predict, Do you think, How far, Would you agree, 

Why, Suggest, Evaluate the suggestion, Critically assess, Assess the relative importance, 

etc. 

Knowing what the 

examiner wants 

will help you to 

get better marks.. 

Sweet! 
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Command Words 
 

Command words let you know what level of response the question is looking for and how to get the marks for 

that question. 

 

Lush, but what are Command Words? 

 

State  To give a fact 

Define  To give the definition of something, to state a fact 

Describe To talk about something  

Summarise  To give a brief overview of something 

Distinguish  To look at two things and draw out the strengths weaknesses or characteristics of something 

Discuss   To talk about something in depth 

Explain   To discuss something, considering the reasons why it is the way it is 

Analyse   To read through something and find the key points, draw out the advantages and disadvantages, 

strengths and weaknesses, etc 

Assess   Similar to analyse 

Evaluate  To consider the strengths and weaknesses, advantages and disadvantages and then give your 

opinion 

Contrast  Indicate the differences between two things 

 

 

Have a go... 

 

It’s your turn, for each of the following questions, identify; 

(1) The level of response 

(2) The command word 

(3) The key words, as in the subject content required 

 

The first one is done for you.. 

 

Explain why a sole trader is an appropriate form of ownership for Mr P. Nurse’s business? 

 

 

 

 

 

A. State and explain 3 reasons why organisations may need to recruit workers? 

 

B. List 10 items that might be included in a job advertisement. 

 

C. What media would you use to advertise a Maths teaching post? 

 

D. What does internal recruitment mean? 

 

E. Explain what is meant by Maslows Hierarchy of needs. List all five levels and explain in your own words 

what each one means. 

 

F. EV plc is also looking for people to take on franchises in their printing business. Laura Lloyd, who 

already runs her own printing shop as a sole trader, has seen the advertisement and is considering taking on 

Key Word: Sole Trader, appropriate form of ownership 

Command Word 

This is a L3 question as it 
will require key facts from a 
case study about Mr Nurse 
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a franchise. The other alternative Laura has considered is to go into partnership with her sister, Emily. Advise 

Laura whether she should take on the franchise 
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Model Answers 
 

Short answer questions (AO1, AO2) 

 

For these lower marks questions, you need to show that you know the answer to the question and can 

give an example, you should also try to apply your answer to the case study 
 

For example: 

 

Define the term Public Limited Company 

[2 Marks] 

 

A public limited company is one which is owned by shareholders, and run 

on a day to day basis by a board of directors. A PLC can sell it’s shares on 

the stock exchange. For example ITV plc which provides a TV service. 

 

Structured response questions (AO1, AO2, AO3) 

 

For this question type you must demonstrate AO1 and AO2, and that you have analysed the case study 

(AO3) 

 
For example: 

 

Explain the difference between fixed and variable costs using 

examples relevant to Home Service. 

[4 Marks] 

 

Fixed costs are those that are always there, regardless of how 

much or how little you sell, for example rent, salaries and business 

rates, however variable costs are different types of cost because 

variable costs those that rise as your sales increase, such 

as additional raw materials, extra labour and transport. 

In the case of Home Service the fixed costs are the lease of the van 

which James will use to run his business, the variable costs are the 

fuel costs of transport of the goods to the customers houses. 

 

 

Open Ended Questions (AO1, AO2, AO3, AO4) 
 

These questions will require you to demonstrate all of the skills; stating your knowledge (AO1), 

application (AO2), using evidence from the case study (AO3), and making a reasoned judgement (AO4) 

 
For example: 

 

When James carried out some financial planning he 

discovered that he needed £5000.He is considering taking 

out a bank loan for this amount. 

 

Explain the advantages and disadvantages to James of a 

bank loan for £5000. 

 

You should justify your opinion. 

[12 Marks 

AO1- The candidate clearly 
understands the terms fixed and 
variable costs. The candidate 
demonstrates that they know the 
difference between fixed and variable 
 
AO2- Examples are used to apply the 
knowledge and understanding 
 
AO3- The answer is clearly applied to 
the case study 

AO1- A clear definition 
 

AO2- The use of an example 

AO1/ AO2- Showing a thorough 
understanding of sources of finance, 
specifically bank loans 
 
AO3- Showing advantages & 
disadvantages that are relevant to 
James 
 
AO4- Giving James some overall 
advice, based on AO3. Should he 

take out the loan or not? 
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First Steps Ltd 

 

Angela and Ken Barrett established First Steps Ltd in 1986. At that time they were busy working 

parents – both held management positions with large multinational companies. However, as they 

could not find suitable childcare for their children, the couple decided to start their own day nursery.  

 

From the outset, Angela and Ken offered a secure, stimulating and happy environment in which 

children aged up to five could grow as individuals and begin to develop important life skills. To the 

couple’s surprise, the first nursery in Kent was overwhelmed with requests from parents to look after 

their children. A second nursery opened six months later and, after that, the business grew steadily for 

the next 20 years. By April 2010, First Steps Ltd operated 241 nurseries throughout the south of 

England. The growth and success of the business was helped by the increasing trend for both parents 

to work. The UK government also offers financial support for nursery fees to parents on low incomes. 

 

Soon after starting First Steps Ltd, Angela and Ken gave up their jobs to concentrate full time on 

running the company. The couple gained qualifications in childcare to supplement those they had in 

management. 

 

Each of the company’s day nurseries has fully qualified and experienced staff. The company’s staff can 

take children to medical appointments and are trained to support children with special needs. 

 

Every nursery offers the following facilities: 

• a play room, well equipped with educational and creative toys 

• a secure outside play area (weather permitting) 

• a range of educational and other activities, including music lessons 

• food and drinks which are prepared on site. 

 

The ability to charge high prices for its quality service has meant that the company’s profits have been 

rising steadily, reaching £9.9 million in the 2009–2010 financial year. First Steps Ltd faces tough 

competition in this market, mainly from smaller rivals such as Busy Bees Ltd 

(www.busybeeschildcare.co.uk). 

 

Angela and Ken were excited and delighted by the success of First Steps Ltd and were determined to 

expand it into a national brand in childcare. Most of the company’s growth has been financed by bank 

loans, but Angela and Ken remain majority shareholders in the company – this is important to them.  

 

Thus, they began to expand the range of services offered by their company. In 2006, the company 

launched its School Clubs service offering activities for children aged 5–12 during the school holidays. 

This service has been successful and the demand for it is growing rapidly. 

 

Despite the success of the business, raising finance for further expansion has been a problem and Ken 

is keen to convert the business to a public limited company. Angela is not convinced, however, and a 

decision on this remains to be made. 

 

Pre-examination Research Tasks 

(a) Research the advantages and disadvantages for Angela and Ken of converting First Steps Ltd 

into a public limited company (plc). 

(b) Investigate the issues that the managers of a business would consider before deciding on a 

major expansion.. 
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Case Study Analysis 
 

It is important that you read the case study carefully, there will not be enough time in the exam to 

spend trying to get to grips with it. The more preparation that you can do, the better off you will be… 

 

The case study is also littered with hints about questions that you may be asked, so again preparation 

is vital! 

 

First Steps 
 

Pre-release Revision Questions 

Angela and Ken Barrett established 

First Steps Ltd in 1986.  

 

At that time they were busy 

working parents – both held 

management positions with large 

multinational companies. 

 

However, as they could not find 

suitable childcare for their 

children, the couple decided to 

start their own day nursery.  

 

How long has the business been running? 

 

 

 

 

What is their motivation for setting up the business? 

 

 

 

 

What experience did they have? 

 

 

From the outset, Angela and Ken 

offered a secure, stimulating and 

happy environment in which 

children aged up to five could grow 

as individuals and begin to develop 

important life skills. 

 

To the couple’s surprise, the first 

nursery in Kent was overwhelmed 

with requests from parents to look 

after their children. A second 

nursery opened six months later 

and, after that, the business grew 

steadily for the next 20 years.  

 

 

At what age can children enter the nursery? 

 

What is meant by ‘life skills’ 

 

Why is a secure, stimulating and happy environment 

important for this business? 

 

 

What does it suggest about the level of competition in the 

area? 

 

 

What motivated them to open a second branch? 
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By April 2010, First Steps Ltd 

operated 241 nurseries throughout 

the south of England. The growth 

and success of the business was 

helped by the increasing trend for 

both parents to work.  

 

The UK government also offers 

financial support for nursery fees 

to parents on low incomes. 

 

What PEST factors have contributed to the success of this 

business? 

 

 

Why do you think this is? 

 

 

Research the support which is given to parents on low 

incomes to support them with nursery fees. 

 

 

How could a business plan help to expand the business? 

 

 

 

 

 

Soon after starting First Steps Ltd, 

Angela and Ken gave up their jobs 

to concentrate full time on running 

the company. The couple gained 

qualifications in childcare to 

supplement those they had in 

management. 

 

Which people resources were necessary here? 

 

 

 

What qualifications would they need to have gained? 

 

 

How much would it have cost? 

 

 

 

 

Every nursery offers the following 

facilities: 

• a play room, well equipped 

with educational and creative 

toys 

• a secure outside play area 

(weather permitting) 

• a range of educational and 

other activities, including music 

lessons 

• food and drinks which are 

prepared on site. 

 

Why is it important to have a range of facilities? 

 

 

 

How does this range of facilities compare with similar 

businesses? 

 

 

What PEST factors might influence this range of facilities, 

for each explain how. 
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The ability to charge high prices for 

its quality service has meant that 

the company’s profits have been 

rising steadily, reaching £9.9m in 

the 2009–2010 financial year.  

 

First Steps Ltd faces tough 

competition in this market, mainly 

from smaller rivals such as Busy 

Bees Ltd 

 (www.busybeeschildcare.co.uk) 

 

Give examples of fixed costs which this business might 

have 

 

 

Give examples of variable costs 

 

 

Give examples of semi-variable costs 

 

 

How is profit calculated? 

 

 

How might this business use budgeting? 

 

 

Describe the level of competition in the market 

 

 

Visit the competitors website 

 

 

 

 

 

Angela and Ken were excited and 

delighted by the success of First 

Steps Ltd and were determined to 

expand it into a national brand in 

childcare.  

 

Most of the company’s growth has 

been financed by bank loans, but 

Angela and Ken remain majority 

shareholders in the company – this 

is important to them. 

Describe how this business could be expanded nationwide 

business 

 

 

 

What is meant by a national brand? 

 

 

 

How is the business funded? 

 

 

 

 

What form of ownership does this business have? 

 

 

 

What evidence is there of this? 

 

 

 

Why is control important for Angela and Ken? 
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Why is this form of ownership appropriate? 

 

 

 

 

Why might they be reluctant to convert to a plc? 

 

 

 

 

What would be the adv/ disadv of doing that? 

 

 

 

 

 

 

 

 

Thus, they began to expand the 

range of services offered by their 

company.  

 

In 2006, the company launched its 

School Clubs service offering 

activities for children aged 5–12 

during the school holidays. This 

service has been successful and the 

demand for it is growing rapidly. 

 

How did the business expand? 

 

 

What resources might it have needed in order to make 

this expansion successful? 

 

Despite the success of the 

business, raising finance for further 

expansion has been a problem and 

Ken is keen to convert the business 

to a public limited company. 

 

Angela is not convinced, however, 

and a decision on this remains to 

be made. 

 

What is a Public Limited Company? 

 

 

How are they set up? 

 

 

Why would Ken be keen to do this?- what advantages 

does it bring? 

 

 

Are there any alternative sources of finance available 

other than converting to a plc? 

 

 

 

 
 


