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Teacher’s Introduction

This course companion has been designed to introduce students to the
third element of this course: Enterprise {Pearson BTEC Tech Award Level
1/2). This unit, Marketing and Finance for Enterprise, is an externally
examined piece of work, and the contents of this course companion will
allow pupils to learn the theory needed for this.

Always check the exarmn board
website for new information,
including changes to the
specification and sample
assessment material,

Throughout there are activities which will develop pupils’ knowledge and
understanding of marketing and finance concepts. Pupils will learn how enterprises identify and target markets
and make marketing decisions using the marketing mix (4 Ps}. Pupils will learn about the financial documentation
used by businesses and be able to use ratios to analyse business finances. They wili be able to understand the
difference between liguidity and profitability and recognise the importance of financial planning. Finally, pupils
will be able to recognise sources of finance available to businesses and be able to recognise the appropristeness
of each for different scenarios.

Most activities will lend themselves to peer-assessment and class discussion. Sample answers for activity 3 and
activities 7 through to 15 can be found at the end of this course companion. Practice guestions can be found at
the end of each section, and answers for these are provided at the end of the resource. A glossary has also been
provided to support pupils' learning.

March 2023
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Al: Targeting and segmenting the market

Itis important that enterprises target their customers by segmenting the market;

Target market

This is the market an enterprise wants to sell its products or services to. This cané
example, a small fish and chip van that travels to different areas on different dayy
on the different days, based on the location of the van. For s me businesses this§
sllectable model ra
<difficult to decide

example, they may have a very niche market, such as sel
customers will be spread over a wide locatio

Market segmentati

ihich enterprises can differentiate customers

Some examples of these market segments are:

ge shop can target its markets b

Age A small shop selling children's toys and gam
. & their parents. :

. A small garage specialising in second-hand

Family size . . ;

such as people carriers, will be aimed at lar
Local A
Geographic “Spaciali idays:
grap National ing specialist hoiidaysg
t need 10 meet face to fa

“customers partake in — rughy, football, golf, ¢

ocial status

Some businesses could target their products§
example, a shop selling exclusive branded clg

banefits segment is looking for guick convenience.

Desired A café may start offering special ‘meal deals

Some businesses would prefer to target theaé

Behavioural .
have regular usage as opposed to very little

above selling takeaway coffee comparad to
wouid happily buy a coffee every day comp

Usage
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Markets

market that a business can be in:

Business to business is when one business salls to
other businesses.

This may be buying flour in tanks for a food produc
factory, or it could be a flower shop buying flowers
directly from the flower growers.

This is the market where businesses sell diract|
customers, Anywhere you have ever shopped w
in a business-to-consumer market. So, if you've
bought flowers, you will not have gone to a flo
market directly; you will have bought them from:
retail shop. f

A niche market is a specialist market. The target
market for a niche market is usually very specialisegq
It may be a market for specialist hobbies, such as a
crochet supplies shop or a golf shop. it may be for a
smaller group of people, such
vegan food. ’

COPYRIGHT
PROTECTED

s a market that includes everyone,

will buy from this market. Think of very gen
products that we all buy; for example, many things s
in supermarkets are for 2 mass market. Many of the
brands sell products for the mass market, e.g. Heinz ¢
Tomato Ketchup, Kellogg’'s Corn Flakes and Cadbury
Dairy Miik,

Course Companion for BTEC Tech Award Level 1/2: Component 3 Page 30745




B2: 4 Ps of the marketing mix

The 4 Ps are also known as the marketing mix. The 4 Ps are the key
elements to the marketing mix and they must work together to be
effective. Any enterprise will use the 4 Ps to enable them to meet their
business aims, whether it be establishing a loyal customer base or
developing a reputation for a brand. Developments in technology in
recent years have changed many aspects of the marketing mix, and we
will look at how digital marketing methods are used in addition to the
more traditional marketing strategies.

e

PRON

Product

Product portfolic

Any business will usually have ar
portfolio is a way of looking
can analyse t

: s or services, and a business’s
e collectively. A business may do this s
1ade and make decisions about any gaps it ma
products wh t should stop producing, or even products that it shouid
more; fore %, a business can recognise which are its very best products —
are in a market that is growing and in which they have a large market share. M
businesses want to have products or services which sell well, and have many lo
customers; the business does not have to spend much money promoting these
will rely on repeat purchases.

Product life cycle

The product life cycle plots the sales of a product over time so that we can see
when sales are increasing and decreasing. As shown below there are five stages::

Sales

During this stage the
product is still in
development; it is not
vet avaitable for
customers 1o buy. At
this stage there is ne
income from the soles
hut there is o lof of
money heing spent on
the final
deveiopments of the
product, such as

A business will
that ¢ product s

A% this stage the
produdt has just been
released on fhe
market and <o cosis

H
1
|
1
H
1
H
1
:
H
i | make some :
i | amendments fo 1
|
i
H
1
1
1
H
i

marketing mix ¢
sales o1 this point
promots further
growih. Thess &
sirmiegies are ¢
extension straf
this could includ
packaging, new
flavours, differe
eolowrs, for examy

4 business will hope
that this stage lasis
for o long time as
seies continus to grow
and intome continues
16 intreass,
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USP — unique selling point

Every business wants a unique seiling point {USP}. A USP is something that mak
product ar service stand out from its competiters. Let’s have a look at some ex
& A barbershop having adapted seats for children, with a games controlier a

to the seat to keep them entertained when they are having their hair cut.
&  Adoggy day care with a live stream so that dog owners can log in during tha\

see their pets.
e  Adress shop that delivers the same day.

Branding, d personality and brand image

A brand is the identity of the business. This can be portrayed
through the business name, its logo, its slogan or even a simple
icon. Many businesses have a very recognisable brand for which
vou could very quickly say the slogan or identify the logo.

Smailer enterprises can struggle to develop their brand on a wide
basis but over tirne can have the same impact in a smailer market.
Having a brand helps a business develop its image and increase
customer ioyalty. Small businesses can be very successful at
creating a strong brand even though it may be on a smaller scale.
it is likely that you and people whao live locally may know a small
business, such as a café or takeaway, and will be aware of its
brand image. The smaller businesses will have to be more creative while creating 3
advertising budget of a large business. This may be through having the slogan of t
window, on the menus, or on their social media, or even through actions. if & sma§
where it is promoting itself as an ethical business, then actions to show it is ethica
sourcing falr trade products, paying staff fairly, using only recycled packaging. ‘

COPYRIGHT
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The positives of a strong brand are: '
e Attracting customers — a local restaurant with a strong brand will attract m A
strong brand. Potential customers will recognisa the restaurant from its bra
choose to eat out there.
«  Retaining customers — this is easier if a business has a strong brand. While ¥
smart and flashy, it can be other things as well: imagine a local café that is K
atmosphere — their customers come back because they value a low price an

Price

Pricing strategies

Before setting a price, a business will consider m
customer expectations. Below are some of

competition, the%
egies that businessesz:s}z

Penetrationoric used by a businessto try to
pe ; wiarket. Prices start very low to entice
customens the product then, after some time, gradually
increase. For example, you may see a new biscuit on the end

of a supermarket aisle at a really low price.

~ /!

3

Skimming pricing is a strategyé
product that customers are w
for when it is new to the mar
new technology with little or
strategy before decreasing thy
\\ market would u

Competitive pricing strategy is a strategy that considers the
price of all similar products from competitors. The price is
then set the same as the competitors’ prices; for example, a
cup of coffee in a coffee shop.

Cost-plus pricing strategy take
making the product or provid

“ptice slightly higher than
ging so being that customers
duct is of a higher quality if it is always

F slightly higher than similar products.

Course Companion for BTEC Tech Award Level 1/2: Component 3 Page 6 0f 45

COPYRIGHT
PROTECTED




Place

Digital and physical distribution of products

Place refers to how the product or service gets from the manufacturer to
the customer. There are many different routes this can take and sach
will have an impact on the final costs for the business and the time it
takes for a product 1o get to the customer.

S

You, as a customer will be used to buying products from shops, known as ;
retailers; likewise, you will probably have also bought oniine, this is known as e-

Direct
Direct means that the manufac
directly to the custome :
manufacturer v

i eans that the
pay distribution fees to
eals directly with the customer.

Retail and e-comimerc
Using retail shops and e-commerce n

another loop in the distribution chann
methads can expand the location of

segment very easily.

Warehouse
A warehouse is used by smaller businesses who wish
to buy in bulk but are unable to buy in massive
guantities that the manufacturer may insist on. A
newsagent is likely to use a warehouse to buy toilet
rolis, whereas a large supermarket would buy directly
from the manufacturer.

COPYRIGHT
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Promotion

Promotional misx

There are many elements to promotion and the methods a business will use wil
how big their market is, the segmentation and — very importantly — the budget.
of media to promote the same message. For example, a used car dealership co

premises, leaflets posted in the nearby area, a radio advert and a TikTok account;

and the same message.

Advertising

Advertising is the process of getting a message out to customers. Sometimes ad

other occasions it can be informative.

Persuasive advertising is used to make the cust
A persuasive advert may give the custs
fitter, smarter, sexier or even

mpression that by buying a pro

informative ¢
from anins

Media used in advertising

iat they need that pr :

ny would be informative — it would have details of payme

This is expansive but can reach a This is a good method for targeting
wide audience and products can be | certain customers, e.g. advertising
demaonstrated. a golf bag in a golf magazine.

Used widely by most businesses; Adverts with catchy singalong Re
easy to share videos siogans are often used to gain in

demonstrating products. customer attention and retention.

i

Cars, vans, lorries and buses often
have business logos, slogans and
details on the sides of the vehicle.

Course Companion for BTEC Tech Award Level 1/2: Component 3 Page 8 of45
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Public relations

it is important to busingsses that the public has a good perception of
them. Businesses carry out ‘public relations’ so that they can control the
way that the public think about the business. One method of doing this s
sponsorship. Businesses small and large choose this as a method of
supporting local sports, for example, while getting their brand advertised.

Other methods of PR include communicating with the public through the
media and social media. Online public relations {OPR} is any form of public
relations that is carried out online. During the 2020 COVID pandemic, lots
of businesses resorted to this method, e.g. theatres streaming past

they wish the advert to appear on,

Businesses very often will promote on social media usin
‘like and share’. Advertising on social media allows busin
adverts for a much smaller price than television advertis

Personal selling

Personal selling relies on the salespeople having face-to-face meetings with pot

had someane knock on your door trying to sell you windows or a conservatory -
pharmaceutical industry uses this method a great deal; salespeople — commonly
with doctors and tell them the benefits of their medicines in the hope that the d

Direct marketing
There are many examples of direct marketing. This is when a business advertises
customers, maybe by sending them an email or a brochure through the post. Yo
received an email from the publishers of this course companion, telling them ab
marketing — advertising to those people or businesses who are potential custom

Sales promotion :
Sales promotion is any type of special offer a business may use 1o try to encoura}\;
e.g.
e BOGOF - buy one, get one free
e  20% discount

¢ Loyalty card

‘Bbove the line’ and ‘below th

Course Companion for BTEC Tech Award Level 1/2: Component 3 Page 9 0f45
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Multicha

To be succe nd to reach out to as many potential customers as possibie, b
range of marketing technigues. Larger businesses have more money to do this;
the many, many ways in which they advertise. They can afford these many tech
endorsement, and this is successful for them. These large businesses can afford
ways at any given time; this will increase their exposure to the target market. N
enterprises you have studied; it is very unlikely that they can afford all of these
that they use a variety of these methods on a smaller scale. Tom is a personal tr
methods of marketing at the same time:
»  Advertising — Tom takes out an advert in the local newspaper once a mont
logo on the side of his car.
¢ Public relations — Tom attends the local primary schoo! ance a fortnight an
school with parents and children. He does this free of charge because he fi
approach him for personal training sessions; he also thinks this is good for
®  Spcial media marketing — Torn has a Facebook account which has many fol
through which he promotes body transformations. He thinks this is effective
and spread the word.
e  Sales promotion — Tom has created a loyalty scheme for his clients — they g
Prior to this, many people wouid stop after about eight sessions, so this has{

eting: using a range of traditional and/or digit

In addition to a business considering the cost of advertising, it must think about
a business is aiming to break even then it is likely that it wili allocate only a small
therefore, will not be opting for advertising media that are expensive. if a mediug
gaining customer loyaity then it may use below the line; ing and opt for s
A business with ethical aims may want to en e of these is prevales COPYRIGHT

PROTECTED

R

Course Companion for BTEC Tech Award Level 1/2: Component 3 Page 10 of 45




A3: Factors influencing the choic

e of marketi

There are several factors that will affect the marketing methods that a business

Sorne products need to be demonstrated in the
advert and so only something where a video can be
shared would be appropriate, such as a TV advert or a
TikTok advert.

For examuple, a vacuum cleaner
advert could be used to
demonstrate how much dirt the
vacuuim can pick up off the fl

if a business needs to cormmunicate a marketing
message with customers very quickly then this is
something it may do through direct marketing,
possibly by sending emails or making phone calls to
customers, rather than spending months planning a
TV advert and recording it.

A smail business such as a
focal butcher will not
have the marketing
budget of a large business
and so its marketing
methods will be low-
budget. it may rely purely B
on signage outside the shop and adverts in the
window showing any sales promotion.

marketing activities of its competitors. For example, a ¢
doing a takeaway afternoon tea. This would be
copy and start to do the same. Likewi
deai when learners pre-pook 10
follow suit.

be in a posit.
entrepraneur may have to try a variety of marketing met
their business.

Sometimes a business will carry out marketing activities as a response to

ructor may offer a special

n where they know what works for their business and what doe

Some products or br
may be exciusive and &
high-end, such as a veé
expensive watch. It wa
not be appropriate to?
advertise this product.
methods such ¢
@illboard which lots o
be advertised very diff
marketing or even rely

If & business can reac
then it may adopt me
guite direct and pers
mariet then it may u
promotion methods
Many small business

with their target mar

A large business will
a lot more money to
spend on marketing
methods and will proky
use a wide variety of A
marketing methods.
McBonald’s, for exa
is a muitinaticnal bus
billboard advertising.
is heavily involved in
sports events.

the
a town may start &
forother local cafés

hods before they can
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A4: Trust, reputation and loyalty

Brand image is important to businesses and in this section we wiil explore how iy
reputation are for attracting and retaining customers of enterprises. '

Importance of reputation

Businesses will make every effort to ensure that the public has a positive opinion

way that the public will think of them as teing ethically responsible and they are i

e  One of the most popular ways for businesses to do this is by being environn
ways in which businesses can become more environmentally friendly. This
products, reducing waste in production, creating their own energy and usin
ather new initiatives.

& Ancther way would be to ensure that all marketing technigues used are at
mean not making false claims in any advertising and not breaking any comp
husinesses should reject controversial marketing technigues; for example,
because of offensive claims or by including statements that could cause har

e inensuring that a business protects its reputation it Yalso provide excely
this by creating strategies and systems which.gn ustomers receive§ COPYRIGHT
with effectively.

e  (ther ways in which busine PROTECTED
supporting the locals
SpOrts t i

rough types of public relations,
sor example, by donating prizes to local s¢

Each of thes! it is important for businesses 1o consider 1o ensure that the p
potential customers, have a positive opinion of them. This will result in higher sa;
help the business become more competitive, ‘

Course Companion for BTEC Tech Award Level 1/2: Component 3 Page 12 of 45
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Bl: Financial documents

Types of financial documents — when a business purchases something from a sug
from a business, there is a list of financial documents that are exchanged. See ov

Purchase order {Customer = Supplier)
A purchase order is completed by a customer stating what th@y
would like to order and then this is sent to the supplier. |
include details such as number of units required
prices and delivery details.

custome
ordering

Delivery note and goods receiy
A delivery note is atta :

signed on dehvery by the customer and goes back to the suppiaer
so that they can confirm that the customer received their package.

both the

invoice {Supplier =9 Customer}
An invoice is then sent from the supplier to the customer. Thisis a
reguest for payment,

supplier
payment
this in th
they are

Credit note {Supplier =P Customer)

if there is a problem with an order, or items are missing, then the
customer may be due a refund. This can be done through a credit
note. A credit note is like a voucher to use at that business at some
ather point. it is given instead of a cash refund.

Statement of account {Supplier =# Customer}

A statement of account shows the orders and payments made over a
certain period of time and will show the current balance (how much
the custorner is owing to the supplier). It can be sent an a monthly
basis or sometimes on a quarterly basis (every three months).

Thisisa
a custom
will heip

Remittance advice slip {Customer =¥ Supplier]
A remittance advice slip is sent by the customer to the supplier tg
show that they have paid for thelr order.

v to show that payment has

Course Companion for BTEC Tech Award Level 1/2: Component 3
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Purchase order {template)

Supplier: Delivery Address:

Delivery Not {template)

Customer name and address

Goods Received Note (GRN] (template}

Customer name and ad

Course Companion for BTEC Tech Award Level 1/2: Component 3 Page 15 of 45
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invoice {template)

Customer name and address

Credit Note {template)

Customer name and address:

Reason for credit:

Goods

VAT @
Total o

Remittance Advice {template)

COPYRIGHT

Customer name and address

PROTECTED

Total amount paid

Total invoice amount still owing

Course Companion for BTEC Tech Award Level 1/2: Component 3

Page 16 of 45




Receipt {template)

Customer name and address:

Subtotal
VAT @ 20%
Total paid

Importance of accuracy when these documents are

It is important for both the customer and the business supplying the products t

completed correctly. Here are some examples of what may happen if these doc

% Qrder form is compieted inaccurately — the customer will not get what the
business may aiso order too much stock.

% The goods received note is not signed by the customer and returned to th
does not know whether the customer received the order and may send ou

% The customer does not compare the statement of account with their reco
their balance.

Importance of accurate financial documents and re
business accounting

If there are any mistakes it could affect the accounting of the business. Here ar
¥ Acustomer sends payment to the supplier without the remittance advice
the payment is from - they may send another invoice 1o the customer, whd'z
This would result in an unhappy customer who may then decide not 1o use §
% A business may not keep a record of its receipts. This would mean that all
inaccurate if the business doesn’t have a clear record of what it has spent

ndt accurate at all ti

A business needs 1o keep its business accounts,
“iow much money it has in thy

of its costs and revenues, and give |
for bills.

Course Companion for BTEC Tech Award Level 1/2: Component 3 Page 17 of 45
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B2: Payment methods

Payment methods

/ Credit card .\‘

This method of payment invoives a
third party. When a customer pays with
a credit card this money is borrowed
from the credit card company. The
customer then, over time, pays back
the balance. Having it card
enables etid more

sy actually have and is
ethod of borrowing money.
is easy for businessesto use as it is
easy to accept credit card payments
once the technology has been set up,
plus the business hopes that customers
will spend maore than they could/would

Qave using other methods of payment;/

COPYRIGHT

Impact on customers and ent

PROTECTED

There are benefits and drawbacks t f payment method.

Customer :
Benefits Drawbacks Benefits

Course Companion for BTEC Tech Award Level 1/2: Component 3 Page 18 of 45




B3: Revenue and costs

Revenue/Turnover

This is the money going into a business and this is primarily through sales.

Businesses can try to increase this amount through advertising a product to attey
They couid also increase the selling price of a product which would mean that e E
number of products then the revenue would be greater. If a business increases
1o cover all of its costs and hopefully will make it more profit. When a business
to reinvest it into the business, maybe to help the business grow, or it could sh
business owners very happy.

Start-up and running costs

This is the money going out o

: at a business has to pay out when it is first establ
e renovation of a building. These generally are one-off costs

Businesses can try to minimise these costs in a variety of ways, such as by hiring;é;;
instead of buying them, or simply by shopping arcund to find cheaper suppliers.;

Running costs are costs that need to be paid every month. These are the costs o
Examples of these costs include staff wages, buying stock and electricity. '

Businesses can iry 1o minimise these costs too; this could be through staffing, fo
staff costs by having the minimum number of staff working at any one time or b
Likewise, they could look for cheaper suppliers of stock. f

By minimizing business costs the business may be able 1o break-even with less
business profit. Which again they could use for reinvestment into the business ¢

Course Companion for BTEC Tech Award Level 1/2: Component 3 Page 19 of 45
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B4: Financial statements

Profit and loss acconnt

Sales revenue £35,000

Cost of sales {this is the cost of

making the product - stock)
Gross profit £20,000

£15,000

Wages £4,500
Utilities G

darketing costs
Rent T£650
insurance £100
Total £6,000
MNet profit £14,000

This account shows the profit and loss that a business has made in a year.
There are two types of profit shown in this account:

Gross profit — this is the profit made after the cost of making a product is taken &
from sales.

For example, Andrea makes £35,000 in one vear from selling birthday cakes. in ti
ingredients {cost of sales). In this year she would have made £20,000 gross profit;

Revenue — Cost of sales = Gross profit
£35,000 — £15,000 = £20,000

Net profit - this is the gross profit minus any other business expenses.

For example, Andrea will have other costs in addition to her ingredients, which h(
This could include things such as energy bills and woges. In this case Andrea paid:
This resulfted in o net profit of £14,000. :

Gross profit —~ Expenses = Net profit
£20,000 ~ £6,000 = £14,000
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¥ Smart Screens Bak:
Sales revenue - £54,000 Sales revenue - £142,
Cost of stock - £22,000 Cost of stock - £36,80
Wages - £18,500 Wages - £43,400
Utility costs - £3,500 Utility costs - £27,700§
Rent — £8,000 Mortgage - £15,300
Marketing - £1,500 insurance - £9,200
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Balance sheet

A balance sheet shows exactly what a business owns {assets) and what it owes {
statement that clearly shows the business’s financial position, listing all the busi

It is important that before you see the layout of a balance sheet you recognise a

Fived assets

Company van £15,000
Sewing machines £2,000
Computer £500

£17,500

Current assets
Cash

Stock

Debtors {accounts re
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£300

£1,600
Curr
Credi £400

£480
Met current assets £1,200
{Working capital) \\
Long-term Habilities
Bank loan £2,500

£2,500
Met assets £16,200 .
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Climbing frames and toys £18,000
Computer £2,000
Cash in the bank £5,100
Stock £600
Debtors
Creditors
Loan

Stakeholders
A stakehoider is any business, individual or group affected in :
any way by the actions of a business. Many of these Quick class di

stakeholders will be interested in the business accounts, as
suggested below, in addition to having their own wants from
a business,

All of the foliowing are typical business stakeholders:

®

discuss who
were closed,
individuals, e

Owner{s} ® Howwo

Owners will typically want their businesses to be

profitable and have a good reputation or brand name.
They wili be abie to see the profitability of the business \\: How wo
in the profit and loss account.

Managers
Managers may want many of the same things as an cwner, such as profit. Iy
salary and staff that work well. Managers are sometimes also owners but ¢

Employees
Employees will generally want a good standard of pay, good working condity
They will want to work for an employee that is doing well financially so they:
so they may want to see these financial documents.

Lenders
Lenders will want any business to be financi
want them to borrow more as they 3
financiaily stabie a business 1

Fthat they can pa
eir borrowing. The |

Government

scal services. The government collects taxes on business profiy
fidd need to be accurate.

Customers
Customers will want value for money, a good-quality product and choice. 1

that may buy in bullc or on a regular basis they may want to see the financial
business is in a financially stable position. ‘

Suppliers

Suppliers will want businesses to purchase from them on a regular basis a
want the business to be profitable so that they can pay their bills on time
in the future,
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BS: Profitability and liguidity

In this section you'll learn the difference between cash and profit. A business m
cash. When we say ‘cash’ we don't mean piles of money in a piggy bank but we ¢
access — such as the money in the bank current account. Cash is important to en
good liguidity.

To help you understand this, think about this concept: let’s assume water is cas!ﬂ

if | have a jug of water and my suppliers are asking for payment, then t can quick§
and easily pay them. However, if | have a block of ice and my 'ﬂuppiiers want payy
it will take longer to make that payment. :

rned into cash. The ice is

The water is like the business’s current 2
like the fixed assets of the busing:
tied up in fixed assets,

Both these ratios are used to measure the profitability of a business. The figures
from a business's profit and loss account. Z

Worked example
In the last year, Rob made £24,000 revenue. Of this, £12,000 was gross profit ang

GPM = £312,000 x100 = 50% NPM = £5000 x100 = 40%%
£24,000 £24,000

2021 figures

Revenue -~ £45000 .. Revenue - £48,000 ¢
Gross profit - £24,SOC§
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Liguidity ratios

Current ratio

Current assets
Current Habilities

=7:1

The answer to this ratio shows how many times a
business could pay its debts.

For example, if a business has a currentratioof 2 : 1 it
means that for every £1 of debt there is £2 of liqui
assets available to pay debts.

AN and 21
business has enpugh
Laiidially secure. It also indicates
tis using its financial resources

The perfect answer would
This would
fiquidity
that the b
effectively.

This ratio, also called
the ‘quick ratig’.

n be quicker to caaﬁ
s not count invey
shows how liquid ﬂ\
rely on stock.

it

R
&5

Some businesses may E
that sells quickly, and
effective for them.

Liguidity and profitability are equally important but are very different. A businesz,,;
its debts and so is very liquid but is not that profitable. It may be making just eng
its costs but have enough cash coming through the tills that the liquidity is good
have good liquidity because money may be tied up in fixed assets, such as bu:id:r

very profitable,

Business &

Business B

Revenue ~ £65,200

Gross profit - £36,300

Net profit - £22,100
Current assets —~ £4,500
Cugvent liabilities - £2,200
inventory - £2,800

Revenue ~ £89,400
Gross profit - £41,400
Net profit - £25,00
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2027 £{000)

Revenue

£57

Gross profit

Met profit
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Cl: Budgeting

You will probably have comne across the term ‘budget’ before. A budget is an am
it may spend or receive from sales. These are called expenditure and revenue bt

Budgets can be set for many things, the most common being:

s  Capital expenditure budget — this is to help a business decide how much toi:
new machinery or property.

¢  Cash budget — this is a budget that estimates the inflow wnd outflows of ca
in the next section, cash flow.

¢ Labour budget — this is a budget to helnw
are paid. "

-number of staff in the E;

this helps the business control how m E

® Marketmg and pro
: rketing activities such as market research or
® — overheads are the running costs of a business; they w

bills,

s  Production budget — this is the cost of making a product; it could include thy
manufacturing overheads. Within this budget there may be a purchases or
the business review the cost of the stock.

®  Revenue or sales budget — this differs from the budgets above. All of those i
money going out of the business, whereas this budget is an estimate of hcmé
business from sales. 5

Budgeting and budgetary control

Budgeting is the process of setting a budget, and then budgetary control is the

spending and incomes to those that were set in the budget. During this process
overspent or underspent in some areas. if this is the case then it can look at wh
prepare more accurate budgets in the future.

Wariances

if a busine Ladverse budgets then this could leave it with poor liquid
accurate b s very imporiant. Below is an example of a budget being comp

Budgeted Actual

Expenses

Capital expenditure
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Budgeted Actual
Sales/Revenue £111,000 £134,500

Expenses

Labour £37,300
Marketing £4,900
Production - £34,400 £37,200
£12,500 £11,400
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C2: Cash flow

Cash flow forecast

Like a budget, a cash flow forecast is a prediction of the business’s inflows {receiy
{payments/expenses/costs).

Creating a cash flow forecast will allow a business to calculate its net cash flows
balance. It will also help identify any surpluses {additional cash) and deficits {cash
1o plan better. :

The purposes of cash flow forecasts are:

¥ toidentify how much money is coming into a
v todetermine the impact of ‘cammgs f ez
¥ to prepare for issues with neg

t of a business ove:

As with bud
As with bu
effectively
sections here.

% us understand the format of a cash flow farecast/statement

Section A
This section shows all the income of the business. (Money coming into the busin
include something like a loan or a grant.)

Income Riay June
Ticket sales £2,000 £2,500
Merchandise £500 £450
Refreshments £300 £350
Other £0 £0
Total income £2,200 £3,300

Section B
This section shows all the expenses of the business {money going out of the busis

Expenses May June July
Rent £1000 £1000 £100
Stock £400 £350 £350
Wages £1000 £1208
insurance £150 £15¢
Advertising £150 £10
Other £50 COPYRIGHT

by
b
o8
(5]

s

Total expenses

PROTECTED

Section £
This section
maonth) an

Z Total income ~ Total expanses
Net cash flow £3100 £700

Opening bank balance £400 £500
Closing bank balance £500 £1,200 ‘ﬁ

Net cash flow + Openini) This number moves across fr
bank balance previous month's closing bank.

w of the business {the income for that month :
g and closing bank balances,

3}
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Sales

Total income

Wage

Rent

Ltilities

5,800
2,300 2,300
1600 1.600
800 800
2,400 3,100 14,500 14,500

Total expenses

25,100

Met cash flow

3,200

4,800

7,100

Opening balance

7,400

10,600

15,200

Closing balance

10,600

15,400

15,200

22,300
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C3: Suggesting improvements to cash flow pr

Cash flow is very important to a business. if we recap on the liguidity ratios, the
business has enough ‘cash’ to pay its debtors. If a business has a cash deficit th
likewise, cash surpluses in some months and not in others is not good forthe b
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C4: Break-even point and break-even analysi :

Break-even is the point where total revenue and total costs are equal.

At the break-even point the business has made neither a profit nor a loss. The p
ailow the business to calculate all costs and work out how many units need to be
ali costs, L.e. to break even. :

The break-even graph categorises costs into fixed costs and variable costs:

Fixed costs | Ya

¢  These costs stay the same at all times and do not
depend on the output of the business.

This cost changes

Examples include.
an ice cream va

e Examples include business insug
‘ stock it has dep

Even if a business ma
produce anyth! pay these costs.

: 2
g 2
0 E%d
Fe) (o]
hul (%]
w m
=3 -
P &
g FC § e
o [)]
m m
o » 0
Gutput
e (On the break-even chart the fixed cost line is e  This line increas
always a straight line as it does not change cost of making o
depending on output. the cost of maki

be £10, andso o

This is how all break-even charts will look, and
the key point is where revenue and total costs
cross over. This is the break-even point.
Before this point you can calculate how much
loss is being made, and after this point you
can calculate how much profit is being made
or what the margin of safety is. The margin of
safety is the number above the break-even
point. Sg, for example, if a business needs to
sell 23 items to breal even and it seiis
then it has a margin of safety of ¢

e graph is easier if we first put the figures into a table

Calculating piot

Units Revenue Fixed costs Yariable ¢
The revenue of each | This figure will remain The cost of
U unit to be multiplied the same throughout each unit
here as fixed costs do not | multiplied by
change
=R x U =V(C x
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Example :
Sharon makes shampoo bars and sells these to a local cosmetics shop. She sells

and it costs her £2 to make them {variable costs). Her fixed costs each week are
break-even chart we will put them into a table which will make plotting the grap:

Units Revenue Fixed costs Yariable cosx

1 £4 £250 £2
50 £200 £250 £100
100 £400 £250 £200
156 £600 £250 £300
£800 £400

y L1500 & LT LR L TP TP LT P L TP R EP NPT TPETIO T ISR RPN

Break-even poi ot ;
FL,00G 4o L o e

£500

£6

Units

In addition to using this graph there is a calculation that will give you the break—e§
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% The lines are always

v" Canbe .
remain the same;

to heip with budgeting and pricing

¥ Can be used to set sales targets as it shows at
what point the business starts to make a profit

v It is visual and, therefore, easy to read and % if a business has
understand difficult to aliocat

¥ These can take ti
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C5: Sources of business finance

Enterprises need sources of finance for various reasons. For example, a business;
up or if the business is growing. The source of finance used will depend onthe t
The source of finance will also depend on the ownership type of the business a

Internal sources of finance

Positives

Personal savings A small business owner such as a sole trader co

; ®  On
additional costs

Borrowing from family and | Borrowing from family and friends can be quite
friends useful this source is will depend on the amount
- agreement made.

¥" There may be no interest or the
charges attached to borrowing

A business is able to sell an asset such as a vehic
Selling assets more capital.

¥ Like many of the other internal x
sources, the main benefit.of this
method is that t :
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External sources of finance

Positives

Rortgage A mortgage is a large loan used to purchase a pr

¥ Avery large amount of money % Als
can be borrowed and paid back acid
in smaller instalments over a bor
long period of time

B
SR
R:\_\‘,,\

Taking on new business A business partnership could do this to
partners

v The business may also benefit ®  Ne
from the new skills or sha
experience of the business

partner teo

Leasing is used to acquire an asset. A monthly fe
owns that product. Leasing is also popular in the

v if a business decides it no longer x  {ve
wants the asset or it wa ‘
different versio '
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Peer-to-peer lending This happens when one business loans money 1o,

v Simitar to g bank loan, the * Like%
husiness can access a large add
amount of moneay guickly

Course Companion for BTEC Tech Award Level 1/2: Component 3 Page 35 of 45




Positives

Bank overdraft

Trade credit Trade credit is when a supplier allows a business
off their accounts.

R

v\ itis usually very easily set up x
and improves relationships
betwsen suppliers and
customers
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Sweet Treats is owned |
Jack & John Ltd is a dlothes manufacturing They set up the busine,
business. The business is five years old and years ago. Due to its st
because of demand it needs to expand. renovate their house, ¢
The owners need funding to buy a new, kitchen from which the.
larger factory, and they also need further 50 ery large orders:
funding for equipping the new factory. s so they will als
extra stock they wit

Phitippe’s Mobile Pantr
from a converted v
route every d

Days Qut is a social ent
families who need supg
funding to take on moty
workioad. f

Budgated

Sales/Revenue £145,000 £169,500

Labour £41,000 £44,500 COPYRIGHT

Marketing £6,000 PROTECTED
Supplies 500 £48800

Utilities, : £21,500 £23,500
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Behavipural The way in which customers can be differentiated ac
and trends.

Branding A brand is the identity of the business. This can be poz
name, its logo, its slogan or even a simple icon. :

Business-to-business This is the market where one business sells to other
market {B28}

Business-to-consumer  This is the market where busin
market {82C)

sell directly to cu:\

1o uses the product or se
n who buys the product. For exa
nd consurners,

Consumer A consumer |

ricing strategy where the price of making the prog
percentage is added on top to calculate the selling pri;

Cost-plus

Customer A customer is someone who buys the product.
Demographics The characteristics of the population, such as incomefﬁ?ﬁ
Disposable income The amount of money available to someone o spend%

their essentials, such as rent and food. This money cag
products that are wants rather than needs. :

dMarket growth This is the rate at which the market is growing in size

darket share This is the share of the total market that a company
a percentage.

Mass market A mass market includes everyone, such as the markei§

Hiche market The target market for a niche market Is usually very sp '

Penetration A pricing strategy whereby products are priced very |

Product life cycle The product life cycle plots the sales of a product 0\/@;
saies are increasing and decreasing, :

Product portfolio This is the mix of products a business has.
Psychographic A type of customer profile according to someone’s tr
Segmentation The way in which customers can be differentiated, e.
Skimming A pricing strategy whereby prices are set very high.

Socio-economic group

Target market

Unigue selling point
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Activity 3

Penstration
Skimming

A new biscuit — low price to get customers 1o buy it and try i with the ha
& new phone that has lots of features / is technologically advanced ~ p

something completely unigque

Competitive

Coffee stalls in a market all charging the same price as one another

Cost-plus A sweet shop could use this — they could add a certain percantage on t
sure they make profits and cover their costs 5
Premium A sports brand could use this so that people end up paying more for that§
better guality than others 5
Activity 7
Drawbacks Beanef
Cash ost places | Can be sasily lost or immediate ac
stolen the money/fu
an spend more money | Usually have to pay Customers ¢
than they actually have | interest on what more money t
Credit card by borrowing from the is owed actuatly have,
credit card increasing
sales/revenue
if lost or stolen, Customers can only There isless ¢
customars can contact spend what is in their hold on busin
the bank and stop current account premises and,
Debit card this card therefore, less 1
asafeorfors
personnel to t
cash to the ba
The customer cannot Customers can forgat No chasing up
forget 1o pay as the thay've set this up and customers as pa
Direct debit | payment is already be paying for something | are automatic |
sat up they no longer use {e.g.
gym membership)
Most new payment Customars may need Could be com
technologies make it apps for this 1o work quickly and eask
Payment quicker and more is autornatic
technologies | convenient for payment
to he made, such as
contactiess

Activity 8

Smart Screens

Sales revenue

Cost of sales

£54,000

£22,000

£32,000

Wages £18,500
Utilities £3,500
Marketing costs £1,500
Rent £8,000
Total £31,500

Net profit £500
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Preview of Answers Ends Here

This is a imited inspection copy. Sample of answers ends here to stop students looking up answers to
their assessments. See contents page for details of the rest of the resource.



