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Teacher’s Introduction

Advanced Level Business students sometimes find the quantitative skills
required for success in this area of study a challenge. This workbook has
been produced with the intention of providing them with the opportunity
to develop their skills, knowledge and understanding of th~ pics and
concepts that require the demonstration of quan " "
business context.

Each section within the v ws students to examine both theoretical
have the opzga .plete exam-style questions that should assist in en
skills, know na-understanding. This should contribute to them being con
success ina ™ of settings, including during lessons, and within homework t
activities and examinations.

The workbook includes all AS Business quantitative terms and concepts associa
qualification. The resource will, therefore, support students preparing for the
quantitative skill topics for Themes 1 and 2 of the full A Level course.

Sections 1 to 12 are organised as follows:

®  Part A: Specification Overview — this provides an overview of the term or
board and the understanding required.

®  Part B: Theoretical Overview — a brief summary of the key points associat

related term/concept.

Part C: Example — detailed quantitative and written responses to exam-sty

level of study. The a
schemes argl de

“presented in a similar format to the exam

Free Updates!

jister your email address to receive any future fre
made to this resource or other Business resources y
has purchased, and details of any promotions for yo

* resulting from minor specification changes, suggestions from teach
and peer reviews, or occasional errors reported by customers

Go to zzed.uk/freeupdates [
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Specification summary

Students will study the topics from Themes 1 and 2 during their AS qualifica
qualification. Here are the topics from each theme:

Theme 1: Marketing and people Theme 2: Managing
e Meeting customer needs

e The market

e  Marketing mix and strategy
e Managing people

e Entrepreneurs and.’

Raising finance

nancial plannin
Managing financ
s Resource manag
» External influenc

mes 1 and 2 are examined across Papers 1and 2.

Paper 1: Marketing and people is worth 80 marks and students have 1 hour an
should be directed to spend one minute on each mark. If a question is wo
approximately six minutes answering it. Section C has one extended, open-r
should spend 5—-10 minutes on reading and planning. The paper is worth 50% of
*  Section A —one data response question broken down into a number of par
*  Section B — one data response question broken down into a number of par
¢  Section C—one extended, open-response question from Theme 2 content

Paper 2: Managing business activities is also worth 80 marks and students have

it. The paper is worth 50% of the AS and is structured as follows:

*  Section A — one data response question broken down into a number of par

*  Section B —one data response question broken down inta a number of par

¢  Section C—one extended, open-response questir 1. Theme 1 and 2 co
link and connect the topics from Them ‘ reir responses.

Students could be required ‘ "their quantitative skills across a ran

£t iem to develop the ability to calculate, use, und

constructing and interpreting a range of graphical fo
G

Quantitative skills will be assessed by at least level 2 mathematical skills, which

overall AS marks. These may be assessed across the assessment objectives.

AS and A Level Year 1
Business Themes 1 and 2 could include assessment of the quantitative skills rela
*  Market size and market share

¢ Adding value

*  Price and income elasticity of demand
*  Cash flow forecasting

*  Sales forecasting

e Sales, revenue and costs

*  Break-even

*  Budgets

*  Profit

¢ Liquidity

¢ Capacity utilisatin
*  Stock g

Quantitative Skills Workbook for Edexcel AS and A Level Year 1 Business Page 2 of 1
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Practice papers topics coverage

Market size and market share

Adding value

Price and income elasticity of

demand

Q12,Q17

Budgets Q7
Profit Q2, Q20
Liquidity Q21,Q22, Q24
Capacity utilisation Q11

Stock control

Q5,

Economic influences

Q7,
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SECTION 1: THE MARKET
(MARKET SIZE, SALES GROWTH, MARKET GROWTH A

Part A: Specification Overview

market size and
s e required to cal

Subject content 1.1.1 The Market requires students to c
Part of ‘dynamic markets” includes market growth
growth, market share and market size

— Part B: Tha

A market is ' where buyers and sellers come together to exchange goods
Toni&Guy is an example of a service retailer operating in the hairdressing marke
example of a good provided in the mobile phone market.

Market size is the value of a market based on the total income or total quantity
businesses which operate within it over a specified period of time. The market s
adding up all the income or unit sales of all products or companies within the m
cream market in 2014 was £1.1 billion based on value and 345 million litres base

Sales volume refers to the quantity of products sold or services provided by a b
time. If the sales volume is based on all products sold or all services provided by
market then this equates to market size (see above). For the year ending June 2
cream sales was 16.9 million kilograms.?

ot market which is
er of well-known ice cr
he UK ice cream market.? It is ca

Market share refers to the proportion {percenta
product. For example, in 2014, Unilever, th
Ben & Jerry’s and Cornetto, had

ales of one product or business

x100 =%
total market sales

Sales growth refers to the percentage change in sales either based on income o
business over a specified period of time. For example, Magnum ice cream sales
ending June 2014 in comparison to the previous year. Itis calculated as follows,
income data:

current sales for a specific product or business — previous period sales for specif

previous period sales for a specific product of business

Market growth refers to the percentage change in the total market based eithe
businesses or all products within the market over a specified period of time. For
February 2015 the UK ice cream tub market based on volu eclined by 4.9%.4
follows, using either volume data or income data

current total mark ious period total market sal

period total market sales

1 http://www.telegraph.co.uk/finance/newsbysector/retailandconsumer/11744608/Heres-the-scoop-China
market.html
http://www.thegrocer.co.uk/reports/digital-features/ice-cream-report-2014/magnum-going-great-guns-i
3 http://www.euromonitor.com/ice-cream-in-the-united-kingdom/report
http://www.thegrocer.co.uk/reports/digital-features/ice-cream-report-2015/family-tubs-left-on-shelf-as-

Quantitative Skills Workbook for Edexcel AS and A Level Year 1 Business Page 4 of 1
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mple

K supermarket sector w dlued at on

million increase on the week pe endin r

ing March 2015 was 28.7%, Asd o and Sainsbu

=d ot £1,383 million, and £1,318 million for the sume period endi

aleulate the market size of the supermarket indus

dlculate aifrose s market share the supermarket usiry for the =

8

%

A

lculate Waitrose s sales growth between the 12-week = :riods endin

2 1218 - or

AdOO NOILO4dSNI

A income grew by 4.9% between the e

ich supermarket would be sidered the most dominant those list
e ered the mo ant supermarket as it had
e at leas % Tes aitros
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5 http://www.univeguk.co.uk/blog
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- Part D: Practice Activity

Activity 1
Worldwide mobile phone sales and market share 2015 a

Company Unit sales ('000) et syl nit sa

Samsung 320,219.7
Apple 225,8 191,4

Huwaei

72,748.2
65,618.6 4.6 56,5
635,368.5 44.6 539,6
Total 100

Use the table above to answer the following questions.

1. What was the size of the mobile phone market in 2014?

2. What was the size of the mobile phone market in 264

AdOO NOILO4dSNI

3. Calculate te market growth of the mobile phone market between 2014 an
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& http://www.gartner.com/newsroom/id/3215217
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5.  What happened to the sales growth of Apple and Samsung between 2014 a

6. Using the calculations comple sns 4 and 5 and any other releva

firms do you consid
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Activity 2

In 2013, the UK soft drinks market comprised carbonated, dilutable, bottled wat:

drinks. Fruit juice drinks are 100% fruit juice, while still and juice drinks contain 9
2013, 14,520 million litres were consumed at a value of £1.07 per litre. The 2013
a growth of 2.0% on the previous year. The market increased in value by 4.1% in

In 2013, the UK consumption of

1. Calculate the siz 't drinks market for 2013 based on value.

2. Calculate the size of the UK soft drinks market for 2012 based on litres.

7 http://www.britishsoftdrinks.com/write/mediauploads/bsda_annual_report_2014.pdf

Quantitative Skills Workbook for Edexcel AS and A Level Year 1 Business Page 8 of 1
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3. Calculate the size of the UK soft drinks market for 2012 based on value.

4, Calculate the value of the UK carbonated drinks market for 2013 based on ¢

5. Calculate the market growth of the UK bottled water market between 2012
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SECTION 2: ADDING VALUE TO PRODUCT

Part A: Specification Overview

Adding value is part of subject content 1.1.3 Market Positioning. Students are r
businesses can add value to products/services and how this m}ay support their p

— Part B: Theoretical Overvie!

at a business generates while embarking

Added value is the incr .
che price of a product/service and the amount that

It is the diffg
produce.

Added value = Price that a product/service is sold for — The cost of prod

Sometimes the added value may be large; for instance, cod, chips and mushy pe
restaurant will be priced much higher than the cost of buying in the ingredients
meal, whereas the difference between the cost of production and the price a cu
cod, chips and mushy peas at a local takeaway will be much smaller. Clearly the
restaurant example will be higher as the takeaway will not have to pay waiting s
with the restaurant area, including heating, lighting and maintaining that area;
compared with the cost of production is still likely to be higher.

Businesses may add value in various ways, including the following:

¢ Brand name, reputation and image — customers may be willing to pay more
e.g. due to prestige or quality associations. Coca- >, - for much more t
k are likely to be fai

All of these points are linked to the market position of a product/service becaus
compare one organisation’s offering with that of another.

xample
e foll is an example ate the added value
randed jacket may cost to produce but sells for £85. at is

dded value = Price that a product/service is sold for

dded value = £85 — £10

dded value = £75

Quantitative Skills Workbook for Edexcel AS and A Level Year 1 Business Page 10 of
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- Part D: Practice Activity

Activity 3
Rose McGovern, a sixth-form Business Studies student, produced handcrafted be
enterprise business she ran with two other students. The group sold their items
local craft and trade fairs. This is slightly higher than other cmft stalls that sell a
each piece of jewellery being a unique design.

A jewellery kit that includes all the items : of beaded jewellery co
pieces of jewellery can be produces resource. Each one takes about t
costs at £0.75 per hour. F s a Swarovski-like crystal included that ¢
in a jewellery e issue paper which costs £0.50.

:;added value for the jewellery.

2.

Quantitative Skills Workbook for Edexcel AS and A Level Year 1 Business Page 11 of
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Activity 4
A leading 16 GB computer tablet sells for 5499.00 in the USA. It has the followin
e Display/touchscreen — 5$115.00
o Memory—524.75

e  Battery —515.00

e Processor—514.00

e  Box contents — 55.00

e Cameras—511.00

e Other component costs —
e Manufacturing cos**

:the promotion and distribution costs equate to 20% of the t

calculate®iie added value for the computer tablet.

Reminder: calculate the promotion/distribution costs using:

% x total production cost
100

2. Inthe first quarter of 2015 Apple had
different ways that Apple has adds
process.

< the global compute
e iPad Air 2 during the man

AdOO NOILO4dSNI
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8 http://www.cnet.com/uk/news/apples-ipad-air-2-costs-275-to-358-to-make-teardown-reveals/
®  http://www.macrumors.com/2015/04/30/idc-tablet-shipments-q1-2015/
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SECTION 3: PRICE ELASTICITY AND INCOME ELAS

Part A: Specification Overview

The interpretation of price and income elasticity of demand to marketing decisi
them is part of 1 2 Market sectzon and appears WIthm subsection 1.2.4, Price El
! and be able to a

whand is the measurement of how responsive customer demand i
variable, e.g. price or income.

Price elasticity of demand (PED)
This measures how responsive customer demand is to a change in price of a pro
the principle that if price increases demand for a product will fall, but if price d
will increase. It is calculated by:

percentage change in quantity demanded

percentage change in price

Calculating the percentage change is completed as follows:

change in demand. umber) x 100

the percentage change in price or inc
and depending on which calculation is to be

The above process can be u
data has to be zed

We in the price elasticity of demand coefficient, answer to the
For example, if it is-1.5, treat it as 1.5.

The value of knowing the PED coefficient is that it can be used to determine th
revenue of a change in price.

If the coefficient is greater than 1 the product is price elastic. A small change in
percentage change in demand. If the business wishes to increase revenue and
should not increase price, as this will lead to a larger percentage fall in demand
price, which will result in revenue decreasing. It should decrease price, as this
increase in demand than the percentage decrease in price, resulting in revenue

he demand for th
lead to a smaller pe
uct is price inelastic it sho

If the coefficient is less than 1 the product is price inels ¢
responsive to a change in price. A small chang= i1
the business wishes to increase r ‘
lead to a smaller percentage han the percentage increase in pric
increasing. It shoul rice, as this will lead to a smaller percentag

percentage 5 ‘e, resulting in revenue decreasing.

Quantitative Skills Workbook for Edexcel AS and A Level Year 1 Business Page 13 of
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The following worked example demonstrates the process followed to calculate

A motorcycle retailer has a PED of -1.6 for a Honda motorbike. The selling price
at this price is 50 motorbikes a year. What will be the effect on revenue if the s
£13,5007?

Thus, in this scenario, if price is reduced by 10%: =
e Demand will increase by 1.6 (ignor
e Demand will, therefore, rica A6%) to 58 (50 + 8) motorbikes a ye
Revenue at the highiw| | ce is £750,000 (50 x £15,000)

. ; ‘ “selling price is £783,000 (58 x £13,500)

ye £33,000 higher (£783,000 — £750,000) if the selling price i

X 10%, i.e. 16%

The price elasticity of demand can be influenced by a number of factors, includ

¢  Availability of substitutes — if consumers perceive a product to be similar
willing to switch to an alternative if their usual product’s price increases. T
substitutes, the more price elastic the demand is for the product.

¢ Differentiation — if customers consider the product to be unique, an incre
a significant fall in demand, if any, as they will believe there is not a suitab
level of differentiation results in demand for the product being more price

*  Brand loyalty — a product with a strong brand image may acquire a signific
The greater the level of brand loyalty, the more price inelastic demand is f

¢ Ability to switch to other products — the ease with which a customer can
another can influence the price elasticity of demand. Some contracts have
fixed period of time, such as a mobile phone or gym mercbership contract
provider results in penalty charges being incurre ustomer for end
costly or difficult it is to switch to an ' Jtriore price inelastic t

*  Type of product — necessity pr ' L essential for the survival o
bread, are likely to be pri e demand is likely to remain relati
increase. Produ Fessential for survival, such as a holiday, ar

2

of demand (YED)

This measures the responsiveness of demand to a change in income. Itis calcu

percentage change in quantity demanded

percentage change in income

Normal goods have a positive income elasticity of demand; demand increases
types of normal goods: normal necessities and normal luxuries. A normal nec
between 0 and 1. Demand increases in a smaller proportion to the income inc
need to consume more of these products as income increases, e.g. washing po
fruit juice. These products tend to be income inelastic. Demand will remain re
changes. A normal luxury product has a coefficient greater than 1. Demand in
the income increase. Consumers are more willing to uxuries as inco
city breaks, luxury chocolates. These products,
changes. :

Inferior goods have e elasticity of demand; demand falls as in
e.g. own-br,
products.

Quantitative Skills Workbook for Edexcel AS and A Level Year 1 Business Page 14 of
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The value to a business of knowing a product’s income elasticity of demand is th
aware of the impact on demand and revenue of changing income levels. This wi
most appropriate marketing strategy to implement, so the product or business r
levels are decreasing and the product is income elastic, the business might redu
sales. In order to spread the risks associated with falling income levels a busines
products, so it is no longer reliant on a small number for

The limitations of both price elastici
¢ historic data is used to calr:,
happen in the futu

ch time period to use, thus potentially resulting in the coefficie
future, leading to wrong strategies being chosen and/or the business lackin
choosing not to use it at all.

*  this can be a timely and costly process, which results in it not being viable f
and it is assumed that all factors remain the same, but the internal and exte
the time of the coefficient’s calculation may not remain the same in the fut
coefficient may have related to a period of economic downturn, but the fut
therefore, the coefficient would not be applicable to the future.

: Example

ck the appropriate column in the following table inc' whether each lis

ice inelastic.

Price elastic

Drinking water

Bottle, v
Holid! v
Cigarettes v

Clothing

p

cea | as

aee w

er € a D

ssity itew ane

sed on each price elasticity of demand coefficient in the follow

indicate whether the price should be increasec or decreased for

PED coefficient

-1.2

Quantitative Skills Workbook for Edexcel AS and A Level Year 1 Business Page 15 of 1
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15,000 x 100

= -30%

50,000

Demand fell by 30%.

-30

= 2PED

15

on whether the price should be increasec

uct is price elastic (remember to ignore the nega

t demand is responsive to a change in price. Price

n he ne. re

wmeans tnat ro T ange in price, dema a

at if price educed dema nerea and (F price demand fa

rice is decreased by 20%:

demand will increase by 2.5 x 20%, i.e. 50%

demand will rise by 4,000 (8,000 x S0%

revenue at the reduced selling pri

umn in the

AdOO NOILO4dSNI

an interio

m is a normal necessity, a normal luxury or

Normal necessity Normal luxury
Bread v
Sports car v
Tea v
Bus travel
Own-label tea
Overseas holiday v
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verage income in the econ is anticipoted to fa £

oduct is expecte Il from 8,0

e

24,00

-960 x 100 _

4%

24,000

Income fell by 4%.

6,400 — 8 000

prod ni e man nt winic
eretore pro 1S a norma eman ‘ ¥
ncome w e latter ris eMe or t

ncome when tihe |(atte ec ses.

At a time when the economy is performing we

income levels, the business will benefit Firo

will fall.

The business may us ng mix to create a strong brar

consumers will perceive it as a w ave

AdOO NOILO4dSNI

s making it more income inelastic.

A %er product range could be developed by the busine

ormal luxurie e bus is le ant on one type of pro
urvival it demand falls for one o re of th
Explain one disadvantage o siness using o asticity of dema
e based o al data e, t no
e to a vusiness a has nelas mand, ou
e arket with simila etter py lemand : COPYRIGHT
nereases price expecting a higher reve would be surp be
be a fall in revenue due to the fall in demand being proportiona PROTECTED
Businesses who routinely monitor market trends an « [cula e

experience this drawback,

ig

Qg
Education
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- Part D: Practice Activity

Activity 5 (Price Elasticity of Demand)
1. Explain whether demand for the following items is likely to be price elastic

a) Car MOT test

mart HD television

c) Pint of milk

d) Coca-Cola

2. Ashort-haul low-cost airline, Fly Away, offers routes from Luton (London)
service usually has demand of 140 customers paying £120 for a return tick
increasing the price to £138 and it is anticipated that demand will change t

a) Calculate the price elasticity of demand for the Luton to Verona route

10 Note: this will not be assessed in the exam, but has been included to develop your understanding of the co.

Quantitative Skills Workbook for Edexcel AS and A Level Year 1 Business Page 18 of
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b) Advise the business whether the selling price should be increased for t
to increase revenue.

c) Explain one reason why the effect on revenue may not be as the busin

ress influence the price elasticity of dem

AdOO NOILO4dSNI
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3. Asmallindependent bakery has a PED of 0.8 for American-style cupcakes.
item is £1.50 and demand at this price is 50 a day. It plans to increase the s

a) What will be the effect on revenue if the selling price is increased to £1

b) Advise the business on whether the selling price should be increased o

c) Explain one benefit to the business of being aware of the price elastici
products.

Quantitative Skills Workbook for Edexcel AS and A Level Year 1 Business Page 20 of 1
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Activity 6 (Income Elasticity of Demand)

1. A national department store sells a range of training shoes under its name.
area increased from £22,000 to £24,200. The business has noticed that the
fallen from 800 to 600 pairs over the last year.

a) Calculate the training shoes’ income elasticitv

b) Explain whether the training shoes are a normal necessity, normal luxu

ack to the business of being aware of the income ela

11 Note: this will not be assessed in the exam, but has been included to develop your understanding of the co

Quantitative Skills Workbook for Edexcel AS and A Level Year 1 Business Page 21 of 1
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d) Discuss the implications to the business of your answer to b) above.

AdOO NOILO4dSNI
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SECTION 4: CASH FLOW FORECASTING A

Part A: Specification Overview

Constructing and analysing cash flow forecasts is part of the 2.1 Raising Finance
subsection 2.1.4, Planning. Students are required to interpret
calculations based on changes in the cash flow variab!- !
limitations of a cash flow forecast.

t predicts the amount of cash to come in and go out of the

Cas
It indicates when cash shortages may occur, alerting the

business to take action to avoid them. Predicted short-term
cash flow problems could be resolved with an overdraft or
negotiating with suppliers for longer to pay. The business

A) Cash inflows
Cwner's capital

may ask debtors to pay in a shorter time or unwanted assets | ©ash sales
may be sold to provide an injection of cash. Credlt sales
Total cash inflows

Long-term cash flow problems may require a loan or new

L . B} Cash outflows
owners joining the business.

Materials
Labaur

The key elements are:
y Telephone

e Cash inflow — money coming into the business
usually from sales.
e  Cash outflow — money going out of the hisi

sarketing

) Other expenses
usually to pay bills. Total cash outflows
e Net cash flow — diff sh inflows and
cash OUtﬂ"‘W__S C) Opening balance

0} Net cash outflow (A
E} Closing balance {

I

previous period.

¢ Closing balance — the amount of cash anticipated at the end of a period. A
indicates a business will not have sufficient cash to meet expected payme
flow indicates there will be enough.

Cash and profit — it is often presumed that a profitable business will be cash-ric
Many businesses provide trade credit; customers receive the product or servic
the amount owed. On paper the business has made a profit from this form of t
in the bank balance until the customer settles their debt.

Cash isimportant in the short term to meet the payments as they fall due, as t
business to continue trading. However, profit is essent! !

or the business to pay the expected cash outflows
* anovertrading (growing too fast) business will have high rate of cash outfl
equipment, stock, hiring new staff, etc. However, the cash invested in this
straight away, as the cash inflows from such activities are not generated i
e unexpected changes in demand could result in fewer products sold and ca

Quantitative Skills Workbook for Edexcel AS and A Level Year 1 Business Page 23 of
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The benefits of a cash flow forecast:

The drawbac®

the timing of cash in and out of the business is identified, thus allowing re
before a negative (deficit) occurs, such as arranging an overdraft

periods when positive cash should be available are recognised, which allo
resources will be available for new business strategies
it allows the business to identify ways to make anv 2+
business, such as opening an interest-beari
they become available, rather than '
it allows the business to p!
potential lenders

‘ gated positive fun
preparation to de
n a non-interest-bearing
Aitwill know when cash will be avail
ed to lend if they believe the business has

a cash flow forecast:

it is based on estimates; therefore, it is only as good as the estimates used
the production of a cash flow forecast can be complex and time-consumin
more likely to have the resources to invest in this process

it cannot forecast for unexpected changes in market conditions

nple

thing Desi e i oud e designs urban

ndependent retailers. Complete her cash flow forecast for the first three

llowing data:

Sales — Jan £8,000, Feb £9,500, Mar £13,50

Swan Clothing

Loan received — Feb £1,500

A} Cash inflows

Loan received

Materials — Ja

£6,000, Mar £7,000

Sales

Total cash inflows

500, Feb £1,500, Mar £1,500

B Cash outtlows

Wages — Jan £2,200, Feb £2,200, Mar £2,200

Materials
Electricity — Mar £350 Rent

Wages
Advertising — Jan £500 Elemm,y

Advertising

Other expenses

Other expenses — Jan £500, Feb £500, Mar £750

Total cash outflows

C) Opening balance

D) Met cash putfiow (A -

E} Closing baiance (C

i
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ash

th \d Feoruar I

y bi u amage f are paid

efusing to provide further sup ing on payment b

the business exceeds its bank balance without permission it

her deepen any cash flow problems.

¢ planned injection of cash in F will help to re

t will not resolve it cor, ¢ will not be positive u

ed to some extent, as the first two

he initial problem will be caused by the an

nwards It (s expected to improve, as cash inflows

d be pleased now it (s a sh 2 n rati

be pos o

o

e

easure ¢ ap

P
e { e an ove
a

A

his may oreferao

nterest charges straignt away, as

mmediate use of it or not.

s January's expected expenditure is the car;

gative, she might decide to wait
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- Part D: Practice Activity

Activity 7
1. Jonathan McGovern runs a garage that provides a repair service and sells
Complete the following cash flow forecast for McGovern’s Garage.

McGovern’s Garage — Cash flow forecast

Z

| N
I '
Cash inflows . —U
Repair sales | £9,000 m
Car £2,000
Totars £11,000 o
Cash outflow j
Materials £2,250
Car purchases £3,500 O
Rent £2,000 Z
Wages £2,500
Electricity £150
Advertising £500 O
Other expenses £500. O
Total cash outflows
Opening balance £800 —U
Net cash flo -£400 ...<
Clos

2. Advise the business on whether any action may be required regarding their

COPYRIGHT
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Activity 8
Majestic Electronics sells a range of electrical items including televisions, washin
well as providing a repair service. At the start of each year demand is usually lo
money available to spend due to increased costs over Christmas. The business e
balance next year of £1,125 with expected cash flows for the first two quarters (
®  Repair sales —£1,300 (QTR1), £2,175 (QTR2) ;
e  Flectrical sales — £6,500 (QTR1), £10,875(Q
*  Stock—£5,175 (QTR1), £6,600 (QTR
e labour—£2,440 (QTR1), f

e Rent—£1,200 (QTP V4TR2)
. , L)~ £525 (QTR1), £525 (QTR2)
. (QTR1), £210 (QTR2)

1. Complete Majestic Electronic’s cash flow forecast for the first two quarters

Quarter 1

_ash inflows

Repair sales

Electrical sales

Total cash inflows

Cash outflows

Stock

Labour

AdOO NOILO4dSNI

Telephone

Total cash outflows

Opening balance

Net cash flow
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PROTECTED

Closing balance

ig

Qg
Education

Quantitative Skills Workbook for Edexcel AS and A Level Year 1 Business Page 27 of 1




2. Majestic Electronics’ owner, Paul Bennett, believes that trade will be low a
He is considering introducing a new owner to the business so that any pot
avoided. Advise the owner accordingly.

3. Discuss whether a small business ow gennett should take

forecast.

AdOO NOILO4dSNI
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SECTION 5: SALES FORECASTI

Part A: Specification Overview

The interpretation of sales forecasting is part of 2.2 Financial Planning section a
subsection 2.2.1, Sales Forecasting. Students are required tc Eonsider the purp

factors affecting sales forecasts and difficulties of salez
i

—-Part B: Theoretica{ g 1Y%

“ make decisions based on future sales levels, e.g. w
recruit new xpand to new markets and/or product lines. Without the be
often use quarrttative forecasting techniques to predict future sales levels and

Sales forecasting is the predicting of future levels of sales by forestalling what i
of conditions, and the impact that it may have on sales levels for the business.

Clearly a manager could toss a coin or put a finger in the air, make a decision b
hope for the best. Such a technique is unlikely to be accurate, and its success w
judgement. Considering that business decisions often involve thousands, if not
to make a decision based on luck, a hunch or a whim.

Therefore, managers often use various quantitative techniques to predict futur
averages, extrapolation and correlation, which are all considered as part of the
covered within Theme 2 of the Edexcel specification. Although even quantitati
to be 100% accurate, if the calculations are based on _nd valid data, th

; «n based on the toss o

Once likely sales levels a anagers can then make decisions abou

financial needsgsupn
o 1

. Consumer trends
e Actions of competitors/rivals
o Economic conditions
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mpl

estauran serves on aver

ans 10 incredse ner pl’iCES 2Cas nat

lculate the revenue achieved by Harri during one week of tradi

8 x 135 (customers) = £3,780 per week on a

alculate the number of customers w . sted to visit H

ewer customers (rounds up to 11 cu

L24 customers

- Part D: Practice Activity

Activity 9
Hibernate Designs uses sales fo gues to predict future sales level
human resources needs to r
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2. Explain two examples of consumer trends that may affect sales forecast acc

3. Explain the impact on two functional areas of the business if sales are foreca
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SECTION 6: SALES, REVENUE, COSTS A

Part A: Specification Overview

Calculating sales volume and sales revenue is part of 2.2 Financial Planning sect
subsection 2.2.2, Sales, Revenue and Costs. Students are ex ?,cted to be able t

sales revenue (also known as turnover and sales), fixez ‘nd variable costs
-

- Part B: Theoretica{ g 1Y%

Selling pricg nat a customer pays in order to receive a good or s

Revenue is tIe total amount of money earned by a business from selling its go

revenue = selling price per unit x output

Cost is the amount paid by a business for the materials/services used in the pro
manufacturing of its goods.

Fixed costs are costs that do not change with the level of output. The business
whether a good or service is made or sold. These are also known as overheads

total fixed costs = all fixed costs added togethe

Variable costs are costs that change with the level of output. f output increas

total costs = total fixed costs + total variable co

Profit/loss is the amount of money left from revenue once all costs have been
greater than the total costs the business has made a profit, while if it is lower it

profit = revenue — total costs

Quantitative Skills Workbook for Edexcel AS and A Level Year 1 Business Page 32 of
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mpl

ic usin ase Su

m ee he ell =ople

e facilities e ing events are holdin

siness will serve approximately 80 cusiomers each day who ea

£0.40 on raw materials, £0.70 on wages oand £

a a eneryg;

e urance Us ate a £

culate the al weel 515 O € s oandwic [e,

625 (total fixed costs) + £500 (total variable costs)

alculate the weekly profit or loss of Simone’ = Snop.

LS00 - £1,125 = £375 -
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SECTION 7: BREAK-EVEN ANALY

Part A: Specification Overview

Constructing and interpreting break-even is part of the 2.2 Financial Planning se
subsection 2.2.3, Break-even. Students are also requ1red to czlculate and interp
effects of changes in price, output and cost, along }
Break-even output, margin of safety, contrib

— Part B:

reasure of the amount each product or service contributes to
costs (overhe®as) of the business. Once fixed costs are covered the contribution |
product or service sold is profit.

contribution per unit = selling price unit — variable costs

total contribution = contribution per unit x number of u
OR
total contribution = revenue — total variable cos

A business can use the contribution approach to determine which products con
covering the fixed costs of the business or generate the highest level of profit, o
been covered.

Product A
Selling price per unit £250
Variable (di £140
i £110
X 5,500
'i;otal contribution (sales x contribution p/unit) £605,000

In the example above, Product A has the lowest contribution per unit at £110, b
most towards covering fixed costs when the total contribution is taken into con
contributions from both these products go towards covering fixed costs. If the
£635,000, a £542,000 profit is achieved (£605,000 + £572,000 — £635,000).

The contribution approach can assist a business in deciding whether a special o
This is usually at a lower price than normal orders and does not necessarily conf
as these. In reaching a decision the business would identify whether the specia
contribution or not. Ifitis negative, the business would be Pplylng the order
financially worthwhile. If the special order is pos sthe following fac
the business in reaching its decision:
* Isthere spare capacity?
*  Whatis the impact

Quantitative Skills Workbook for Edexcel AS and A Level Year 1 Business Page 34 of
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Break-even is where the business does not make a profit or a loss; revenue equ
calculate break-even, three pieces of information are required:

¢  selling price per unit
*  variable cost per unit
¢  total fixed costs

Calculating break-even — there are thr@x—*
demonstrated below are bas
selling price per u

1. Contribution method
fixed costs

contribution per unit

£50
£10-£5

£50
£5

Break-even output = 10 units

2. Table method |

Refer back to Section 1 for a reminderon h

variable

Output Fixed costs
0 0 50
50 25 50
100 50 50
15 150 75 50

Reviewing the profit/loss column allows a business to identify where £0 ap
business has not made a profit or a loss and, therefore, the level at which i
is 10 units.

The business has total costs of £50 at zero output level even though the bu
a product. It still has fixed costs that have to be paid regardless of whethe
For example, the business would still have to pay rent, insurance and salari

i

3. Charting method
The only lines that need plotting are the r:
level, but total variable costs

nd total cost line to
d be included in addition

The exam boar e students to deal with linear (straight) line
amenciels “even chart. Itis not necessary to plot every single
level. ¥ two pieces of data will be perfectly adequate, as the line is li
below stlidents could plot the revenue at zero output and at 15 output. O
plotted a ruler is used to draw a straight line joining the two points togethe
repeated for all other lines of data that are to be included in the chart.
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Break-even chart for XYZ
£160

P& 2]

£128
Break-even revenue and total costs £.

E1DD

LN -2 - N ]

—

<
o
5
t
5

(m)

£40 /
£20
£0 T

B 3 10

Break-even output £10

Number of units

Break-even occurs where the revenue and total lines cross, as this is where the
profit nor a loss. The break-even output is 10 units, while the break-even reven

Margin of safety is the difference between the break ut level and actu

g «<o'find both revenue and total costs at a specified o
to identify 1}5& loss that is expected at different levels of output.

The process is quite straightforward. All that is required is to identify the revenu
output level. The following formula is used to ascertain whether a profit or loss
profit = revenue — total costs

For example, in the break-even chart below £50 revenue is achieved at an outpu
costs are £75. A business choosing to operate at this level would make a loss of

Break even chart for XYZ
EIED

£348

— BENE A D

20

£ ¢

Number of units
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Benefits of break-even analysis — the completion of break-even analysis can sup
finance, along with providing a useful business decision-making tool. A business
output will know that its marketing strategy may need amending in order to inc
break-even. Without this knowledge it may be unknowingly trading at a loss. F
if’ tool, as it allows the business to identify the impact on the break-even output
fixed costs change. |

Drawbacks of break-even analysis - th
as some products may not sell
the same, butif a
variable cos

ption that what is produc
y uie, there is an assumption that both p
erials, for example, are bought in bulk they
dying discount. Costs and prices do not always rem

-
ie
e example sed on the do ection 6 within the Par mple se
alculate the t ibution based on the ustomers Simone’s San
3 MOUN e we arl i3 1St
8 al cov utio

oW many customers d week must simohe s sandwich ohop have or

ethod to work out break-even.

£62.5 (fixed costs)

= 250 custom

.50 (contribution per unit)

ss of negotiating o new lease

imone’s Sandwich Shop's

:500 per week. Calculate the new

Revenue Total variable Fixed costs

0 £0.00 £0.00 £500.00

50 £187.50 £62.50 £500.00
100 £375.00 £125.00 £500.00
150 £562.50 £187.50 £500.00
200 £750.00 £250.00 £500.00
250 £937.50 £312.50 £500.00
300 £1,125.00 £375.00 1£500.00

imone’s Sandwich Shop’s new break - vel (s 200 customers
customers.
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4 ded to its savings

ge sp customer being reduced fc

bel reak-even out level before e

Plot the new revenue line and label it as R :

Hint: Plot the revenue at 0 customers then choose another out

achieved at that, e.g. £325 (100 X £3.25) at 100

two points plotted together and extend fo

Label the new break-even out n e chart below as

put level due to the price decre

Simone's Sandwich Shop ~ Weekiy break even chart

£700.00

E600.00

Revenue ! costs

Totalcosts -
£500.00 7 /

. el
-

a} BE1

Humberof customers
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- Part D: Practice Activity

Activity 10
Smyth Special Occasions is a business that organises special events including we
anniversary parties. The business charges each customer £1,000 to organise the
are £1,000 per week, which includes the event planner’s and office assistant’s s
heating and lighting. The business usually organises fou ts per week. The
each event total £500.

1. Using the contribution methoz .Aow fnany customers per week S

to break even.

2. Assuming Smyth Special Occasions continues to have at least four custome
margin of safety.

3. Commesm : position of Smyth Special Occasions at presen

Quantitative Skills Workbook for Edexcel AS and A Level Year 1 Business Page 39 of
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4.  Smyth Special Occasions has been approached by a potential customer to a
time. The customer is not willing to pay the usual £1,000 associated with e
to pay £800. Advise the business on the factors that should be considered

Activity 11

Mario’s Specialist Cakes produces cupcakes for special occasions, including wed
audience is across the West Midlands. The selling price per cupcake is £2 with v
one. The business has fixed costs of £3,000 per month. The business usually pr
a month.

1. Complete the break-even table below for Mario’s Specialist Cakes.

Output Revenue Total variable costs Fixed costs Tot

i

0 £0 £0

500 £1,000

£2,000 £3,000

£750 £3,000

£1,000 £3,000

£1,250 £3,000

3,000 £6,000 £3,000
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2.

3.

4.

How many cupcakes must the business sell a month to break even?

Explain why Mario’s Specialist Cakes ha O1'£3,000, if no cupcake

zero level of output.

Mario’s Specialist Cakes is planning to increase the selling price of each cup
expected not to continue selling 3,000 cupcakes a month, as demand is pre

Mario's Specialist Cakes - Monthly break even cha
£7,000
£6,000
R
L3
¥ P
e W
n / .....
R o
L /
}s"’
-
£1,000
//
T
e
£0
il et pstiad L1500 2000 it
Mumber of Customers

Use the graph above to complete the following:

a) Label the original break-even output BE1.

b) Label and state the margin of safety on the chart
c) Plot the new revenue line and label it RE\?,
d) Label the new break-even output

re the price incre

autput level for Mario’s Specialist Cakes?
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f)  Use the chart to work out how much of a profit or loss will be made if
month at the new price.
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SECTION 8: BUDGETS

Part A: Specification Overview

Constructing and analysing budgets is part of the 2.2 Financial Planning section
subsection 2.2.4, Budgets. Students are required to construct and analyse budg
adverse and favourable variances. They should outline t f budget, such as
difficulties of budgeting need to be recognised

— Part B: Theoretical Ov

A budget is a_taaret come that is to be achieved within a specifie

of success.
*  The review and monitoring of the budget against actual performance can hig
of concern; for example, if costs are higher than expected or income is lower
up to the budget holder and/or managers such areas, which could stimulate f
the reasons behind the differences, and remedial action can be implemented
example, stock costs may be higher than anticipated due to unnecessary was
provide further training to staff so that stock is handled/used to greater effec
* A manager or team that has been given responsibility for the control of a bu
in accordance with Herzberg’s two-factor theory. Performance that is meas
result in employees being recognised positively, which also could be motiva
hierarchy of needs and Herzberg. This could result in employees giving thei
improved productivity and higher standards being achieved, along with a lo
Setting a budget can ensure that business spending is fr gsed on the corpo

) holder to acquire the necessary skills.

be allocated based on the negotiation skills of the budget hol

budget far greater than needed as they are able to present a very persuasi
do not possess these skills will be allocated one which may not be sufficien

*  Some budget holders focus on the short term and will take every action po
This may appear advantageous, but during this process opportunities that
the long-term performance of the business are forgone.

Variance analysis is the process of monitoring budgets against the actual perfor

Variance - the difference between the budgeted income, expenditure or profits
income or profit which is higher than the budget is known as a positive or favou
lower is known as a negative or adverse variance. Actual expenditure which is
as a negative or adverse variance, while one that is lower ic lownasa positiv

Budget XYZ
- Actual
Income 350,000 £425,000
£270,000 £350,000
Profit £80,000 £75,000

In the above example, the income variance is favourable as the business has ac
budgeted. The expenditure variance is adverse, as the business has spent £70,0
profit variance is favourable, as the business achieved £5,000 more profit than

Note: F is favourable variance and A is adverse variance.
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mpl

n 00l pIc essons

the Institute Motorists

he budge - mplete k

Learner driver sales

Advanced driving course sale £11,200

Total income £44,800

£13,440

Insurance £2,700

Car servicing £850

Labour costs £24,500

Total expenditure £41,490

Profit/loss £3,310

ulate i i oo

2 U 25

penditure budget £13 440 + £2,700 + £850 + £24

ofit budget £44,800 — £41 490

alculate the income, expenditure and prefit

oW Fér the caleulatio

AdOO NOILO4dSNI

720 - a4 200 = =

£44 940 - i41 490 £3,

£3,780 — £3 310 £4

eqatives which n

ate uaing wnetne

lo] elp the
ness
a a I
I € 5a (2 re timplemwmenta where aaverse
COPYRIGHT
mparing the budget with the actual outcomes would have PROTECTED

enditure, which are higher than expected.:
Fuel costs have an adverse variance. If fuel
raise the budget for this area so that t .
garages to source fuel so th ‘ ture on this area
Labour costs have riance. This could be attr
» driver sales were higher than expecte
se to not increase the wages in the com
osts had an adverse variance — they were £90

business to seek an alternative provider for such a
as been reliable and efficle
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- Part D: Practice Activity

Activity 12
A small florist’s budgeted income was £3,150 and budgeted expenditure £2,250
expenditure are expected to be 20% higher in February.

1. Complete the following budget and actual performan

!'{atement forthe b

i

Actual
£3,600

£2,500

Profit £1,100

2. To what extent is setting a budget of value to an international florist chain s
British Unit?
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Activity 13
Sunlight is a bakery and coffee shop in Norfolk which recently expanded into pro
special occasions. In previous years the business was concerned its stock costs w
what they should be, as it did not produce a budget. A business advisor suggeste
budget so appropriate decision-making could occur. The business produced its fi

1. Fillin the spaces below to complete the budget and 273 |

£220,500
£24,500

Materials £73,500

Wages £130,400
Rent £12,000
Marketing £13,500
Total expenditure

Profit/loss

2. Explain one reason why Sunlight should produce a

..............................................................................................
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3. To what extent were the owners right to be concerned about the amount s
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SECTION 9: PROFIT

Part A: Specification Overview

Analysing profitability is part of the 2.3 Managing Finance section and appears wi
Students are required to calculate gross, operating and net profit for the year.
take figures from the statement of comprehensive i itand loss acco
calculating the gross profit margin, operatma r nd profit for the ye
also need to know the difference b and cash.

—Part B: T!

The success ¢ usiness can be measured in a number of ways including custo
market share, brand awareness, employee retention, etc. One of the most pop
is based on profits and/or profitability.

Profits — the amount of money left from revenue once all costs have been dedu

Gross profit — gross profit is revenue less cost of sales. The costs associated wit
providing the service, such as raw materials and machinery running costs, have
However, overheads have not been deducted.

gross profit = revenue — cost of sales

Operating profit (net profit) — the profit left after all operatirg costs have been
gross profit less overheads, i.e. those costs that a

a service, e.g. premises costs (rent) and ma , ‘his represents the pr
trading activities of the business.

L
5
=
®
o
—t
o
—t
=
)

°
=

operating profit = gross profit — overheads

9
X

Profit for thXZ5® (earnings) — the profit left after all costs have been deducted
and interest charges on borrowings. This indicates to the board of directors and
that can be allocated to the shareholders (dividends) and the amount that shou
assist with future strategies and growth.

Profit for the year = operating profit — all other costs (e.g. taxes,

Profitability — the ability of a business to generate profits above its costs. Itisu
revenue (gross profit margin, net profit margin or operating profit margin) or ne

Gross profit margin — the percentage of revenue which is gross profit. For the ye
Ryanair group’s gross profit margin was 40.1%, which means
profit. For the year ending March 2014 it was 35.1%; th-
profit (source: www.google.co. uk/fmance?fstypo
a previous period or similar rival busi
sales, as a greater proportion,
by £0.05 between 2

s that the business is more effic
generated from revenue. As Ryana
is indicates that the business was more effici

ross profit
gToss prol® 100 =%
revenue
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Operating profit margin — the percentage of revenue which is operating profit.
2015, the Ryanair group’s operating profit margin was 17.4%, which means that
£0.17 was operating profit. For the year ending March 2014, it was 11.7%; ther
earned nearly £0.12 was operating profit (source: www.google.co.uk/finance?fsty,
higher operating profit margin in comparison to a previous period or similar riva
business is more efficient at managing its overheads, as ter proportion of
revenue. As Ryanair’s operating profit margin i £0.05 between 201
business was more efficient at managing

operating profit
— x100=%
revenue

Profit for the margin — the percentage of revenue which is profit after all c
profit from non-trading activities has been included, including finance charges a
March 2015, the Ryanair profit for the year margin was 15.3%, which means tha
£0.15 was the profit for the year. For the year ending March 2014, it was 10.4%
revenue earned £0.10 was profit for the year (source: www.google.co.uk/finance?
higher profit for the year margin indicates the business is more efficient at man
charges on borrowing, fuel charges and the wage bill. As Ryanair’s profit for the
between 2014 and 2015 this indicates it is more effective at managing its costs,
proportion of profit from its sales. This would indicate to the board of directors
shareholders a dividend and/or retain profits for future strategies, such as launc
countries.

profit for the year

100 = %

/1t has performed,;
} provement; and
d about whether to allocate a dividend to sharehold

it allows a business to
it identifies areas.t

However, the drawback is that the process is based on historical data and there
will reflect the future. The business may analyse its profitability, but in future y
the competitiveness of the market or economic conditions change. Decisions b
will take a while to implement and by the time they are introduced the market
This could mean that the business misses out on new opportunities or does not
identified and implemented to deal with increasing competitiveness, because it
performance.

There are a number of ways the profits or profitability of a business could be im
* Lower costs th;s can be achieved by reducmg waste, fmdmg a cheaper su

provide the required quality materlals or |
could suffer resuitmg in the loss of -
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the change in profi

17245

x100=104%

166,775

12,386

15 x100=2382%

151 056

¢ profit for the year mavr (by 2.2% (10.5% - 8

isag siness tha t e
petit dominate - nd. | S
ressec regardir Z
201
Revenue 15 (/)
Gross profit 7
Operating profit 2 1 —U
Profit for t 1 m
3% l
——
culate the change in operating p margin for ncis etwee
= %
> % Z
5.
opera vofit margin increase %

ce of the business’s financial performa

.
y position of the business has (mproved. In relati

of revenue nearly £0.53 was gross profit, which is an imp

busiiness appea e more efficient a

fit margin e

a

¥

as pr na fina charge a
activi eve f ein profit was a COPYRIGHT
m revenue and profits from non-trading activities include PROTECTED
evenue £0.08 was the profit for the year. This was ar,imp

i , . to be concerned about t
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ndicates improv: eqy of expanding in competitiv
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- Part D: Practice Activity

Activity 14

Precision, an international jeans manufacturer, has been finding trading conditi
Europe tough going. Sales have been falling within these markets; however, sal
business has dec:ded to take advantage of its growing popuianty in this region b

ch financial item will have an e

Cash

Suppliers’ trade credit — invoice not paid

Suppliers’ trade credit — invoice paid

Capital raised from share issue

Rent payment

Sale of a fixed asset

Bank loan
Financial data from selected company accounts 2014
2014 (£'000)
Revenue %
Gross profit
Operating profit 176,694
Profit for thp s 150,189
Gro 51.4%
O_per. rofit margin
Profit for the year margin 4.6%

2. Calculate the gross profit margin for 2013.

3. Calculate the operating profit margin for 2017
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4. Calculate the profit for the year margin for 2013.

ial information, assess the extent to which the
cerned about the financial performance of Precision.

6. Precision has been a profitable business over the last two years of trading
problems, especially in 2014. Explain two reasons why a profitable busines
experience cash difficulties.
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Activity 15
Cineworld, a cinema group with operations in the UK, Ireland and Central Europe
for a number of years. In 2013 it had a 25.5% share of the UK market.*?

The business has embarked on a period of expansion over the last few years. Thi
arthouse cinema chain, Picturehouse, in 2012 for £47.3 which would allo
cultured target market.’® During the early part o _« perted four new cinem
Picturehouse. Six more new cinemas r the latter part of 2015. S

refurbished to include the latest. new ones, which has included new

‘Superscreens’.t*

Between 20 2014 UK cinema attendance fell by 4.9% to 157.5 million in 2

For the financial year ending December 2013 the Cineworld group’s gross profit
profit margin 9.2% and profit for the year margin 5.2%. In the following financia
the group was £619.4 million, gross profit £180.5 million, operating profit £76.0
£54.5 million.*®

1. Calculate the 2014 gross profit margin.

2. Calculate the 2014 operating profit

3. Calculate the 2014 profit for the year margin.

12 http://www.statista.com/statistics/264379/leading-theater-chains-in-the-uk-by-market-share/

3 http://www.theguardian.com/business/2012/dec/06/cineworld-buys-picturehouse

4 http://cineworld-plc.production.investis.com/~/media/Files/C/Cineworld-PLC/reports-and-presentations/’
http://www.telegraph.co.uk/finance/newsbysector/retailandconsumer/leisure/11722574/Cineworld-hail

15 http://www.cinemauk.org.uk/the-industry/facts-and-figures/international-comparison/admissions/

16 http://cineworld-plc.production.investis.com/~/media/Files/C/Cineworld-PLC/reports-and-presentations/
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4. Comment on the financial performance of Cineworld between 2013 and 20

5. Analyse one methuz « could use to improve profits and/or profita
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SECTION 10: LIQUIDITY

Part A: Specification Overview

Analysing liquidity is part of the 2.3 Managing Finance section and appears withi
Students are required to measure liquidity by calculatmg the Murrent ratio and

.
A business | :s two main financial documents: an income statement (also
account) ana¥r statement of financial position (also known as a balance sheet).
these accounts to Companies House each year.

The full contents of a balance sheet are covered in greater
detail in the second year of the Edexcel A Level course, and -
are covered in detail in the partner ZigZag resource to
accompany this resource. The balance sheet includes a lot
of quantitative information which can be used to assess the
business’s liquidity. However, here is a basic summary
before the topic of liquidity is considered.

A balance sheet provides a snapshot of the financial

position of the business at a specific moment in time. It
shows the assets of the business (what it owns) and
liabilities (what it owes). :

It contains the following
*  Fixed assets — it

Marks and Spenc

y the business which as at 02/04/2016

more than one year (e.g.
______ tand equipment). Fixed assets
¢ Current assets — items owned by the business which
are likely to be turned into cash within one year (e.g.
cash, debtors and stock).

¢ Current liabilities — the amount owed by the business
to others which is due for payment within one year
(overdrafts, unpaid taxes and trade creditors). Net assets

* Net current assets — the amount of current assets
available for the day-to-day running of the business
(current assets — current liabilities). It is also known
as working capital.

*  Long-term liabilities (also known as non-current
liahilities) — an amount owed by the business to
others which does not have to be repald for
than one year.

* Net assets — fixed ass

. Shareholders e .

Current assets
Less Current liabili
Met current assets

Less Long term lia

Shareholders’ equ
Shareholders’ capi
Other
Retained profit
“Total equity

ssets — long-term liabilities.
of the funds within the business as owne
profit (total equity — shareholders’ capital + other + r

A balance sheet must balance — net assets should equal total equity.
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The balance sheet is useful to a bank deciding on whether to grant a loan, as it w
whether sufficient assets are available to cover it. A business whose current liab
may find it difficult to pay bills as they fall due. Marks & Spencer’s net current a
indicating its current liabilities are greater than the current assets available. If it
to cover any short-term bills this may be problematic, as there are insufficient li
point in time. However, due to the profitability of the b and its internati
suppliers and lenders would be unduly concerned ori, its assets overall
both short-term and long-term debts i

Liquidity
Liquidity cog

the business™ able to meet its short-term financial commitments it could hav
could spell the end of the business or indicate that the business is not operating
make a profit, in order to be able to continue to trade a business must be able t

Liquidity ratios measure if a business is able to meet its short-term financial com
from its cash / near-cash assets (i.e. current assets). A business needs to have s
its current liabilities. A small business’s liquidity position may be adequate desp
assets, whereas a large public limited company may have £22 million in current
needed to pay all of its current liabilities with immediate effect. The current rati
used to work out how much is enough, and put the financial figures into context
values of the assets and liabilities.

The current ratio — this assesses the ability of the business to
one year (its current liabilities) from the current asset

y the debts whic
_that point in time
r'to pay such debts. In
ck, would be required to assist
icult to continue operating. The curr

current assets

current liabilities

Marks & Spencer’s current ratio is:

For each £1 of short-term debt, Marks & Spencer has £0.69 of current assets to
liquidated all its current assets, including stock, it would still not be able to meet
within one year. For a small business, such as a sole trader, this could severely t
creditors demanded repayment all at the same time. However, for a firm such a
unlikely as the level of profits it generates provides suppliers with confidence th
with a certain level of bargaining power when it comes to debt repayment term
have a current ratio below 1 : 1, but ideally the curre uld be at least 1
can vary depending on the industry. Typically th urated for a specific
‘ideal’ to assess the business’s liquidit ;

The acid test ratio — thi
within one % %
stricter test

‘the ability of the business to pay the debt
i iabilities) from the current assets it has at that point

excludes stock from the current asset total. This is becau
current asset®e. the most challenging to convert quickly into cash because it n
business has to wait for the customer to pay, which may involve a lengthy trade
may struggle to sell some types of stock, and there is a risk that a business may
damaged and never sold at all or at least at the value that it was purchased for.
exclude stock from the liquidity measure to provide a stricter measure of a busi
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Again, there is an ideal that can be used to compared the result with, and for th
which reflects that stock is omitted from the calculation. The acid test ratio is ¢

current assets — stock
=X:1

current liabilities )
il

Sometimes the term ‘liquid assets’ is used to des ssets — stock’.

to as inventory.

Imagine that Marks & Sn nt assets include stock of £643 million. It

1,461.4 — 643
2,104.8

=0.39:1

For each £1 of short-term debt, Marks & Spencer has £0.39 of current assets (I
that if it liquidated all its current assets it would still not be able to meet the de
year. As previously discussed, it would be unlikely that all of Marks & Spencer’
repayment at the same time. Also retailers can often successfully operate with
below the ‘ideal’ because the nature of their business does not involve too ma

Improving liquidity
If the current and/or acid test ratio is very low, and this is unusual for the indus
within, the business may wish to take action to improve the situation and could
of the following strategies:

*  Reduce the levels of stock held within the business
¢ Convert short-term borrowings, e.g. overdrafts, i
*  Raise more share capital

Working capital
Working capital refet it of finance that a business needs to suppo

i 2 C rder to operate each day, e.g. to pay utility bills and
e output. No business can operate without working capital
ason for a business to failure as a business will not be able to pa

isacommonr

When a business is first established, it will not generate income immediately. |
to turn into stock, and, therefore, it will need to pay for raw materials in the ho
Operating costs, e.g. gas and electricity, will also need to be paid to make the it
needs is known as the working capital.

The flow of cash

Cash moves around in a cycle:

e (Cash is needed to buy ingredients/materials

*  These materials are then turned into finished goods

*  The finished goods are then sold to customers

*  The cash from customers replaces the cash
the product {plus provides a profit

trie materials and
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Cash Cycle

The money from
customers flows

into the business /

(0

Goods sold to \

customers Stock
(finished
goods)

AdOO NOILO4dSNI

; Practice Activity
ext PLC is a British multinational which specialises in clothina - icessories and hom
roughout the UK and via franchises in 38 countries,!” # .+ ag *he Middle East, E
hrough its own retail branches and also online. ‘ts ﬁmé,«‘i performance data for
gl f | Year ending January | Year en
el 2016 (£m) 20
N e 4,176.9
Cost of sales 2,724.2
Operating profit 867.2
Total equity 311.8
Long-term liabilities 847.7 1
Current assets 1,642.2 1
Inventories 486.5
Receivables (debtors) 1,050.5
Current liabilities 1,170.6
Payables (creditors) 673.5
COPYRIGHT
leulate Next's current ratio for 2015 and 2016. (6) PROTECTED
16 B o
e P fjg“i‘éff =18

S d
omment on Next’s liquidity ' < 2 |Z<5 15 and 2016.

19

e e
n 2015, ,e,“,. € ~ﬁ nort-term debt Next had £1.82 o ent a

d £ \ ¢ .o it The business is in a good position as it ha cie 09
mO{\G:\ : . . . v .
Vet Yebts, if needed. It should not experience a liquidit e Education
elow the £1.50 expected and [t has also fallen by £0.42 (£1.8
indicating the liguidity of the business was not a g as it w

7 http://www.next.co.uk/franchise/
18 http://www.nextplc.co.uk/~/media/Files/N/Next-PLC-V2/documents/reports-and-presentations/2016/N

Quantitative Skills Workbook for Edexcel AS and A Level Year 1 Business Page 58 of




- Part D: Practice Activity

Activity 16
Use the data in the table below and comment on the liquidity position of each o
operate in the same industry. You should calculate both the current ratio and th

Business name Current assets
Alpha

Beta 25 £98,000,0
Charlie £9,870,000 £1,023,0
Delt_ £2,568,000 £870,0
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SECTION 11: PRODUCTION, PRODUCTIVITY A

Part A: Specification Overview

Analysing the operational performance of the business is part of 2.4 Resource M
2.4.1, Production, Productivity and Efficiency requires students to calculate pro
of input per time period) and efficiency. Subsectio
capacity utilisation. Students are requwed toc
use of data in operational decision-

nterpret operations

Note: Labour pradu in Section 12: Human Resource Data.

- Part B: Theoretical Overview

Operations management involves producing the product or service and providi
standard required. A business may set itself operational targets to measure the
Some measurements include unit costs and capacity utilisation.

Unit costs — the cost of producing one unit of output.

total costs
output

Capacity — the maximum amount of output a business can produce with the res

A business
machinery/ CE g
pressure to produce at the maximum output level all the time. Spare capacity a
changes in demand, service machinery and train staff. However, spare capacity
fixed costs are spread over fewer items, leading to lower profit margins. Also e
and inefficient if there is insufficient work to keep them busy, possibly resulting
new employer. A business may temporarily seek to increase its capacity to mee
This can be achieved through increasing the working hours of employees, reallo
areas of the company and/or subcontracting the work to other businesses.
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samund Café is a small business serving light snacks an s predominant

ha lowest humber of customers usually served during a week is

uld cater for . The week sts of the business are as follows:

1,350 customers ,650 customers

Total variable costs £1,620 £1,980

Total fixed costs £1,509

£1,500

Total costs £3,480

culate the uni ess for 1,350 customers a wee

Susiness

oin the effe the wee ul st of the business if it ser

e unit cost of the business will decrease as the café serves w

vead across more customers, thus reducing the unit fived ¢

alculate the capacity utilisation of the but'ne

350 x100

=75%

AdOO NOILO4dSNI
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tandards, w ould lea e business being prose
COPYRIGHT
ilure to service the machinery/equipment could result in it PROTECTED
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sulting in demand not being met and the reputation of the b
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- Part D: Practice Activity

Activity 17
Brenda’s B&B provides a bed and breakfast service in Brighton, close to the bea
levels are close to the 35 capacity. The owner, Brenda, employs a permanent pa
running of the business, but during the low season there can sometimes be very
weekly occupancy levels and total costs of the business a g

Average occupan
Total costs

city utilisation in low season.
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Activity 18
Huddersfield-based coach firm, Universal Travels, provides a Saturday service to
people aged 21 and over who wish to attend a nightclub in the city. The price ch
of travel and entry to a nightclub. A 49-seater coach is usually used. The numb
service has varied between 25 and 40 over the last month. To provide the servic
business £575, but this increases to £800 with 40 custom |

ervice to London one we

The business has been approached to prc
é eekend, the business does not hav

Manchester one. Due to high
service based on the cuss:
guidance org

1.

2.

3.
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4.  Analyse one method the business could use to increase demand to at leas
service.

5. Advise the business of one strategy it could use so that the London nightcl
provided.
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SECTION 12: STOCK CONTRO

Part A: Specification Overview

Influences on the amount of inventory held by a business is part of the 2.4 Res
and appears within subsection 2.4.3, Stock Control. Student ?re required to in

lead time, reorder levels, buffer stock and reorder quz
i

— Part B: Theoretica{ g 1Y%

“ 0 as inventory and consists of:

*  rawmé ndycomponents

¢  work in P¥ogress — products that are in the process of being made, but are
e finished goods

This is fundamental to the success of a business, as without it production woul
available for sale online or through retail outlets.

Businesses have to be certain of selecting the right supplier, otherwise failure t
to trade efficiently. They will consider a number of factors when choosing a ne
*  provide a competitive price?

*  meet the quality standard expected?

* meet the level of demand requested?

¢ be flexible — accept lower or higher orders?

e guarantee it is financially secure and will not go out of business midway th

more stock was held
¢ the reputation of the business might suffer

A business will not want to hold too much stock because:

e thereis the danger the stock might perish (e.g. food manufacturer/retaile
technology manufacturer/retailer)

¢ too much money tied up in inventory could result in the business missing
insufficient funds being available (opportunity cost)

*  this can cause cash flow problems, as the business is reliant on selling the
debts. There is no guarantee that all can be sold and at the full price expe

*  holding large quantities of inventory increases s 5 s,asithastob
increase the size of warehousing required ‘

*  the business might become at '
could make it more p

this will automatically register within a database that there is one less item. W
entered into the database by a barcode on the packaging of the items received

with the supplier. This is typically used in the supermarket industry.
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Stock control charts are a means to manage the amount of stock held. They allo
period of time to be analysed, with periods of excessive and/or limited stock iden
to implement corrective measures, so the business is not in a position where it h

To use the stock control charts successfully relies on the managers understandin
contained within them:
e  Maximum stock level — this is the maximum | f stock the firm want

below, the business holds nom J#imits of stock at any time.
e Stock levels — this shows th

faster ra®®, as it fell to its lowest level of 125 units in week 9. This was 125
being over a shorter period. This could be due to an unexpected increase i

* Reorder level — shows the level of stock at which the firm orders new stock
of stock, as there is a gap between ordering and receiving the items. This b
week 6 and midway between weeks 8 and 9.

* Lead time — the amount of time it takes between an order being placed and
business is usually one week, as in week 3 stock was reordered and by wee
maximum level, thus indicating a lead time of one week.

*  Minimum stock level — the minimum amount of stock the firm wants to ho
known as the buffer stock. This provides the business with a certain amou
supplier’s order is delayed or if there is a sudden unexpected increase in de
keep a minimum stock level of 250 units, but in week 9 it fell below this to
reasons for stock falling below the minimum level include:
¢ an unexpected higher level of demand
*  astock order being delayed
*  adepartment forgettin

Note:

<+—>

A business gETSA (o run out of stock because this will halt production a
able to sour from elsewhere via a rush order, it is more than likely at a h

profit marginsit the increased cost cannot be passed onto customers.

Quantitative Skills Workbook for Edexcel AS and A Level Year 1 Business Page 66 of 1

AdOO NOILO4dSNI

COPYRIGHT
PROTECTED

ig

Qg
Education




mpl

se the elow to answer the questions that follow it

Months

the minimum stock level of the business?

hat is the reorder level?

units

hat is the lead time?

example, stock is ordered midway throt

AdOO NOILO4dSNI
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deri re COPYRIGHT

If the business orders stock immediately it will take two PROTECTED

not fulfill the order as it would not arrive on time "nless |

they might charge more for doing this.

If the suppliers charge wore for

cost onto the new custrr.

ig

Qg9

emand, revenue and profits. This means the v

Education

if the new customer to a substantial incre
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S
=
3
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- Part D: Practice Activity

Activity 19
Use the stock control chart below to help you answer the questions that follow i

Weeks

1. Whatis the minimum stock level of the business?

2.  What is the maximum stock level of the business?

3. Whatis the reorder lex
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Activity 20
Francesco Footwear designs and manufactures shoes that are sold through esta
department stores. Since it commenced trading in 2008 it has enjoyed great su
of years, despite high levels of demand, this has not always been reflected in pr

1. What is the maximum stock level for Francesco Foot

2.  What is the stock reorde

3. Whati imum stock level for Francesco Footwear?
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SECTION 13: ECONOMIC FACTO

Part A: Specification Overview

Understanding and interpreting economic data is part of the 2.5 External Influen
within subsection 2.5.1, Economic Influences to Assess Opporfunities and Threa
Students are required to understand the effect on bu of changes in taxa
spending, exchange rates, interest rates, the kusi ¢ and inflation.

— Part B:

A business ¢ 'gerate in a vacuum. Its performance, decisions made and

both internar® external factors. One group of external influences which can h
businesses is economic factors, which include interest rates, exchange rates and
these could have either a positive or negative impact on a business. Strategies ¢
take advantage of the opportunities created by changes in the economic factors
such changes might bring.

Gross domestic product

Economic growth refers to the rate of increase in an economy over a period of ti
be measured by gross domestic product (GDP). This is the value of a country’s t
services over a period of time.

Economic growth indicates positive trading conditions — an increase in the output
economy over a specified period of time. A growing economy iacreases business
results in it increasing output, which results in high a »rofits. A business

both business and citizen incomes can increase through economic growth, the go
revenues increasing also, which allow greater funds to be allocated to public spen

A positive rate of economic growth in overseas countries can lead to opportunit
products may become more desirable to overseas customers, resulting in their e

Although economic growth has its advantages it can lead to insufficient labour a
available to meet the increasing demand for goods and services. This can result
wages/salaries to attract new staff and retain existing ones, suppliers increasing
starts to exceed supply for their resources, and firms increasing prices to overco
to maintain profit margins.

‘ opposite effect as out
e to falling demand. This ca
ployment and lower levels of tax re

However, negative or zero economic growt
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The business cycle
Over the past 150 or so years the UK economy (and indeed other leading econom
a pattern of economic growth and then slowdown. This pattern is often referred

Wheres oo
Ukeann
curren:

The business cycle consists of four stages:
. Boom

. Recession

¢ Slump

. Recovery

wqﬁarters where GDP
2009.

A recession is officially defined as two or m
that the UK economy was last ‘officiall

UK real growth ra*

.
5

19595Q2 ]
1994 Q1
1994 Q4
1995 Q3
1996 Q2
1997 Q1
1997 Q4
1998 Q3
1999 Q2
2000 Q1
2000 Q4
2001 Q3
2002 Q2
2003 Q1
2005 Q2
2006 Q1
2006 Q4
2007 Q3
2008 Q2.4

% change GDP
(change on same quarter a year ago)
ro o
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Taxation

Taxation is a compulsory contribution to state revenue, which is charged by the
of employee income (income tax) or business profits (corporation tax), oras a p
service which is added to the cost at each stage, from raw materials to end prod

If income tax increases, it means a greater proportion of ployee’s income

, nce lower demand. However, this very much d
ucts. Some might look to reduce staffing numbers if th

A decrease in corporation tax results in a smaller proportion of a business’s pro
thus increasing the percentage of retained profit available to the firm. A busine
dividend to shareholders as a reward for taking the risk of investing in it, may ho
developments, or decide to use it within the short term on identified projects. |
happening within the economy, alongside the decrease in corporation tax, it mig
confidence that inspires it to bring forward the implementation of projects whic
the medium to long term.

VAT is not charged on all items; exempted items include children’s and babies’ ¢
books.1® VAT is currently charged at 20%; therefore, if a product’s total cost is £1
(£20 x (20 / 100 ) = £20), which results in a selling price of £120 (£100 + £20).

An increase in VAT will increase the costs of prod
end user. Assuming all other factors rer
sold, as any change in VAT will di
revenue for it dependirz

he business will now ear
t'on the government, as it will eith

If a product has price elastic demand (e.g. electric blankets) an increase in price
decrease in demand, thus resulting in less revenue for the business. However, a
greater proportional change in demand, which increases revenue. If the produc
electricity) an increase in price will result in a smaller proportional decrease in d
revenue. However, a decrease in price will result in a smaller proportional incre
lower revenue.

The impact of any change in VAT on the business will, therefore, also be influenc
demand of its products.

Exchange rates
An exchange rate represents the value of one cu nsc another. For exa
worth $1.33. If sterling grows stronge .
£1. If sterling grows weaker agaij

Changes in g JEddan affect a UK business for two main reasons. Ifitr
goods or pr vices, any change in the pound against another currency
more expens® r cheaper. If a UK business exports, a change in exchange rate

customers either paying more or less to acquire its items.

12 https://www.gov.uk/guidance/rates-of-vat-on-different-goods-and-services
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An increase in the value of sterling against another currency leads to imports be
firms. They may choose to pass this cost saving on to customers in lower prices,
value will be maintained for a reasonable, foreseeable time period. If it is not pa
prices, profit margins will increase. This additional profit may be used to help fu
products, or support a new marketing strategy, or may be retained in the busine
the value of sterling makes UK exports more expensive for overseas customers,
demand, depending on the price elasticity of demand fo oduct. The busi

for exports is not just influenced by
product design, etc. will all infl
increase due to a chang

A decrease alte of sterling against another currency leads to imports bec
firms. The in®eased cost they may pass on to consumers in higher prices, but th
price elasticity of demand. They may seek to find alternative cheaper suppliers,
meet the required expectations in relation to quality, reliability, etc. If increasin
supplier are not appropriate strategies, the business will have to accept a lower
benefit from increased demand, as their products become cheaper for overseas
on the price elasticity of demand. If demand increases, they may seek to increa
the increase in demand is perceived to be long-term and permanent, a business
otherwise will not do so, as the costs involved in this strategy will not be recove
available in the short term.

Inflation
Inflation is the average increase in prices of goods or services in an economy ov
measured by the annual percentage change in average price

maintained. If the measure is ne
has decreased in compariscz

service costs and energy costs increase

If the business has a price elastic product, the increase in costs cannot be passed
prices, resulting in profit margins and cash surpluses being reduced. This could i
investments, as fewer funds are available to support the costs associated with t
products may be unwilling to yield to employee pressure for a wage/salary rise i
to consumers through higher prices, which could damage their relationship with

Businesses may find it easier to attract investors or acquire long-term borrowing
with rising prices, thus making the balance sheet appear healthier. Furthermore
easier to repay due to rising income levels due to hig

Inflation can be presented as a percer t be presented as an index
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Interest rates
Interest rates show the price of money/credit. The Bank of England sets the UK
calculate interest rates, so interest rates are set independently of political influe

Interest rates show
*  the cost of borrowing, e.g. a loan or overdraft
e the return on money saved with a bank / building s

of England Base Rat

o L\ A
s, /7 \\

© d N oo g W O N 0 O O «+d o ™
O O O O O O O © © © W o «w o
o O O O O O O O O O O O O O
N AN N N N &N & N N N N N N N

The level of interest rates can affect businesses significantly. !'f interest rates ris
money. Therefore:

¢  people will be discouraged from borro
*  those with existing borrowi
*  consumer spending wil

than spend, R er demand/spending for a business’s products may fall.

It will also discourage businesses from borrowing money to invest/expand beca
*  they can less afford to borrow money

*  borrowing is less attractive

This will affect highly geared businesses the most!

For these reasons the Bank of England often increases interest rates in an attem
economy and thereby slave off an economic boom if it feels that it is not sustain

On the other hand, if interest rates reduce it is less expensive to borrow money,
* It will encourage people to borrow money and, therefore, they will have m
*  Those with existing borrowing will have reduced ts and more mo
¢ Consumer spending will increase!

It will be less attractive to s
than save it will stimi:!a

v ople will earn less interest on their s
1¢ demand and growth.

*  borrowing is more attractive
This will stimulate more investment and encourage firms to grow.
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ement ie e ple with the fi rent leve grow

nomy will begin to impact negatively on its performance. The

documented below.

GDP ($ billions)?0

Billions
2011 $15,518

2012 | $14gm5
2013 | | 3
2014 | $*7g
2015 | $17,947 2015 | £0.67
S Inflation rate
Year %
2011 1.55
2012 2.38
2013 1.88
2014 3.26
2015 3.42

e —

mment on whether the senior monagement at Alice

d exchange rate.

etween 2011 and 2015 the US r erienced growt

lion, which indicates a tput for goods and se

generates ronf IS businesses and consumers, a:
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e required to meet the higher demand; therefore

if they were employed
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etween 2011 and 2015 the US dollar becam
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list celebrities there (s every chance the products have price

20 http://www.tradingeconomics.com/united-states/gdp
2L http://www.x-rates.com

22 http://www.inflation.eu/inflation-rates/united-states/historic-inflation/cpi-inflation-united-states.aspx
2 http://www.moneychimp.com/features/tax_brackets.htm
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- Part D: Practice Activity

Activity 21
Rospeer Footwear manufactures midrange footwear, including shoes and boots,
and France under its own brand name. Its main supplier is based in France, whic
Although the business has been profitable for the last five years it has been conc
existing markets for demand and should be looking to exprr2 into other market
averse; therefore, if the company does plan to expz ecs, there has to be
management team has recently reviewe

2081

French corporation tax 2011 to 2015
The French corporation tax rate remained constant at 33.33% between 2011 an

France Person

Pound to Euro D her 2041 to b

2004

2015

AdOO NOILO4dSNI

2013

Elrid

1. Using at least three different pieces of French economic data, comment on
Rospeer Footwear.
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24 http://www.focus-economics.com/countries/france

%5 https://home.kpmg.com/xx/en/home/services/tax/tax-tools-and-resources/tax-rates-online/corporate-ta
rates.com and http://www.tradingeconomics.com/france/personal-income-tax-rate
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2. Taking into consideration your response to Q1, exn|
into another international market.
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Activity 22
Rospeer Footwear (see Activity 21 for background details) is now considering e
management team has reviewed the recent data.

China GDP 2011 to 2015
18.0%

5%

7.3%

20%% 2012 LB A

China Inflation 2011 to 2015

25%

3.0%

Found to Chi Yuan Decernber 2011 to December 2015

_

China’s pergs ¢ . {.«rateremained unchanged between 2011 and 2015
tax rate rerNMEMurichanged during this period at 25%.%°

2% http://www.statista.com/statistics/263616/gross-domestic-product-gdp-growth-rate-in-china/
277 http://www.inflation.eu/inflation-rates/china/historic-inflation/cpi-inflation-china.aspx

28 http://www.x-rates.com/

2 http://www.tradingeconomics.com/china/personal-income-tax-rate

30 http://www.tradingeconomics.com/china/corporate-tax-rate
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1. Using at least three pieces of Chinese economic data, comment on the impli
Rospeer Footwear.

AdOO NOILO4dSNI

2. Taking into consideration your response to Q1, advise Rospeer Footwear wh
the Chinese market.
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AS ASSESSMENT ACTIVITIES

Guidance
The assessments in this section represent an opportunity to practise some
associated with the qualification; therefore, the format used is not an exact re
numerical assessment opportunities would be provided.

The first paper/assessment consists of a ra
topics throughout Themes 1 and 2 ‘does not include multiple-choic
however, this paper is desi i as a diagnostic tool by teachers and
areas of strencas ar ‘ It could be given as a short in-class test and t
questions/ udents during a lesson.

e
e-choice questions w

The other two 80-mark papers also cover a mixture of topics covered by Them
these more comprehensive practice papers have been renamed papers A and B.

The papers include a range of analytical- and evaluative-style questions that req
issues that have a numerical angle, thus encouraging them to appreciate that a
areas, which they sometimes find challenging, could assist in making that differen

Once students have completed each topic, along with the practice activities w
work deemed appropriate, they could be set the relevant assessment activity to

On completion the assessment could be marked by the class teacher, peer-ass
themselves using the mark scheme. The suggested answers are not definitive a
be given suitable recognition.

Once the assessment has been marked use this to analyse their p

which may benefit from furth
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Edexcel AS Business

Multiple-choice *c iew

Time allowed

® 24 minutes

Instructions
Use black ink or black ballpoint pen.

® Fillin the boxes at the top of this paper with your name.
® Answer all questions.

® Answer all questions in the spaces provided.
Information

® The maximum number of marks f
®  The marks for each que

AdOO NOILO4dSNI

Advice
Read e\jg@®estion carefully before you start to answer it.
® Keep an eye on the time.
® Tryto answer every question.
[ ]

Check your answers if you have time at the end.
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Answer ALL the questions in this paper.
Only one answer per question is allowed.

Tick one of the boxes to indicate your answer

1. Mercedes has a range of costs that are incurred in m
following is a variable cost?
O A, Production manager’s sala
O B. Engines ‘

: c']ac’mring its vehicl

in compérison to the previous year. Which of the following has contribute
O A, Acompetitor closing 10% of its restaurants

O B. The number of employees falling by 3%

O C. Anew deal with a supplier resulting in an 8% saving on ingredient
O D. Property (restaurants) rental costs increasing by 5%

3. Market growth is:
O A, thetotal unit sales or income for a business or a product overa s
O B. the percentage change in income or unit sales for a business or pro
O C. amarket’s total unit sales or income over a specific period of tim
O D. the percentage change in a market’s total unit sales or income ov

4. Aresearch sample with a confidence level of 90%

AdOO NOILO4dSNI

Q
Q
Q
Q
5. Which )
O A ¥y holiday to Barbados
a Electricity

B
O C. Gapclothing
D. Theme park entrance tickets

6. Supermarkets sell a range of products. Which out of the following would b
based on its income elasticity of demand?
a A 04

O B. +0.4
O ¢ 1095 COPYRIGHT
O D. +1.25 PROTECTED

7. Rocco Ltd manufactures training shoes. It has!

This means:

O A. the business spent X

O B. thebusin 00 on advertising in 2015 19
O C e £10,000 less on advertising than it budgeted f

O o Qg

Education
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8. A business’s opening cash balance was £46,000 at the start of the year, but
following factor is the most likely cause?
U A. Cashsales
O B. Good stock control
O C.  Trade customers are given 30 days to settle invoices and suppliers
O D. Overtrading

i

9. Abusiness imports its components from th t of 556,000 per mo
the pound was $1.40 in March, but v, 5. Which statement from
Importing the co _ 750 £4,800 less.

a . Importing . s costs £8,400 less.

components costs £4,800 more.

g'the components costs £8,400 more.

10. In April 2016 Apple announced quarterly sales of $50.56bn (£34.39bn), down
fall in sales for the company since 2003.3! Which of the following could help t
O A. Expandinto new markets

O B. Withdraw from markets

O C. Decrease promotion

O D. Decrease sales volumes

11. King Kebab, a collection and delivery kebab business, has a capacity of 60,0
31,000 last year. Which of the following is the correct capacity utilisation o
O A 484%

U B8 517%
U C 550%
O D. 583%

n average price of £4.75

12. A haircare manufacturer sells its prc ]
sare £37,200. What is the break-ev

unit is £1.75 and the monthly

AdOO NOILO4dSNI

a A
U B
a c
a »

13. The UK male grooming market grew by 2.6% between 2014 and 2015 to £4
of the market in 2014?
U A £461.2m

O B. £438.1m
0 C. £437.8m
O D. £452.1m
14. As disposable income increases, the demand for holidays to the Caribbean COPYRIGHT
Which correlation reflects this relationship? PROTECTED
a A -03
O B. +03
a ¢ -1,25
O D. +01.25 :
i9
15. A well-kngge outle phone has a price elasticity of demand of -0.
price i. 0\9
a A quantity demanded will increase and revenue will increase. EdUCOtiOﬂ
O B. The quantity demanded will increase and revenue will decrease.
O C. The quantity demanded will fall and revenue will increase.
U D. The quantity demanded will fall and revenue will decrease.

31 http://www.bbc.co.uk/news/business-36146336
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16. A hotel chain has an income elasticity of demand of -1.2. What type of pro
O A, Normal good
O B. Inferior good
O C. Extraordinary good
O D. Luxurygood

17. Anengineering business has total costs of £450,000
£210,000. What was its output?
OQ A. 15,000 units

e year with unit c

O B. 18,000 units
O ¢ 21,000un
U D@0
18. Aretail : udgeted £1.2m for salaries. It had an adverse salaries varian
this mean?

O A, Itincreased its salaries budget by £0.2m

B. It decreased its salaries budget by £0.2m

O C. Itspent £0.2m more on salaries than budgeted
O D. Itspent£0.2m less on salaries than budgeted

19. A business identifies during the following year it will have negative cash bal
of £25,000 and £12,000 respectively. Which source of finance is most appr
O A Overdraft
O B. Loan

O C. Mortgage

O D. Share capital

20. Clive makes and sells furniture. He buys £8,00
sell at £2,500 each. Labour costs £2,000 a

O A £250,000

O B. £242,000

ber and glue wi
heads are £1,000. C

AdOO NOILO4dSNI

hich of'ine following is the ‘ideal’ result for the acid test ratio?

21. W
g A 1:1
O B. 15:1
a Cc 2:1
a D 3:1
22. Which of the following is excluded from the acid test ratio?
O A. Debtors
o 3 e COPYRIGHT
C. Cash
Q D. Bank PROTECTED

23. The market for grommets is expected to rise bv
what will be the value at the end of the

“he coming year.

d 5 billion
Q i
3 9
a Qg
24. Which of the following is the ‘ideal’ result from the current ratio? EdUCOthﬂ
o A 1:1
O B. 15:1
o Cc 2:1
d D 3:1
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® 3 calculator

Time allowed
® 1 hour 30 minutes

Instructions
Use black ink or black ballpoint pen.

® Fill in the boxes at the top of this paper with your name.
® Answer all questions.

® Answer all guestions in the spaces provided.
Information

s'paper is 80.

® The maximum number of
' shown in brackets.

®  The marks for eac

Advice
Read each question carefully before you start to answer it.
® Keep an eye on the time.
® Tryto answer every question.
® Check your answers if you have time at the end.
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Section A

Answer all questions in this section.

Crazy Cases Ltd produces personalised luxury mobile phone cases, and the direc
on a business plan to support a loan application to finance its expansion plans.

i

The business has the following quarterly data (three mo
¢ selling price per unit=£23.50

*  variable cost per unit = £11.50
e fixed costs = £42,000.00 .

1. What ig

AdOO NOILO4dSNI

a business engages in break-even analysis.
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Section B

Answer all questions in this section.

5. Drovers Engineering Ltd supplies fire protection systems to the oil and gas in
dealt with a number of customer complaints regarding orders being delivere
quantity. A stock control chart has been produced to assist an investigation o

Weeks

Use the stock control chart above to assess the likely impact on the busines
business might be experiencing problems meeting its business customer ex

AdOO NOILO4dSNI
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6. Explain two ways that Drovers Engineering Ltd might resolve its stock contr
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Section C

Answer all questions in this section.

UK online grocery market

UK online sales are growing at 12% a year, with grocery market sales acc
sales.32 The grocery market is fraditionally competiti ith market leader
Tesco actively discounting prices to maintain the
budget supermarkets such as Aldi and li¢
contributory factor in the recen

K inflation rate.

gure 1: UK inflation rate 20117 to 2071533

Year Rate
2011 4.2%
2012 2.7%
2013 2.0%
2014 0.5%
2015 0.2%
Figure 2: UK smartphone users 2011 to 201 5% Figure 3: Adults age

&1

16.0%

EEE

AdOO NOILO4dSNI

B

2041 204

* Denotes an estimate

Figure 4: Facts about online shopping by gender3

Females
Internet purchasing 75.0%
Adults who prefer to shop in person 63.0%

In 2015, the UK online grocery market was valued at $15bn and it is predi
2020. It is the second largest global online market after China, which was
and is expected to increase by approximately 77% by 2020 to $178bn.
fastest growing UK grocery channel by 2021.

COPYRIGHT
PROTECTED

In 2014, the UK grocery market was valy A4bn.3s

Supermarkets continue to b
accessed by 4.1%

pular purchasing channel, but by 2
iers, with online grocery shopping expected

9

Qg
Education

32 http://www.ocadogroup.com/who-we-are/the-marketplace.aspx

32 http://www.inflation.eu/inflation-rates/great-britain/historic-inflation/cpi-inflation-great-britain.aspx

34 http://webarchive.nationalarchives.gov.uk/20160105160709/http://www.ons.gov.uk/ons/rel/rdit2/e-com
web-sales/sty-5-facts.html

3> http://www.igd.com/Research/Retail/UK-grocery-retailing/
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Figure 5: UK average weekly Internet food sales (£m) — September

UK average weekly internet food sales September 2012 to June 201

A3 -2002 - 2008 - 2008 - 2008 - 20013 - 2004 - 2004 - 2004 - 2014 - 2025 - 2005 - 2018
Sep Dec Mar Jun  Sep Bec BMar Jun Sep Nov Mar  Jun Sep

Marks & Spencer does not have an online service for its grocery business,
food, which can be ordered online and collected in store by customers. It h
2014 grocery market.3” All of the market leaders in the grocery market, in
Aldi, Lidl, Waitrose and The Co-op, have an online delivery service.

i

7. Explain how prices are changing in the ence to the trend show

8. Calculate Marks & Spencer’s total sales in the grocery market in 2014.

36 https://www.ons.gov.uk/businessindustryandtrade/retailindustry/datasets/retailsalesindexinternetsales
37 http://www.statista.com/statistics/415167/grocery-market-share-marks-and-spencer-mands-united-king
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9. Using Figures 2 to 4, assess how the online grocery market has grown.
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10. The rate of inflation in the UK is predicted to rise by 2% over the forthcomi
likely impact on Marks & Spencer’s sales if inflation does rise by 2%.

AdOO NOILO4dSNI
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11. In 2016 Marks & Spencer announced a 3.5% increase in full-year profits to
26 March, with sales increasing by 0.8% to £10.4bn. Sales of its clothing an
while food sales grew.3® All the main market leaders in the grocery market
Evaluate whether Marks & Spencer should enter the online grocery market
using traditional distribution channels.
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38 https://www.theguardian.com/business/2016/may/25/marks-spencer-boss-says-recovery-plan-will-weig
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For this paper you must have:
® 3 calculator

Time allowed
® 1 hour 30 minutes

Instructions
Use black ink or black ballpoint pen.

® Fillin the boxes at the top of this paper with your name.
® Answer all questions.

® Answer all questions in the spaces provided.
Information

® The maximum num
®  The mzem

i

for this paper is 80.
stion are shown in brackets.

Advice

Read each question carefully before you start to answer it.

Keep an eye on the time.
Try to answer every question.
Check your answers if you have time at the end.
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Source 1: Puddle Down Farm

Puddle Down Farm is located in East Anglia and owned by the Braithwaite famil
a dairy farm with 350 cows. }

In 1984, a milk quota was introduced by 1
market {sell) in a year. If the maxi=
order to ensure its surv
drains’, the bies

_ rliament, which limite
. exceeded a charge would be i
5, and so that excess milk above the quot
nto ice cream production.

a business opportunity while holidaying in the North West.

similar posmon to themselves had expanded into the real dairy ice cream mark
returned to East Anglia and carried out market research to identify whether it w
The results indicated that there was a gap in the market for a similar business v

In 1985, one of the farm buildings was converted for ice cream production. Itin
visitors to the farm could see the cows being milked and ice cream manufacture
not only using the milk from its organically reared cows, but also sourcing local,
possible. It believes that these factors, along with its high quality standards, all
high level.

Initially, farm visitors had the opportunity to buy three different flavours of ice
a resounding success, with the farm broadening its product range to 18 differen
only to farm visitors, but also regional restaurants, pub . sandretailers. T
the North West region.

vproduction costs for each litre at £0
g. The business has monthly fixed costs of
€s a month and sells at least 2,000 litres.

Each litre of ice cream is sold fer
£0.26 ingredients and £
current capge®

The family be#¥ e concerned during the recent downturn in the economy that

look to reduce spending. To assist in the management of the business, a budge
and profit. Last month’s budgeting statement is below.

Income budget Expenditure budge
Budget
Ice cream sales £6,300 Labour
Café sales £1,350 Stock
Bed and breakfast sales £1,500 Other costs
Total income £9,150 Total expenditure

i
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Timothy, the Braithwaite’s oldest son, believes that it is a good time to expand t
out some research and believes that an ice cream parlour should be added to
used for children’s parties. This would involve some construction work, as o
converting for this purpose.

Part of his research found UK manufacturers’ sales of ice cream, lollipops and o
Y

increased since 2011. In 2014, sales were £722.8m, an i e of £88.6m since

increase of 14.0% and 27.8% respectively.®

Timothy has put forward a busi
into consideration all ara:

is parents, which includes the follo

Quarter 1

Ice cream sales £18,000
Café sales £3,800
Bed and breakfast sales £4,300
Ice cream party sales £1,600
Total cash inflows £27,700
Cash outflows

Construction work* £35,500
Stock £3,400
Labour £13,500
Product storage E420
Utilities :
Administration and maintenance “ £900
Total cash outflows £54,550

£24,500
-£26,850
-£2,350

Timothy believes that the ice cream could be sold at £4.25 per litre rather than
brand, and this could help with meeting some of the construction costs, along w
to 1,000 litres a month. He has worked out the price elasticity of demand as -0.

In addition, the business has been approached by a national supermarket buyer
branches to be supplied with 4,000 litres of ice cream a month. Assuming all go
supermarket will sell the brand in all its UK supermarkets. They will pay the bus

If the supermarket order was accepted the business would need to increase cap
short term. If the ice cream was launched nationally by permarket, the b
locate production away from the farm to a bigger it or outsource
cream manufacturer, otherwise it would =20 : o meet demand. Timothy
need to give careful consideratio ans available.

*Note: The ¢ s in the cash flow forecast relate to either opening

o]
the capacity 119*%

3% http://webarchive.nationalarchives.gov.uk/20160105160709/http://www.ons.gov.uk/ons/rel/prodcom/
products-sold-by-uk-manufactures/sty-prod-summer.html
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Answer ALL the questions in this paper.

Read the case study in the insert booklet and then answer t

1. Calculate the current break-even quantity of Puddle Dowp Farm’s ice cream

2.

3. Explaintwab € Down Farm of producing a monthly budget.
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4. The pricossa mand for the Puddle Down Farm’s ice cream has b
ain what this value means.

5. Assess the expected cash flow position of Puddle Down Farm for both quar
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6. To what extent could operating at full capacity be a problem for Puddle Do
the supermarket order?
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7. Assess the likely impact on the financial situation of the business if Puddle
supermarket order.
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8. Evaluate whether Puddle Down Farm should build a new ice-cream parlour

AdOO NOILO4dSNI

COPYRIGHT
........................................................................................................... PROTECTED

ig
Qg
Education

Quantitative Skills Workbook for Edexcel AS and A Level Year 1 Business Page 106 of



AdOO NOILO4dSNI

COPYRIGHT
PROTECTED

ig

Qg
Education

Quantitative Skills Workbook for Edexcel AS and A Level Year 1 Business Page 107 of



SUGGESTED ANSWERS TO PRACTICE A

Section 1: The market

Activity 1
307,569.9 + 191,425.8 + 68,080.7 + 81,415.8 + 56,529.3 + 539,691.3 = 1,244,739.8
..

1.

/

1 mark identifying the correct formula and data
I mark correct answer

Total of 2 marks available

320,219.7 +225
See Act 11 sriswer for guidance on allocating marks
Total of cMrtarks available

1,423,900.3 - 1,244,739.8 = 179,160.5 — 1 mark

179,160.5
1,244,739.8

The mobile phone market grew by 14.4% between 2014 and 2015.

x 100 = 14.4% — 1 mark — correct formula and data

Imark correct answer
Imark identifying the market had grown rather than decreased

Total of 4 marks available
Apple:

191,425.8
1,244.739.8

x 100 = 15.4%

Apple’s market share in 2014 was 15.4%.

Samsung:

30217 100 = 22.5%
1,423,900.3

Samsunge ' 2015 was 22.5%.

Marks a ed based on the following :
Imark ™ correct formula

1 mark correct numbers

1 mark correct answer

Total of 3 marks available

Apple:

225,850.6 —191,425.8 =34,424.8

244248 %100 = 18.0% increase in sales growth
191,425.8

Samsung:

320,219.7 — 307,596.9= 12,622.8

125228 100 = 4.1% increase in sales growth
307,596.9 ;

Marks for the above are based on
Imark correct formu

Imark correct

1 mark

Apple h\ higher rate of sales growth than Samsung, as Apple’s increased b
Samsung’s.

1mark identifying an increase
1 mark identifying the amount of increase

Total of 8 marks available

. + 72,748.2 + 65,618.6 + 635,368.5 =

W:t 3 marks available for each

1,423,900
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Activity 2
1.

All mobile phone businesses excluding Samsung and Lenovo have experienced a gr
and 2015, including Apple, thus indicating the market has become more competitiv
by 0.5% (15.9% — 15.4%), while Samsung’s market share decreased by 2.2% (22.5%
Apple’s sales growth was 13.9% more than Samsung’s 4.1% at 18.0%.

As the mobile phone market has become more competitive Apple appears to be m
increased competition in the market than Samsung, as it managed to increase its m
while Samsung’s declined. Furthermore, its sales are inc at a higher rate th
better equipped at dealing with the competitive natu narket. The extent
Note 7’s withdrawal from the market due t ‘teries” will affect the co
time of writing the resource.

<t share between 2014 and 2015 by 0.5% and had a sales
and thi? suggest the American business is the most successful. However, it ¢
more suM I, because in 2015 it sold 94,369.1 (320,219.7 — 225,850.6) thousan
market share was 6.6% (22.5% — 15.9%) higher.

1 mark judgement presented
2 marks judgement presented and substantiated
3—4 marks judgement presented and substantiated with evidence

Total of 4 marks available

14,520 x £1.07 = £15,536 (£15,536.4) million

1 mark correct formula
1 mark correct data
1 mark correct answer

Total of 3 marks available

The UK soft drinks market’s size was 14,52
previous year, 2012.

14,520 million litres

14,520
102.0

1 mark \e formula nearly correct or

2 marks correct formula

1 mark most data correct or

2 marks all data correct

1 mark correct answer based on the data used

Total of 5 marks available

The UK soft drinks market was valued at £15,536 million in 2013 (answer from Acti
increase of 4.1% on the previous year, 2012.

£15,536 million represents 104.1% (100% + 4.1%) of the 2012 market size based on

15, 536

oi1 x 100 = £14,924 (14,924.1)million — 2012 market size based on value

See Activity 6 Q2 answer for guidance on allocati

Total of 5 marks available

See Activity 6 Q1 answer for guidance on allocating marks

Total of 3 marks available
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Section 2: Adding value to pr

2,360 — 2,135 = 225 1 mark — correct formula and answer

225

PYrTie 100 = 10.5% 1 mark — correct formula and data, 1 mark correct answer

The bottled water market grew by 10.5% between 2012 and 2013.
1 mark identifying the market had grown

Total of 4 marks available

Activity 3
1.

1.

£1,450 _
20

2 x £0.7

(t cost) — 1 mark

.50 {labour cost) — 1 mark

£0.73 + £1.50 + £0.50 (tissue paper) + £0.15 (Swarovski-like crystal) = £2.88 — 1 ma
£6.99 — £2.38 = £4.11 added value — 1 mark

Total of 4 marks available

Possible responses:

¢ The unique design makes the product stand out from others in the market pla
charge a higher price than similar businesses, whose products are not conside

o A consumer does not necessarily have the time to create their own beaded je
convenient for them to buy the product already created than produce it them

e  The presentation of the jewellery in a box with soft tissue paper could create
consumers paying above the unit cost to acquire the product.

1-2 marks limited knowledge
3—4 marks reasonable knowledge or rea
5-6 marks good application

Total of 6 marks available

15.00 + $14.00 + $5.00 + $11.00 + $80.25 + $5.00 = $270.00 m

2 marks Iycorrect or 1 mark with one error

20 x $270.00
100

$54.00 + $270.00 = $324.00 — 1 mark
$499.00 — $324.00 = $175.00 added value — 1 mark

=$54.00 — 2 marks if correct or 1 mark with one error

Total of 6 marks available

Possible answers:

Apple has added value to the iPad Air 2 as follows:

*  The design and functionality of the computer tablet differentiates it from oth
resulting in consumers being willing to pay above the market average, as the
and revolutionary. Consumers are willing to pa unit cost to acquir
the brand. 5

e The consumer can request a pe ; g on the iPad Air 2 for fre

compared to that of rival

. . age the consumer to believe the high ad
5 ins up to date for a long period of time.
o ved to be at a higher quality standard than similar produ

See Activity 1 Q2 answer for guidance on allocating marks

Total of 6 marks available
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Section 3: Price elasticity and income elasticity of demand

Activity 5 (Price Elasticity of Demand)
1.

a) The MOT car test’s demand is price inelastic, as this is a requirement by law f
A change in MOT test prices is likely to result in a smaller percentage change i
requirement. It is a necessity for car owners.

b) The 42” curved smart HD television’s demand is pri c, as this product i

c) 3 a necessity product that is es

r percentage change in demand.

d) : of demand could be considered to be price inelast
it | age some will have a high level of brand loyalty to the prod
ift > increases. A change in price will result in a smaller percentage cha

1 mark stating whether the product is price elastic or price inelas

Up to 2 marks full explanation for why the product is price elastic or pri

Total of 12 marks available (3 marks available on each)

a)

c)

138-120=18

18 x 100
—=15%
120

Price increased by 15%.
126 -140=-14

-14 x 100
140

Demand fell by 10%.

=-10%

X - 0.67 PED
15

ula and answer for percentage change in de
. ormula and answer for percentage change in pri
correct formula and answer for PED

Up to 2 marks

The demand for the route from Luton to London is price inelastic as the coeffi
particularly responsive to a change in price. Anincrease in the selling price le
demand. At the lower price revenue would be £16,800 (140 passengers x £12
increases to £17,388 (126 x £138). The business would be advised to increase
revenue.

See Activity 1 Q2 answer for guidance on allocating marks
Total of 6 marks available
An increase in price should lead to a fall in demand, in theory, and this should

business may have expected lower revenue due to th e increase; howeve
numbers to lead to this.

1-2 marks limited underst
3 marks full e onstrated
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d) Possible answers:
»  Differentiation — the marketing mix implemented by the business could
unique. This would allow it to be more price inelastic, as loyal custome
unresponsive to price changes. This could be achieved by a high level o

extras for free during the flight, etc.
*  Substitutes — the availability of other airlines providing the London to V
elasticity of demand. If consumers perceive these as legitimate alterna
more price elastic. The business does not influence over th

it markets its own service over the t to stand out and be
choice.

e Customer knowl aware the market is of Fly Away the g
toit. Anef nal campaign will ensure brand awareness,

rs that this is a better service than others available in t

\ 'to influence the price elasticity of demand could depend on the nu
market, along with the extent to which the brand is differentiated. No or few
most consumers remaining with Fly Away, if the London to Verona route is of
if ticket prices increase. The extent to which the Fly Away brand is developed
market, could allow it to stand out from others and still be considered as the

0-3 marks limited response with little focus on the demands of the ques
4-7 marks reasonable response that focuses on some of the demands of
8—-10marks  good response overall that focuses on many of the demands

Total of 10 marks available

3. a) Ifpriceisincreased by 10%:
. demand will decrease by 0.8 x 10%, i.e. 8%
. demand will decrease by 4 (50 x 8%) to 46 (50 — 46) cupcakes
revenue at the lower selling price is £75.00 (£1.50.x:30)

AdOO NOILO4dSNI

b)
#ed Is not particularly responsive to a change in price. Although deman
this is still a smaller percentage decrease than the percentage increase in pri
increase the selling price of cupcakes, as this will result in revenue increasing

See Activity 1 Q2 answer for guidance on allocating marks

Total of 6 marks available

c¢) Possible answers:
. Price elasticity of demand allows a business to understand the impact o

is changed. This allows it to decide on the best pricing strategy to imple

or increased. If the product is price elastic the business is more likely to

while if it is price inelastic, price will be increased.

Price elasticity of demand will also influence

COPYRIGHT
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Activity 6 (Income Elasticity of Demand)
1.

a)

b)

c)

d)

24,200 — 22,000 = 2,200

2,200 x 100
22,000

=10%
Incomes increased by 10%.

600 — 800 =-200

-200 x 100
800

Demand fell by 25%

=-25%

The'rdaining shoes’ income elasticity of demand is -2.5.

Up to 2 marks correct formula and answer for percentage change in de
Up to 2 marks correct formula and answer for percentage change in in
Up to 2 marks correct formula and answer for YED

Total of 6 marks available

The training shoes are an inferior good as it has a negative income elasticity

1mark stating the product is an inferior good
1mark explanation of why it is an inferior good

Total of 2 marks available

Possible answers:
»  The income elasticity of demand coeffici

change. Aforecastinincome leve
production levels to mee
normal good. Hey

it should not ignore other valid information sources, such as econo
analysis.

ol

See Activity 9 Q3 c¢) answer for guidance on allocating marks

Total of 3 marks available

Possible answers:

¢ Asan inferior good customers will switch to alternative training shoes a
would result in falling demand for this product and lower revenue, as c
training shoes.

*  Asincome levels decrease demand for the product will increase, resulti

*  The business may choose to develop a broader product range, so risk is
product,

*  The business may choose to change th
image, resulting in consume aoii

inue purchasing the pro

0-3 marks limit
4-6 marks ‘

b Tittle focus on the demands of the que
esponse that focuses on some of the demands
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Section 4: Cash flow forecasting and analysis

Activity 7

1. 1 markeach
June total cash inflows £15,000
June total cash outflows £12,550
May closing balance £400 )
June opening balance £400 L |
June net cash flow £2,450 il 5

June closing balance £2,850 gl " 4

Total of 6 marks available .. of ’ ../ -

g ”j P s ™

bn bf"the business is forecast to be positive for both May and June.
cipated bills.

The cash balance is expected to increase by over £2,000. If it is not needed for the
it may be wise for the owner to transfer some of it to an interest-bearing account s
used. Ina current account the rate of interest will be low, but a higher rate may be
requirements is moved to a preferable account.

See Activity 1 Q2 answer for guidance on allocating marks
Total of 6 marks available

Activity 8
1.

Quarter 1
Repair sales
Electrical sales
Total cash inflows

Cash outflows

AdOO NOILO4dSNI

Telephone
Total cash outflows

Opening balance £1,125
Net cash flow -£1,750
Closing balance -£625
Up to 3 marks data correctly allocated in cash flow forecast
1 mark each correct calculations/answers (in bold) up to 9 marks maximum CO PY R|G HT

Total of 12 marks available P ROT E CT ED

2. Possible answers: il
*  Anegative cash flow is predicted for quarter,} o 1 |, 5, Lt this is expected t
Any cash flow problems are expected 0 e hea! m.
e Ashort-term cash flow prohlnjsyi ay ) wLetter resolved by organising an over
with suppliers for an s ded auiiod to pay.
. Introducing 2 1 ke f{(.,.me usiness could result in Paul Bennett losing some
'oz. L a ,avfsome of the workload to be split or new ideas to be intro
By ner is being introduced to resolve cash flow problems this would a
the ®oblem does not require a long-term solution. If a new owner is being in
assisting with the management of the business or helping it to expand, then t
e  The final decision will depend on Paul Bennett’s motives.

i

19

Qg
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See Activity 10 Q1 d) answer for guidance on allocating marks

Total of 9 marks available
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3.  Possible answers:
e Alerts the business to future cash flow problems
. Evidence to support loan/overdraft applications
e Assists the business to ensure sufficient cash is available to meet payments a
o Assists the business to plan for positive cash balances that could be used to b
interest-bearing savings accounts

e  Time-consuming

. Inaccurate due to the experience of an owner, es;

new business sta

Section 5:

Activity 9
1.  Anytwo of the following:
. Biased/inaccurate historical data
¢ A major unexpected event affecting the figures which would have been chall
slump
e  Thelonger into the future that the figures extend the less likely they areto b
] Unexpected competitor activity

1 mark for identifying a factor
Up to 2 marks for the explanation

Total of 6 marks available (3 marks available for each factor)

2. Anytwo of the following:
¢ A major fashion trend could make a product suddenly un

e  Consumer spending may increase/decrease d '
causing more/less demand for a certain aro 1

pular/popular
n event that coul

AdOO NOILO4dSNI

1 mark for identifyinr.«;
Up to 2 marks '
Total of & 3 marks available for each trend)
3.  Anytwo following
e  Production —if sales reduce, the production levels required will also reduce,
is not taken

° Finance —if sales reduce, the income from sales will also reduce; therefore, p
° Marketing — if sales levels reduce marketing may be asked to adjust element
promotional activity or reduce the price, to try to stimulate increased deman
future
e Purchasing — if sales reduce then less raw materials will be needed so purcha

1 mark for identifying an impact
Up to 2 marks for the explanation

COPYRIGHT
PROTECTED

Total of 6 marks available (3 marks available for each impact)

Section 7: Break-even analysis

Activity 10
1. £1,000 (revenue

00 (total variable costs per customer) = £500 ¢

ig

Qg9

= 2 customers per week to break even

Imark  correct contribution per customer formula and data EdUCOthﬂ
1 mark correct answer for contribution per customer

1 mark correct break-even formula and data

1 mark correct break-even answer

Total of 4 marks available
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2. 4 actual customers per week — 2 customers per week to break even = 2 customers

1 mark correct formula and data
1 mark correct answer

Total of 2 marks available

3. Possible answers:

e Trade cannot fall by more than two customers
margin of safety is two.

e The business requires two cu

four. Thisis anadvantzg

rwise the busines

order to break even, but is act
as lt is operating above the break-eve
is £500; therefore, once the business breaks e

_tifere are two customers above the break-even level £1,0
s could be retained in the business for future use, used to fund the
the owners.

0-2 marks limited response with little focus on the question set
3—4 marks reasonable response with some focus on the question set
5-6 marks good response with clear focus on the question set

Total of 6 marks available

4. Possible answers:
e  The special order provides a positive contribution of £300 (£800 (selling price)
customer)), thus it could be accepted at this stage but other factors should be

. Does the business have spare capacity for this order? If the business does ha
accepted, so that staff are kept busy and some contribution is being achieved

the business does not have spare capacity the order will have to be turned do
another business which will meet it to the expected standards. This would sti
income from this order without having to incur sociated with it.

e Will the business incur additional fixed cost ng his event? If so, w
provided at a loss? In this circumst2 est if it was not accepte

e How will this affect existi usiness is not able to service exist

AdOO NOILO4dSNI

as unrair and seeks an altematlve firm to arrange future events. In this cnrcum
turning down the order.

e Will the special order lead to more orders? If this could provide further finan
the interests of the business to accept it.

Total of 9 marks available

ig

Activity 11
1.
Output Revenue Total variable costs Fixed costs Tot CO PY RIG HT
0 £0 £0 £ PROTECTED
500 £1,000 £250 £
1,000 £2,000 £
£3,000 £
f
£
£

Qg
Education

2. 2,000 cupcakes a month are required to break even — 1 mark for correct answer

3. The total costs include fixed costs (1 mark) which have to be paid regardless of wh
or sells anything or not (1 mark).

Total of 2 marks available
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Mario's Specialist Cakes - Monthly break even cha
£8,000
£7.000
j{
‘: £6,000 &) hew revente.al. 2,000 units e
........ £5,mmgmm
¥ //
& i A — S—— [ ————
o e
g eiTolal costs.al i e
. permonth v
84,002 TR -;ﬁ—_ e
[, L .. W T SR N R T pe -y el i
il o |
€ 300 MR e |
¢ e - i
s A ] |
t f / ¥ i1
s £2000 > | | b)Margin of safety
A i [ Customiers per mo
> o ! 12,000
r ! | 3
£1,000 // DBEZ .. | ] -
f’// ‘\&\ H ‘ aj = &
Z b 1
£4 +
o ftion 100 1500 200T 2500
Mumber of Customers
a) 1Imark labelling break-even at 2,000 customers (total of 1 mark availa
b) 1mark labelling the margin of safety between 2,000 and 3,000 custom
1 mark identifying the margin of safety as 1, omers
Total of 2 marks available “
c) 1Imark new reve:| inor error or
2 marks gy e accurate
the new revenue line REV2
d) 1mark new break-even labelled at 1,500 (total of 1 mark available)
e) 1mark correct answer, 1,500 cupcakes per month (total of 1 mark ava
f)  Revenue at 2,000 customers per month is £5,000 at the new price level, whil
is expected to make a £1,000 profit per month (£5,000 — £4,000).
1 mark each correct revenue and total costs data (maximum 2 marks)
1 mark correct formula
1 mark correct profit answer: £1,000 p/month
Total of 4 marks available
g) Possible answers:

. The business can use break-
is to increase to :

Original price
3,000 (actual customers) — 2,000 (break-even output) = 1,000 margin of safe
1,000 x £1.50 (contribution per customer) = £1,500 profit
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Section 8: Bﬁdgets

New price
2,300 (actual customers) — 1,500 (break-even output) = 800 margin of safety
800 x £2.00 (contribution per customer) = £1,600 profit

e  Thereis an assumption that all other factors will remain the same. How
fewer items each month, possibly leading to fewer bulk-buying discount
increasing, thus resulting in break-even at a higher level.

»  Increasing the price results in the loss of custo th little gain in pro

*  Break-even analysis will only be useful ness if the data on whi
reliable.

See Activity 10 Q1 ance on allocating marks

Activity 12
1. February budget and actual performance statement
Budget Actual Variance
Income £3,780 £3,600 £180 A
Expenditure £2,700 £2,500 £200 F
Profit £1,080 £1,100 £20F

£3,150 x 20
100

Budgeted expenditure %ODXZO = £450 + £€2,250 = £2,700

Budgeted income =£630 + £3,150 = £3,780

Budgeted profit £3,780 — £2,700 = £1,080 A

Income variance £3,780 — £3,600 = £180 A
Expenditure variance £2,700 — £2,50

Profit variance £1,08

correctly stating whether the variance is adverse or favourable

Total of 1" marks available

The benefits of an international chain of florists, such as Interflora British Unit, of s
J as a large organisation it will have a broad range of costs that run into millions. S
management team to have better control of the spending, as the budget can be
thus allowing overspends and underspends to be identified and remedial action
. the above allows the management team and/or budget holders to know who
makes it easier to identify who is accountable for the performance of certain
e in some organisations managers can feel demotivated if the control of the bu
Interflora Business Unit managers could feel motivated if they have budgetar
for how it is used. This responsibility indicates they are trusted, thereby maki
important part of the organisation, which should make them feel good about
. it can provide a means to measure the success of the

resources not being used to the optimum level for the needs of the business,
being maximised.

. Interflora British Unit is a large organisation and will have a wealth of data an
setting budgets. This could result in the process being overlong and market o
appropriate resources are not in place at such times.
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In conclusion, a budget should be of benefit to a large organisation such as Interflo
mechanism to review the needs of each business area and allocate sufficient resou
work successfully towards achieving their objectives. However, the extent to whic
ability of the group to amend the budgets in light of changing market conditions. T
resources in accordance with these changes may result in some business areas not
having the necessary resources.

See Activity 13 Q5 answer for guidance on allocating ma

Total of 16 marks available

Activity 13

Actual

s £220,500
Catering service sales £24,500
Total income £245,000

Materials £73,500

Wages £130,400
Rent £12,000
Marketing £13,500
Total expenditure £229,400

Profit/loss £15,600

2 marks each correct formula and answer

1 mark each stating whether the variance is adverse ox.1ivourable correctly

Total of 15 marks available

2. The owners have been concer
know exactly how much %

costs were too high, but without a
to spend. By producing a budget, actual ex
} to monitor its spending. It will highlight if stock
to determine whether it is justifiable or not; for example

AdOO NOILO4dSNI

See Activity 9 Q3 c) answer for guidance on allocating marks

Total of 3 marks available

3.  Possible answers:

e  The owners may be concerned as spending on materials is higher than budge
sales being higher than expected, thus requiring more expenditure on stock t

¢  The owners may be equally concerned that wages are higher than targeted, b
higher level of sales, as employees could have been required to work longer h

e  The owners may also have been concerned that marketing expenditure was h
due to the expansion of the business and more promotions being required to
service for special occasions.

e Overall, the owners should be concerned to some ext
profit was £7,670 lower than expected, sug
demand. The profit target would have:h' .
are higher than they shou ss should look to investigate the m
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Section 9: Profitability analysis

Activity 14
1.
Financial item Cash Profit

Customer cash sales v v
Suppliers’ trade credit — invoice not paid v
Suppliers’ trade credit — invoice paid v
Capital raised from share issue
Rent payment to landlord v
Sale of a fixed asset v

Bank loan

‘vrcorrect answer up to a maximum of 11 marks

Customer cash sales — this provides an immediate injection of cash into the
activities of the business, thus increasing revenue, which should increase the
the revenue is higher than the costs associated with the sale.

e  Suppliers’ trade credit (invoice not paid) — this relates to the trading activiti
impact on the profits earned. It will not have an effect on the cash position o
has not been paid.

e Suppliers’ trade credit (invoice paid) — this relates to the trading activities of the
profits earned. It will have an effect on the cash position of the business, as the

. Capital raised from a share issue — this does not relate to the trading activiti
impact on the profits earned. This will improve the cash balance of the busin
into the business.

J Rent payment to landlord — this will reduce the cash in the business, as a bill
to the trading activities of the business and will affect profits.

e  Sale of a fixed asset — this will increase the cash inflow into the business, an
considered to be an extraordinary item of income, achiey:2d outside the nor

e Bank loan - this is an inflow of cash into the bus! L will not have an ef
acquired as part of its trading activities. 4

AdOO NOILO4dSNI

2. 2205 L 100=49.1% GPM.
£3,017,141
See Activitv6 Q1. ance on allocating marks
Total of
3. =255 2700 = 5.4% OPM
£3,244,431
See Activity 6 Q1 answer for guidance on allocating marks
Total of 3 marks available
4. =21 1100=3.3% PYM
£3,017,141

See Activity 6 Q1 answer for guidance on allocating marks
Total of 3 marks available

5.  Possible answers: COPYRIGHT

. Based on the financial data alone, the board of directors would not appear t PROTECTED
about the financial performance of the business, as all prafit measures show
The gross profit margin suggests the business we icient at managin

provement of nearly £0.01 (5.4% — 4.7
. i 0 suggests the business was more efficient 39
i arid/or at generating profits from non-trading activitie
it for the year 2014 was earned, in comparison to approx ag
. o vu“* D consnderat;on the difficult trading conditions, w:th consumers mo

Education

. However, the business may consider the improved performance not satisfact
See Activity 10 Q1 d) answer for guidance on allocating marks

Total of 9 marks available

Quantitative Skills Workbook for Edexcel AS and A Level Year 1 Business Page 120 of




6. Possible answers:

See Activity 19 Q3 answer for guidance on allov_:a
Total of 6 marks available

Activity 15
1 £180.4m .
" £619.4m

Total of 3 marks available

2. 5% 4100 =12.3% NPM
£619.4m
See Activity 6 Q1 answer for guidance on allocating marks
Total of 3 marks available

3. =M 4100 = 8.8% PYM

See Activity 6 Q1 answer for guidance on allocating marks

Total of 3 marks available

4. Possible answers:

See Activity 10 Q1 d) answer for guidance on allocating marks
Total of 9 marks available

5. Possi

See Activity 19 Q3 answer for guidance on allocating marks

Total of 6 marks available

£619.4m

Although Precision is a profitable business it has embarked on an expansion
which could have impacted on its cash position. Setting up new retail branch
balance being reduced, as some of the costs associated with this growth cou
As the business sets up its operations in the Asian region it will incur cash ou
initially, as it will take time before each branch is ready to start trading.

The business will need to hold a certain amount of stock in its retail branches
purchases, resulting in some of its cash being tied up

11 answer for guidance on allocating marks

The performance of Cineworld between 2013 and 2014 has been very succes
against all indicators.

The gross profit margin has increased by 1.3%
managing its costs of sales, as a greater rroi ¢
The operating profit margin has.i
apprommately £0. 03 mo

s

finarce charges and/or 1t is generating more profits from non-trading activiti
Overall the business seems to be in a strong position, as revenues have incre
fall in cinema attendance between 2013 and 2014. This could be partly due
‘Superscreens’ it provides that differentiate it from competitors, thus allowin
rivals whose services may not be judged to be as good by consumers.
Lastly, the business has been able to embark on a successful programme of e
market leader, indicating a successful trading period.

ble answers:

Increase the number of ticket sales — this will spread the fixed costs of the b
reducing the unit costs and allowing a higher profit ma; Some strategies
such as offering discounts or an advertising o Idincrease costs, b
effect profit margins will fall rather thaninc
Increase prices — the business h
example, possibly due t
2D fulms may onsumers consxder thei increase not worthwhile.

source new ones for the food and drink items they sell. The lower costs coul
if quality standards are compromised or suppliers cannot be guaranteed to d
switch to an alternative cinema, resulting in profits falling.
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Section 10: Liquidity

Activity 16

Business name Current ratio
£46,400, 000 £46,400

| e 12711
Alpha £36,540,000 27"

£1,698,230,000

Beta

£9,870,

Charlie

£2,568,000
£952,000

£2,568

Del =270:1

Section 11: Production, productivity and efficiency

Activity 17
1. Capacity utilisation % =57.1% during low season

See Activity 4 Q1 answer for guidance on allocating marks

Total of 3 marks available

0 =91.4% during high season

2.  Capacity utilisation

See Activity 4 Q1 answer for guidance on allocating marks

Total of 3 marks available

3. Low season E:—SO = £20.00 unit occupancy level)

AdOO NOILO4dSNI

t (32-customer occupancy level)

£5.62 lower unit cost during high season

1 mark each  correct unit cost formula for each year

1 markeach correct unit cost data for each year

1 markeach correct unit cost answer for each year

1 mark correct formula/data for calculating the difference
1 mark correct difference answer

Total of 8 marks available

4. Possible answer:
The main problem faced by the business is the fixed costs associated with the perm CO PY RlG HT
Although their skills are probably fully utilised during high season, this is unlikely in PROTECTED
demand. The employee has insufficient work to keep them busy, with the danger t
completing work not to their full potential. This coul

ig

Qg
Education

See Activity 1 Q2 answer for guidance on allocating marks

Total of 6 marks available
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Activity 18
1.

Unit cost % = £23 at 25 customers

Capacity utilisation %) =51.0% at 25 customers

See Activity 3 Q4 answer for guidance on allocating marks

Total of 6 marks available

Unit cost% = £20 at 40 customers

40 % 100
=2 =8

Capacity utilisation ers

See Activitv 6 Q ance on allocating marks

Possible answers:

¢ A higher capacity utilisation results in the business having a lower unit cost.
nightclub service the unit costs will be £3 higher (£23) than if 40 customers u
a higher profit margin with a higher level of capacity utilisation.

¢ A higher capacity utilisation may not be advantageous if it does not provide a
breaks or coaches to be serviced. The well-being of customers could be thre
accident, which damages the reputation of the business beyond repair.

See Activity 1 Q2 answer for guidance on allocating marks

Total of 6 marks available

Possible answers:
¢ The coach firm could use a promotional offer to encourage increased usage
may be in the form of advertising, offering a discou
ones. This may encourage mare customers
to offer better value. The drawba
associated with the pro ;

er of customers gained

es.

e  The coach firm co ce of the service, which could encourage
in thegrofis owered to such an extent that it does not make th
w

« Th@ firm could provide a drinks service and play dance music during th

T

customers feel that the nightclub experience commences as soon as they get
increased usage or new customers, but this could add to the costs of the ser
required to provide this new element of the product. The profit margin ont
may not be sufficient to cover the cost of an additional employee.

See Activity 1 Q2 answer for guidance on allocating marks

Total of 6 marks available

Possible answers include:
. The service could be subcontracted to another coach firm, with Universal Tra
profits that would be earned. This would allow it to focus on its existing servi
respond to the demand for a new one. However, Universal Travel’s reputati
firm provides a lower standard of service, which ¢ « dtoaloss of custo
e Employees could be asked to work longer h ertime payments cou
profit margin. '
e The firm could hirea ¢

<r business and use one of its existing
his may make the provision financially not
me staff hired on a flexible basis, their working hours ca
ot have employees employed on such a basis, this option

%é‘}jm"

See Activity 1 Q2 answer for guidance on allocating marks

Total of 6 marks available
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Section 12: Stock control

Activity 19
1. 200 units — I mark available
2. 600 units — I mark available
3. 400 units — 1 mark available
4. 3.5 days (the order is placed in week ! Fnidway between week 1 an
dark for reasoning/calculation
5.
Units

Partway through week 4 leading to week 5, the business might have been co

stock to meet its customers’ orders. This might be due to an unexpected rise

J By week 7 the business would have been extremely concerned, as it experien
stock available to meet its customers’ orders. This could have harmed its rep
deemed them unreliable and sought a new supplier. This could have resulte
demand, revenue and subsequently profits.

e  The fact that the business started to use its buffer stock partway through we
making the next order might not have taken this into account, as the busines
appears they ordered the usual quantity of stock rather than a higher amoun
stock being used, as when the stock arrived it was not restored to its 800 uni
approximately 700 units. The business appears to have ordered 100 units fe

e  Overall, the business should consider its inventory control effective for most

surges in unexpected demand it is not as effectiv uld be. Stock sho

maximum level and not below this when re

0—4 marks limited response
5-8 marks
9-12 marks
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Activity 20
1.

2.

Section 13: Economic factors

1,200 units — 1 mark available
800 units — 1 mark available

400 units — 1 mark available

One week. For example, stock was reordered at th w 'ek 1 and arrived at
took one week.

1 mark for the correct answ Orreasoning/calculation

when the stock arrived at the start of week 2 the stock level had reached the
to 1,200 units once the delivery was taken into account.

e  Thereorder in week 3, which arrived at the start of week 4, appears to have
than normal. When it arrived the stock level was at the minimum level of 40
1,800 units.

J In week 5 another order was placed and once again this appeared to be for 1
increased from 600 units to 2,000 units.

. Part of the difficulties experienced by the business is that it seems to be orde
This might be because it expected a higher level of demand, but this appears
subsequent orders should have been for a much smaller amount to restore i
to hold, which is 1,200 units. By week 6 it is 800 units above this.

e  The business has had to pay for this stock, but would not have generated an
holding. This would have increased its costs, but not resulted in any increase
have decreased assuming all ather factors remain the <2

e  Asthe business has money tied up in stock fa le for use elsewhe
detrimental if opportunities that ¢ ed profits could not be ta

e  The business is in the fashion. e, some items of stock might
out of date. This stozke use to the business, which means the
be sold ontn 2 . If so, thisis Ilkeiy to be at a lower price to the

e [tisGiticult to comment on whether the inventory stock control is the only r
the business at present. However, there it has a part to play, as in recent we
stock, resulting in stock being above the maximum level the business wanted

See Activity 13 Q5 answer for guidance on allocating marks

Total of 16 marks available

Activity 21
1.

Possible answers:
GDP

e  France experienced growth in the output of
. 2011 was its highest rate of GDP a
e 2012 was its lowest, when s
The growth rate

P occurred.
nd 2015 is 0.9% (2.1% — 1.2%) lower, althou

with spendmg, in terms of investments for the former and spending for the |
. Rospeer Footwear might find that demand for its products decreases slightly
businesses and consumers about the state of the economy.

Quantitative Skills Workbook for Edexcel AS and A Level Year 1 Business Page 125 of

AdOO NOILO4dSNI

COPYRIGHT
PROTECTED

ig

Qg
Education




Inflation

J The rate of inflation fell from 2.3% in 2011 to 0.1% in 2015.

¢  Adeclining inflation rate indicates the average price of goods and services is
previous periods.

e  This means the spending power of both businesses and consumers is not ero
assuming all other factors remain the same, thus providing confidence in inv

e [t also helps to ensure the supplies sourced from France rzmain relatively un
thus allowing costs to remain relatively stable, wk to profit margins
However, this is dependent on all other fac ng the same.

Exchange rate
e  The value of the poun

L ]
. bes pay more to obtain its French supplies.
. .

weorder for revenue not to be detrimentally affected the products must
o it will be cheaper for the firm’s products to be exported to France, thus maki
demand is price elastic this could result in the firm’s revenue from this mark

Corporation tax
. Corporation tax remained unchanged between 2011 and 2015 at 33.33%.
e  Asitdid not change, there is no direct effect on the business.

Income tax rate
. Between 2011 and 2015, the French personal income tax rate increased by 3
e  This meant from 2012 onwards French citizens were required to pay a greate

state in tax.
e Assuming all other factors remain the same this leaves them with less dispos
e  tess disposable income could result in French consumers reducing their spen
e Rospeer Footwear could experience a fall in demand if French consumers reduce

However, this will very much depend on the income elastisi ; of its products. As

footwear, its products might be considered mor, se tial rather than a lu
0-3 marks limited response ' demands of the question
4—6 marks reasonable wclises on some of the demands of the

7-9 marks good 1« hat focuses on many of the demands of t

Total of g

AdOO NOILO4dSNI

Arguments for entering a new market
. Growth in the French economy has slowed, which could lead to lower deman
J A greater proportion of income tax is payable, reducing the disposable incom

lead to lower demand.

Arguments for not entering a new market

. French inflation is increasing at a lower rate; therefore, there is a degree of p
encourage consumers and businesses to continue spending to some extent.

e  Although the French economy’s growth is slowed it is still increasing, indicati
businesses to invest and consumers to continue spending on non-essential it

. The income tax rate has remained unchanged for the last four years; therefo
their spending habits in response to the 2012 change, so no further change s

] Corporation tax has remained unchanged over the last years, encouragin
thus inspiring investments.

e  Although supplies are more expensive
Footwear’s products being ch:
have price elastic dem

COPYRIGHT
PROTECTED

d weakening against t
ch consumers, which could stimu

ig

Conclusion
’ snch economic data it would appear that although growth ﬂg
ive market for the firm. The data on its own does not suggest the EdUCOtiOﬂ
1 mark stating whether the firm should enter a new market or not
1 mark an explanation not explicitly referring to the data
2-3 marks judgement is firmly linked to the earlier analysis

Total of 4 marks available
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Activity 22
1.

Possible answers:
GDP

. France experienced growth in the output of goods and services between 201
. 2011 was its highest rate of GDP at 9.5%.

e 2015 was its lowest at 6.9%.

e The growth rate between 2011 and 2015 is 2.6% (9.5%... 1.9%) lower, althou
e  Although growth is at a slower rate in 2015 11 it still indicate
confidence with business and consumgre. i~ oughout it has been a

Inflation

e  The rate of inflation fell from 4.1% in 2011 to 1.7% in 2015.

e  The average price of goods and services is increasing at a slower rate than pr

e  The spending power of businesses and consumers is still eroded to some ext
other factors are remaining the same. However, the declining rate might en
Chinese economies by these groups, if prices are stabilising. This will encour
consumer spending.

Exchange rate

¢  The value of the pound against the yuan increased by ¥0.22 between 2011 a

e  More yuan is available for each pound.

. It will be more expensive for the firm’s products to be imported to China. Th
will depend on the price elasticity of the firm’s products.

Corporation tax
e  Corporation tax remained unchanged betw
*  Asit has not changed there is

/.nd 2015 at 25%.
the business at this momen

Income tax rate
e  The pggsonzis
. A

.“rate remained unchanged between 2011 and 2015
d there is no direct effect on the business at this momen

See ActiN Q1 answer for guidance on allocating marks

Total of 9 marks available

Possible answers:

Arguments for entering the Chinese market

e  The economy may be growing at a slower rate than 2011, but its growth rate
2015.

. Potentially more growth potential in China than France.

. Inflation has fallen by more than 50%, encouraging confidence in both busin
stability within the economy.

e  As both corporation and personal income tax rates remained unchanged bet
and businesses will have greater confidence regarding spending.

Argument for not entering a new market

As the pound has become stronger against ¢
for potential Chinese consumers
continues.

] potentially could make t
oes launch in this market and th

W\ t:ie Chinese economic data, it would appear that although growt
still remMg@® Tucrative market for the firm. It is still growing at a faster rate than
this could be a good market to enter, while still remaining within the French mark

See Activity 3 Q2 answer for guidance on allocating marks

Total of 4 marks available
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SUGGESTED ANSWERS TO AS ASSESSMEN

Multiple-choice topic review

1. B
2. D
3. D
4. C
5. B
6. A
7. C
8. D
9. C
10. A
11. B
12. C
13. C
14. D
15. C
16. B
17. A
18. C
19. A
20. B
21. A
22. B
23. C

C

Paper A

Marking criteria for Sections
Use the following marlatlmar
SOME SUEEESTe o

arks. Please note guidance on awarding

4 marks
Level Typical candidate response
3 Good knowledge and understanding demonstrated and is applied in the co
2 Reasonable knowledge and understanding demonstrated and some applicati
1 Limited knowledge and understanding demonstrated but lacking applicatio
5 marks
Level Typical candidate response
3 Good response that focuses on the demands of the question with well-dev
effectively applied in context.
) Reasonable response that focuses on some of the demands of the question
analysis and is applied in context.
1 Limited response with little focus on the d
analysis and descriptive applicatic
6 marks
Level Typical candidate response
3 ponse that focuses on the demands of the question with well-dev
ively applied in context.
) Reasonable response that focuses on some of the demands of the question
analysis and is applied in context.
1 Limited response with little focus on the demands of the question with limi
analysis and descriptive application in context.
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16 marks

Level Typical candidate response
Excellent key response that focuses on the demands of the question with e
4 throughout. The response is consistently in context. The judgement is con

analysis with a balanced response, which focuses on the question througho
Good response that focuses on the demands of the question with well-dev
3 effectively applied in context. Judgement linked is, which is balanc

the question as a whole.
) Reasonable response that focus 1e demands of the question
analysis and is applied in.u «agement linked to analysis but lacks ba
1 Limited respon: ; s on the demands of the question with limi
Al iive application in context. Judgement made but limite
Section A

1. Fixed costs are costs that do not change as the level of production/activity varies.

2 marks available

2. £23.50 (selling price per unit) — £11.50 (total variable costs per unit) = £12 contribu
£42,000.00 (fixed costs)

= 3,500 units per quarter to break even (1,167 units on a

£12.00
1-2 marks correct contribution per customer formula and data
1 mark correct answer for contribution per customer
1 mark correct break-even formula and data
1 mark correct break-even answer

Total of 4 marks available

3. Possible answers include:
. Informs a business of the m
. Allows the business,

s to ensure all costs are cove
er rts current level of sales is sufficient to

4 marks available

4. Possible answers include:
e Break-even is based on predictions which may not be accurate
e External factors are not considered, e.g. changes in the economy which may i
¢ The data only applied to a single product and not a range of different product
¢ If one of the variables changes, e.g. sales revenue, the whole calculation will n

4 marks available

Section B

5. Possible answers regarding why Drovers Engiree ht be experiencing st
] i inventory control, as invento

livered on time. Ifitis the latter the business would st
ess has experienced another stock out midway through weeks 6 an
appear to have taken account of the buffer stock being used to meet orders
e  The business has not ordered sufficient stock since this occurrence to restore
160 units. It appears to have ordered 100 units in week 5 rather than there

10 marks available
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6.

Section C
7.

Possible answers:
J Change supplier —the business has had problems with inventory control over
therefore, does this warrant changing supplier? If so, it is presumed the sup

business has lost trust in them supplying the business in accordance with the
contract. However, changing supplier is not automatic, as time will be requir
them and put measures in place to ensure they can supply the inventory as e
occurred with the existing supplier(s}) can be resolved bv *yorking more close
to finding new ones, as this should require the les t of time and effo

occurred again.

. Introduce an electronic system for managing inventory — assuming staff sca
received from suppliers and also scan goods sent to customers, this should a
record of each type of inventory it holds at any moment in time. If this is link
remove the need for a person to manually place an order when inventory re
automatic order will be triggered. This is more likely to be completed in a ti
the latter might require inventory levels to be physically checked before an o
However, the initial cost and time associated with introducing an electronic s
deter some firms, but, if completed successfully, it could reduce the need for
just-in-time system could be used. Nevertheless, this will depend on having

8 marks available

Possible answers
e  Average prices of goods and s
e 2011 had the highes
e By2015 the ra

UK increased each year betw

rlces at 4.2% with 2015 having the low

as 4.0% lower than 2011 (1 mark)

e in prices of goods and services occurred at a lower rate

negative change in average prices — deflation (1 mark)

e  Supegrmarkets actively reducing prices to maintain their competitiveness aga
contributed to lower UK inflation increasing at a lower rate (I mark)

4 marks available

8. £177.4bnx =2 = £6.9bn
100

1 mark correct formula, 1 mark correct data and 1 mark correct answer

3 marks available

Possible answers:

e  The volume of smartphone users has grown by 17.8% between 2011 and 201

e  This provides increased convenience in the metho
providers

e  This increases the level of demand

J A greater proportion of 55-*«

2011 and 2015 (fi

online grocery shopping
e  Although changing consumer trends and innovations (e.g. smartphones) hav
online grocery market, it should not be forgotten that as new retailers have i
contributed to this growth (Aldi, Amazon Prime, etc.)

10 marks available
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10.

11.

Possible answers:

Overall

20 marks available

As a result of increased inflation Marks & Spencer may decide to either incre

keep prices the same but reduce its profit margin

Increased inflation is likely to have a negative impact on the retailer’s sales

o increased prices may lead to reduced sales as customers may no longer
value for money. The impact of this mindset may be impounded by con
to the inflation rise. However, other retailers are likaly to also increase

be reduced if the company only acts in line ; (and the market

reduced profit margins will impact zeg five he company. The com

As the business is experiencing falling sales in clothing and homeware, enteri
attract new customers and help to improve sales
The market is expected to grow by 77.0% by 2020; therefore, it offers good p
which could improve sales and profits
Online grocery sales is the fastest-growing sales channel and is expected to b
by 2021, while consumers using the supermarket channel is expected to fall
Spencer relies purely on customers making use of its food halls, it could face
switch over to purchasing online.

The UK average online weekly spend on food via the Internet has grown from
2012 to nearly £140m in June 2016, indicating this is a growing channel for s
All market leaders offer online sales, which places Marks & Spencer possibly
consumers have alternatives to choose from

This could attract new consumers to the business, which broadens its custom
greater sales

The business already has an online presence f
and the infrastructure to some ex ;

The food business has a stror,
providers ‘

and home range.
efore, it is not starting co

Cus\g 5, so Marks & Spencer might find it difficult to attract customers aw
the food business is already a success in its current format, so why change th
although the infrastructure is already in place to some extent, the business wi
to develop it to be suitable for the online shopping market

as clothing and homeware sales have fallen the capital might be better used
are more appealing to consumers

if Marks & Spencer’s existing base might desert the company in preference fi
the firm it has no other choice than to enter the online grocery market

the business objectives will influence the final decision. If the business is loo
model beyond the food hall format, then offering an online grocery service m
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Paper B

Marking criteria

Use the following marking criteria to award marks. Please note guidance on awarding S
some suggested answers. Z
4 marks
Level (/)
3 v O
2 demonstrated and some applica
1 n |ng demonstrated but lacking applicatio m
9 marks o
Level Typical candidate response
3 Good response that focuses on the demands of the question with well-dev —-—l
effectively applied in context. [
) Reasonable response that focuses on some of the demands of the question
and is applied in context.
1 Limited response with little focus on the demands of the question with limi O
analysis and descriptive application in context.
16 marks Z
Level Typical candidate response
Excellent key response that focuses on the demands of the question with e ( )
4 throughout. The response is consistently in context. The judgement is con
analysis with a balanced response, which focuses on the guestion througho
Good response that focuses on the demands of the nt:2ition with well-dev O
3 effectively applied in context. Judgement li i
guestion as a whole.
Reasonable response that fe —U
2 .
and applied in cont
1 Limited resr --<

18 marks avar- o

Level Typical candidate response
Excellent key response that focuses on the demands of the question with e
5 throughout. The response is consistently in context. The judgement is con

analysis with a balanced response, which focuses on the question througho
Good response that focuses on the demands of the question with well-dev
4 effectively applied in context. Judgement linked to analysis, which is balanc
question as a whole.

Reasonable response that focuses on some of the demands of the question

3 and is applied in context. Judgement linked to analysis but lacks balance. COPYRIGHT

5 Limited response with little focus on the demands of the question with limited PROTECTED
and mainly descriptive application in context. Judgement made but limited lin

1 A weak response lacking focus on the demands stion. Descriptiv

context. Judgements are based on asserti

1. 4 marks available

ig

£0.05 (procassing + £0.26 (ingredients) + £0.14 (packaging) =

Qg
Education

1 mark for correct formula and 1 mark for correct answer

£3,500
£2.50

=1,400 litres per month is the break-even quantity

4 marks for correct answer

Quantitative Skills Workbook for Edexcel AS and A Level Year 1 Business Page 132 of




2. 4 marks available
Budgeted income — budgeted expenditure = budgeted profit

£4,760 (labour) + £1,200 (stock) + £1,085 (other costs) = £7,045 (budgeted expend
2 marks for correct formula and 1 mark for correct answer

£9,150 - £7,045 = £2,105 {budgeted profit)
1 mark for correct answer

3. Possible answers:
. If the business does ne JAuan or extend its overdraft to cover br
; ar budget statements could support a fina
indicates that the business is well planned and manag
arks on expanding costs will be incurred. Setting a budget
A pends are avoided.
Setting a budget allows the business to monitor its performance against b
business is concerned about a downturn in the economy, a budget could as
success and failure, along with the strategies that are needed for future succ
e By setting budgets for the individual sales areas of the business — for example
the budget holders of these areas. They will have control over decision-m
should be spent. This could be motivational as they have been given respon

8 marks available

4. Puddle Down Farm’s ice cream is not particularly sensitive to a change in price. Its
indicates demand is price inelastic. As the coefficient is negative and less than 1, it
will decrease, but it will be a smaller proportional change than the percentage c
business’s revenue increasing rather than decreasing. Timothy is correct that th
although demand will slightly fall revenue will still be increased, Increasing the pr

4 marks gvailable

5. Possible answers:
e Opening balance (O

lows (QTR 2) = closing balance
—allow up to 3 marks

AdOO NOILO4dSNI

that this is likely to occur, financial arrangements could be put in place t
arranging an overdraft, as the negative cash balance is for less than one year
required. Suppliers could be asked for longer to pay, thus delaying payment
e  The negative cash balance is short-term, suggesting that it is not a permanent
2 a positive cash balance of £7,900 is predicted. This indicates that any fina
likely to be secured, as a potential lender can clearly see this is not a long-ter
e  The cash flow forecast does not appear to allow for the additional income an
either opening the ice cream parlour or accepting the supermarket order.
cash flow forecast to have a certain picture of the business’s expected cash f

COPYRIGHT
PROTECTED

Award up to 3 marks for the quarter 2 closing cash balance calculation
1 mark each for the correct formula, data and answer
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developed analysis and is applied in context.
Limited response with littie focus on the demands of the question wi
development of analysis and descriptive application in context.

Total of 10 marks available
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Possible answers:
Positives of working at full capacity

Drawbacks of workin;

Overall

20 marks available

Possible answers:
Negative impact on financial performance

Positive impact on financial performance

Overall

10 mark £

The current capacity utilisation is 80%. The business has spare capacity that
Increasing the capacity could allow the business to increase its profits.

If 2,000 litres are sold a month the business makes approximately £1,500 pro
Operating at 2,500 units provides the business with an additional monthly pr
Clearly if the capacity of the business is increased throi:g i the supermarket
for the business to increase its profits.

Working at full capacity so it can service he
and gain a stronger presenc

et contract provides th

Thee . .ar additional costs to maintain and service the machiner
it | capacity.
If £ hinery breaks down during a production run it is unlikely the busi

time, which could harm its reputation with suppliers.

Staff will be required to work to their maximum over a continuous period o
detrimental to the way in which they work. Errors could start to creep in
produced. This would be a severe problem for the business as quality is an e

It is difficult to state whether operating at full capacity will harm the busin
being available, as the impact on staff and existing customers needs careful ¢
However, working at full capacity even for the short term to meet all custom
provides the opportunity for the business to improve its profitability and
indicating that at least for the short term it has the potential to provide mor

ying £0.75 less (£3.25 — £
res, the business will earn £3,000 |

Less revenue per litre as the supe
EXistica | torers might consider Puddle Down Farm as disloy

Fixed costs have to be incurred to take on this order and there is no guaran
continued beyond two years.

Assuming all other factors remain the same, except the selling price to the
provides £1.75 contribution per unit (£2.50 — £0.75). This is profit, assuming
fixed costs incurred. This is an additional £7,000 profit per month for the bu
North West. This is an additional £84,000 of profit available to the business.
The business currently is budgeting for a quarter 2 profit of £2,105. Accepting
quarterly profit of £21,000, which is significantly more than the stated budge
Assuming the supermarket order is expanded to all UK branches it could sign
The profile of the brand is raised, which in itself can Iead to greater brand rec
choosing to purchase the brand beyond the supe s they are familia

Clearly the supermarket order _+ cantly improve the profits for Pud
However, it all d siess’s ability to manage the higher level o

o
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8.  Possible answers:
Ice cream parlour
For
e  The ice cream market is growing, suggesting it is a good time to expand.
. Lower long-term fixed costs.
e  Asthe business has price inelastic demand it could increase prices, which w

to go towards covering the additional costs.

e  There is no need to increase capacity or out
e  Less risky than the supermarket order,,

Against J
e It does not provi . [ of profit growth as the supermarket order
e  Ney, lo” '/ .nay be required for this particular venture, which involv
' se increases costs.

isting business operations continue while the ice cream parlour is
will miss out on revenue over the period of time it takes to get it ready. H
indicating the subsequent additional revenue will resolve this.

Supermarket order

For

. Increased profit of £7,000 per month, £84,000 per annum.

. Potential of far greater profits than the above, if the brand is launched acros
. Improved brand recognition, which in itself can help it to stand out in the ma
) Being associated with the supermarket could make it become the must-have
. Ice cream market is growing.

Against

e  Supermarket demanding a lower selling price.

e  Response of existing customers to the above.

e What are the possible demands the supermarket
packaging, etc.? Will it want to discount the:.
costs associated with this?

° There is no guarantee th

on the business?
ring special promotio

Oe extended beyond the two years.

AdOO NOILO4dSNI

Overall

¢  The final decision will depend on the level of risk that the business is willing t
market research conducted by Timothy. If the venture is considered too hig

. It will also depend on how each option fits in with the corporate objectives.

. Furthermore, the quality of the research carried out will influence the decisio

e  The supermarket order might be considered riskier, as there is no guarantee
therefore, the business might decide to go with the ice cream parlour, w
certainty. However, it would have to accept the profits will not be at the sa
order.
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20 marks available

ig

Qg
Education

Quantitative Skills Workbook for Edexcel AS and A Level Year 1 Business Page 135 of




