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TOPIC 1: THE NEED FOR BUSINESS

Cimel 5

B ﬂ4$‘fﬂ)ﬂq§USH€ESSES.NEED FIN
Definition; Finance is the amourit of
The main reasons why businesses nee
activities. These can be: B P
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Tt is the finance used by the business to pay for essential fixed.(Land,

money

d finance A business needs finance for several business

1. Start-up ' )
Capital Building, Car etc.) and current assets (Needs to buy inventones hefore it can
. = ek oaf faked ah kl'}(._xl L2 ',f.l.s-‘i\h {'n.( hU-J'I:-‘I{,!j 1A 1h
start the business) |L,qich stocges .
urchasing fixed assets or

Businesses need finances for expansion by p
investing in new product development.
s finance to pay for capital expenditure or revenue

2. Capital for
expansion
3. Additional A business need

working capital | expenditure. )
k%o research to develop new products or invest

4 Rescarch and | This is when a business nee nj,1
Development in new marketing strategiesis Tt scme cmer dor wer o coun Vo paiad)

Working capital
Definition: It is the amount of capital thati
such as fuel, bills, raw material etc It is i

be calculated with

]_3 Rt of U el by

:';-IA business. It can

X
iy,

payments to creditors. This helps to kegl

the following formulae:

EWorking Capital Zekil jirrent Liabilities*
* Current Assets; Shartt ISyl BESE 1d4n thebysines
Y M Y e i i 84 & oy €4
R SR
Wl N et B Y v b %
U 2. ?’E}{ENUE EXPENDITURE AND CAPITAL EXPENDITURE
e ini ev ture: Money to bz? spent on day-to-day expenses, for example S bl
ges, fuel and regt. These are regular expenditure that give benefit over the short term. kel
finitio ital Expenditure: Am T
re: Amount of money spent on non-current assets which will last e PN

@ for more than one year. E.g. Building, Car etc. The '
) , . These expenses ar ar and give benefit over |
a long-term or over a number of accounting periods. : R I
—=

\QQ < : y '
(L) ol Grpediiar . Ofe Uleal tp  weidEda T Bike sa a, el

Scanned by CamScanner



]) The. ncowe gletewmentc

W) The beloaw Shet  Labuis

AS-Level ~ Business (9609) - SECTION 5§ _

C € ~wls €5yl CoPY PAsic Ty
Significance of the distinction between revenue expenditure
It is important to distinguish between revenue and capital expen
reasons:

1. Different impact on the business: These are two different ki
have significantly different impacts on a business. Revenue e
gives benefit over the short term, maintains rather than enha
long-term, irregular, and produces benefit (assets) over a nu

[Finance ang Accouny;
S Egay

and capit
diture bec

ng|

al expenditure -
ause of the following

nds of business expenditure ang
xpenditure is a regular expenditure
nces assets. Capital expenditure js
mber of accounting periods.

2, Different in terms of how they are financed: They are almost certainly financed in different
ways. Capital expenditure more likely to be financed with debt/loan fi
expenditure is usually financed with better management of working ¢
cards etc.

nancing whereas revenue
apital, trade credit, credit

3. Different in terms of how these ( (- ' 2 .
Revenue expenditure is on assets and expenses ﬁ' give short term benefit to the business (1
year) and recorded in full on the Income StatendBift: Capital expenditure will be recorded on the

Income Statement as a yearly depreciation amg} nd on the Statement of Financial Position as
asset valuation.

Thee ofe two 444mu'cl ety
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TOPIC 2: SOURCES OF FINANCE

e ArkiaaXis
I.SHORT—TERMFINANCEANDLONG-TERM FINANCE (R N Ll

hort-term . . . )
o R rition: These sources of finance provide for the working capital for day-to-day running of

b__d__________usiness operations. Theje dyfes of =aed daove to DC PRl bpae uisa ey e G $
[BEN ¥ st L-( |- r-r'lt.L\ c-""'{,ldlj" ede .

ne-term i "
Lo g o These SWM a long term, which is more than a year, Usually
used in the case of fixed assets, finance fake OVEISEIC, gromgl 1o Sthiney Srmsey 1 Shree Delaen \
2. INTERNAL SOURCES _ o ) ] ‘
Definition: An internal source of finance is the one that exists within a business. Following are
the internal sources of finance: r Faf "-“‘f“g sl ,3“ el K9 (rimember

1. Retained Profits

2. Sales of assets

3 Sale and Leaseback
4. Working Capital

VDL eduenege asl L eli§ ecv

I‘:'l' Al e sowsies e be tegbed ca _t;t:{;t_r:__{;f

QoL I

he business. It is a recommended eem 42200 4 | :
7o) ved and the company doesn’t need to blaomce wlacd &

e company. However, might not be mplly Sl o
b businesses won’t have it and Ssell SEkesE et

0 ecommended for revenue kel e
precom RLpeAT

1. Retained Profit
Definition: It is the profit after tax, that is g8
source of finance since there is no cost offh
sell more shares which maintains the oV
sufficient enough 1o finance large projg]
keeping profits in the business reduced
expenditure and large businesses.

borrowing auf

and fixed assets are less liquid and take um

3. Sale and Leaseback

Definition: In this a firm sells valuable assets and lease them back again. This allows the firm to
gain capital from the sale as well as the firm still continues to use the asset which prevents
disruptions in the business. However now the firm needs to pay for the use of asset which was
previously free which reduces long term profits.

alls

4. Working Capital

Definition: As discussed earlier the firm can better manage its working capital. This can be done
through delaying payment to suppliers and asking debtors to pay quickly. This method is
ben;ﬁcial since it has no cost of borrowing however this might harm the relationship of the
business with its suppliers and ils customers, The suppliers might not be willing to supply or
might not allow discounts on a longer credit period, Furthermore, customers would be reluctant
Ty g & vndlod v Bae buands anurtr:g i v ledeud Q‘u&ucnxt T,J‘,_LJ L.] aic)

ddc? 0/ pencdd h
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to but form this business due to shorter credit periods, which might reduce sales and the \
competitiveness of the business which will ultimately lower profits in the long run.

3. EXTERNAL SOURCES o \
Definition: When individuals, other businesses, or organizations such as banks or government '.

provide capital to the business is known as external source of finance. Following are the external \

sources of finance:
1. Overdrafis
2. Trade Credit \
3. Debt-Factoring
4. Hire purchase
5. Leasing
6. Bank loans
7. Debentures
8. Share capital
9. Venture capital
10. Mortgages
11. New partners
12. Micro-finance
13. Crowd funding
14. Government Grant
Bk, qrves e bygine

L. Overdrafts {3 uyewiy oviuledW
Definition: The bank gives the businesgitk
way to obtain finance, however the in

\Dv-\t.a wye 'l- "(Lﬂ. Lugraesy
2. Trade Credit :
Definition: The business purchasest
sometime. It has no interest but lon
suppliers. ;

\ond £
Fb%cbl Facto PRy they du np

Definition; This is called buying a company’s debts of a firm for immediate cash. This is usually '— e L
COwer - o -

done when a debt factoring agency buys off a company’s debt. These agencies may offer 90% of gty

b e r‘i:]'l-k B ovtrdew tue Be awswd R A g.ui
A the e Aty Wlice sl MU e\

and asks to pay back after It Wity tho soual

might lead to bad relations with the  \t=emet a7y o4
oA e ""f|' RS STERESETvEs - r(—’c'-l:ﬂ.,\ CM u..‘-\_"-a\.q_ .

S Rt s N

an existing debt. This method is beneficial since the firm can quickly clear its debts however th D Thay eKnad ok

company i_@g;;j.msﬁnm_me.amﬁumn-hadmmixe_tm@ Exonfte , (e e o7 | PPN |
(-_1;)‘59"' OF% does aok (Ruvee Woe Yo/ pmnnl & vy, e Aasdoy S L1 T W

4. Hire Purchase

Definition: Also, known as installment buying The business gives a down payment which a

proportion of the cost of the assel and he rest is paid in monthly installments. Alier the last
installment is paid the business acquires the asset. [L is beneficial since it is easier to buy Fixed—
asserseven when The business lacks linance, however down payment and interest needs to be
paid.

> E‘V 2 il.l- - ’-\- S . 4 .
Sea i o L"'“'“M_/\-i- Do Y wdd g Dendiclad vhe YN Lirm R wequa ey Al et
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D ) A
r L gl tad ok 1nFg dqretmenl Tl bingy dats A B &
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5. Leasing —— " t:nt The firm uses the assets by paying mm}t_hly_p:z_xyﬂcp'% e Qé
Definition: It is a rental 33‘”&3 cﬁsi of down payments and maintenance 15 carried out DY
it. It saves

does not purchase Lt

b 1 :'- 1. asset.
i 1 |. J he

Evrduebioc evmmesd o

h el Ae
1) Be ety laen "I""Jl?} . b,

M) Vatereyd Ao e Gkovm,
hl'c‘i-v‘;-'\.]. i

&
Dapeahy ©= S "-‘_ .
o
i ' to borrow
6. Bank LEL i k to finance a business need. It is a fast way ¢
ition: btained from a ban > nee &y e eiginal
Dgﬂmngu{i Mﬁgi?;l; with large companies the cust. of bqrmwmg“ls lov.lr,ll}]ioer.w;::s Lunding |
money an Stp ;e repaid and several banks approve it against a collatera |es o ﬁ'q}u ok .
amc;]ltcmusand in case the business fails to pay the debt the-lbanks reserv 2
n.':'anc ;:YB” Q:':.\J - LAB g 52 P“nlﬁ"“‘-—}* I *»1..:\"\‘_‘1.-.._4: .
3 ect ising funds. Tt
7 iten. T i ' %o 1 ~h the objective of raising funds.
Definition: These are certificates issued by the companics wit ]

W paﬂ a *L -{’L“l'd} -.|‘ |
' ose of a creditor for the comp ) _
is important to note that a debenture holder serv es tl'l& Eur& AL b s el {’
\eﬁ‘l

deboninse (VL < As Xuirey ot o) '. 'c'g“..l.n.,ntﬂ’r“ o 5¢ . W T

{:_._J;_\ %Vﬂ_:b . 1

i a )y © -.}c.,n.;, oy veerreans Thdds

'-E.f' [,

2 . :_"',r"l_:',' V¥
\ < ition: Private limited companies can rai ?f g:_;
o '1'(""‘ where as a public limited company raise fundi
% &p"“h 1t has no cost of borrowing and amount doe

w32 dividend has 1o be paid and the original oW

5N
L) _,-r

. Share capital

i | by selling shares to friends and family
ing its shares through the stocl_c exchange.
& repaid. However instead of interest

1";1,;1 se ownership if too many shares are

. B, g Aons : L”";"‘ o (Lt ]H o W b fi~edd
“ sold. Cang -,-Ve) e e & . e swfiaggy weed Ae o € e
‘-q"wn*""'if- oo el ‘t--ﬁ Aot~ : . J tu,ﬂ .‘....,,,1_.._-\1 ’, 3
2“8, Venture capital v X 2> ”‘h‘f By deaiqn O dud
- w:,@eﬁn'lgign: This when small compani

Mance through stock exchange gain
brganizations or wealthy individuals

Q-) Jriall bl atiied S e 3‘-'{" .e_ﬂ__“_j %""\CL-&
J -.;E- LJL.II\__L-. ¥ lc|\.l.|..t,"| e - 'l":'"'"a‘—'“'-"l p

2% ) long term investment from venture czg
W

who take massive risk with 2 small Sfigie
Nt B

v = '-n'-v-. \nudl mg] G SL\”
~ L s

Definition. Thee arefbndtEs
1and and buildings, ZR&lendior Bl

with small business 1o acquire land.

|
11. New partners

Definition: For existing looking to grow or expand the business, a source of funding may be to
bring in additional partners into the business. These partners can be active partners or silent
pariners. Active pariners can invest their own money in the business and have a say in the
operation of the business Silent partners are similar to investors, where they invest their money

in the paninership, but they are not involved in the daily operations. (Advantages and
Disadvantages of a Partnership)

12, Micro-finance
Refinition: It is providing

Aad Hoemesd ) l-l-\t.“” /‘J“--I- “uf LIRS | 4
financinl services and small loans t i
0 poor people®who traditio ank
would not cater to e 0ans 10 poor peop i ._ﬂ_‘.lﬂil__l_:'dnks
e Cowy + _ TV - Wil wnacdy U s
ﬂai.. Thes  Semead l-.M e e [lw,J.,IJ, A - . - ‘.h',.. "3 J ““-'3‘-\
- a v =
'M “;'\ﬂkﬂ [ SORRTN T Tl S Moo Ja ael ol e .w CrVelran oy A P Y ..{
1
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14. Government Grant

bl . ] b T a ,,5 .'L
Definition. These are sums of money given to entrepreneurs or business for a specific
The advantage is this money doesn’t have to be paid back however there is a lot of purpose
for these grants and the amount is usu 22 1ol co
v @.m}\- A Co L'm{ s

e T ally fixed so the busines ompetition
promising to obtain it. —
e — " TL _.‘_ _ N - |
e xiry afl_ae I.Lu e AV R o g .'{\.‘-

Ses needs to exceptionally —
T ——

Factors influencing the choice of sourc:}:s of finance b b i L
Factor: il i ‘il’t'iﬂi'ibiiEé".-'.f,'-1,-1-#3}?!.'-,‘.e'_‘q.i;;_:i.-'é?\-’ij~_-('i'i"ii"q:'«"-li_‘- 3 e L e e TS P )

The firm needs to consider the cost of the source of ﬁlﬁancélﬁé.f;:'-r'eﬂm “

finalizing an option. For e j ple, if the loans are expensive to acquire

}" '} ns like retained profits and sale of

4 "\t;\— @ (‘a'-\i 1'_'._- oy

....,_‘_z"("

\ Qv

RN
‘f;:n'.ui_‘frlf?..'_‘--;_d L g

2. Flexibility If the firm is looking fo

_ Ly it should avoid sources of finance
like debentures, mortgg) :

ARG msider more short-term sources like
brank over drafts and ffiHat .
3. Need to retain E.!.usinf:ss might haveg# '13?,":‘ ) retain control in that case options
control like bank loans, trag Bxsets should be considered
instead of issuing jf ing a partner
4. The use to If the use of the 1 enture capital, debentures and
which it is put leasing might begj

meeting monthi¥
sufficient.

5. Levelof | If the existing debt is high for the business options like bank loan are
- : 3d) € o, N J | ' A0 ) ,._: 8 Pt bagka ould

venture capital, sale of assets should be considered.
Remember to mention the gearing ratio;

. . non-current labilities
‘F’ Gearing Ratio = 00
capital employed

Higher the gearing the worse it is for the business.
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TOPIC 3: COSTS 5-8 mean et

1. COST INFORMATION

Every firm needs to have accurate cost data for the following reasons.

TReAS O AL Description: ",*-"1\':'F.'q-'.‘.:._i{f.i‘,'-ij},é.'f-'?'r'r'"r'\i'}.f,-'f.i{rj-‘{.';".3f:f:",fj;ff,’.,"-,‘.l-".'|';'f_",-‘g-'|'.’.'§"i:|;‘-'s,.-"

}. Calculate This helps the business \ake decision that have the lowes
ProfivLosses the profits.

2. Comparisons Costs helps to make relevant comparisons to gauge compan

(senfer. o3V | Data on costs can help the company check whether their methods are working

Yo Yo Pl or not and assist in deplo ing appropriate stralc ies.

T TR TR0
ATl ) "]_I‘il' Lhor

t costs 10 maximize |

y's performance.

3. Resource Cost data can help managers decide which resource 10 Use. Example if wages
Allocation are low the company should consider using labor intensive methods of
.__ production.
4, Preparer Cost data can help preparer budgets for the future. This can help develop
Budgets target to work owards and actyal cosls levels can be compared with budgets
1o see the performance depart fient wise.
o 5. Pricing The firms can adopt a cost-gi §hricing strategy i which a certain mark-up is
added to the cost price to Al {i‘L the selling price. Furthermore, contribution
Ly pricing can also be done y i rice is set above the variable cost because
t any price above it will !T ifive contribution t0 the fixed costs. -l
I
cer 2. REVENUES, COSTS AND PROFITS} |
e, '~ Definition | Revenue. Itis the income tj

added M=t T LA, S ks thw!, o vmermat Yt

by selling its goods and services. L
s bo— O e Y N Qf\m | -

e an‘ s 1t can be calculated with the followi

‘ = 1"’""’"’"’ L S Vytas \
e anedy Thoo m\w,w-k g L-.-_-.-..:);.,nd .Tujl e

ALRMLVL A~ P ‘l
W g N Revenue = Qug b selling price o
\:IL '0‘} !}I £ \‘f,\ P .:,-1' f:';ﬂq::;“:: }J‘.—ldu;]k :‘:I..JJ.._I._; _.} \"‘LLJ-‘-h
w i ) . . o b i) Y Y “11 A .-__--.
_ 4N /" Definition | Costs: These are expense -: to engage in its trading =" ~-=~r~—u3§,.4d?°,“. 7
N activities. Thergare Sey e IyPee [§ iness.. o e
Type. tor i "rifi'ﬁﬁi'i”" AT R T ; '.'-'!-'r:Ti'ri.'*i'*f:'ff“{f.i.?:i_‘{"'.".:-_.'-"' T |
1. Fixed Costé" & PTE4 stthe chstithds doesna T Wit The produebn Z0ald T Heke have to 1
be paid by the Gusiness irespective of the production level Example: Renl, MY
; BT Insurance, Building elc_ Gy}‘j ’ ,-::"
} S ‘ 2. Variable cost \This is the cost that vMiﬁhhi_hg production level. These costs P L“\':}r L
N . increase as the production rises. Example: Wages, cost of raw materal etc. 3"?""‘:. L ‘1‘\ .
i \ 3. Semi-Variable {These “re costs that have fixed and variable elements, Example. Telephone {\w“\ﬁ Tl M
\1\{, Cosls bill, the line rent is fixed and the cost t0 make an extra call is vanable. “::,g*":)"‘ w
} ¥ 4, Toal Cost These are the total costs incurred by the firm, which included the fixed and AT "
4 the variable cost “‘3{*“
> s Total Cost = Fixed cost + Variable Cost N
“Average Cost | Thisis known as the per unit cost of production. This is calculated by the
formulae: -y catle ceatwdeny whta 1
Total Cost of Producti S - S AT =03 &
Average Cost = 0 ost of Production b v ~es ._-i g 1. .f
Total Output L nu e B okl
Lh:[ ‘L{, v papre ey _]| L0 N
X “Marginal costs | This is the cost of producing one exira unit of output g rverevem e SR NI R A 1
b T e E e e  Tue = o PRV R g L Oeth v
1 AATIK TASNEEM | AS/A-LE :
] A Gy o an ._”:1 \ :‘:.‘:M-LI:VEL'. BUSINESS (9609) | 03041122845
IF']‘ o Leny 2 0=bg Cqatey :1 ‘:Hw‘ k‘”’f‘""‘" A (e v mdbaly b caded n ‘-t .
VRV L a T ™ N K
i s LAl ded Jges MO Lq.\\. 'ut.iu. L -\\...nx. Yt Arad) ‘3{ & cﬂ\jml_ P

&
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d Indirect Costs . . _
way 10 classify costs 15 10 divide them into direct and indirect costs
r

. oct Costs: These costs can be directly re md.m_ﬂ!@.p_rgducii.m_or a product and vary
S h the level of output. Example: Raw material, fuel etc. Avreer Loty are
girectly Wit — —cm,

>3

ol g, iy
ERNYSTR Srivingianll SN

jirect Costs: These are,overheads that cannot be allocated easily 10 the production of a
2. igc:-ll” product but is associated to the business as a whole. Example: Advertising, electricity
pa '

B el Lotk et diduared fom e 00 QURAS & guee e pack .

-ff' .| Profit: It is regarded as the excess of revenue over costs. It can be calculated with the '|
wing formulae: R e
following Profit = Total Revenue — Total Cost DL LaPNaE S P dattading e, AL

" - Ouptwr = &<« Eam ik L

REAK-EVEN ANALYSIS ) . e U bt
B;lmmeak-even output is the level of outppt or production at which tlhe total costs are e e
exactly safne as the total revenue. IT is the pain Mt ere a business makes neither profit or loss. < Sl

Ik . 5 . ] -u- A .
Beyond the break-even point the business will figke a profit and below this point will makea *<7°°
loss.

qu.q.‘ci .

Break-even Charts i
Definition: This is the graphical representajf

show how costs and revenues of the busi ;
business must make in order to break-ev

Bating the break-even point. These graphs
th sales. They show the level of sales a

ample: E— ._h—-_ . i YU [
Examp [ PofAmount ‘; T:&K EM-' P L ; :
X : - '1-3 Mm'\-é w PLadid W o
VA ue .
=094 » \nirgoat Yo Bq.h.i-\n Pﬁ'-c-t'_ |y day
Selling Pricedkds b : D aeme Sp Wiimiag n DUBNC 0Ny
Maximum Output 2,000 Units ey imemuiﬂa “\L‘\mﬂ-\‘-kj -
i Ly -~ ;_I'_ W ™ %b r\d-h.:&‘\;—j e m\ﬁ‘{_
i e 3 CHI . t_'-w;} Cnm ‘ot Aame_
) umur.-« < e -:,u”h‘-—r. L
Question: . WekinAg e Cunatay
(a) Draw a break-even chart from the above-mentioned data %GMH:} )
(b) Calculate the break-even point using the formulae
(c) Calculate the margin of safety
Answer:
(2) Whenever there is a question to draw the break-even chart make the following FOUR
calculations:
| 1 Total Revenue = SP x Max Quitput

‘ 8 x 2000 = $16000
| 2. Total Variable Cost = VC x Max Output 3 x 2000 = $6000

\3:.Tma1 Fixed Cost = Give in the Question $5000
4. Toial Cost=TVC + TFC $6000 + $5000 = $11,000
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AS-Level -
salns revenud
15000 - | A
| prait
2 breok-even ‘
. - ~ oal coss
E 10000 polnt_ (% 110001
_g . _-.-- 1 :c;:ubh
g | ? " fixed couts
; : P
1000 2000
Uniis of production
(b)
Total Fjxed Cost

ing price—Variable Cost)

$8-%3
(c)
Margin of Safety .
Definition; The amount by which the saleg ybreak-even point, or in other words the
ofit can bg! BiLe distance between the current outpul

range of output Over which a profi
and the break-even point.

Margin of Safety = Current Output — T:-'
=1500—-1000 &

— 500 units is the (A
R e )

(d) Profits oaﬁ
Profit = Mar,
=500x5
= §2500

A R
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antages and Disadvantages of Break-E
=2 01 Break-E:
Advantages

AdY

]
They can help take better location
decisions. Since the location with a lower

mn would be preferred.

2. It can help take better marketing

decisions, since it can tell the changes 10 the
break-even point due to changes in price,

3. It can assist operations decisions with
respect to fixed and variable costs.
Machines with lower costs would be
selected.

4, Break-even is easy to construct angd
interpret.

—

siness (9609) - SECTION § -
i)

[Finance ang Atcouning)

ven :\mllxsis Ret uo) o\ Cﬂk;-lqj\"a..., A N]

——— Disadvantages

l. The brea]-:-cvcn L assumes that costs and
revenues will always be represented by
straight lines, however in reality this is not

true. Some costs might not remain variable
after a certain point.

2. Break even doesn't take into account ,
semi variable counts Which a partly fixed

and partly variable. Example: Postpaid
mobile bill, there is fixed line rent which
includes certain minutes, after a certain
limit, customers are charged per minute.

5. It helps to make comparisons between

amend changes to the break-even point.

different options by constructing charts and}

['agsumes that fixed cost remains .
b0 ﬁ;j_hroughoul the production, This is

—

ot {Fiince after a point the company
‘:,%:;l d to invest in the factors of
ke

Aumerredd da-
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AS-Level = Business (9609) - SECTIONS - [Finance and Accounting]

TING FUNDA MENTALS

TOP1C 48 AC(.‘OUN

T INCOME ST ATEMENT .
: mn?' :1 An ir:come statement is the document that records all the revenues and costs incurred
i lation of profits. If you look at the Income statement

d helps in the calcu
represents the same formulae of profit.

by the business an
Profit = Revenues = Costs

closely it basically

- —

_ /W/’\
3

" Gales Revenue M____

Less: Cost of Sales . __!_2(_%000__?

- CHOSS PROFILL bl T TTA000.

"Less: Other Expenses (30,000)

1. Wages (5000)

2 Rent (10,000) @

3. Depreciation (2000)

4 Advertising Expense 13000

2

iy [ (e “rercracrel T T e " L NS
i S e I A b ::5ﬂ:aﬂﬂ AT 'n-'-':'.."..l o
' AR B i A g | St

Less: Interest R (5,000)
PROFIT BEKORD TAX00L, BT T L As000-
[ Less: Tax (10,000)
FROFIFEORIHEYER Y e
Less: Dividends 5,000
il_tEfAINE‘;D&I.‘ROFII% 10 R A 730,000 o0k

n income staterr

Main features of a

Feature £-2 ) L5 TDeseriphioN F RN LS
| Revenue 35 | THE (RS &1 15t AC el Finegites fibntf¢liihll BOOd gy, getvices
> Cost of Saltest| duemchial EosEaS ki i
3. Gross Profit his 1s the profit Frhe cost of sales.
This figure gives us the profit made just on the cost of sales and ignores
other expenses.
4. Other These are regarded as eXpenses that a business occurs other than just cost of
Expenses production. These expenses are necessary for the entire business to function
_ properly and are not directly involved with the production.
rz. [éeprec'zauon This is the fall in the value of a fixed asset Overa time
P'rofﬁe;?;‘;g]”roﬁt —rreT: n: 3 eﬂ;e profit made after all the costs have been deduced from the
\ 7. Retained Profit T'hl.s is the profit investment back into the business after paying taxes and
dividends. |
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| AS-Level - Businesg (9609) - SECTION 5
f' TATEMENT OF FINANCIAL POSITI
| % L A balance sheet highl; e

= |Finance ang Ace i
.-ﬂrﬂ- \’_)ILI“_“. ﬂummg]
. 8hts the valye
_ rticular time. This tells how m,

/ e - 0w

) LS O \—,\‘L\ }_g& T o
\ \' T LN

—_—

—_—

1 b s ¥
adare, s ; A
P \
hab -‘-.—QL@imuhablhllﬂi ﬂ&d.lhe_capil_al_cmmnyed ata
Ll €h a business t 15 const i
- : ructed on the accounting |
Assets ~ Liabilities - i
185 = Capital  \=> vaduout
is shows us that worth of the business wij———— ~apita ' P v ey
This sho business wil fnerease its assets BO up, or liabilities céome}&own.
= St—"lﬂ“_@lﬂf_ljm_nggal Position
1, ASSETS l‘ : 1'1 \
- Nan-Current Assets | =1 .
Building [ 200 |
Intangible Assets 1200 n
| |
- Current Assets T | 1
Inventones/Stocks S, 1 50 |
Accounts Receivables / Debtors ATRAR 30 |
Cash S 120 ]
- TOTALASSETS ¥ i i Ty o o] e R P R e e ] 800 |
l \
2. LIABILITIES % | 1l
- Current Liabilities \ —\
Accounts payable | 90 B
Bank Over draft | 40 R
l |
- Non-Current Liabilities ! ]
Long term bank loan . : 1 — | 60 : |
TOTALLIABILYTIES - . tim i oy sttt o e CR SO e B e
' |
- TOTAL LIABI e
e e '5' ,ﬁ!?
3. SHAREHOL |
Share Capital | 110 |
Reserves and Retained Eamings
TOTAL EQUITY
1. Assets
D ﬁ ition: These are items owned by the business. There are THRE types
reserlphion b & A R e A A A ) =
These are assets which are kept in the business for more than one year. t‘ Q(-*-W"‘
Example Land, Buildings Tars, etc.  \\womy iy o own Rse o Af o g=e .
These are assets that do not exist physically but still have a value, Example: \
Brand names. patents, image. goodwill, intellectual property etc.
These are assets that are held in the business for a
Example: Cash, inven

short period of time, Acvy v
ories, accounts receivables.

P ——

. \)v-\l. Uq"—

AATIK TASNEEM | AS/A-LEVEL: BUSINESS (96001 1 01041 1979 1<
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AS-Level — Business (9609) - SECTION 5 - |Finance and Accounting)

2. Liabilities '
ition: These are items owed by the business. S _———
AT ThO A, Uy B 1 A e e T T e T P T P T AU o LA TR Wi T
'Wﬁé‘"ﬁt‘*ﬁ'ﬂ“l‘ur‘?"%"?:".:'{{?iff ‘:D‘ﬁﬁrilltlnn.w\k."i""‘:"fﬁiri i'ﬁ!."i‘l-i\::".':'b]'-fth"'.'f'|'.;"!l;-:;?-‘_\,.’u,t".’..ﬁ"!ll:i".u":‘f.f"t.“*":'-d'{.'-."'-'-'.r‘,‘i'f A L e b i _JL
1. Long-term/Non- Loan which have to be repaid after one year. Example: Long tenn__tgank '1
current loan, debentures etc. ‘ |
2_Current Liabilities | Amount owed which must be repaid within one.year. Example: Creditors, |

bank over draft etc.

3. Net assels This refers to the value of a company's assets minus ils_lla_t:llhhcs, |

|

3. Shareholders Capital / Shareholder’s Equity

Definition; It is the total money invested into the business and is used to purchase a range of
assets including machinery and inventories. _

i) Share Capital: This is the money invested into the business by its owners through selling of

shares. N Auak veXiea Khem \

. \
ii) Reserves: These are company’s accumulated, fitained profits. i
AR Foriis el \Lwertd €63y LA '.
3. RATIO ANALYSIS Theot com w0 gHlEh tuabed 3 3o cade @ o Py “|
Definition; Ratio analysis is used to evaluatg ¢ spects of a company's operating and 'u
financial performance such as its efficiencygli Prrofitability and solvency.
s Ik s \
Profitabiliy Rutos A SRR U S i HRSREERET \
Definition. These measures the pro - {kompared to its revenue. There are
TWO profitability ratios: \
1. Gross Profit Margin
2. Operating Profit Margin / Profit
1. Gross Profit Margin
Definition: Gross profit mar in shows the gross profit as a percentage of sales. This ratio should "
be higher the % er. This %ﬁt ey a%?@ S :- 15 a useful l‘
tool for managargzinierms of de akinG, e, gm0 O Whome B ﬂ% o - '-
: : 4 f ] b N -1. s
. Gross Profit 30“ Mg vedue "\ Sl el I
Gross profit margin =m x 100 et i S gew e et
2. Operating Profit Margi i TN N el o G
gin / Profit Margin probd- .

Definition: Operating profit margin shows the operating profit as a percentage of sales. This ratio

should be higher the better. A high net profit margin suggests the other overheads like electricity

bill ; « de ey . . R :
pm!ﬁtzalanes etc. are low and sale price in rising or sales are increasing which 1s increasing

Operating Profit Margin / Profit Margin= Operating Fro/Z » 00

Sales Revenue
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'_‘\’}'L c—f'"‘"‘.l’. {\O\
M‘thnds to improve }rﬁﬁfﬂbilih’

~Level - Ry

evel - Busingss ['}BUU)—SECTIO’\! 5
AN ey Yo ua
Ratio

‘ [Finance and Accnuuting;
J‘:.f! L_.\ "t\\t' E e e
_\- 3 d“s S‘f"'

m&::%v'i:‘:‘_.\lgf"\f-h{;._-ﬂ-}( _‘,.Dr it e )lf Jo, A S VPR TR e
i i ; Ak R TP A
J. Reducing Direct S o o G A o o
Costs L 0 reduce the direct costs hos e or
| improves GP and of the company an cugmmercst;?;;i Z?;:E:? o
] es and he ontinue
OP Margin) nce reduce the GP and op Margin. 'i
. uce labor costs b i
: Y moving t .
{ ™ERT B QUATIy T550Es 27 the i might supesen < i
problems. trm might experience communication
1 P
ntroduce autorn;imp like robots to speed up production and achieve |
e owever This will l‘Edt_Jce the operating profits since if the '
preciation of these machines is high OP Margin will fall. Furthermore,
more staff needs to be retrained which might increase training costs
reducing the short-term profits.
4,&;@3&31_59_ ' reduce wages. This will reduce the
motivational levels resgiligg¥ ower productivity and quality. Furthermore,
.lhf: firm might expe :,___ ) labor turnover. Several employees might
join another high payiy jany increasing the firms cost of
recruitments. Lastl itans are strong the company might
experience resista vfnions which can lead to bad publicity.
2. Increasing Prices |\ The firms can ing§t *kkeping a check on their variable costs
(Improves GP and to increase the pi ight reduce the demand and
OP Margin) . defesdi bustomers mig g’s product. Furthermore, firms
o0 e e.e0 'L“'S | might be bla 2 gh might result in actions from the
LD (i ) o5 ietabil [ROVErment Gl N
3 Increasing Sales | (The firm canitfatf ng campaigns and launch innovative products
(Improves GP and to increase sale. However, this might increase the cost of production and
: ) - ' ; 03 4Yes, (HefihE Broffesfyvilfacrually
OP Margin) &% A dd) 4 o e it A S
I _L-\FJ\ ‘-_j’r" W Cl 1 J h b -".ﬂ:&.'} '.'.-'_-._.. b B e B e -
4. Reducing Reducing costs like rent, pronge ent costs by moving to
dverheads 4 cheaper place, reducing promotions and delayering can help increase
(Improves OP the profits. However cheap location could harm the brand image,
Marp in) reducing promotion might reduce sales and fewer managers or lower
i salaries might reduce efficiency.
e T AT R B T RN S A TR 0 R L R
T s 2 10y B T S PRkt R 0 i e T BT .
qum'd!mmf uii"{h?'mlt i3 the ability of a business to pay off its short-term debus. If the business
Defi g T for materials, or the business is unable to pay overdrafts it 1s said to I_::e
cannot p'ﬁltzsuPpheﬁaﬂ)wus i l';luCh might be forced to stop trading and forced by creditors
illiquid. The business : .
likgbanks and other businesses ta sell business assels to pay off the debits.
Definition | Liquidity Ratios: These rations measure the ability of & business to pay-offits short-
term debts or liabilities.
(W ombic s on e Sy A
| AATIK TASNEEM | AS/A-LEVEL: BUSINESS (9609) | 03041122843 . | E l
: P LI el deteNed Yl whe dVenchley Shodd o (ot
2)- l"r-J....;.'.,u!ra oy alys degendedt p Olesn e '

wekom M deudyimdt 18 i

5) dfpervtr V9 K Lo et ")
Vo e temd gl 5 AV e
Ll T )

lucssnil, ——

wed
\\,l.-]'u-}\j ¥ ok

worbalr V) \"""-3Lha ot -.m.-'tu'lm) o

|
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AS-Level - Business (9609) = SECTION S - [Finance and Accounting)

1; Cm renl ratio
n: Current ratio

greater than
| can indicate serious cash

assets 10 Py of the debts. An extremely high
is tied up in unproﬁtablc assets. An important point t

“the current assets can be quickly converted into cash

ratio 1.5 t0 2

bility of a business to pay off its short-term debts. A current
4 better position t0 pay off its debts. A

e the company would have less

|d mean too much working capital
atio assumes that all

n reality. Idle current

gauges the
| shows that the company is in
flow problems sinc
current ratio wou
o note is that current r

which is not the case i

ratio value of
ratio less than

current Assets
Current ratio =
Current Liablllites

2. Acid test/Quick ratio
vides a stricter analysis of @ business to pay off its short-term debts.

Definition: Acid test provi
Inventories are deducted from the current assets since they areé difficult to convert into cash. A
bblems since the company would have less

ratio less than 1 can indicate serious cash flow pL@
assets to pay of the debts. An extremely high a _-ﬁ st ratio would mean too much working
capital is tied up in unprofitable assets. Idle cL e 1*,‘15 atio 1.0to 2.

; {r?
Tains ﬁ'p Assets - [nventory(Stocks)
ﬁ‘“:,l rrent Liabilites

Acid test/Quick ratm

AT
Qﬁgﬁ}* 5 ';L*t,,;r””_:e T T R
ﬁﬂ“ﬁ, assets. This will result in cash mﬂow
assets for cash i et are sold quickly they might raise
fFhetirm will losé \ * ship of the asset as well.
e e
2 The firm in thls nee might decide to ease-back the asset however then
i : 'l' o Id ‘*'c k'm--.. ie_pepriNgee AR T -
2. Sell m‘ gl 1Ny q cm s for sashi YDy ~e’:a &te it However,
Inventories {0 r !‘ltoneﬂ"ﬁnﬁ m‘f‘gﬁﬂ vﬂgt NJé"’HT Bl iéh is reduce
Cash proﬁtabﬂlty
2. The firm might also shift to JIT stock management to reduce the inventories
in the business however JIT might not be effective if the demand increases
and repeated orders might increase transportation costs which decreases
o profits.
te';a!f;:f;'f'o Long term loans can help increase the Sash into the business however
crease ll_ﬂcr;ascs the gearing ratio and interest payments which will reduce profits.
working capital Lfrl ermore, the b.usmess also has to give a collateral to acquire a loans an
pital | failure to repay might result in 0SS of the asset.

—
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imitations of Financial Ratios

| The value of the ratio itself doesn’
pusinesses 10 be more informative

2. The value of accounts from which th

misleading results.

3. The ratios can only predict
several other qualitative and

solution.

4. Comparison wi i
P th other companies and evaluating employee’s performance based on those

quantitate methods must be discussed to reach an appropriate

e rati i '
l1os are created might be incorrect and can lead to

t hold i
much value and it needs 1o be compared with similar

roble '
p ms but don't suggest methods to solve them. In this case

figures mi ' -

hagve windgi: Ese(::ssei:lsgg:{fﬁ:tl;‘feh!hﬁ O}t‘her company might use different ways to value assets or
) vhich shows positive result ' ,

employee might be demotivated. P s. In this case the company’s

Uses and Users of financial accounts

S A e e R S
JISEErS s Sy

o

T

MR e T ey T e
tDescription A

1. Managers

2. Shareholders

2

3. Gauge the '.“";J-_L:;i’,', :
3. Creditors 1. Will tell the BSHIES off debts.

2. Supplier mightiio] uidity is poor
4. Banks 1. Use them forgiving loans.

2 liquidity.
5. Governme <

i

Ehliziess acH]

1. Check the statements for pay raise.

2 For better working conditions

Trade Unions .
7. Other businesses | 1, Use them for comparisons.
| (Competitors) 2 Helps in deciding the value in take overs mergers.

Limitations of Published Accounts
1. These accounts don't show details about the
2. The future plans of the business about R&D
3. The quality of leadership and other qua
ih?r\;“ by the ﬁpancial data. These include the s
5, Th:s‘“fﬂrmauon ir_1 the accounts is old and may not be relevar
e Aceounts might be window dressed Window dressing 15
'n:n i fﬂ-vmm" light to influence the banks to lend more
' eI:;a;ihilcan be d?m’ by overstating assets, reducing dep
. B expenses till the accounts published etc.

sale
and new products are not shown. _
litative variables like employee motivation is not
kills of the senior managers €1c.
levant for the future.
presenting the company

or encourage investors 10

reciation, giving stoc

s and profitability of each good and service.

buy
ks a higher

—
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AS-Level — Business (9609) - SECTION 5 - [Finance and Actnuntinm

TOPIC 5: FOREC.*\STING AND MANAGING CASH FLOWS

1. PURPOSES OF CASH FLOW FORECASTS

1. Difference between cash and profits :

Cash is the physical movement of money within the business. Whereas profit on the other hand
is the surplus after all the total costs have l:!een deducted from sales revenue. This shows that a
business that is profitable doesn’t necessarily have to have cash and vice versa.

Example: A business sells goods worth $10,000 and It costed $5000 to make those goods. The
profit comes out to be $5000. However, for the goods sold worth $10,000 only $5000 cash is
received.

2. Why cash is important to a business?

1. Cash helps the business pay of its day to day expenses like workers, suppliers, etc.

2. Cash is essential for production of goods and gervices. The firm needs to buy raw material
essential for production and pay of workers to mgke sure they keep working.

gets due to unavailability of cash.

Definition h-flow Forecast: It is tH&
cash flow forecast has the following gl
1. Cash Inflows o
2. Cash Outflows
3. Opening Balance

1. Cash _ § %
Definition: These are payments in cash
from banks in the form of a loan.

2. Cash Outflows

Definition: These are payments made in cash by a business, such as those to suppliers and
workers.

3. Opening Balance
Definition: This is the business’s cash position at the start of a month.

4. Closing Balance

mmmfo .l‘ . The balance of cash at the end of the month. It can be calculated with the following
rmulae;

Closing Balance = (Cash Inflow — Cash Outflow) + Opening Balance
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sample Exam Question: (O/N 2016, V2) | Q2

T msLuunling)

*Insurance is pald once a year

Question; Calculate the value of Z :
Answer: Closing Balance = (Cash Inflow,
= ($25,000 — S
= $5000

Advantages and Disadvantages of C:

**Electricity is paid once a quartar [awry 1hree monlhs)

I 1
| Month2($) | Montha m Monm 4
Ca.afrl i T L T e e (s
nrﬂwﬁ"‘ ':l'l'l b N -"L-'-"“:.:I'h"r“" n-.‘fl'yrl. I;’". ,alr.-' H’;v Irj i "- ;
Cash sales i 10000 '10000
! .
'|'h'.ldo ren:al\rnhias | 20-00 2000
Tuml ::anh In i B 12000 | 12000
7 Vel el TR TRV RO ¥k
Factory rent _J ?EE]_ 2000
Cost of sales I 168000 8000
Insurance® [ 0 0
Electriciy™ | ol ol
Totalcashout | | 18000] 10000 | 13000
 Oponing balance | o000 | oo |00
| Cosngtalance | Bog| pwal

Advantages

1. It can be used to predict cash imbr ‘
terms of amount and duration. Tl'n‘ LA ,__J,"-'

2. It can allow government authorities to rely
on it to certain extent for calculation of taxes.

3. Suppliers can look at the cash flows to
assess the liquidity position. Businesses with
good cash reserves might get longer credit
periods and relaxed terms of payments,

4. Forecasts will aid potential investors and
lending institutions to assess financial needs
and requirements of a new business and its
ability to pay off debts and according to that

1ve the finance.

level of sale or price of the products. This may
be due to poor market research.

3. Unexpected increase in costs may lead to
major inaccuracies. These can be due to major
external environmental changes. Example:
Minimum wage might go up, oil prices
suddenly spike up, unexpected machinery
breakdown interest rates increase etc.

4, These figures is the statement might be
window dressed to attract investors. Inflows
might be overstated whereas outflows might be
understated.

Scanned by CamScanner




i 2 - |Finance and Accountin
Business (9609) — SECTION 5 |Fin ¢l v

A

AS-Lcw:l -

make cash flow useless however they
ppliers, cost of raw material

sts and use technology like
1d not only make them

dvantages does not ma;
the market reading prices, U
re, of the firm hire speciali
h-flow forecasts since it wou

- tioned disa
ation: The above men i
fil\:]x;]d be used t0 caution. Rescarching

etc. can improve the accuracy. Fur_theng'lac;
qpr;:adsheets to construct and mo;utor
simpler but also quicker to amend.

3. METHODS OF IVMPROVING CASH FLOW

1. Reasons for ca
N Jas o

- T e R TTA™  ( r Ry T T
A A

) ] 7y I i
N T b

TEasons: Eseriptpn s i ; .
1. Lack of This is when a business f'ailsllo forecast the timing of the expenditure an
lannin income which |eads to the cnises. : : :
2. Poor credit This is when the credit control department doesn’t collect deb‘ts on time. T'hts
control leads to delayed payments or bad debts where customers don’t end up paying
at all.
3. Extended This happens when a business gives an extended credit period to attract
credit periods | customers. However, if the -m';_:_ is too extended it might face cash
difficulties. il
2 Overtrading | This is when 2 business exp A ,”frl’?ij’;.,'-. quickly without organizing funds to finance
the expansion. This happen i3 expenses of labor and raw material have
SHTYSUHesate any revenue.

to be paid before the firm,
5. Unexpected | When factors outside th o
events Example: Minimum waggsi
unexpected machinerys
2. Methods of improving cash flow i
There are TWOQ ways to improve cashil
1. Increase cash inflows e
2. Decrease cash outflows

WETHE business lead to cash flow problems.
By oil prices suddenly spike up,
BfAst rates increase etc.

L D MLk

2. Decrease cash outflows
Method, =L iein D escriptiond sl iy R T e R A s e

1. Delay payments | Cash outflow will reduce in the short run however suppliers might not be

to suppliers willing to supply or might not allow discounts on a longer credit period.

2. Delay s'pending Cash outflow will reduce however business efficiency might call due to

on c:apital poor equipment leading to competitors taking an edge over the company.

equipment. Furthermore, it might restrict expansion. ,

3. Use leasing not Since not cash outlay is required will reduce outflow however asset would

b_uymg capital not be owned by the businesses which restricts its freedom of use and

right away furthermore leasing payment will reduce profits.

4 Cut overheads | Cut expenses like lighting and promotion. This will improve the efficiency
however lack of promotion might reduce demand for the product reducing
sales and ultimately profits. Furthermore, in order to reduce overheads firm

L might need efficient machinery which increases outflow.
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