TAMWORTH
SIXTH FORM

TAMWORTH
SIXTH FORM

OCR AlLevel Business: Finance & Accounting 1

n
c
»
o
P
3
p3

xLisolund

Knowledge Organiser: Finance and Accounting Main Sources of Business Finance

Financial objectives e o LONG-TERM MEDIUM-TERM | SHORT-TERM |
Going Cncem Finances the whaole business cver | Finanoes major propects o assets | Finances day-to-day troding of the
A ORI 1.3 0 LT, il e [0 e 0 the contrany, £RaEa comasny (1n ot g aing br okos. Thin haa i artn & im plicasia e ar & e v s Son of s me o nd i MO PEars with a long-life Bussk
* Return on capital employed (ROCE] targets |
= Sharcholders’ returns
L dval w thad el tus armis sy Froem yee £y, or period B period 1 s of serounk 1, s, ks ma i mes ningf ul comen: - Shar ital
* Cost minimisation 1 0 Firus sl e carrcaness F o £ e, Vs e b i 1.5 s g ], o i 1 e B llackons B Fact an d o B thsim paet of sy R Bank loans
* Cash flow targets changs Retained profits Bank overdraft
— Leasing
Reasons for setting financial objectives SnIE TR capita’ ; [RSRCSCNGES
Proff e m n of recog niasd un s e Fo B com pists d 10 sd dition, 3 caH o visw B sl forf utune orob e and ook of e buneithe e s ey ided for © in Hire pu':hase
b i s g B Y Uk o 1000 0 it e ke chincs Hu mch e el B incur red In the futre Morigages Factoring
= T —t - Government grants
. w sk hing (o " Accrd Long-term bank loans
. Iracorras i cul B e iy “Praaic sl ™ sl e P e s o 3 v e g e
; [—
-_ Rty
- WEhthi SceTIEY g s b e o (3 Sy s el g o thism) o Hhe paint of mds or o e of gl owner i -rather e e when cah Contrel
o ity g s Revenus Quantity sold x salling price Wanked
'w":" B ariable Quantity sold x varisble cost per
Wi chaci o e S i o3 B £ 3 P s a0 8 LA e e g Lichpras 1, e " i By " s on s i1 Bk thin ol any be a0 e . unit F—
Internal influences on FO | & wmsrsm o spmar o s siros use o s sccours \
Total costs Fixed costs +variable costs -
“This il sk et g Infiarrra 01 Aneps et g e i "o el ™ sy, I ot s, i o B b el £ oo ot 8 s e e e R o vl ] e Erofit Revenus - costs m -
* Corparate chjectives Needed Py
* Natung of the product that is sold Absorption Qosting: All overheads are allocated to different products or arems based on revenue or direct costs Auwerage
= Objectives of the senior managers CostsUnit Total Costs +MNumber of Units
= Finance Marginal Casting: The cost of producing ane maone {variable cosis ) Cosis
+ Husman resouces ) ) o Direct and Indirect cost
« Operational factors Cantributian: The amaunt from each sale being put towards fimed costs  Profit = Total Contribution— Fixed Costs e
* Hesources available Cantribution per Unit {CPU) = Selling Price— Variable Costs Tatal Cantribution= CPU X Output # FIXED COSTS — Costs don’t charge over a period of Do Comt; Direcs costs ane thase oo (Bat have disectly
time amd don’t vary with owmpat mﬂ,mm R P -
. . . . 0t
Special Order: A special order is an extra order or an ander for an item specially requested by a customer, normallby at e VARIABLE COSTS — Costs that vary change aver a Exwages pakd askary pabd labor, material_ec
Ener“al m“mm Fu a chaaper price. The business has to decide whether to acoapt this order ar not. Banefits are some contribution, de- perisl of time and alse vary with outpat e
ree H
welog relationships and future orders but downsides might be 1o miss other orders, impact on current customers rela- B SEMI - VARIABLE COSTS - These coss have Iraditent worst are thine Conts which aie ol dirnitl
i . X . i e avrountablie o spocisr oo obert of el direot by related 1o
tionships and potentially extra cost created. fixed and vanable clements of production proslindren
E ifridi fdor, mendaine e Seboiem. _ et
* PESTLE analysis
* Actions of other businesses Target Leval of Profit= Break-even forecast Businesses use information about revenues
A prediction about and costs to calculate the break-even level of
* Market factors Fimed Costs+ Target Leed of Profit he braak oulput- mone wieful 1o new busingsses
- Ehe Dreak-sweo [Selling price - variable costs per unit)
= Salling Price— Variable Costs m"?m‘in" basedon
estimotes of future Can make
Cost Centres & Profit Centres sales neverunes ond Hecisions Costs may
faidal
change A price
Coal cenfie - Ar iden S able part of an cogenastion where ooty can be caiculated m l'ﬂ‘llh!ﬂ} pl‘lD!il'ld Can find Prices may Increase
Profit centrs - An adentiflabls part of an crgestion whiss ooty sed reeeras can B caloulsted Break-gven quantity taking out cxpected e ' o could kead
= Yo rereed 8o o bl o allocte ol conts o coviaien arm The SmuMmES loans 21 promtioes toakallin
3 o ol coth b t o e
¥y i csbullte prensas ik wel i coits cinn galielita proft {Totel srverue- total costi business must s
& Fharte soe pflen wved with budpety S sast with Srancsd plinsieg s=d mortro eorm enough revenue .
s o Gk nerd Py bo cover its cosds \ ’ .‘ '
See how !
= Fhry shiow the bnireas o compars performance brtwesn dagartmests | scron produchs | beandh e
u Fhin ey Lot Bk B rrublon ot e e Lot se Rormanng i Margin af safety . Coiehd STV I Competifon IR
= ¥ probt cevtee i bt g g well baninansn miry want b ko o Lhe reasom bebind thin The amount by which need to Uselulness of ‘_ margin of iy i Unitations of 3 produdts.
R Y Sy S— & busingss” ectual sell ey safety “ are sold
- Puackraing an take placs outputis greater hysi sk s
= Eapuensbuliy dt & @roRi | Gietd Cbvine mall kv i sndivichaal eigaeniabis than its breok-even analysds
= By placing muponubsbty with Lha parion isvoheed in he sciwiy the Sirancen mury be run mons sficintly than sould ot
bt B g H.0 s nemta, nanes manager controlled 4. P
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Knowledge Organiser: Finance and Accounting

Increane
Reduced salkes
abes Use 2 sorce: Pniicrs}
Too shor Increased of finance- Beduce
Budgets are an estimate of income and expenditure for a set period Canth Flams creditor days Ol averdr it ficun Outllows
of time. Budgets are used to: Pactoring
Dening Balance= " & .
Cantrod incosmee and evpenditure {the traditional usa) Omening Bafance= Last manti's clsing balanes ' ’ ‘ ' '
Met Cash Flows= Inflows—Outilows ‘
Establish priorities and s#t tangets in numerical terms e e e T c:;‘?
Clasing Balance= Opening Balance +Net Cash Flow . Hald bess
Prowvide direction and co-ordination, so that business objectives can Faig B e Spening e T Demand Causes of Cherstocking :;:::.t Solutiond 15 ¥ Stock
bee turned into practical reality Cath Flow ml Im
Bzsign respomsibilites to budget holders {managars} and allocate Cash flow is the difference betwesn the amount of cash a compa-
e O ny receives and pays, wh eness profitability is the difference be-
. twesen revenues and expenses
Communicate targets from man agement Lo employe e DEPRECIATION -a reduction in the value of an asset over time,
Metiuate stalf dusin particular to wear and tear or n ew technalogy
Improve e fficency
Manitas performance Policies Straight Line Degreci stian = Initial Cost— Residual Value
Demand Useeful Life in Years
Variance analysis is Favourable variances mean e —
used to calculate the that the actual performance )
difference between any of the organisation has been —— - Makes accounts | = Useful Life and
actual and budgetfd better than EﬂFEﬂEd - |ikE|'|' Comprinian \ Cycle boetvk bestitenr in first Residual Values
ﬁsures_ to increase profit Ferw yrars of an are estim ates.
# aszats il
Adverse variances mean that External = ®  Lems accurate as
After calculation the the actual performance has Hm *  Considers Lesf oty e mars
variance should be been worse than expected (HLE) H"mI =mﬂ"¢ fszat walue in first Few
§ Issues
interpreted as follows: likely to reduce profit years
Advantages: Shows kewel of risk Drawhacks: Cash flows are estimates, Reducing |Declining] Balance
The payback period & the ' : ) . .
Parback fime 1t takes for 2 prajet ta Easy to calaulate and interpret, Daes not consider walue of maney This correlates to the percentage th e asset will depraciate by each year

Avverage Rate of Re
fturn JARFR]

Het Present Value
NPV

A0S OQualtathie Fac
ors Impacng bt
et Desckshore

repay its inittad insestment

Average Rate of Retunn:
this measures the average
annual profit 2z 2 peroent

age of the Inimal Imestment

AM'ETEE Aunreal Profit
X100 lniiad Cost

The present value of the
capetted fubure cash flows
milnus the cost

Total of fCurrent Value X

Good for use In changing markets

Avantages: Considers profis linied
0 an irvestment, Considers I of the
project

Avantages: Considers value af man
o awer time, Considers 2l ash flow

awer time, Only considers Tme to p2y
bck mot protfitabiliy

Draswihacis: Cash flows are estimates,

Does not con sider wvalue of maney
arver Time, Only oo nskders Time to pay
back not profitability, Years of iie an
estmate

Drawwhds: Discount f chor aind et
mate by business, Cas h inflows and
caimate

Demaind, Market Siuation, Econamy, Labour Considera tians, Finanoe Available, Cost of each Proje o, Leadership

Chaice, Palitical Factars, Socal Factars

Bedvantages Dizadvantages

- More reflective | =
of aszets value

Bocounts and value of
business can keok worse
a5 aszels worth less—
hard to get finance

aver time

- Mo nesd for
residual value or | =
useful life of an
aszet Terw yars.

Le=s accurate as assets
lose mare value in first

Fist: [ ke Yl s [ i 1 C ot = Accusmuiaios o D rec it on

o o | Vo o — Pl -l p e oF 3 et after uef’ ul e
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sk pusyabie, pusyrmeni I i ] wean 2 long orediios payrmesnd periced Techecally, the oeediion hamosesoollecion
| | ety el abucu bl e b o jurd et guachuns, and ot om 8 puschares.
Rl [ Fomeala | Dsta [ Cutcome | T | Tiake ped ey & W5 B0 S |7 des
Wiy metes | e
Curmerd i el arets ) L1 ] Thas b e hit ol ey, vy wlhoe b | it thial Wher vy oy
=y T T iy & I um;':h“mh;m..-
i e Chsrwrd ety - i, EO 150 F o) iy 1 g rrecer s et et of Rapom By oy Shast o s cngea-y st esyernory oy et b | ol comd ol e,
L : s it ol ook welo | | ek e i Fererfma® = L0 v Oy arriaege ther Coofrgairmy ¢ cillen B puntteenll om s cunlisrer, S e, gl pear, i
Froftsbiy ration | | e [ T E— ] thcbtr b an e oo o procsd of 71 e 8 Bt woukd st a et
iy ol e L) 51 L O B obrariages; Duvw drmact ol ety 1) ol oot Dy (i, il Whee Raie e Dbt collection poricd) divbsiry colloction poriad Technically the debior tumosey'coliection period thould ks
] et the bemer snd sy inccate Both the smount of valkee the busnew s able | Tradde mooovestlion idebtony = 4 | 1592 W4 TG dan ] e comeh Labes, s ot sevenae
0 b el b st o] cmgerition i it et [ “ra
et il e Pl becbons vt e b . 1) L O R ebariaes, buviw drmach o sath 11 ol sl bepoasves roctl prolle. I 5 scorplable o ine
R = et el ead ol PR in the caloulanon Phe Lisges the pescertage the betien | “whrere roct sk, ate v they
iy Ly ot brfore rtreest e @ ponssble o reanaer the anperh, s wbuch | sl B i irideacd] ol e
Eimu’mm:"":r" .IH:.‘M- 'Ml nl WFH | Moy cuvend st hrnow Wrsrrage Ba [F.1 Thar. rrissamem. thee red sticarmbps bt o -cusvend sty srcd severmsn For masy £1
iy, e ot bl & covel et Liscasn, N e el i e Bt LA Mo cuvend ety ] v an non-cuvend sty it bursness, genevaies £1.75 of wile, The hughes the
.t ke P, hees it . scopiabils s e ol e e e, wths 3 e | vl the smose procductres aee the snets
raplan thef th nsn oot | [ Beeh frvemritenyt vurmnes i ol e ) AT - T amarrancye Whee oo Busf s o h i sy o 0 vewems pror et Thee Laiges e
etum o Cagetd errgdioped AT Mo b0 |11 The treced barsbrvarnital seeasse o b el e el luwrcy | (= T fumbnd e fracer acctrer i e b, O et e ovatiee ek huren, vt every
ROCE) T #5 whaat i e what (o e, o, 0 what Qo in, sl employed, The hagher 5 ey
okl rpsty + non-cumerl e prrrmiage thee Better sl ther racee ofciont thee bumines i i tuming capitl inlo | Iverricaiey W 100x W5 TS
b bt et goole | ] L]
Biehum o evpaly Prucili fow the yeas 5 100 Sreim | MSIw Mo the s the hasebobder, we gemirg hach foreery £ of sty Sharrhakider ration
b T“"'::‘W"Hhh'h‘m" kel [r= = sl - ] Uk, cveebersch o] ool for thie yesar e deesdiorsch, ane psd ool of povvions, yoars
- o porsiage theb | et of dhares in b X0 i, 8% mmard e besn dhan £7% I shows. thee sl canh sewcard 10 each shase
L1 _'. | Dvenchored yurke] PS5 = 100 030 0 | A Corrpaav the sewiard o draders nmw;mdmhml‘h
‘Sobency raticn. | Thar price. o Lo th e bt e dhumeducicd
(g M e Tt shcen e e e which e b el o ekt st & Latrangs per shase E75% Prof ot e ] ¥ This e o e i e e e o R P g g
M.N‘I:?LW =i h"“""'""‘“ Mt bgh gnariag s the ffoct o hln'dm | m;mh £l e capital s iuse: High geasing has the ofleot of sagryireg the EFS and P ratios.
[r ] | | Pricesmarmings catic Shae grice Lo L) e, A e ol madket confidence n that e mudet value the Baunirsei of 5 150 times
[——— [ ———T [ — L e P Fa e a—p————— L] 0x medtiple. henaoe the Lugen the vl e more ooefdent e market s that the buanes.
Forvaror oo Wl par. n Wt o, Thee L e et b T snk. A walhoe bt e | 0 s 2ol continuse 10 gons e srecand for a shandhalders
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- Ststermend of finarlal poaition a4 st 11 lanusy 2076 Staterveent of nan il posfion s st 11 lenuary 706 Use of Financial Ratios
Income statement for the year ended 31 January 2016 £ 000 {000 [ 1000 [
= Fivanaial FIH0s fraay e ke Ly SLAirs Wi @ 1T, by DusTent
000 Mos-curment ity Nom-cument astats and poterval harehepkden fawners] of frm, ard by 3 Rem's
Irilangplde asts 50 ity 50 wrdion.
Revenue 750 Peoprrty, plant i equipment ™) Praperty, plant B eouipment w0 -F-m-ﬂl:u:mm r‘nm TRt MR The g ad
Irrev=amerty [ Irraramari 10 — e i il et the market
Cost of sales 90 e o
Currest auuety
hm m Carent smasty Irraicre 100
Emﬁ 150 Ireviitorsm, [ T ained iothve devmivabdes 150 L B
310 Trarke ared then recrveaties 150 Carh sl carkh expaalents 9 =0 Limitations of Ratias
M'ﬂl Canh ared canbs expuivalenis. L] 300
W Currest habaltaey Dt 4 bty sty LA S Corparibba paert
2 =] 500 Track and cther payalies [ Poblubad pasr group or sy sverages arw avly spprootmacon
Profit before interest and tax (PBIT) 90 Ovenchal [
" Crrenit kabilaies Irhartry verages may mos provide 3 dedrable et radc o norm,
Finance costs 20 Tracke arel other payabies @ Hoet cuamerd ety s Asconting pracsion difer widely among o
Profit before tax TO0 e 15 L] A bogh e low rated o rot autsmateally leadl b o spece Frverable
Phoen s urrent habdidses or wrizvorabie conglusion,
Tax 18 Mon-current labilitie Lisan ne 5 . [T N—
Ly 3%
Profit for the year 52
Mt asseis -
Dividends 40
Capital & Rewrrves sttributable to Capial & Reverer, sttributable fo
Retained profit 12 iy hakders sty hobdse
Share capital M Ghare capital X0
Rctanod carmiran ] EisY Rt rvee] paeninen. Fal
TOTAL ECANTY & LIABILITIES 800 TOTAL EGLATY a5

Mobe: both ol the aboer lormati se scorplable and the mamber of oolumen. uned n cadch

stabesTwnil Can vary.

Aecdcltional inbormaticn: 0 (00 | 1 ondnany dhane,

Curmerd shaee price: = (300
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